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“Despite many challenges, we at Exelon have kept our confidence
in the future.

> We have an experienced management team, focused |
on delivering superior operating performance.

> We have a uniquely positioned generation business, one '
that we expect to drive strong earnings and cash flow.

[

! !
> We are building healthy, self-sustaining delivery companies, |
while managing the transition to competitive procurement. i

> We have announced a new value return policy that reflects
a realignment of our financial policies with the changing
composition of our earnings.

> We have announced a 10% dividend increase.
. o

> We are redoubling our effort to promote and support
competitive markets.

> We are advancing an environmental strategy that leverages
our carbon advantage. |

> And we are evaluating a variety of growth opportunities. |

In short, I have no magic pills or potions - this is still an uncertain wérld.

But | do have proven judgment, absolute commitment, a talented .
team, and what | believe is the best business platform in the industiy.”

I
John W, Rowe / December 12, 2006 !
|
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John W. Rowe

i
Chairman, President and|CEO
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To our shareholders

Much has changed this past year, most of it good, some not. In Iﬂiﬁéis,
Commonwealth Edison won the right to pass through its cost of 5
purchased power to'its retail customers, despite a last ditch effort to
extend a ten-year rate freeze in the Illinois legislature. While the issue
seems likely to arise again, ComEd's success to date is testament to the|
strength of the wholesale competitive market, the strength of its lég‘aﬂ
_ position and the tireless efforts of ComEd’s regulatory and legislative
teams. In New Jersey, however, we were obliged to walk away from'our-

long-pending merger with PSEG, despite its continuing strategic value,
when it became clear that we could not meet the significant financial
demands of state requlators and other government officials.

Yet each of these outcomes, seemingly very different, demonstrates
the one thing that hasn't changed here at Exelon. We are value driven.
The same focus and dedication that gave us a successful resolution
of the rate issue in (llinois compelled us to abandon the merger in N|ew
Jersey. And the same commitment and determination that resulted in
a stellar operating year at Exelon Generation enabled PECO to install

a new Common Customer IT system with few complications, while

successfully dealing with record peak demands and a very demanding
summer storm season. We have never lost sight of our commitment
to deliver superior value to you, our shareholders.




~ And | am very grateful
to both the Exelon
management team,
and our employees,
for their dedication
and tireless efforts on
your behalf.

As evidence of that commitment, E)icelon has again reported improved
operating earnings for 2006. Thankjs primarily to higher generation margins
and continued strong opera{ing performance, our 2006 adjusted (non-GAAP)
operating earnings were nearly $2. 2 billion, or $3. 22 per diluted shafe

a4 percent increase over comparab]e earnings in 2005 Over the past six years,
our operating earnings have mcreased by almost g percent a year. Exelon’s
2006 GAAP earnings were $1.6 bllhon, or $2.35 per diluted share, reflecting

a further impairment charge to ComEd's goodwill, this time arising from an
nitial unfavorable rﬁling in tast year's delivery service case’

Our continuing success has again made us the most highly valued company
in the industry, with a year-end market cap1tahzatlon exceeding $41 billion.
Our overall stock price rose by 16 percent over the course of the year, from
$53.14 on December 30, 2005 to $61. 89 on December 2g, 2006, And our total
return, measured by stock apprema‘tlon plus dividend reinvestment, was
approximately 20 percent. All in all;our total return over the past five years

has been 204 percent, far outstripping the performance of the Philadelphia

. Utility Index, the S&P soo Utility Inélex, and the S&P 5oo.

i
And we continue to earn favorable recognition in the media and from

industry and civic groups. fortune r{paga'zine named Exelon one of America’s
“Most Admired Companies,” and rahked Exelon number one on the electric
and gas utilities industry list, for bojth 2004 and 2005, We ‘were also recently
named to the Dow Jones Sustainability Morth America Index and the Carbon
Disclosure Project’s Climate Leadership Index. And due to our diversity efforts,
the Minority Supplier Development Council of Pennsylvania, New Jersey and

Delaware recently named Exelon asjthe 2006 Corporation of the Year.

Thus, we have kept our commitmeﬁt to deliver superior value to you, our
shareholders, despite our many challenges. ] am very proud of all that we have
accomplished. And | am very grateful to both the Exelon management team,
and our employees, for their dedication and tireless efforts on your behalf.

i

|

i
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"The ICC initially granted only $8.3 million of a requested $317 million increase. On rehearing, the ICC increased the grant
to nearly $83 million, still well shart of our original request For a complete reconciltation of adjusted (nen GAAP) gperating
earnings to GAAP (accounting principles generally accepted in the United States) earnings, see Exelon’s fourth quarter
earnings release, issued January 24, 2007, posted on the Investor Relations page at wwwexeloncerp.com and included
in the 8-K filing with the SEC on that date.




VALUE DRIVEN OPERATIONS

As always, our success ‘begins with superior operating performance, particularly
in generation. Our world-class nuclear fleet achieved a 93.9 percent capacity
factor for the year and a summer capacity factor record of g8.1 percent.

No other nuclear fleet has achieved Exelon’s consistent level of excellence

in capacity factor over the past six years. Our fossil and hydro ﬂeet'likeml.rise
ended the yéar with commercial and equivalent availability factors of 93.5
percent and g5 percent, respectively. This represents the highest commercial
'availability ever achieved by our fossil units. ' S

Our power marketing team again excelled in turning our operational prowesé
into commercial success. Despite somewhat lower gas and power prices,
and lower load volume, Power Team hedged and optimized our portfolio to
again deliver above budget growth and profitability. ‘

Our delivery companies, ComEd and PECO, have kept the lights on and the
gas flowing, even when confronted with record demands and abnormal storm
activity. They have also continued to improve their overall safety perfonnzlmce,
and reached second quartile in customer satisfaction for the first time ever.

~ Our finance group continues to ensure that Exelon exercises disciplined
financial management, and has taken steps to align our financial management
policies with the changing profile of the company. We have now adopteld a
new value return policy, with a base dividend of $1.76 per share {annualized)
that will grow modestly over time. In the future, excess cash and/or balance’
sheet capacity will be returned to shareholders from time to time _thrcn.jzgh.
share repurchases. Future dividends and share repurchases are subject to the
approval of our board of directors. ' -

And lastly, our Business Services Group again improved its overall performance
and service levels, delivering quality products and services at the best cost
to all Exelon companies.

i
|
|
|
}
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Winston Churchill
once observed, “Kites
rise highest against
the wind — not with it”

CHALLENGES

Winston Churchill once observed, ":Kites rise highest against the wind - not
with it.” Although the past year has presented us with a series of cha!lelnges,
we have risen higher by squarely facing those challenges, squarely disclosing
them, and squarely resolving them consistent with our fundamental
commitment to shareholder value,

Competition

Last year, we faced serious regulatéry and legislative challenges in lllinais
as the transition period under the llinois Restructuring Act came te an end.
In January 2006, the IHinois Commferce Commission {ICC) unanimously
approved a plan for ComEd to procure power on behalf of its customers
through a reverse auction with the new power supply contracts beginning
in 2007 The ICC showed great courage approving the auction in the face

of vocal political oppositien. In September 2006, the first lllinois auction
was successfully conducted, resultipg in a 22 percent increase in average
residential rates. A rate increase was inevitable in the wake of a 20 percent
rate reduction in 1997, a nine-year rate freeze and the recent increase in
natural gas and oil prices. Even with the increase, customer rates remained
lower than cost based rates that welre approved in 19gs. But not surprisingly,
there was a legislative effort to freeze rates at the end of the year, even after
ComéEd had entered into ICC approw:ed contracts to purchase the power from
the auction winners. '

1
Fortunately, the effort to extend the freeze failed. But many continue to

oppose the auction and the rate in‘g’ease, and the issue will likely rise again.
In the interim, ComEd has taken steps to help its customers manage the
impact of the rate increase. The ICCi has approved ComEd’s residential rate
stabilization plan, which allows residential customers the opportunity to
phase-in rates, if they choose to do 50. ComEd is also proactively taking steps
to educate customers on energy efficiency and renewable energy programs
and assistance for low-income customers through the ComEd CARE
(Customers’ Affordable Reliable Enérgy) program.

Minois is not alone in Tevisiting its commitment to competition. Despite
the demonstrated improvement in ‘operating performance brought on

by competition, and the documented savings to customers, many national
advocacy groups are now calling fo!r a return to cost-based regulation.

The irony, of course, is that many of today’s critics were in the forefront

of efforts to inject competition into the industry years ago. And while the
early transition to competitive markets was rocky, we have now seen steady
progress throughout the Northeast, the Midwest, and particularly in llinois.
We at Exelon are deeply committed to wholesale competition, and in the
coming months we intend to redou“ble our advocacy for the competitive

medel, at both the federal and state level.
|




Climate Change

We are also dealing with climate change. We believe that global climate
change is real. The scientific evidence strongly suggests that human activity
is warming the planet. And we believe that the time to act is now. Exeloﬁn has
already taken veluntary action to reduce our own greenhouse gas emissions
by 8 percent from 2001 levels under the Environmental Protection Agency’s
Climate Leaders Program. We are also actively advocating the passage of
economy-wide mandatory limits at the federal level, both individually and
through our association with the National Commission on Energy Polilcy
and the Pew Center on Global Climate Change. We support federal legislation
that will impose either a carbon tax or a cap-and-trade system with a safety
valve to govern economic impact. With our current nuclear fleet, we are

well positioned to provide environmental leaders‘hip into a low-carbon energy
future_ And in the future, we intend to expand our low-carbon resource
portfolio around low or no carbon generation, energy efficiency, demat|1d
management and renewables.

" LOOKING FORWARD

| am often asked what our strategy is. The answer is quite simple. Qur strategy
is to execute our Vision, in good times and in bad, to protect today's vatue,
and to grow long-term value for the future. In the pages that follow we provide
a more detailed look at the Vision, and how its goals drive value, now ar'1d in
the future.

in sum, | continue to believe that Exelon has the best platform for confronting
an uncertain future. We have an exceptional generation business, one{well
positioned to respond to increasing environmental challenges, and with

a demonstrated ability to make money when markets are up, or when|they
are down. We have a stable and improving delivery business, with a stréng
commitment to our customers and the communities we serve. And we have
the balance sheet and the financial discipline to sustain us.

We also have the Vision and the talent to guide that platform. We knolw
what it takes to be the very best, and we have the proven judgment and the
absolute commitment of a seasoned management team to get us there.

And even more fundamentally, we have a bedrock commitment to value, one

that will see us through our current and future chaltenges. We are value driven.

VM

John W. Rowe

Chairman, President and CEQ
Exelon Corperation

March g, 2007 |




our vision

Exelon will be the best group of electric generation and electric
and gas delivery companies in the United States — providing
superior value for our customers, employees, investors and the
communities we serve. | |

our goals

> Keep the 1ights on and the gas flowing

» Run the nuclear fleet at world-class levels .

> Capitalize on environmental leadership and clean nuclear energy
> Create a challenging and rewarding workplace |

> Enhance the value of our generation

> Build value through disciplined financial management

our values

Safety — for our employees, our customers and our communities
Integrity — the highest ethical standards in what we say and what we do
Diversity - in ethnicity, gender, experience and thought

Respect — trust and teamwork through open and honest communication
Accountability - for our commitments, actions and results

Continuous improvement — stretch goals and measured results .




our strategic direction

protect today’s value + grow long-term value

> Deliver superior operating > Take the organization to the
performance next level of performance
> Support competitive markets > Align our financial management

policies with the changing profile
of our company

> Protect the value of our
generation

' > Rigorously evaluate new growth
opportunities

> Build healthy, self-sustaining
delivery companies
> Advance an environmental
strategy that leverages our
carbon position

“Our strategy is to execute our Vision, in good times and in bad,
to protect today’s value, and to grow long-term value for the future.”
John W. Rowe
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Value driven to keep the lights on and the gas flowing

Protect today's value

First and foremost, we must live up to our commitment to keep the h'g!hts on and the gas flowing. Our delivery
companies must continue to operate safely, reliably and efficiently, and provide superior service to our customers
They must also secure power supplies for those customers at the best price available in the marketplace.



Grow long-term value

Each of our delivery companies must stand on its own feet. For ComEd, this means opposing rate freeze legislation,
seeking regulatory and political solutions that enable it to recover prudently incurred purchased power and delivery
service costs, and putting itself on a path to financial health. For PECO, this means maintaining its strong operating
and financial performance while preparing for its transition to market in 20m.
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Value driven to run our nuclear fleet
at world-class levels

Protect today’s value
In 2006, Exelon Nuclear performed at world-class levels. We achieved
a record summer capacity factor of g8.1 percent, and our fleet-wide
annual capacity factor was 93.9 percent, the sixth consecutive year
that it has exceeded 92 percent. Our fossil and hydro units also excelled,
with commercial availability factors of 93.5 percent and g5 percent,
respectively.

Grow long-term value
To assure the continued growth of the nuclear industry, we must sustain
and improve our current level of performance, while at the same time
taking concrete steps to bolster public confidence in nuclear power|
through greater disclosure and applying the lessons learned from the
tritium incidents. We must also continue to press for the safe and
effective storage of spent fuel, and the development of next generation

passive designs.




Value driven to capltahze on environmental
leadership and clean nuc}ear energy

|
Protect today’s value
In 2006, Exelon was named to both the Dow Jones Sustainability North
American Index and the Carbon Disclosure Project’s Leadership Index.

. We further demonstrated our commltment to environmental leadership

through the design and construchon of our new corporate headquarters
in downtown Chicago. Utilizing e);lstmg space, the new facility uses the
latest in environmental and sustainable design to provide employees
with an inviting space in which thjey can feel positive about their work
environment. f

Grow long-term value |

As the nation’s largest nuclear gernerator, Exelon is well positioned to
provide environmental leadership in a low-carbon energy future. We must
leverage that advantage by providirng real and measurable environmental .
benefits that also make good business sense. We have already taken
voluntary action to reduce our gréenhouse gas emissions, and we are
active advocates of méndatory federal greenhouse gas regulation. In the
future, we will expand our low-carbon resource portfolio around clean
nuclear energy, natural gas, energ!y efficiency, demand management

and renewables. :
1
1
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Value driven toicreate a challenging and rewarding :workplace

. i
Protect today's value !

Exelon is striving to become a high-performance organization with a strong culture of continuous improvement —
where each employeé strives to do his or her best each day, and the organization provides support and opportunity

for diversity and growth. In recognition of our effort, BusinessWeek recently named Exelon one of the 5o Best Places
|
to Launch a Career.

!
i
i
|

i
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Grow long-term value

We must continue our efforts to create an environment that brings out the best in our employees, while attracting,
developing and retaining top- notch talent. We will do this by focusing on integrating our values of safety, mtegnty
dwemty respect, accountab1hty and continuous improvement inte a workplace where employees understand how
the work they do links to the Vision and to Exelon’s strategic direction.
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Value driven to enhance the value of our generation

Protect today’s value

A significant portion of Exelon’s current stock value depends on sustaining market prices for the output of Exelon
Generation’s unrequlated nuclear fleet. To protect the value of that fleet, Exelon Generation must continue to
optimize the generation portfolio and appropriately hedge market risk. It must also oppose regulatory or political

efforts to regulate generation prices, “claw back” unregulated generation profits, or otherwise hinder its ability
|

to obtain market prices for its power.




Grow long-term value
We are ardent supporters of competitive wholesale markets. We believe that competitive market forces ensure

the best value for both customers and investors. As the debate over restructuring and competition continues,
we are stepping up our advocacy efforts on a range of issues, including organized markets like PJM and ERCOT
and competitive procurement approaches like the lllinois auction.

19







Value driven to build value through disciplined
financial management

Protect today's value |
Exelon is transitioning from a more traditional, stable utility to a mare
eyclical commodity-driven merchant generator with a sizable utility
presence. As our business profile changes, its financial charactenstlcs
and value proposition to investors also change. We have recently adopted
a new value return policy, with a base dividend that will grow modestly
over time. In the future, excess cash and/or balance sheet capacity will

be returned to shareholders from time to time through share repurc}?ases.
Future dividends and share repurchases are subject to the approval of
our board of directors.

Grow long-term value
As we look forward, we are dedicated to growing future value by taking
the organization to the next level of performance, aligning our finan cial
policies, evaluating new growth opportunities, and advancing our

environmental strategy. We must find growth opportunities without
sacrificing financial discipline, without getting hung up in protracted
approval proceedings and without trading too much of today’s earnings
for promised future returns. We are open to a variety of opportunities
that meet these criteria.

21~
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Exelon at a Glance

COMED AND PECO — ENERGY DELIVERY OPERATIONS

in 2006, Comkd and PECO continued sharing best practices
in support of Exelon's corporate vision of fulfilling com-
mitments, performing at world-class levels, and building
value through disciplined financial management. In this
effort, the utilities improved upon their distinguished 2005
safety performance, reached second quartile in customer
satisfaction for the first time ever, and performed well
during record heat waves and powerful storms.

Comtd

Regulatory activities highlighted ComEd's year, as a nine-
year rate freeze ended in January 2007 as part of Ninois’
transition to a competitive electric industry. While lllinois’
first ever electricity auction resulted in the lowest avail-
able market price for electricity, there will be a 24 percent
increase on residential customer bills in 2007 due to higher
energy and delivery service costs. Still, ComEd rates will
remain lower than they were in 199s.

To help customers prepare for new rates, ComEd established
the ComEd CARE (Customers’ Affordable Reliable Energy)
program. This initiative includes an optional residential
rate phase in program to pay for the rate increase over time,
special programs to assist low-income customers, and an
energy efficiency campaign to help customers reduce
their energy use and lower their bills. One of this year’s
highlights was CARE’s compact fluorescent light bulb
program, which provided ComEd customners deep discounts
on more than 1 million energy efficient Tight bulbs. An
additional 200,000 bulbs were distributed free to low-
income customers.

Extreme summer weather in ComEd's territory, including
two straight days of record demand, stressed the distribu-
tion systemn. ComEd received positive comments from
Chicago Mayor Richard M. Daley for its overall perform-
ance and response to outages during the heat wave.
ComéEd also received praise from many customers and
area leaders for the utility’s restoration efforts following
especially destructive storms.

PECO

On Jan.1, 2006, PECO instituted changes to its electric
distribution, competitive transition and generation
charges, which increased the bundled residential rate by
about 1 cent per kilowatt-hour, or 7.6 percent. The rate
changes were part of a 12-year rate plan approved by the

Pennsylvania If’ublic Utitity Commission in 1gg7. The com-
petitive transition charge (CTC) and generation charges

Tose again on Jan. 1, 2067 with no other changes scheduled
through 2010 ét which time PECO's CTC, which provides a
dedicated funding stream for securitization bonds, expires.

For gas custonrﬂers, lower wholesale costs allowed PECO

to reduce its purchased gas cost portion of its overall gas
rate in four consecutive quarters. The rate decreases rolled
back sharp increases that took effect in 2005 following
the Gulf of Mexico hurricanes.

Customer out;}ges associated with storms were more than
three times the previous year, and storm-related outages
accounted for roughty half of all customer interruptions.
PECO’s response to the storms was commendable.

One of PECO's most important strategic projects was the
completion of a new Customer Information Management
System (CIMS), which went live Oct.16. PECO and ComEd
now operate a common platform for account management,
billing, and other customer service functions. The implemen-
tation involved 350 ernployees from across PECO, ComEd and
Information Technology, and more than 18 months of plan-
ning and transfer of data from 70 interfacing systems,

Early in 2006, the U.S. Department of Energy’s National
Renewable Energy Laboratory recognized the PECO WIND
program as the 7th largest utility-sponsored renewable
energy program in the country. PECO WIND enrcllments
grew 55 perceﬁt, to more than 34,000 customers over

the year, including several municipalities in southeastern
Pennsylvania. Purchases through PECO WIND in.2006 had
an environmental benefit equal to taking 6,500 cars off
the road or planting 7.6 million trees.

By the Numbers

ComEd, with a:bout 5,500 employees, serves 3.8 million
electric customers in Chicago and northern [llinois. PECO
and its 2,100 employees serve about .6 million electric
customers and more than 475,000 natural gas customers
in Philadelphia and southeastern Pennsylvania. In 2004,
ComEd and PECO collectively distributed more than 128,000
gigawatt-hours of electricity to customers. PECO provided
more than 76 billion cubic feet of natural gas through
approximatelylu,ooo miles of pipelines.




EXELON GENERATION

Exelon Nuclear, the nation’s largest operator of commercial
nuclear reactars, continued to perform at world-class levels
in 2006. Exelon Nuclear’s owned generation produced
131,385,409 megawatt-hours of electricity in 2006, an all-
time company record. There are 6,800 nuclear professionals
working at Exelon Nuclear. Whether serving at a site or

at Exelon Nuclear's headquarters in Warrenville, 11, these
professionals implement industry best practices to ensure
safe, reliable operation throughout the fleet. With 10
generating stations and 17 reactors in the Midwest and
Mid-Atlantic regions, Exelon Nuclear also achieved a record
surnmer capacity factor of g8, percent and an overall
capacity factor of 3.9 percent, both well above the industry
average. Exelon Nuclear continued its industry leadership
in well-executed ptanned outages, completing 10 refueling
outages in an average of 24 days, versus an industry aver-
age of 39 days. Exelon Nuclear generation performance
was enhanced by continued focus on equipment reliability,
resulting in the fleet’s best-ever forced loss rate.

Exelon Power's fleet of fossil and hydroelectric units in
inois, Maryland, Massachusetts, Pennsylvania and Texas
provided more than 14,966,280 megawatt-hours of reliable
generation in 2006, With 113 units at 23 different sites,
Exelon Power can provide more than 8,000 megawatts

of safe, efficient and environmentally responsible base
Joad, intermediate, and peak power generation. Over the
past few years, Exelon Power has made great strides in
optimizing the performance of its units and maintenance
programs while continuing to perform safely to provide
the company with the righf power, at the right time, and
at the right price. ‘

Exelon Power Team is the power marketing division of
Exeton, whose role it is to manage the risk and maximize
the economic value associated with Exelon’s electric
generating facilities, fuel requirements, emission credits,
transmission contracts and load obligations. Power Team's
wholesale marketing and transaction efforts are focused
on the electricity markets in several regions of the United
States: the Mid-Atlantic, the Midwest, the Northeast, the
Southwest and Texas. Powe;r Team’s retail electric and gas
marketing, sales and operations are focused in the Midwest.
Power Team's trade floor and headquarters are located

in Kennett Square, Pennsy]\‘.rania, with retail offices in Chio
and lllinois. :

EXELON BUSINESS SERVICES COMPANY

Exelon Business Services Company (EBSC) is a direct, wholly
owned subsidiary of Exelon Corporation that servesl asa
strategic partner to provide quality products and services
at the best costs for all Exelon companies. EBSC practice
areas include:Communications, Corporate Governance,
Corporate Strategy, Finance, Government & Environmental
Affairs and Public Policy, Human Resources, IT, Legaﬂ,| Real
Estate, Supply, Commercial Operations such as acco:unts
payable, payroll and business planning, and Energy Delivery
Shared Services.

EBSC has approximately 1,900 employees in Northelm
Minois, Pennsylvania and at virtually every Exelan business
location, delivering value by providing cost and operating
efficiencies, high-quality service, and developing enterprise-
wide and organization-specific solutions. EBSC partners
closely with Exelon affiliates and external suppliers to
leverage technology and economies of scale to improve
managing costs, quality and efficiencies.

In 2006, EBSC improved its overall performance and service
levels, ranking above industry benchmarks in most areas,
including 1T service reliability, legal client satisfactic%n

and payroll accuracy, while exceeding demanding cost-
savings targets. The company enabled supply chain savings
of $70 million, surpassing its aggressive target for the
third consecutive year. Importantly, the Diverse Business
£nablement program directed $341 million of Exelof’s -
spending on materials and services to minority- anh
women-owned businesses. !

EBSC also implemented a Common Customer Syste?m
across Exelon Energy Delivery for billing and managing
customer information, replacing a legacy applicatién at
PECO, and providing more automated controls and pracesses
in accordance with Sarbanes-Oxley requirements. dther
highlights include the financial and legal support of:tllinois‘
first auction for procuring wholesale electricity for ComEd.

To continue to.provide exceptional service and unpl"ﬂal-
leled value in 2007, EBSC will focus on providing greater
cost transparency and broadening its benchmarking to
demonstrate the value of its products and services.ilt also
will support Exelon’s environmental leadership by pursuing
LEED certification for the corporate headquarters. :

23
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Edward A. Brennan M. Walter D'Alessio Nicholas DeBenedictis Bruce DeMars
Retired Chairman Vica Chairman, Chairman, President Admiral (Retired),
and Chief Executive Officer, NorthMarq Capital, Inc. and Chief Executive Officer, United States Navy
Sears, Roebuck and Co. Aqua America, Inc.

Nelsen A. Diaz Sue L. Gin Rosemarie 8. Greco Edgar D. Jannotta

Partner, Chairman and Director, Chairman,

Blank Rome LLP Chief Executive Officer, Office of Health Care Reform, William Blair & Company, LLC
Flying Food Group, LLC Commonwealth of Pennsylvania
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John M. Palms, Ph.D. william C, Richardson, Ph,0, Thomas J. Ridge John W. Rogers, Jr.
Distinguished President and Former Secretary, Chairman and
President Emeritus, Chief Executive Officer Emeritus, Department of Homeland Chief Executive Officer,
University of South Carolina W. K. Kellogg Foundation Security, Former Governor Ariel Capital Management LLC

of Pennsylvania

John W. Rowe Ronald Rubin Richard L. Thomas
Chairman, President and Chairman and Retired Chairman,

Chief Executive Officer, Chief Executive Officer, First Chicage NBD Corporation
Exelon Corporation Pennsylvania Real Estate

Investment Trust
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Summary of Earnings and Financiat Condition

For the Years Ended December 31,

in millicns, except {or per shara data . 2006 2005 - 2004 2003 | 2002
Statement of Operations data:l: .

Operating revenues : ' $15,655 $15,357 $14,133 $15,148 $14,080
Operating income . 3.521 2,724 3,499 2,409 | 3,280
Income frem continuing operlations - $ 1.59C $ 951 % 1,870 $ 892 $ 1,690
Income (Joss) from disconlinyed operations . 2 14 (29) (99) {20)
Income before cumulative effect of changes

in accounting principles , © 1,592 ags 1,841 793 1,670
Cumulative effect of changes in accounting principles :

(net of income taxes) (42) 23 112 {230)
Net income (@) ®) K : ' $1502 § 923 $ 1864 $ 905  $ 1440
Earnings per average comméan share (ciluted): ' ’ ‘ |
Income from continuing operﬁations § 235 $ 1.40 $ 279 $ 138 % 260
Inceme (loss) frem discontinued operations - - 0.02 (0.04) {0.15) (0.03)
Cumulative effect of changes in accounting principles !

(net of income taxes) | ‘ - (0.06) 0.03 0.17 " (0.35)
Net income | : . $ 235 $ 136 $ 278 $ 138 § 222
Dividends per common share $ 160 $ 160 $ 126 $ 096 $ 088
Average shares of common s!;tock outstanding - diluted 676 676 669 657 | 649

(&) The changes between 2008 and 2008 and between 2005 and 2004 were primarily due 1o the goodwill impairment charges of $776 million and $1.2 billion in 2006 and
2005, respectively. ' +

({b) Change between 2004 and 2003 ufas primarily due to the impairment of Boston Generating, LLC long-lived assets of $845 million in 2003,

! ) December 31,
in mitiions .F f , - 2008 - 2005 2004 2003 |7 2002

: -

i

i

Balance Sheet data: | '
Current assets $ 4,992 $ 4,637 $ 3,880 $ 4,524 $ 4,096

Property, plant and equipment, net . : 22,775 21,981 21,482 20,630 17,957
Noncurrent regulatory assets 5,808 4,734 5.076 5,564 6,061
Goodwill | : ' 2,694 3,475 4705 4719 | 4992
Other deferred debits and other assets 8050 . 7,970 7.867 6,800 5,249
Tota! assets N . $44319 $42797  $43010  $42237  $38,355
Current lizbilities . $ 5,795 $ 6,563 $ 4,836 $ 5,683 l> 5,845
Long-term debt, including long-term debt to financing trusts © 11,811 11,760 12,148 13,489 13,127
Noncurrent regulatory Iiabiliti!es 2,975 2,518 2,490 2,229 1,001
Other deferred credits and other Iiabilities /N 13,678 12,743 13,918 12,248 9,968
Minority interest . f . - - 1 42 - 77
Preferred securities of subsmﬁnarles (e} . 87 g7 . ar a7 535
Shareholders’ equity i _ 9,973 9,125 9,489 8503 . 7,742
Total liabilities and shareholéers' equify $44,319 $42,797 $43,010 $42,237 !$38,355

E
(a) The changes between 2006 and 2il305 and between 2005 and 2004 were primarily due to the goodwill impairment charge of $776 million and $1.2 billion in 2006 and
2008, respectively.
(b) Change between 2006 and 2005 was primarily dug to the impact of adopting SFAS No. 158, "Employers' Ac::ounung for Defined Benefit Pension and Other
Postretirement Plans, an amendmenl of FASB Slatements No. 87, 88, 106, and 132{R)" (SFAS No. 158).
. (c) Due to the adoption of FInanClaI[ACCOumlng Standards Board (FASB) Interpretation No. (FIN) 46 and FIN 46-R in 2003, the manciatorily redeemable preferred
securities of ComEd and PECQ were reclassified as long-term debt to financing trusts in 2003.
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Stock Performance Graph

!
i
1
i
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The performance graph below illustrates a five yéar comparison of cumulative Itotal returns baseéd on an initial investment of
$100 in Exelon Corporaj\tion commoen stock, as compared with the Stancard & Poor's (S&P) 500 Stock Index and the S&P Utility

Index for the period 2001 through 2006. : ! '

This performance chari assumes:

“ $100 invested on December 31, 2001 in Exelon Corporation common stock, in the S&P-500 Stock Index and in the S&P
Ulility Index; and l

|

' i
+  All dividends are reinvested. l
i

' , . ' .
| Comparison of Five-Year CumulatM‘a Return
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. 2008 2005 | 2004 2003 2002 2001
i ] :
Exelon Corporation 1‘ $302.99 $253.08 $203.40 $148.09 $114.04 $100.00°
, S&P 500 i 134,96 116.59 i1 11.15 100.27 77.95 100.00
S&P Utiliies 154.70 127.89, 109.58 88.27 70.06 100.00
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. Discussion of Financial Results — Exelon

Results of Operations

. Favorable
’ i {Unfavorable)
{Dollars in millions, except for per share data, unless otherwise noted) 2006 2005 \Yariance
- - - X i
Operating revenusas I . $15,655 $15,357 $ 298
Operating expenses } )
Purchased power and fuel ) _ . 5232 5670 438
Operating and mamtenance ' 3,868 3,604 (174)
Impairment of goodwill : : . 776 1,207 431
Depreciation and amoniza:tion i 1,487 1,334 (153)
Taxes other than income I ] B 771 728 (43)
Total operating expenses ! ' ' . . ’ 12,134 12,633 | 499
Qperating income ! T . 3,521 2,724 | 797
Other income and deductions . -
interest expense : (616} (513} (103)
Interest expense to affiliatt?s, net . ) - (264} (316} 52
Equity in losses of uncons:olidated affiliates ‘ (111) (134) 23
Othar, net i , : 266 134 132
Total other income and deductlons (725) - (829) | 104
| . : )
income from commumg operations before income taxes ‘ 2,796 1,895 SN
Income taxes . ’ 1,206 944 (262)
income from continuing ope}ations - ] ) ’ 1,590 951 639
Income from discontinued operations, net of income taxes . 2 14 (12}
| .
income before cumulative eflfect of a change in accounting principle 1,592 965 627
Cumulative effect of changes in accounting principles - (42) 42
. ; - i
Net income ! : $1592 § 923  $669
[ - . |
Diluted earnings per share l ' $ 235 § 1.36 $0.99

Net income. Exelon's net income for 2006 reflects higher realized‘prices on market sales and increased nuclear O:Jiput at
Generation; a one-lime bent:efit of approximately $158 million to recover previously incurred severance costs approved by the
December 2006 amended IIIinois Commerce Commission (ICC) rate order; a one-lime benegfit of approximately $130 million to
recover cerlain costs approved by the July 2006 ICC rate order; a decrease in Generation's nuctear asset retirement obhgatlon
resulting from changes in management s assessment of the probabilities associated with the anticipated timing of cash ﬁows to
decommission primarily AmerGen Energy Company, LLC (AmerGen) nuclear plants; unrealized mark-to- market gains;
_increased electric revenbe_s at PECO associated with certain authorized rate increases; and increased kWh deliveries,
exciuding the effects of wea'ther. reflecting load growth at ComEd and PECO. These increases were partially offset by:a $776
million impairment charge associatediwith ComEd’s goodwill; unfavorable weather conditions in both the ComEd and IPECO
service terrilories; a (:hargel of approximately $55 million for the write-off of capitalized costs asscciated with the terminated
proposed merger with Pubhc Service Enterprise Group Incorporated (PSEG); increased severance and severance-related
~ charges; losses from snvestments in synthetic fuel-producing facilities; increased depreciation and amortization expense,
" including competitive transmon charges (CTC) amortization at ‘PECO; and higher operating and maintenance expenses
including increased costs associated with storm damage in the PECO service territory, increased nuclear refueling| outage
costs, increased stock—basie'd compénsation expense as a result of adopting FASB Statement No. 123 {revised 2004),
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Discussion of Financ‘iat Results — Exelon
(continued) ! ' l

; !

| |

) |
“Share-Based Payment” (SFAS No. 123-R), and the impacts of inflation. Exelon'ls net income for 2005 reflects an impairment
charge of $1.2 billion associated with ComEd's goodwill; unrealized mark-to-market losses; losses of $42 million for the
cumulative effect of adoptmg FIN 47 "Accounting for Cecnditional Asset Retlremenl Obligations™ (FIN 47); favorable tax
settlements at Generanon and PECO; and gains realized on AmerGen's decommssnonmg trust fund investments related to

changes in the lnvestment strategy. ;

Operating Revenues. Operatmg revenues increased primarily due to an mcrease in wholesale and retail electric sales at
Generation due to an lincrease in market prices; higher nuclear output; electnc rate increases at PECO; and higher kWh
deliveries at ComEd aqd PECO., excluding the effects of weather. These increases were partially offset by unfavorable weather
conditions in the ComEd and PECO service territories. :

: ‘

Purchased Power and Fuel Expense. Purchased power and fuel expense decreased due to lower volumes of power purchased
in the market and decreased fossil generation, partially offset by overall higher:market energy prices and higher natural gas

and oil prices. Purchased power represented 20% of Generation's total supply in 2006 compared to 22% for 2005.
; : 7
Operating and Maintenance Expense. Operating and maintenance expense increased primarily due to a charge of

approximately $55 million for the write-off of capitalized costs associated with the terminated proposed merger with PSEG;
increased nuclear refueling outage costs: increased severance and severarlwce-related charges; increased stock-based
compensation expense as a result of adopting SFAS No. 123-R; and the impactsi from inflation. These increases were partially
offset by a cne-time beneﬁt of $201 million to recover certain costs approved byI the ICC's July 2006 rate order and the ICC's
December 2006 amended rate order; the impact of the reduction in Generation's estimated nuclear asset retirement obligation;
mark-to-market gains associated with Exelon's invesiment in synthetic fuel-producing facilities: and a charge for a reserve

recorded by Generation in 2005 for estimated future asbestos-related bodily injury claims.
I
impairment of Goodwﬂl During 2006, ComEd recorded a $776 million |mpa|rment charge associated with its goodwdl primarily

due to the impacts of the ICC's July 2006 rate order. During 2005, in connection with the annually required assessment of -
goodwill for |mpa|rment, ComEd recerded a $1.2 billion charge. I

Depreciation and Amoriization Expense. Depreciation and amortization expense increased primarily due to additional CTC

amortization at PECO and additional plant placed in service.
. | .
Taxes Other Than Income. Taxes other than income increased primarily due to a reduction in 2005 of previously established

real estate lax reserves al PECC and Generation and a nel increase in ulility'r'evenue laxes at ComEd and PECO in 2008,
partially offset by favoréble slate franchise tax settlements at PECO in 2008. '

!
Other Income and Deducnons The change in other income and deductions reflects increased interest expense associated with
the debt issued in 2005 to fund Exelon's voluntary pension contribution; higher interast rates on variable rate debt outstanding;
higher interest expense on Generation's one-time fee for pre-1983 spent nuclear fuel obligations to the Department of Energy;
an interest payment to the Internal Revenue Service associated with.the settlement of a tax matler at Generation; and a
one-time benefit of $87 million approved by the ICC's July 2006 rate order to recover previously incurred debt expenses to

retire debt early . |

Effective Income Tax R;te The effective income tax rate from continuing operaliohs was 43.1% for 2006 compared to 43.8% for
2005. The goodwill |mpa|rmem charges increased the effective income tax rate from continuing operations by 9.7% and 22.3%
for 2006 and 2005, respecttvely See Note 12 of the Combined Notes to the Consolldated Financial Statements within Exelon’s
2006 Form 10-K for further discussion of the change in the effective income tax rate.

I

|
| |
|
|
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Discussion of Financial Results —Exelon

(continued)

Discontinued Operations. Oln 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 has scld or wound down substantially_all components of
. Enterprises. Accordingly. the results of operations and any gain or loss on the sale of these entities have been presented as
discontinued operations wnhln Exelori's (for Sithe Energies, Inc. (Sithe) and Exelon Enterprises Company, LLC (Enterpnses))
and Generation’s (for S|lhe) Consolidated Statements of Operations and Comprehensive Income. See Notes 2 and 3 of the
Comhined Notes to Consolildated Financial Statements within Exelon's 2006 Form 10-K for further information regardmg the
presentation of Sithe and certain Enterprises businesses as discontinued operations.

The income from discontinu:ad operations decreased by $12 million for 2006 compared to 2005 primarily due 1o the gain on the
sale of Sithe in 2005 partizglly offset by an adjustment i¢ the gain on the sale of Sithe in 2006 as a result of the expiration of
_certain tax indemnifications. '

Cumulative Effect of Changfs in Accounting Principles. The cumulative effect of changes in accounting principles reﬂle'cts the
© impact of adopting FIN 47 as of December 31, 2005. See Note 13 of the Combined Notes to Consolidated Financial Statements
within Exelon s 2006 Form 10 K for further discussion of the adoption of FIN 47,

i
i
|
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i
ial Results — by Business Segrhent .
|

Discussion of Financ

Results of Operations by Business Segment :

I‘ ]

| : , .
The comparisons of 20106 and 2005 operating results and other statistical information set farth below include intercompany
transactions, which are Iélirninated in Exelon’s consolidated financial statements.

' | ‘ !
Net Income (Loss) from Continuing Operations by Business Segment

|

!,

l Favarable
| ! 1 {Unfaverable)
| ! 2006 - 2005 Variance
m | R '

Generation : $1,403 $1,109 - §294

ComEd 1 i (112) (676) . . 564

PECO- If ! 441 520 . (79)

Other (@ ! | (142) {2) (140)

Total - ' | | $1,580 § 951 $ 639
I

1
H

(a) Other includes corperate operations, shared service entities, including Exelon Business Services Company (BSC), Enterprises, investments in synthetic fuel-producing
facilities and intersegment eliminations. !

| . '

Net Income (Loss) Befdre Cumulative Effect of Changes in Accounting Princr'ple.!s‘ by Business Segment

I . Favorable
! ' {Unfavorable}
| H 2006: 2005 . Variance
Generation ll | $1 .407: $1,128° ' $ 279
ComEd ‘ i _ (112) (676) 564
PECO y i 441 520 (79)
Other @ I ! (144] @ (137)
Total | | $15921 $ 965 $ 627

{a) Other includes corporate éperatians, shared service entities, including BSC, Enterprises, investments in synthetic fuel-producing facilities and intersegment

gliminations.
Net Income {Loss) by Business Segment ' '
: | | Favorable
| ! {Unfavorable)
" 20061 2005 Variance
Generation |j ) . $1,407,  $1,098 $ 300
ComEd ) ‘ . . {1 12) (685) 573
PECO I;* . . 441! 517 (76)
Other @ I (144) (1) (137}
Total

| I $1,592, § 923 $ 669

T 2 :

i . .

{a) Other includes corporate operations, shared service entilies, including BSC, Enterprises, investments in synthelic fuel-producing facilities and intersegment
eliminations. ) .
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Results of Operations - Generation

" Discussion of Financial Results — Generation

T Favorable
(Unfavorable)
2006 2005 |Variance

Oberating revenues ' , _ $9,143 $9,046 $ 97

Operating expenses | ‘ , : ’

+ Purchased power and fuel : : Co 3,978 4,482 504
Operating and maintenanée ' ' 2,305 2,288 (17)
Depreciation and amoriization , ) 279 254 {25)
Taxes other than income | : - - 185 170 ©{15)
Total operating expensesl o 6,747 7,194 - | 447

Operating income | ; : ' 2,396 1,852 | 544

Other income and deductionls
Interest expense A {159) {(128) (31
Equity in losses of unconsolidated affiliates {9 ()] (8)
Other, net l , ) .M 95 (54)

| i ’

Total other income and deductions - {127} {34) | (93)
Income fram-continuing ope'ralions before income taxes . 2,269 1,818 451
Income laxes ' ] 866 709 (157)

|

Income from continuing operations 1,403 1,109 294

Discontinued operations '

Gain on disposal of discontinued operations 4 19 (15)

- Income from discontinued oberations ‘ 4 19 | (15)
" Income before cumulative effect of chéngés in accounting principles 1,407 -1,128 279
Cumulative effect of changes in accounting principles - (30) 30

!
Net income L $1,407 $1,088 | $ 309

Generation's net income for 2006 compared 1o 2005 increased due to higher revenue, net of purchased power and fuel

expense partially offset by higher operating and maintenance expense, higher depreciation expense, higher interest expense
and lower other income. The increase in Generation’s revenue, net of purchased power and fuel expense was due to realized

revenues associated with florward sales contracts entered into in 'prior periodé which were recognized at higher| prices,
combined with lower purcha'sed power and fuel expense due ta the impact of higher nuclear output. Unlike the energy delivery
business, the effects of unusually warm or coid weather on Generation deperd on the nature of its market position at theT time of
the unusual weather. Generation's net income for 2008 and 2005 reflects income from discontinued operations of $4 million and

|
$19 million (after tax), respectively.

EXELON CORPORATION AND SUBSIDIARY COMPANIES

a3




Discusston of Financial Results - ComEd

Resuits of Operations —I- ComEd

| Favorable
{Unfavarable)
o 2006 2005 Variance
Operaling revenues | - $6,101 $6.,264 ${163)
Operating expenses !
Purchased power | 3,292 3,520 228
Operating and mainlénance 745 833 g 88
Impairment of goodwill 776 1,207 431
Depreciation and amlom'zation 430 413 {17)
Taxes other than income 303 - 303 -
Total operating exper:wse I " 5,546 6,276 730
Operating income (loss) I 555 (12) 567
Other income and deductions |
interest expense, net ‘ : (308) (291) o (1n
Equity in losses of unFonsoIidated affiliates | (10) (14) 4
Other, net | 96 4 92
Total other income and deductions I (222) (301) 79
Income {loss) before income taxes and cumulative effect of a change in accountin:g i
principle ' , | 333 (313) 846
Income taxes , ! 445 363 (82)
. Loss belore cumulative'effect of a change in accounting principles | {112) {676) 564
Cumulative effect of change in accounting principle | -~ ) 9
Net loss ' ‘ | $(112)  $ (685) $ 573

: | ,
ComEd’'s decreased net loss in 2006 compared to 2005 was driven by a2 srpaller impairment of goodwill in 2008, fower

purchased power expe'nse and one-time benefits associated with feversing previously incurred expenses as a result of the July
2006 and December 2006 ICC rate orders, partially offset by lower operating revenues.
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Results of Operations - PECO

Discussian of Financial Results - PECO

" Favorable
(Unfavorable)
2006 2005 Variance
Operating revenues ' $5,168 $4,910. $ 258
Operating expenses
Purchased power and fuel 2,702 2,515 (187)
Operating and maintenancle 628 549 (79)
Depreciation and amortization 710 566 (144)
Taxes other than income 262 231 (31}
Total operating expense ! ' 4,302 3.861 | (441)
Operating income i B66 1,049 | (183}
Other inccme and deductionES_
interest expense, net (266) (279 13
Equity in losses of unconsolidated affiliates (9 (16} 7
Cther, net ‘ 30 13 17
Total other income and deé:luc:tions ) (245) (282) | 37
Income before income taxesEand cumu!\ative effect of a change in accounting principle 621 767 (146)
Income taxes ' 180 247 67
E -
Income before cumulative effect of a change in accounting principle 441 520 (79
Cumulative effect of a change in accounting principle - (3) 3
Netincome 5 ' ’ 441 - 517 (76)
Preferred stock dividends I 4 4 7 -
I
Net income on ccmmon stock $ 437 $ 513 | $ (76)

E

PECO’s net income in 200% decreased primarily due to higher CTC amortization and higher operating and maint§nance
expense, which reflected higher storm costs. Partially offsetiing 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 unfavaorable weather relative to the prior year. The
increases in CTC amortization expense and CTC rates were in accordance with PECCO's 1998 restructuring settlement with the
Pennsylvania Public Utility Commission. The increase in CTC amortization expense exceeded the increase in CTC revenues.
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Exelon Corporation and Subsidiary Companies

Consolidated Statem:ents of Operations

|

(in millions, except per share data)

For the Years Ended December 31,

2008 2005 2004
Operating revenues | ! $15,655 $15,357 $14,133
Operating expenses | : ' I
Purchased power | 2,683 3,162 2,709
Fuel 3 2,549 2,608 2,220
Operating and malnlﬁnance 3,8;68 3.694 3.700
Impairment of goodv*el] 776 1,207 -
Depreciation and amlcmization 1,487 1,334 1,295
Taxes other than income 771 728 710
Total operating expenses | 12,134 12,633 10,634
Operating income I f 3,521 2,724 . 3,499
Other income and deductions ! ' . ‘
.Interest expense i‘ i (6:16) . (513) - (471)
Interest expense to affiliates, net (2664) (316) (357)
Equity in losses of unconsolidated affilates {111) " (134) {154)
Other, net | 266 134 60
Total other income and deductions | (725) (829) {922)
Income from continuing operations before income taxes and minorily interest l 2,796 1,895 2,577
Income taxes | i 1,206 944’ 713
Income from continuing operations before mingrity interest ! 1,590 951" 1,864
Minority interest | i - - 6
Income from contlnumg operallons I 1,580 951 1,870
Discontinued operatlons | X '
Loss from discontinued operations (net of taxes of $0, $(3) and ${40), respectively) {2) {4} (61)
Gain on disposal of ciiscont\'nued operations (net of taxes of $2, $6 and $19, ,
respectively) [ ' ; 4 181 32
Income (foss} from discontinued operations ! ‘2 14 (29}
" Income before cumulatlve effect of changes in accounting principles | 1,5;92 965’ 1,841 |
Cumulative effect of changes in accounting principtes (net of income taxes of $0, ${27) |
and $17, respectlvely) | b (42) 23
Net income { R $1592 § 923 % 1864
Average shares of comrnon stock outstanding
Basic | 670 669 " 51
Diluted | 676 676 669
Earnings per average c:;pn1mon share — basic:
Income from continuing operations $ 237 § 1.42 $ 283
Income (loss) from di:'3continued operations P 0.02 (C.04)
Cumulative effect of changes in accounting principles - (0.06) 0.03
Net income ] _ "$ 237 % 138 % 28
Earnings per average common share — diluted: .
Income from continui:ng operations $ 235 $ 1.40 $ 279
Income (loss) from dilscontinued operations - 0.02 (0.04)
Cumulative effect of changes in accounting principles - (0.08) 0.03
Net income i1 ' | $ 235 § 136  § 278
Dividends per commod‘share $ 180 $ 180 $ 126

The intormation in the Consolldaled Statements of Operations shown gbove is a replication of the information in the Consolldaled Statements of Operations in Exelon's
2006 Form 10-K. For complete consolidated financial statements. including notes. please refer ta pagesl149 through 324 of Exe!ons 2006 Form 10-K filed with the
Securities and Exchange Commission {SEC). See also management's discussion and analysis of financial condmon and results of operatlon which includes a discussion

of critical accounting policies and estimates, on pages 62 through 133 of Exefon’s 2006 Form 10-K filed with the SEC.

|
|
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. Exelon Corporation and Subsidiary Companies
. Consolidated Statemenis of Cash Flows
‘ For the Years Ended December 31,
(in millicns) . 2006 2005 | 2004
Cash flows from operating activities ! . .
Net income | ' $1592 § 923 151864
Adjustments to reconcile net income to net cash flows provided by operating activities:
Depreciation, amortization and accretion, including nuclear fuel 2,132 1,867 1,933
Cumulative effect of changes in accounting principles {net of income taxes) . 42 (23)
Impairment charges E 894 1,207 1
Deferred income taxes and amortization of investment tax credits . 73 433 202
Net realized and unrealized mark-to-market and hedging transactions (83) (30) 49
Other non-cash operating activities - , 197 423 461
Changes in assets and liabilities: .
Accounts receivable ! : (62) (279) {123}
Inventories (5% (118) (80)
Accounts payable, accrued expenses and other current liabilities 67 172 133
Counterparty collateral asset : 259 (244) 42
Counterparty collateral liability , ' 172 57 31
Income taxes 69 138 293
Pension and nan-pension|postretirement benefit contributions - {180) {2,225} (580} -
Other assets and liabiities (236) (379; 165
Net cash flows provided by operating activities ' 4,835 2,147 | 4398
Cash flows from investing activities . :
Capital expenditures ! {2,418) {2,165) (1,.921)
Proceeds from nuclear decommlssmnmg trust fund sales 4,793 5,274 2,320
investment in nuclear decommissicning trust funds (5, 081) (5,501) (2,587)
Acquisitions of businesses, net of cash acquired - {97) -
Proceeds from sales of invesiments, lohg-lived assets and wholly owned subsidiaries, net of
$32 of cash sold during 2005 . 2 107 381
Change in restricted cash e (9 21 52
Other investing activities | ' ) ) (49) (126) 16
Net cash flows used in investing activities (2,762) (2,487) | (1,739
Cash flows from financing actlvmes
Issuance of long-term debt | : 1,370 1,788 232
Retirement of long-term debt ' {402) {508) (1,629)
Retirement of lang-term debt to fnnancmg affiliates {910) {835) (728) -
Issuance of short-term debt! . - 2,500 -
Retirement of short-term debt ' {300) (2,200} -
Change in short-term debt E (685) 500 164
Dividends paid on common stock - (1.071) (1,070) (831)
Proceeds from employee stock plans 184 222 240
Purchase of treasury stock | . (186} (362) (82)
Ctner financing activilies | . 11 (54) 7
Net cash flows used in financing activities , (1,989) (19) | (2.827)
Increase {decrease) in cash and cash equivalents 84 - (359) .32
Cash and cash equivalents at beginning of period 140 499 AB7
Cash and cash equivalents al’end of period ) $ 224 $ 140 |$ 499

- = |
The infermation in the Consolidated Statements of Cash Flows shown above is a replication of the infermation in the Consolidated Statements of Cash Flows in Exelon’s
2006 Form 10-K. For complete consohdaled financial statements, including notes, please refer to pages 149 through 324 of Exelon’s 2006 Form 10-K filed wnh the SEC.
See also management's discussion and analysis of financial condition and results of operaton which mcludes a discussion of critical accounting policies and ‘estimates,

on pages 62 through 133 of Exelon’s 2006 Form 10-K filed with the SEC.

)
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Exelon Corperation a;'nd Subsidiary Companies

Consolidated Balance Sheets

|
. A
\
|

‘! December 31,
(in millions) o i 2006 2005
Assets \
Current assets % .
Cash and cash equivalents $ 224 § 140
Restricted cash and investments : 58 49
Accounts receiveble, n%t ; ;

Customaer ' . 1,747 1,858

Other ; 462 337
Mark-to-market derivati\;:re assets 1,418 916
Inventories, net, at averége cost - :

Fossil fuef ‘: 1 300 311

Materials and supplfe"S' ! 4?;1 351
Deferred income taxes | - 80
Other ’ | 352 595

Total current assets }' i ; 4,992 4,637
Property, plant and equ:i'pment, net 22,775 21,981
Deferred debits and other assets
Regulalery assets ‘5 ; 5,8Q8' %1,734
Nuclear decommissionipg trust funds 6,415 5,585
Jrvestments | f 643 613
Investments in affiliates ‘, , 167 200
Goodwil ‘ ' 2,604 3475
Mark-to-market derivati\.?e assels 171 371
Other ‘: | ' 654 1,201

Total deferred debits and other assets 1 I 16,552 16,179
Total assets ‘ ] ' $44,319  $42,797

The information in the Consolidated Batance Sheets shown above is a replication of the informatio

n in the Consalidated Balance Sheels in Exelon's 2006 Form IOl-K. For

compiete consolidated financial statements, including notes, please refer to pages 149 through 324 af Exelon's 2006 Form 10-K filed with the SEC. See also
X . '
management’s discussion and gnalysis of financial condition and resulis of operation, which includes a discussion of critical accouqting policies and estimates, on pages

62 through 133 of Exelon's 200'.‘% Farm 10-K filed with the SEC.
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Exelon Carporation and Subsidiary Companies

: Co‘nsolidated Balance Sheets

1

|

! December 31,
{in millions) ' 2006 | 2005
Liabilities and shareholders’ équity
Current liabilities : . .
Commercial paper and notes payable $ 305 3 1,290
Long-term debt due within one year . 248 407
Long-term debt to ComEd Transitional Funding Trust and PECO Enargy Teansition Trust due within one

year ) 581 507
Accounts payable i 1,382 1,467
Mark-to-market derivative liabilities . : 1,015 1,282
Accrued expenses E 1,180 1,005
Other v 1,084 605

Total current liabilities - 5,795 } 6,563
Long-term debt | _ 8896 | 7.7509
Long-term debt due to ComEd Transitional Funding Trust and PECO'Energy Transition Trust 2,470 3,456
Long-term debt to other finan!cing trusis 545 545
Deferred credits and other liabilities
Deferred income taxes and u;namonized tax credits 5424 5,078
Asset retirement obligations . 3,780 | 4157
Pension obligations ! ‘ 747 268
Non-pension postretirement benefits obligations 1,817 1,014
Spent nuclear fuel obligation | 950 406
Regulatory liabilities | ' 2975 12518
Mark-to-market derivative Iiabilities ‘ ' ‘ 78 522
Other ‘ ‘ - 782 798

Total deferred cradits and other liabitities . : . 18,553 15,264
Total liabilties : - 34250 33,584
Commitments and comfngen:cies
Minority interest of consolidated subsidiaries - 1
Preferred securities of subsidiaries . 87 87
Shareholders’ equity | .

Common stock (No par value, 2,000 shares authorized, 670 and 666 shares outstanding at December 31,

2006 and 2005, respective{ty) 8,314 7,987
Treasury stock, at cost (13 and 9 shares held at December 31, 2006 and 2005, respectively) (630} (444)
Retained earnings . 3,426 3,206
Accumulated other compreh?ansive loss, net ! (1.137)  {{1,624)

Total shareholders’ equity E : 9973 9,125
Total liabilities and shareholders’ equity - . A $44,319  $42,797
The infarmation in the Consolicated B;-alance Sheets shown above is a replication of the information in the Consolidaléd Balance Sheets in Exelon's 2006 Form 10-K. For
complete consolidated financial stalements, including notes, ‘please refer to pages 149 through 324 of Exelon's 2006 Form 10-K filect with the SEC. [See also
management's discussion and analysis of financial conditien and results of operation, which inciudes a discussion of critical accounting policies and eslimates, on pages
52 througn 133 of Exelon's 2006 Form' 10-K filed with the SEC. :
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- Exelon Corporation and Subsidiary Companies

Consolidated Statenjents of Changes in Shareholders’ Equity

|

L
|

{

Accumulated

. Issued Commen | Treasury Relainec} Comprehe?s?\?er Shareholggtri"
{Dollars in miliions, shares in thousands) Shares Stock Stock  Earnings Income {Loss) - Equity
Balance, December 31;, 2003 656,366 $7.347 {$ - $2.320 $(1,109) § 8,558
Net income | - - - 1864 - 1,864
Long-term incentive plan activity ’ 10,013 307 - - - 307
Employee stock purchase plan issuances T 309 10 - - - 10
Common stock purchases : ) . ~ - {82) = - (82}
Common stock dmdengis declared . - - - (831) - (831}
Adjustments 1o accumdlated other comprehensive loss due  *

1o the consolidation c:éf Sithe o : - - - = (6) (B)
Cther comprehensive (0ss, net of income taxes of ${190) - - - = (331) (331)
Balance, December 31!1 2004 666,688 7,664 (82) 3,353 (1.4486) '9,489

.- Netincome ‘ - - - 923 - 923
Long-term incentive p|an activity : , 8,862 3N - i - 311
Employee stock purchase plan issuances 259 12 - = - 12
Common stock purchases ‘ - -1 (362) —:‘ - (362)
Common stock dividends declared ) ) - - -+ {1,070) - {1,070) .
Other comprehensive Irlqss. net of income taxes of $(127) - - - - {178) (178)
Balance, December 31!; 2005 ‘ 675,809 7,987 | (444) 3,206‘ {1,624) 9,125
Net income ‘ ) - - - 1,592 - 1,592
Long-term incentive plagn activity 6,385 313 | - - - - 313
Employee stock purchase plan issuances . 1280 14 - - - 14
Common stock purchases ) — - (186) - - {186)
Common stock dswdends declared - - - (1,372 - (1,372)
Adjustment to initially alpply SFAS No. 158, net of income ' l ‘

taxes of $773 j : - - - S (1,302 (1,302)
Other comprehensive income, net of income taxes of $1,179 - - - - 1,789 - 1,789
Balance, December 31! 2006 682,474 $8,314 | $(630) $ 3426  $(1.137) $9,973

The |nformahon in the Consol:daled Statements of Changes in Shareholders’ Equity shown above is a replication of the information in the C()r‘lSDllda[Ed Statements of
Changes in Shareholders' Equny in Exelon's 2006 Form 10-K. For complete consolidated financial slatemenls including netes, please refer to pages 148 through 324 of
Exelon’s 2006 Form 10-K filed wﬂh the SEC. See also management’s discussion and analysis of financial condltlon and results of uperallpn which includes a discussion

of critical accountmg policies alnd estimates, on pages 62 through 133 of Exelon’s 2006 Form 10-K filed with the SEC

|
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Exelon Corporation and Subsidiary Companies

Consolidated Statements of Comprehensive Income

For the Years Ended December 31,

(in millions) ; 2006 2005 {2004
i H
Net income | $1,592 $923 $1,864
Other comprehensive income {loss) 7
Minimum pension liability, net of income taxes of $674, $3, and $(228), respectively ' 1,138 i0 (392)
. ]
Net unrealized gain (loss) on cash-flow hedges, net of
income taxes of $368, ${133), and $6, respectively 561 (199) 8
Foreign currency translation adjustment, net of income taxes of $0, ${1), and $1, respectively - (3) 1
Unrealized gain on marketable securities, net of income taxes of
$137, 34, and $31, respect}vely 92 14 52
State income tax rate alignment {2) - -
Other comprehensive income {loss) 1,789 {(178) | (331
i 1
Comprehensive income $3,381 $ 745 $1,533

i
The information in the Consolidated|Statements of Comprehensive Income shown above is a replication of the information in the Consolidated Statements of
Comprehensive Income in Exelon's 2006 Form 10-K, For complete consolidated financial statements, including notes, please refer to pages 149 through 324 of‘ Exelon's
2006 Form 10-K filed with the SEC. Sef;a also management's discussion and analysis of financial condition and results of eperation, which includes a discussion of gritical

accounting policies and estimates, on pages 62 through 133 of Exelon’s 2006 Form 10-K filed with the SEC.
| .
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Management's Repaort on Internal Control Over Financial Reporting
|

) v

i
|
|
i
|
|

| ! . - .
i .

The management of E>'I<elon Corporation (Exefon} is respensible for establishing and meintaining adequale internal contral over

financial reporting. Exe!on‘s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparzation of financial Stéternents for external purposes in accordance

with accounting principles generally accepted in the United States of America. |
’ I

i ) ! . e
Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,

projections of any evaluation-of effectiveness to future pericds 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 pracedures may deteriorate.
|

Exelon's managemenl 'conducted an assessment of the efiectiveness of Exelon's internal control over financial reporting as of -

December 31, 2006. In making this assessment, management used the cntena in Internai Confrol — Inregra!ed Framewark
issued by the Commlttee of Sponsoring Organizations of the Treadway Commission {COS0). Based on this assessment,
Exelon's management concluded that, as of December 31, 2006, Exelon's internal control over financial reporting was effective.

February 13, 2007 |

|
i
i
i

Information Derived frni.)m 2006 Form 10-K

"We have presented a.condensed discussion of financial resulls, excerpts from our consolidated financial statemeénts and a

copy of our Manégemenl's Repart an Internal Control Over Financial Reporting in this summary annual report. A compiete
discussion of our financial results and our complete consolidated financial statements, including notes, éppears'on pages 62
through 324 of our Fdrm 10-K annual report for the year ended December 31, 2006. That annual report was filed with the
Securities and Exchange Commission on February 13, 2007 and can be viewedI and retrieved through the Commission’s web
site at www.sec.gov orour web site at www.exeloncorp.com. : : : ‘

| | | - |
Cur independent registered public accounting firm, PricewaterhouseCoopers LLP, issued a report dated February 13, 2007 on
their |ntegrated audit of our consolidated financial statements and our internal controls over financial reporting. In their report
they expressed an unquallfled opinion that those consolidated financial Stalements present fairly, in all material respects, the
financial posmon of Exelon Corperation and its subsidiaries at December 31, 2006 and 2005 and the results of thelr operations
and their cash flows for each of the three years in the period ended December 31, 2006 in conformlty W|th accounting
principles generaliy accepted in the United States of America. They also expressed an ungualified oplnlon that Exelon's
assessment, included i |n Management's Report on Internal Controls Over Financial Reportlng that Exelon maintained effective
internal control over ﬁnancra reporting as of December 31, 2008, based on criteria established in Internal Control — Integrated
Framework issued by COSO is fairty stated, in all material respects Furthermore they expressed an unqualified opinion that
Exelon maintained, in aII raterial respects, effective internal conlrol over flnanmal reporting as of December 31, 2006, based on
criteria established in- .‘ntema.' Controf — Integrated Framework issued by the COSO The full text of PrlcewaterhouseCoopers
LLP's report can be found on pages 150 and 151 of our 2006 Form 10-K. ! ‘ :

Co | I
Certifications 5 | . 1
The CEO of Exelon has made the required annual certifications for 2006 to the N'ew York Stock Exchange and the Philadelphia
Stock Exchange that Exelon is in compliance with the listing standards of those exchanges. The CEG and CFQ have filed with
the SEC all required cerlifications under secticn 302 of the Sarbanes-Oxley Act of 2002. These certificalions are filed as

.Exhibits 31-1 and 31-2 to Exelon’s 2006 Form 10-K. '
1 .
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Corporate Profile . . . o

Exelon Corporation is one of the nation’s largest electric utilities with approximately 5.8 million customers and more than $15
billion in annual revenues. The company has one of the industry’s largest portfolios of electricity generation capacity, with a
nationwide reach and strong positions in the Midwest and Mid-Atlantic. Exelon distributes electricity 1o'approximateiy 5.4 miflion
customers in Northern lllinois and Pennsylvania and gas to more than 475,000 customers in Southeastern Pennsylvania. Exelon
is headquartered in Chiéégo and frades on the NYSE under the ticker symbol EXC.

Investor and General Information . -
v " * * - 1 *

& u 13

+ Corporate Headquar‘ieré Sﬁareholder'lnciijiﬁas
Exelon Corporation Computershare Trust Company, N.A., is Dividend Disbursing Agent, Dividend
P.C. Box 805398 . Reinvestment Ag]ant and Transfer Agent for all classes of Exelon Corporation Stock.

Chicago, L 60680-5398 ‘

+ Lt

Should you have questions or requests conceming your account, payment of
dividends, the dividend reinvestment plan or transfer of stock, you may calt toll-free,
1.800.626.8729. You may also- mail your inquiry to Exelon Corporation cfo
Computershare Trust Company, N.A., Post Office Box 43069, Providence, RI 02940-
3069, www.computershare.com. ’

Investor Relations
312.304.2345

Independent Public Accountants
PricewaterhouseCoopers LLP The Company had approximately 161,000 holders of record of its common stock as

of December 31, 2006.
Website

The 2006 Form 10-K Annual Report to the Securities and Exchange Commission was
_ www.exeloncorp.com

filed an February 13, 2007. To obtain a copy without charge, wiite to Katherine K.
Combs, Senior Vice President, Corparate Governance, Deputy General Counsel and
Corporate Secretary, Exelon Corporation, Post Office Box 805398, Chicago, lllinois
60680-5398. :

New York Stock Exchange Listing
EXC .

The Company maintains a lelephone information service, which enables shareholders
.o obtain currently available information on financial her!ormance, company news
and shareholder services. To use this service, please call our toll-free number,
' 1.866.530.8108. '
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CORPORATE PROFILE !

Exelon Corporation is one of the nation’s argest electric utilities with approximately 5.8 miltion customners and more than

%15 billion in annual reve'pues.The company has one of the industry’s largest portfolios of electricity generation‘capacity,

with a nationwide reach and strong positions the Midwest and Mid-Atlantic. Exelon distributes electricity to approximate\y

5.4 million customers in Wt;lorthern finois and pennsylvania and gas to mare than 475,000 customers in Southeastern
pennsylvania. Exelon is héadquartered in Chicago and trades on the NYSE under the ticker symbol EXC.

l
INVESTOR AND GENERAL INFORMAT'ION 1
!
Corporate Headquarters| shareholder Inquiries \1
Exelon Corporation ! Computershare Trust Company, N-A. is Dividend Disbursing Agent, pividend
pO. Box 805398 '* Reinvestment Agent and/Transfer Agent for all classes of £xelon Corporation Stock.

Chicago. It 60680~ 8 | :
29 © 539% | Should you have questions or requests concerning your account, payment of

! dividends, the dividend {einvestment plan o7 transfer of stock, you may!call
2 5 toti-free, 1.800.626.8729.Nou may alse mail your inquiry t© Exelon Corporation
312.394.2345 clo Computershare Trust Company, N.A, post Office Box 43069, providence, Rl

independent Public Acc&pntants

investor Relations

02940-3069, www.computershare.com‘

PTicewaterhouseC00pers'; LLP The Company had apprqximately 161,000 holders of record of its commaon stock
[
! a5 of December 31, 2006.

Website " The 2006 Form 10-K Annual Report to the Securities and Exchange Commmission

ww.exel com | . . . -
www.exeloncorp-Lo i was filed on February 13, 2007. 10 chtain a copy without charge. write ¢

—
:::’ York stock Exchangc; Listing Counsel and Corporate Secretary. Exelon Corporation, post Office Box 805398,
|

! Chicago. Winois 60680-5398.
\ The Company maintain"s a telephone information sertvice, which enablqs

' company News and shareholder cervices. Touse this service, please call our
| toll-free number, 1866.530.8108.

Forward Looking Statements%l : !
‘ T L

This presentaiion includes fo]rward-'.ooking statermnents within the meaning of the private Secunties Litigation Reform Act of 1995, th:n.1 are subject 1o

risks and uncertainties.The factors that could cause actual results to differ materially from these forward-looking statements include those discuss‘ed

herein as well 25 those discuslised in (1) Exelon Corporation’s 2006 Annual Report on Form 10-K in (a} ITEM 1A Risk Factors, {b) ITEM 7. Mainagern

Discussion and Analysis of ginancial Condition and Results of Qperations and () ITEM 8. Financial statements and Supplementary Data: Note 18 and
: [

ent’
I

Katherine K. Combs, Ser{ior vice President, Corporate Governance, Deputy Generz'll

‘ ghareholders to obtain gurrently available information on financial performance,

4]

{
{2) other factors discussed in Ifil‘.ngs with the $ecurities and Exchange Commission (SECYbY Exelon Corpmation,Commonwea\th fdison Company.
l.

PECO Energy Company and Exelon Generation Company, LLC (Companies). Redglers sre cautioned not to place undue reliance o8 these farward-lookin

1 )
statements, which apply cmlyl as of the date of this presentation. None of the Companies undertakes any obligation 10 publidy releaseany revision

to its forward-locking statements te reflect events o7 circumstances after the date of this presentation. !
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FINANCIAL INFORMATION SUPPLEMENT

The information included wnthm this Financial Information supplement has been taken from Exelon
Corporation’s (Exelon) Form- 10-K annual report for the year ended December 31, 2006, That annual
report was filed with the Securities and Exchange Commission (SEC) on February 13, 2007 and can
be viewed and retrieved through the Commission’s web site at www.sec.gov or our web site at
www.exeloncorp.com. We encourage you to consider the entire Form 10-K annual report, which
contains more information about us and our subsidiaries than is presented in this Financial Information
supplement.

FORWARD-LOOKING STATEMENTS

" Certain of the matters discussed in this Financial Information supplement are forward-looking
statements, within the meaning of the Private Securities Litigation Reform Act of 1995, that are subject
to risks and uncertainties. The factors that could cause actual results to differ materially from the
forward-looking statements made by Exelon include those factors discussed herein or in Exelon’s 2006
“Form 10-K, including those discussed in (a) Risk Factors, (b) Management's Discussion and Analysis
- of Financial Condition and Results of Operation, (c) Financial Statements and Supplementary Data:
Note 18, and (d) other factors discussed in filings with the SEC by Exelon. Readers are cautioned not
to place undue reliance on these forward-looking statements, which apply only as of the date of this
Financial Information supplement. Exelon does not undertake any obligation to publicly release any
revision to its forward-looking statements to reflect events or circumstances after-the date of this
Financial Information supplement:

WHERE TO FIND MORE INFORMATION

Exelon's 2006 Form 10-K is available on Exelon’s website at www.exefoncorp.com and will be
_made available, without charge, in print to any shareholder who requests the document from Katherine
K. Combs, Senior Vice President, Corporate Governance, Corporate Secretary and Deputy General
Counsel, Exelon Corporation, P.O. Box 805398, Ch|cago Hlinois 60680-5398.
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GENERAL DESCRIPTION OF OUR BUSINESS ' r cray T e
General . R ‘

Exelon ‘a utrlrty services holding company, operates through rts pnncrpal sub5|d|ar|es—
Generation, ComEd and PECO—as described below, each of which is treated as an operating
- segment by Exelon. See Note 20 of the Combmed Notes' to Consolldated Fmancral Statements for
further segment mformatlon : :

Exeélon was mcorporated in Pennsylvama in' February 1999. Exelon’ s principal executrve off ces -

~are located at 10 South Dearborn Street, Chicago, lllinois 60603, and its telephone number is
312-394- 7398.. . | y ) .

.

Generation . - - o
Generation’s business consists of‘its owned and contracted -electric generatlng facilities, its
wholesale energy marketrng operations and its competitive reta|I sales operatlons

Generation was formed in 2000 as a Pennsylvania limited liability company Generation began '

operatlons as a result of a corporate restructuring effective January 1, 2001 in which, Exelon separated

its generatron and other competitive businesses from its regulated energy dellvery businesses " at -

ComEd and PECO. Generation’s principal executive offices are located at 300 Exelon Way. Kennett
Square Pennsylvama 19348, and its telephone number is 610-765- 5959

ComEd

ComEd s energy delrvery business consists of the purchase and regulated retall and wholesale
sale of electricity and the provision of distribution and transmission sefvices to retail and’ wholesale
customers in northern llinois, including the City of Chicago.

ComEd was organized in the State of lllincis in 1913 as a result of the merger of Cosmopolitan
Electric Company into the original corporation named Commonweaith Edison Company, which was
incorporated in 1907. ComEd's principal executive offices are located at 440 South LaSalle Street,
Chicago, lllinois 60605, and ifs telephone number is 312- 394-4321

PECO

PECO’s energy delivery business consists of the purchase and regulated retail sale of electncuty
and the 'provision. of- distribution and transmission services -to. retail customers in _southeastern
Pennsylvania, including the City of Philadelphia, as well as the purchase-and regulated retail sale of
natural gas and the provision of distribution services:to retarl customers in the Pennsylvania countres
surroundmg the City of Phlladelphla N P .

PECO was mcorporated in Pennsylvanla in 1929. PECO $ prmclpal executwe ofl' ices are. located
at 2301 Market Street Phlladelphra Pennsylvanra 19103, and its telephone number is 215-841 -4000.

- Termmatron of Proposed Merger with Public Serv:ce Enterprrse Group lncorporated

_ 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 holding
company primarily located and serving customers in New Jersey, whereby PSEG would have been
merged with -and info Exelon (Merger). On September 14, 2006, Exelon terminated the Merger
Agreement as a result of the failure to receive trmely approval of the Merger from the New Jersey
Board of Public Utilities (NJBPU). L . . : :




Federal and State Regulation . SR . o Lao s

Exelon is subject to Federal and state regulation. ComEd is a public utility under the lllinois Public
Utilities Act _subject to regulation by the lllinois Commerce Commission (ICC). PECO is a public utility
under the Pennsytvama Public Utility Code subject to. regulatron by the Pennsylvania Public Utility
Commission (PAPUC) Generatlon ComEd and PECO are electric utilities under the’ Federal Power
Act subject to regulatron by the Federal Energy Regulatory Commission (FERC) Specific operatlons of
Exelon, Generation, ComEd and PECO (collectively, the Registrants) are also Subject to the
_ jurisdiction of various other Federal, state, regional .and local agencies,. including the Nuclear
Regulatory Comml55|on (NRC) T . LT '

Exelon was a registered holding company and subject to a number of restrictions under the Public
Utility Holding Company Act of 1935 (PUHCA) until the repeal of PUHCA, effective on February 8,
2006, pursuant to the Energy Pclicy Act of 2005 (Energy Policy Act). With the repeal of PUHCA, the
restrictions are no tonger applicable to Exelon and the SEC's fi nancmg jurisdiction under PUHCA for
Generation’s fi nancmgs and ComEd's” and PECO's short-term fir inancings transferred to FERC.
Exelon’s financings are not’ subject to FERC Junsdlcnon '

... Under the Energy Pol:cy Act FERC was granted addmonal ]urrsdrctlon for review of mergers
aff liate transactlons intercompany fi inancings and cash management arrangements certain ‘internal
corporate reorganlzatlons and certain holdlng company acquisitions of public utility and”holding
company securitiés. To the extent that the' SEC's junsdlctron under, PUHCA preempted certarn aspects
of state regulation, the repeal of PUHCA enhanced the authority of states to regulate Exelon and its
utility subsidiaries. -

For additional information about Federal and state restrictions on Exelon and its subsudlanes see
Management s Discussion and Analy5|s of Fmancnal Condmon and Results of Operatlon ‘

Generation -

"-Gerieration is'one of the largest competitive electric generation companies in the United States, as
measured ‘by owned and controlled megawatts (MWs). Generation combines its large generatron fleet
with an experlenced wholesale energy marketlng operatuon and a competltwe retail sales operatlon

At December 31, 2006, Generatlon owned generatlon assets with an aggregate net capacity of
25,543 MWs, including 16,945 MWSs of nuclear capacity. In addition, Generation controlled another
7, 691 MWs of capacny through Iong term contracts

Generatrons wholesale marketlng unit, Power -Team a major wholesale marketer of energy,
draws upon Generation’s energy generation.'portfolioc and logistical expertise to ensure' delivery* of
energy to Generation’s wholesale customers under long-term and short-term contracts, including-a
power purchase agreement (PPA) with PECO and, beginning in 2007, \CC-approved -standardized
supplier forward contracts with ComEd and Ameren Corporatlon (Ameren) In addition, Power T_earri

markets energy in the wholesale b:lateral and spot markets ' . ‘ - )
Generation’s retail busmess prowdes retall electnc and gas services as an unregulated retart
energy supplier in lllinois, Michigan and Ohio. Generation's retail business is, dependent upon
continued deregulatton of retail electric and gas markets and its abrllty to obtaln supplles ‘of electncrty
and gas at'competitive prices in the wholesale market. The low-maigin nature of the- busmess makes it

|mportant to serwce customers wrth hlgher volumes so as to manage costs

N 1. e

The PPA between Generatlon and PECO expireés at the end of 2010 Generatlons PPA W|th
ComeEd expired at the end of 2006. In September 2006, Generation participated in and won portions of
the ComEd and Ameren auctions in lllinois for the procurement of électricity.” As a result of the

2




expiration of the PPA with ComEd and the results of the auctions, beginning in 2007, Generation will
sell'more power through bilateral agreements with other new and existing counterpartses See Note 4
of the Combined Notes to Consol:dated Fmancsal Statements for further detaﬂ

Generating Resources
At December 31, 2006, the generatlng resources of Generat:on consisted of the following:

1

‘ _ Typeof Capacity e ' MWs

" Owned. generation assets @ . _ ) . . _

~ Nuclear ............ e . “'.- ....... e 16,945

Fossil ........ e e e e (e 6,992
Hydroelectrlc Cee J‘ ...... e EFTEEES e oo .1,606
Owned generation assets ................. A L.-. 25543,

Long-term contracts O e e e - 7,691

TEGandTEP(c) ...... Sl e AR A S oeer - 230

Total generating resourées . . . S e A N L... 33464

(a} See “Fuel” for sources of fuels used in electric generation. '
(b} Long-term contracls range in duration up to 25 years.
{c) At December 31,2006, Generation, through its investments in Termoeléctrica del Golfo (TEG) and Termoeléctrica Pefioles
. (TEP) owned 49.5% interests in two facilities in Mexico, each with a capacity of 230 MWs. On Febmary 9, 2007, Generation
sold |ts ownershlp |nlerest5 in TEG and TEP

"The owned generating resources of Generahon are located in the Midwest region (approxmately
45% of capacny) the Mid-Atlantic reglon (approximately 44% of capacity), the Southemn region
(approximately 9%}, and the Northeast région (approximately 2% of capacity) of the United States. The
generating capacity that Generation controls through long-term contracts is in the Mndwest Southeast
and South Central _reglons

Nuclear Facuhtles

Generation has ownership interests-in eleven nuclear generating stations currently in service,
consisting of 19:units with 16,945 MWs of capacity. Generation's nuclear fleet plus its ownership
interest in the Salem Generating Station (Salem), operated By PSEG Nuclear, LLC (PSEG Nuclear),
generated 139,610 GWhs, or approximately 92% of Generation's total output, for the year ended
December 31, 20086. For additional information regarding Generation’s electric generating capacity by
station, see ITEM 2. Properties of Exelon's 2006 Form 10-K. Generation's nuclear generating stations
are operated by Generation; with the exception of the two units at' Salem, which are operated by PSEG
Nuclear, an indirect, wholly owned subsidiary of PSEG. AmerGen Energy Company, LLC (AmerGen),
wholly owned subsidiary of Generation, operates the Clinton Nuclear Power Station (Clinton), the
Three Mile Istand (TMI) Unit No. 1 and the Oyster Creek Generating Station (Oyster Creek).

Effective January 17, 2005, Generation began overseeing daily plant operations at Salem and
Hope Creek nuclear generating stations through an Operating Services Contract (OSC) with PSEG
Nuclear. Hope Creek is a nuclear generating station wholly owned by PSEG Nuclear. Under the OSC,
PSEG Nuclear remains-as the license holder with exclusive legal authority to operate and maintain the
stations, retains responsibility for management oversight and has full authority with respect to the
marketing of its share of the output from the stations. The initial two-year term of the OSC terminated
on January 16, 2007. However, PSEG Nuclear has exercised its right to require Generation to continue
services under the OSC for an additional two-year termination transition period. Under the OSC, PSEG
Nuclear has a right to extend the termination transition period for an addmonal year and PSEG Nuclear
has reserved its right to do so.




In.2006 and 2005, electric supply- generated from.the nuclear generating facilities was 73% and
71%, respectively, of Generation’s-total electric-supply-which also includes. MWs purchased for resale
and fossil and hydroelectric generation.. During .2006~and 2005,:the::nuclear generating facilities
operated by Generation achieved a 93.9% and 93.5% capacity factor, respectively.

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

NRC reactor oversight results as of December 31, 2006, indicate that the performance indicators
for the, nuclear plants operated by Generation are aII in the highest performance, band, with the
exceptlon of one indicator for Dresden Unit 2, and one indicator for Byron Unit 2, both of which are still
considered to be in an acceptabte performance band within that indicator by the NRC. .

Licenses. Generation has 40-year.operating licenses from the NRC for each of its nuclear units
and has-received 20-year operating license renewals for Peach Bottom Units 2 and 3, Dresden Units 2
and 3, and Quad Cities Units 1 and 2. In December 2004, the NRC issued an order that will permit
Oyster Creek to operate beyond its license explratlon in April 2002 if the NRC has not completed
reviewing Generation's apphcation for renewal. The application for Oyster Creek’s licénse renewal was
fi Ied July 22, 2005 in compliance with this order. Generation expects to apply for and obtain approval
of license renewals for the remaunmg facilities. The operating Ilcense reriewal , process takes
approximatsly four to five years from the commencement of the pro;ect until completlon of the NRC's
review. The NRC review process takes approximately two years from the docketing of an application.
Each requested license renewal is expected to be for 20 years beyond the current license expiration.
Depreciation provisions are based on the estimated useful lives of the stations, which assume the
renewal of the operating licenses, for all of Generation’s. operating nuclear-generating stations. In the
first quarter of 2005, Generation applied the same deprecnatlon estlmated ‘useful fife assumptlon to its
ownersh:p share in the Salem Generatlng,Statlon
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In 2004, Generation join_ed.NuStart Energy_Developme,nt,‘ LLC (NuStart), a consortium of eleven
companies that was formed for the purpose.-of seeking a license to build,a new nuclear facility under
the NRC’s new permlttmg process. As of December 31, 2006, Generatlon s investment in NuStart was
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The foliowing table summarizes the current operatmg Ircense expiration dates for Generatlons
nuclear facilities in service:

. t. . l . a w_ L S In-Service Current License
Co . m o . m Date () - Expiration
Braidwood ® ............. e e Lo 1988 2026
. AR Ut TR L . 2 - 1988, . 2027
Byron® .. ... ... [ R P e P .1 1985 2024
.Cllnton @ . T R ! ; L % :gg; gggg
Dresden @8 ... S R BRI .2 1970 2029
- o T T s e 3 1971 - 2031
LaSaIIe(a).........5.;_.'.:.." ....... A A, .1 71984 t2022 7
N AL B -2 1984 - - 2023
leenck(b) e e T AT %7 1986 2024
v o : R . oy 2001990 2029 .©
. Oyster Creek © . PR e T RN 1969 2009
Peach Bottom® @ ............ O I T PP 2...1974. . 2033 -
T o ‘ 3. 1974 . - 2034
Quaantles(ﬂd) ......... P AR 1973 2032
) . o o . , R 2 . 1973 12032
Salem (b) ....... I e e e 1 1977 ' . 2016
e R T ’ ' 2, 1981 - | 2020
Thréé Mite Island © .. e e L T A MR S 1974 0 2014
{a) Stations previously owned by ComEd. .
{b)- Stations prevrously owhed by PECO. | | - R N , i g,
(c) "Stations owned.by AmerGen. - . T v ' -

{d) .NRC license renewals have been received for these units. ‘ . P
(e) Denotes year m whrch nuclear unit began commeroial operations. c ’

Nuclear Waste Drsposal There are no facmtles for the reprocessmg or permanent dlsposal of
spent nuclear fuel (SNF) currently in opération in the United States, nor has the NRC licensed any
such facrlltres Generation currently stores all SNF.generated by nuclear generatlng facilities in on-srte-
storage pools and, in the case of Peach Bottom, Oyster Creek, Dresden and Quad Cities, some SNF
has been placed in dry cask storage facilities. Not afl of Géneration's SNF storage pools have sufficient
storage capacity for the life of the respective plant. Generation is developing dry cask storage facilities,
as necessary, to support operatlons o .
As of December 3, 2006 Generation. had approxrmateiy 46 778 SNF ‘assemblies (11 317 tons)
stored on site in SNF pools or dry cask storage. On-srte dry cask storage in concert with on-site storage

. pools will ‘be capable of meetmg all current and future SNF storage requrrements at Generatron s sites.

-

The followrng tabte describes the current status of Generatlon s SNF storage facrlmes

e ‘Site o "' Date for loss of full core reserve
" Braidwood ....... SO L EL T T T ame
Byron .............. e PR - tor2011 -
Clinton® .. ... ..., e e L : 2006
"Dresden ........ R PP AR Dry cask storage in operatron'
LaSalle .........:"..... A : -t 2012 -
‘Lifmerick .o, 2b . o0t e e v © 2009
v. OysterCreek™ ...... 0 .02 .. ... 0.0 T Drycaskstoragemoperatton
Peach Bottom-.".:........... . ..n4....0 ... . ..Drycask storage in operation
QuadCities .................... e e e Dry cask storage in operation . .
* Salem .v.lA. ... et e 2011
Three Mile !sland ....... e S of plant storage capable in SNF pool .




{a) The date for loss of full core reserve 1dent|f ies when the on-site storage pool will no Ionger have suﬁ' ment space to recewe a
full complement of fuel from the reactor core.

(b) Clinton has currently (ost full core dlscharge capabllrty A modification to the on-site storage poo! is in progress {o increase
the.amount of SNF lhat can be stored in the pool and is expected to be completed in late 2007. This will move the date for
loss of full core reserve at Clinton out to approxrmately 2012.

Under the Nuclear Waste Palicy Act of 1982 (NWPA) the U.S. Department of Energy (DOE) is
responsible for the development of a repository for and the disposal of SNF and high-level radicactive
waste. As required by the NWPA, Generation is a party to contracts with the DOE (Standard Contracts) -
to provide for disposal of SNF from its nuclear generating stations. In accordance with the NWPA and
the Standard Contracts Generatiori pays the DOE one mill ($.001) per kilowatthour (kWh) of net
nuclear generatlon for the cost of SNF disposal. This fee may be adjusted prospectively in order to,
ensure full cost recovery. The NWPA and the Standard Contracts required the DOE to begin taking
possession of SNF generated by nuclear generating units by no later than January 31, 1998, The
DOE, however, failed to meet that deadline and its performance will be delayed significantly. The DOE
has published a schedule for opening a SNF permanent disposal facility and its current estimate .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, Peach Bottom and Oyster Creek Stations and its
consideration of dry cask storage at other stations. Generation plans to submit annual reimbursement )
requests to the DOE for costs associated with the storage of spent nuclear fuel. In all cases,
reimbursement requests will be made only after costs are incurred and only for costs resulting from
DOE delays in accepting the SNF. See Note 13 of the Combined ‘Notes to Consolidated Fmancral
Statements for additional information regarding spent fuel storage claims and issues. ’

The Standard Contracts with the DOE also required the payment to the DOE of a one-time fee
applicable to nuclear generation through April 8, 1983. The fee related to the former PECQ 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 delivery of SNF to the DOE. As of December 31, 2006, the
unfunded liability for the one-time fee with interest (which has been assumed by. Gener'atuon) 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 outstanding one-time fee
obligation for the Oyster Creek and TMI units remalns wrth the former owners. The Clinton Unit has no
outstandlng obligation. . . L. -

As a by-product of their operations, nuclear generating units produce low-level radioactive waste
(LLRW). LLRW is accumulated at each generating station and permanently disposed of at Federally
licensed disposal facilities. The Federal Low-Level Radioactive Waste Policy Act of 1980 provides that
states may enter into agreements to provide_regional disposal facilities for LLRW and restrict use of
those facilities to waste generated within the region. lliincis and Kentucky have entered into an
agreement, aithough neither state currently has an operational site and noné is currently expected to
be operational until after 2011. Pennsylvania, which had agreed to be the host site for LLRW disposal
facilities. for generators located in Pennsylvania, Delaware Maryland and West Virginia, has
suspended the search for a permanent disposal site. :

Generatlon has temporary on-site storage capacity at its nuclear generation stations for llmlted
amounts of LLRW and has been shipping its LLRW to disposal facilities in South Carolina and Utah.
With a limited number of available LLRW disposal facilities, Generation anticipates the possibility of
continuing difficulties in disposing of LLRW. Generation continues to pursue alternative disposal
strategies for LLRW, including an LLRW reduction program to minimize cost impacts. :

" The National Energy Policy Act of 1992 requires that the owners of nuclear reactors pay for the
decommissioning and decontamination of the DOE uranium enrichment facilities. The total cost to all
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domestic utilities covered by this requirement was originally $150 million per year through 2006, of
which Generation’s share was approximately $20 million per year. Payments are adjusted annually to
reflect inflation. Generation--paid $32 million in -2006 ($28 million net after conS|der|ng amounts
collected from co-owners ofrcertaln nuclear stations). - . : e ittt
Nuclear Insurance The Price-Anderson Act Ilmlts the Ilablllty of nuclear reactor owners for claims
that could arise from a single incident. The Price-Anderson Act was extended to December 31, 2025
under the terms of the Energy Policy. Act. As of December 31, 2006, the current-limit was'$10.76 billion
and is subject-to change to account for the effects of inflation and changes in the number of licensed
reactors. As required by the Price-Anderson Act, Generation carries the maximum available amount of
nuclear liability insurance {currently $300 million for each operating site) and the remaining $10.46
billion is providéd 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.million,; 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 U.S- Congress could
impose revenue-raising measures on the nuclear industry to pay claims. Lt i F I TN
HEA
See- “Nuclear insurance” within Note 18 of the Combined Notes to Consolldated Financial
Statements fora description of nuclear-related insurance coverage. L _
.For information regarding . property ' insurance, seeyITEM 2. Propertiess—Generation of. Exelon's
2006 Form 10-K. Generation is self-insured to. the extent that any losses may exceed. the amount of
insurance maintained or are within the policy deductible for its insured losses: Such losses.could have
a materlal adverse effect: on Generation s financial condition and results of operations. s
nDecommrssronmg NRC regulations reqmre that licensees of nuclear generating facrlltles
" demonstrate reasonable assurance that funds will be available in specified minimum amounts at the
end of the life of the facility to decommission the facility. As more fully described below, ComEd
collected amounts from customers through 2006 for facilities formerly owned by ComEd, and. PECO is
currently collecting amounts from customers for. facilities formerly owned by PECO, which :are
ultimately remitted-to the trust funds maintained by Generation that will be used to decommission those
nuclear facilities. AmerGen also. maintains decommissioning trust funds for each.of its plants .in
accordance with NRC regulations. The AmerGen units, specifically Clinton, Oyster-Creek, and TMI,-are
not covered' by any rate recovery process for customer funding of decommissioning. costs.
Decommissioning expenditures are expected to occur primarily after the plants are retired. Certain
decommissioning costs are currently being mcurred however, 'these current amounts are not
consudered matenal compared to the total ARO. . o
Under an ICC order, ComEd was permltted to recover up to $73 million per year through 2006
from customers to decommission former ComEd nuclear plants. Collections were limited based on the
ratio of electricity purchased -by .ComEd to.the total amount generated from those units. In 2008,
" decommissioning revenues collected from ComEd customers totaled approximatety $66 million.:Under
the current ICC order, ComEd is not permitted to collect amounts for decommissioning subsequent to
2006. Nuclear decommissioning costs associated with the nuclear generating stations formerly or
partly owned by PECO continue to be recovered currently -through rates charged by PECO to
customers. Amounts recovered, currently $33 million per year, are remitted to Generation as allowed
by the PAPUC. The amounts recovered are premised on studies that assume leve! contributions
through the license expiration date for each unit. After completion of the decommissioning, any excess
amounts in the decommissioning trusts for the nuclear generating stations formerly owned by ComEd
and PECO that were collected from customers must be returned to ComEd and PECO customers,
respectively. :

. I
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Generation believes that the decommissioning trust funds for the- nuclear generating stations
formerly owned by ComEd and PECO, the expected earnings thereon and, in the case of PECO, the
amounts currently being collected from PECO’s customers will be sufficient to fully fund Generation’s
- decommissioning obiigations for the nuclear generating stations formerly owned by ComEd and PECO.
Generation further believes the AmerGen nuclear decommissioning trust funds together with expected
investment earnings thereon will be sufficient to fully fund AmerGen's decommissioning obligations.

See Critical Accounting Policies and Estimates within Management’s Discussion and Analysis of
Financial Condition and Resuits of Operation and Note 13 of the Combined Notes to Consolidated
Financial Statements for a further discussion of nuclear decommissioning. - s

A Zion, a two-unit nuclear generation station, Peach Bottom Unit 1.and Dresden Unit 1 have ceased
power generation. SNF at Zion and Dresden Unit 1 is currently being stored in. on-site storage pools
and dry cask-storage, respectively, until a permanent repository under the NWPA is completed. All of
Peach Bottom Unit 1's SNF'has been moved off site. The present value of Generation's liability to
decommission Zion, Peach Bottom Unit 1 and Dresden Unit 1 was $795 million at December 31, 2006.
As of December 31, 2006, nuclear decommissioning trust funds set aside to pay for this obligation
were $1.2 billion.

Fossil and Hydroelectric Facilities -

.Generation operates various fossil and hydroelectric facilities and maintains ownership interests in
several-other facilities such as.LaPorte, Keystone, Conemaugh and Wyman, which are operated by
third parties. In 2006 and 2005, approximately 8% of Generation's electric supply was generated from
Generation’s owned fossit and hydroelectric generating facilities. The majority of this output was
dispatched to support Generation's power marketing activities. For additional information regarding
Generation's electric generatmg facilities, see ITEM 2. Properties—Generation of Exelon s 2006 Form ‘
10-K,

. Licenses. Fossil generation plants are generally not licensed and,.therefore, the decision on when
to-retire plants is, fundamentally, a commercial one. Hydroelectric plants are licensed by FERC. The
Muddy Run and Conowingo faciiities have licenses that expire in September 2014. Generation is in the
process of performing pre-application analyses and anticipates filing a Notice of Intent to renew the
ficenses in 2009 pursuant to FERC regulations. For those plants located within PJM Interconnection,
LLC (PJM) or the New England control area admlnlstered by ISO New England Inc. (ISO NE), notice is
required befare a plant can be rehred Coo

Insurance. Generation does not purchase business interruption insurance for its wholly owned
fossil and hydroelectric operations. Generation maintains both property damage and liability insurance.
For-property damage and liability claims, Generation is self-insured to the extent that losses are within
the policy deductible or exceed the amount of insurance maintained. Such losses could have a
material adverse effect on Exelon and Generation's financial condition and their results of operations ~
and cash flows. For mformatlon regardmg property msurance see ITEM 2. Properties—Generation of
Exelon's 2006 Form 10—K




Long-Term Contracts - .'-.--,.z;*.:i*: A Goon. T ety 1

in addition fo energy produced by ownéd generatlon assets, Generatlon sells electnmty purchased
under the Iong-term contracts descrlbed below :

R T

Seller - , Location" _‘ _.Expiration ,Ca'pactty (MWs)

Kincaid Generation, LLC ... ... e e Kincaid, Ilinois 2011 - 1,108
Tenaska Georgia-Partners, LP ... .2 .. . ;b ... -Franklin, Georgia - - 2030 . . 925
Tenaska Frontier, Ltd .. -....... 5. ..., e .- Shiro, Texas+ .- 2020 . _ =~ 830 .
Green Country Energy, LEC . .........-....:... -Jenks Oklahoma . - 2022 . . , 795
Elwood Energy, LLC -....... “ L it.ce..ic... r Elwood, llinois .0 2012 . T72,
Lincoln Generating Facility, LLC ................ Manbhattan, Iltinois . 2011 .. _ €64 -
Reliant Energy Aurora, LP.....................  Aurora, llinois 2008 600
Others®@..... ... P At e w... . . Various ,. . ,2008 to 2023 1,897
Total “ ..... SRR o AR 1< | I
Pouh T R P e L R 7 P e | == N
{a) Includes long-term capacity contracts with seven counterparties. ' - H
FederaIPowerAct COR Teem e T ., R : Y

"The Federat Power Act gnves FERC excluswe rate- makmg jurisdiction . over wholesale sales of
eIectncuty and ‘the transmission of eIectncny in’ interstate’ commerce. Pursuant to the Federal Power.
Act, all public utilities subject to FERC S junsdnctlon are reguired to file rate schedules with FERC with
respect " to ‘wholesale sales and transmission of electricity. Open-Access Transmission fariffs’
established under FERC regulation.give Generation access to transmission lines that enable it to
partlmpate in competmve whotesate markets

" Because Generatlon sells power m‘the wholesale markets, Generatlon is a public ut|||ty for
purposes of the Federal Power Act and is required to obtain FERC's acceptance of the rate schedules.
for wholesale sales of electricity. in 2000, Generation recelved authorization from FERC to sell power:
at market-based rates. As is ‘customary with. market-based rate schedules, FERC reserved the right to’

‘suspend market-based: rate' "authority. on a retroactive ;basis if it subsequently determined. that:

Generation or any.of its affiliates violated the terms and conditions of its tariff or'the Federal Power Act.
FERC is also authorized' to. order refunds if-it finds that the market-based rates are not just andl
reasonable under the Federal Power Act. _ : .
In- 2004, FERC lmplemented new market power tests for. suppliers to quahfy to sell ‘power at
market-based rates. These tests consist of the market share test and the pivotal supplier test, both of
which must be passed,by Generation, or market power mitigation must be imposed for Generation to
continue to make sales of capacity and energy in the wholesale market at market-based rates. FERC
allows the relevant geographic market to include a reglonal ‘transmission organization’s (RTOs)

footprint, and Generation used an expanded PJM footprint as the relevant market

On July 5, 2005, FERC approved Generation's continued authority to charge market-based rates
for wholesale sales-of eIectncnty, including to its affiliates"ComEd and PECO: In the same order,' FERC
required Generation to' address the affiliate” abuse and reciprocal dealing prong of FERC's market-:
based rate eligibility-test,: instituting a proceeding under Section 206 of the Federal Power Act, and'
pending a compliance filing by Generation. On April 3, 2008, FERC accepted Exelon's compliance
filings regarding -its ‘triennial update “of market-based rates' and terminated proceedmgs under:.
Section 206 ‘of the‘Fedéral Power-Act. For further discussion of this rnatter see Note 4 of the
Comblned Notes to Consolldated Financial Statements a L : K

For a number of years FERC has been encouragmg the voluntary formatnon of: RTOs such as
PJM, to provide transmission service across multiple transmission systems.- The intended benefits of,
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establishing these entities include regional planning, managing transmission congestion, developing
larger wholesale markets for energy and capacity, maintaining reliability, market monitoring and the
elimination or reduction of redundant transmission charges imposed. by-multiple transmission providers
when wholesale customers take transmission service across several transmission systems. See
Transmission Services below for a further discussion.

To date, PJM, the Midwest lndependent System Operator, Inc. (MISO) ISO- NE and Southwest
Power Pool, have been approved as RTOs. Because of some states’ opposition to imposition of
centralized -energy and capacity markets, FERC .is seeking to obtain some of the benefits of RTOs by*
means of makmg more effective rules governlng open-access transmission in reglons that do not have
RTOs or independent system operators ‘3 :

FERC issued a final rule establishing standardized generator interconnection policies and
procedures. Under this interconnection policy generators will benefit from not having to deal on a
case-by-case basis with different and sometimes |ncon5|stent requirements of various transmission
providers. : . :

The Energy Policy Act of 2005. The Energy Policy Act, which was signed into law on August 8,
2005, |mplements several significant changes intended to improve electric reliability, promote
investment in the transmission mfrastructure streamline electric regulation, improve wholesale
competition, address problems identified in the western energy crisis and Enron collapse, promote fuel
diversity and cleaner fuel sources, and promote greater effi iciency in electric generation, delivery and
use. : . .

The Energy Policy Act, through amendment of the Federal Power Adt, 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 these situations. Additionally, FERC now has the authority to approve siting of electric transmission

facilities located .in national interest electric transmission corridors if states cannot,or will not act in a

timely manner to approve siting. The Energy Policy Act also creates a self-regulating electric reliability -
organization with FERC oversight to enforce reliability rules. On July. 20, 20086, 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 rehabellty standards

promulgated by NERC and enforced by FERC.

See Note 4 of the Combined Notes to Consolidated Financial Statements for further mformatlon on’
the Energy Policy Act of 2005 and |ts lmpact on ihe Regrstrants

Market-Based Rates Ma tters

) Currently, Exelon’s entities have been approved by FERC to sell power at market based rates. On

May 19, 2006, FERC issued a Notice of Proposed Rule Making (NOPR) on Market-Based Rates for
Wholesale Sales of Electric Energy, Capacity and Ancillary Services by Public Utilities, which would
modify the tests that Exelon and other market participants must satisfy to be entitled to sell at market-
based rates. Exelon currently expects that FERC will rule on the NOPR in the first or second quarter of
2007 and Exelon is not certain as to the impact of any new rules that are promulgated as a result of
FERC's future ruling with respect to the NOPR., Also, triggered by the expiration of the full-
requirements PPA between Generation and ComEd and the resulting increase in Generation’s
uncommitted capacity,r on December 15, 2006, Exelon made a Change in Status (CIS) filing with
FERC. Exelon’s-filing, supported by an updated market-power analysis, demonstrated that Exelon
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continues-to be entitted 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 filing. See Note 4 of
the ‘Combined MNotes to Consolidated Financial Statements for further mformatlon on Market-Based
Rates Matters and its impact on the Reglstrants C - " ) :

. PJM Rehabrhty Pricing Model (RPM)

- 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.:0On
‘November 5, 2005, PJM -proposed to delay the. effective date of the RPM unti! 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 .established 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, 2006 and.FERC issued its order approving the settlement, subject to- conditions, ‘on
December 22, 2006. FERC's adoption of the settiement-proposai of September 2006 is expected to
have a favorable impact for owners of generation facilities, and particularly for such facilities located in
constrained zones. The fina! revenue impact of the settlement on Generatlon part:cularty over an
extended time period, however cannot be estimated at this time, :

FERC has also denied requests for rehearing of its April 20, 2006 order. The time-for filing a
petition for review of FERC’s April 2006 order will 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 almost certainly implement RPM in 2007 notwithstanding,.as FERC’s orders are rarely
stayed, and therefore almost always remain in effect, pending appellate review. The first auction, which
- is scheduled to occur in April-2007, will allow Generation to better estimate the revenue nmpact for the
_penod June 1, 2007 through. May 31, 2008. S Lo G .

Fuel

The following table shows sources of electnc supply in glgawatthours (GWhs) for 2006 and
estimated for 2007:

e A 3

+ 3

-v

Source of Etectric Supply

- T I 0 T2006_, 2007 (Est)

C Nuclearunltsta) ....... S T T e SR - 139,610 139,752
. Purchases—non-trading portfolco e T S, 38,297 . 29,766 .
Fossil and hydroelectric units . ... . - ... ... i ceeee 12773 . 15,285 ..
Totat supply c I L 7190',680 - ""184.803" '

{a) ‘Represents’ Generation's proportronate share of the oulput of tts huclear generatmg plants including Salem whlch |s
operated by PSEG Nuclear. . : P o N .
L I A C o, . . : o - . R R
The - fuel costs for nuclear generatlon are. substantlally less than for fossrl fuel generatlon
Consequently, nuclear generationis generally .the most "cost-effective way for Generation to meet its
obligations to ComEd and PECO some of Generatlon s retail business reqmrements.tand for sales to
other utilities. . . : o

The cycte'of production and utilization of nuclear fuelrincludes the mining and milling of -uranium
ore into uranium. concentrates, the conversion of uranium concentrates to uranium:hexafluoride, the
enrichment of the uranium hexafluoride and the fabrication. of fuel assemblies. Generation has uranium,
concentrate . inventory : and supply contracts ,sufficient to. meet -all of. its. .uranium concentrate
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requirements through 2009. Generation's contracted conversion services are sufficient to meet all of its
uranium' conversion requirements through 2010: All of Generation’s enrichment requirements have
been contracted through 2010. Contracts' for fuel fabrication have been obtained through 2008.
Generation does not anticipate difficulty in obtaining the necessary uranium concentrates or
conversion, enrichment or fabrication services to meet the nuclear fuel requirements of its nuclear
- units. .

- Generation .obtains approximately 30% of its uranium enrichment services from European
suppliers. There is an ongoing. trade action by USEC, Inc. alleging ‘dumping .in"the United” States .
against European enrichment services suppliers. In January 2002, the U.S. International Trade |
Commission determined that.USEC, Inc. was “materially injured or threatened with material injury” by
low-enriched uranium exported by European suppliers. The U.S. Department- of Commerce has
assessed countervailing and anti-dumping duties against the European suppliers. Both USEC, Inc. and
the European suppliers have appealed these decisions. Generation is uncertain at this time as to the
outcome of the pending appeals; however, as a result of these actions, Generatlon ‘may incur hlgher
costs for uranium ennchment services necessary for-the production of nuclear fue!. ) .

Coal is obtained for coal-fired plants primarily through annual contracts W|th ‘the remalnder
supplied through either short-term contracts or spot-market purchases.

Natural gas requirements for operating stations are procured through annual, monthly. and spot-
market purchases. Some fossil generation stations can. use either oil or natural gas as fuel. Fuel oil
inventories are managed so that in the winter months sufficient volumes of .fuel are available in the
event of extreme. weather condluons and durlng the remalnmg months to take advantage of favorable
market pricing. : .

'Generation uses financial instruments to mitigate price .risk associated with .commodity price
exposures. Generation also hedges forward price risk with both over-the-counter and exchange-traded
instruments. See Note 1 of the Combined Notes to Consclidated Financial Statements for further
information regarding derivative financial instruments.

Power Team

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

Power Team -also manages the price and supply risks for ‘energy and fuel associated with
generation assets and the risks of power marketing activities: The maximum length of time over which
.cash flows related to energy commodities are currently being economically hedged is approximately
three~years. Generation has estimated a greater than 80% economic and cash flow hedge ratio for
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2007 for its energy marketing portfolio. This hedge ratio represents the percentage of forecasted
aggregate’ annual generation supply that is committed to. firm sales, including -sales to ComEd-and .
PECO. A portion of Génération's hedge may be accomplished with fuel products based on assumed
correlations, between power and fue| prices, which routinely change in the.market. The hedge ratio is
not fixed and will vary from.time to time depending upon market conditions, demand, energy market
option volatility and- actual loads. The trading portfolic is subject to” a risk. management policy that
ingludes stringent risk management fimits including volume, stop-loss and’ value-at-risk, limits to
manage exposure to market risk. Additionally, the corporate risk management group and Exelon’s Risk
Management Committee (RMC) monitor the financial risks of the power marketing activities. Power
Team also uses financial and commodity contracts for proprietary trading purposes but this activity
accounts for only a smali portion of Power Team's efforts. . | .. - . ] T

. At'December 31, 2006, ‘Generation’s long-téfm commitments refating to the plrchase and sale of
énergy, capacity and transmission rights from and to unaffiliated utilities and others were as follows: "

Net Capacity Power Only Power Only Purchases Transmission Rights

C . (in millions) . o Purchases® . Sales ' - ' from Non-Affiliates .. Purchases ®
2007 $ 468 - $5401.-. . +$1,499 . $ .6
2008 425° . 114,800. * - 475 T —
2009 - 398" ©o647 . 194 .. L Te e —
2010 a7 0100 .- 0 . 194 - T - —
2011 ‘ ‘ #M7 = 106 = .
Thereafter ... L 2,960 oI . . 0T 2490 0 e = .
Total S, Ll es085 98048 T 2,717 7 $ 6

—_— . fw b} - ’ T -7 i v -4 ' : Eoos C T e
() Nef capacity purchases include tolling agreements that are accounted for as op_ieratin'g leases. Amounts presented in the
© commitments represent . Generation’s expected payments under these arrangements al December 31, 2006. Expected
“payments include certain capatity charges which are conditional on plant avaitability.” -~ ' - e C
(b) .Transmission.rights purchases'include estimated commitments in 2007 for additional transmission rights that will be required

- to fulfill firm sales contracts, -,

.- In connection with the 2001, corporate restructuring, Generation entered into a PPA, as amended,
with ComEd ‘under which Generation agreed to supply all of COmEd's load requirements through 2006.
Under .the ComEd. PPA, prices for energy varied depending upon the time of day and month of
delivery.-Beginning January 2007, ComEd is procuring all of its supply from market sources pursuant

i .

to the ICC-approved procurement auction, which includes 35% from Generation. See Note 4 of the

Combined Notes to, Consolidated Financial Statements for further detail, on the impact of ComEd's
procurement process on Generation.-Generation has a PPA with PECO under which Generation has
agreed to supply PECO with substantially all of PECO's electric supply. needs through 2010.
Generation supplies electricity to PECO from its portfolio of generation assets, PPAs and other market
sources. Subsequent to 2010,-PECO expects to.procy_rqall of its electricity from market sources, which

. could include Generation. . . . ... Coa : . . o N

o . e A

AR - - .o - - - : .
| S J 1 « i . L R _n . . R + i . i

" Capital Expenditures PR B R A ST

'Generation’s “business' is capital intensive® ahd requires "significant invéstnients in -energy
generation and in other internal infrastructure projects. Generation’s estimated capital expenditures for

2007 are as fo!lowg: . . o L. S e
. 3 (inrmiliio_ns} ! - . g : p - ‘ AR . ; . ’ T , .
" Production plant ... L. e T e T 8 75
) Nuglear fuel .. .2l /oe 8T 599
T Total ... SRR IR TN 31,353




ComEd and PECO
: Exe!on's reguiated energy delivery operations consist of ComEd and PECO.

ComeEd is engaged principally in the purchase and regulated retail and wholesale sate of eIectncnty
and the provision of distribution and transmission ser\nces to a diverse base of residential, commercial,
industrial and wholesale customers in northern illinois. ComEd is subject to extensive regulation by the
ICC as to rates and service; the issuance of securities, and certain other aspects of- ComEd's
operations. ComEd is also subject to regulation by FERC as to transm|55|on rates and certam other
aspects of ComEd’s busmess T . -

-

ComEd's retail service territory has an area of approximately 11,300 square miles  and an
estimated population of eight mlt!lon ,The service territory includes the City of Chicago, an area of
about 225 square miles W|th an estlmated populatron of three mllhon ComEd has approxumately
3. 8 million customers. '

ComEd s franchises are sufﬁcrent to permlt lt to engage in the business it now conducts. ComEd's
franchise rights are generally nonexclusive rights documented in agreements and, in some cases,
certificates of public convenience issued by the ICC. With few exceptions, the franchise rights have
stated expiration dates ranging from 2007 to 2061. ComEd anticipates working with the appropriate
agencies to extend or replace the franchise agreements prior to expiration.

PECQO is engaged principally in the purchase and regulated retail sale of electricity and the
provision of transmission and distribution services to residential, commercial and industrial customers
in southeastern Pennsylvania, including the City of Phllade!phta as well as the purchase and regulated
retail sale of natural gas and the provision of distribution services to residential, commercial and
industrial customers in the Pennsyivanla counties. surrounding the City of _Philadelphia. PECO is
subject to extensive regulation by the PAPUC as to electric and gas rates and serwce the issuances of
certain securities and certain other aspects of PECQ's operations. PECQ'is also subject to regulatnon
by FERC as to transmission rates and certain other aspects of PECO's business. -

PECO's retail service territory has‘an area of approximately 2,100 square miles and an estimated
populatlon of 3.8 million. PECO provides electric delivery service in an area of approximately 2,000
square miles, with a population ‘of approximately 3.7 million, including 1.5 million in the Clty of
Philadelphia; 'Natural’ gas service is supplied in an area of approximately-1,900 square miles - in
southeastern Pennsylvama adjacent to the City of Phlladelphla with a population of approxmately 23
miflion.” PECO delivers electricity to' approxamately 1 6 mllhon customers and natural gas to
approximately 480, 000 customers - X o . L

"PECO has the necessary authorizations to furnish regulated electric and gas servicé in the various
municipalities or territories in which it now supplies such services. PECO's authorizations consist of
charter rights and certificates of public convenience issued by the PAPUC and/or “grandfathered -
rights.” These rights are generally unlimited as to time and are generally exclusive from competition
from other electric and gas utilities. In a few defined municipalities, PECO's gas service territory
authorizations overlap with that of another, gas utility but PECO does not consider those situations as
posing a material competitive or financial threat. ’ :

ComEd's and PECO’s kWh sales and load of electricity are generally higher during the summer
. periods and winter periods, when temperature extremes create demand for either summer cooling or
winter heating. ComEd's highest peak load occurred on August 1, 2008 and was 23,613 MWs; its
highest peak load during a winter season occurred on February 5, 2007 and was 16,207 MWs.
PECQO's highest peak load occurred on August 3, 2006 and was 8,932 MWs; its highest peak load
during a winter season occurred on December 20, 2004 and was 6,838'MWs.
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PECO’s gas sales are generally higher. during the. winter periods when cold temperatures create
demand for winter heating.-PECQO's highest daily gas send out occurred on January 17, 2000 and was
718 million cubic feet (mmcf). : B s

Retail Electric Services' : ' v _ :
Electric utility restiucturing legistation was adopted in Perinsylvania in December 1996 and in Iilinois
in December 1997. Both'lllincis-and Pennsylvania permit compestition by competitive electric generation
suppliers for'the supply of retail electricity whilé'transmission ahd distribution service remains regulated!
"The legislation and related regulatory orders in both states allowed customers to choose a competitive
electric generation’ supplier; required rate reductions and imposed freezes or caps on rates during’a
transition- period following the adoption of the legisiation; and allowed the collection of competitive
transition charges {CTCs) from customers to-recover a portion of the costs that might not otherwise be
recovered in a competitive market (stranded costs) during the transition period. s

Under lllinois and Pennsylvania legislation, ComEd-and PECO are required to provide generation
services to customers, except for certain large customers of ComEd; who do not or cannot’ choose a
competitive electric generation supplier or who choose to return to the utility after taking service from a
competitive electric generation supplier. These requirements are referred o as provider of last resort
(POLR) obiligations. MR - > : ot

ComEd.- As.more fully described below,. ComEd's transition period has ended and new unbundled
rates for service became effective January 2007..All.of ComEd's customers are eligible to choose a
competitive electric generation supplier, and most non-residential customers also have a.power
purchase option (PPO) that is based on market-based rates. ‘As of December 31, 2006, one
competitive electric generation .supplier had been. granted approval by the ICC to serve residential
customers in lllinois; however, it is not currently supplying electricity to any of ComEd's residential
customers. All of ComEd’s customers are eligible to choose a competitive electric generation supplier
or may purchase electricity from ComEd at.rates, including the PPQO option, that are based on.a
reverse-auction process. At December 31, 2006, approximately 20,300 non-residential customers,
representing approximately 28% of ComEd’s annual retail kWh sales, had elected to purchase their
electricity from-a competitive electric generation supplier. or had chosen.the PPO. Customers who
receive -electricity from a competitive electric generation supplier and customers who have elected the
PPO continué to pay a delivery charge to ComEd. ' . AR
.- lllinois Procurement Case and Initial Comkd Auction. On January. 24, 20086, ‘the ICC, by a
unanimous vote, approved a reverse-auction competitive bidding process fbr,»procurement of electricity
by ComEd after the end of the transition period. This approval, currently under appeal before the
lilinois 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 costs.of that energy to ComEd’s
customers through a transparent market mechanism. 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 serve 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 who- 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 tariffs,
electricity that would have been procured through the hourly auction is currently being purchased in the
PJM-administered: wholesale electricity markets. See Note 4 of the Combined Notes to Consolidated
Financial Statements for further detail. R “ cot .

1

Rate Freeze Extension Proposal. In 2006 and 2007, various bills, ém_endments and “compromise”
legislation weré separately-passed by the Illinois House and the Hllinois Senate in a legislative session
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that ended on January 9, 2007, including; in. the lllinois House, an extension of the lllinois’ transition
period rate freeze with a rollback of-rates to 2006 levels. However in order to take effect, any legislation
wouid need to be passed by both the flinois House and lllinois Senate and be sighéd by the Govermnor of
Hilinois. The legislative session ended on January 9, 2007 without any legislation having passed both the
lllinois House and the lllincis Senate. All legislation pending at the close of the ‘legislative session on
January 9, 2007 expired. A new session is underway and legislation similar to-previously proposed
legislation has.been reintroduced. ComEd is unable to predict the final.disposition of any leglslatlon that
may be presented during 2007 to rollback rates, change the end of the mandated transition and rate
freeze period in llinois, or otherwise. ComEd beheves a rate rollback and freeze, if enacted into law, -
would have serious detrimental effects on [linois, ComEd and. consumers of electrlcrty ComEd believes
such legislation, if enacted into law, will vnolate Federat law and the U. S Constitution, and ComEd is
prepared to,vigorously challenge any such Ieglstatlon in. court If Ieglslatlon similar to the “compromise” bili
previously passed by the lllinois 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
“compromise” bill did not provide for the recovery of carrying charges See Note 4 of the Combtned Notes
to Consolldated FlnanCIal Statements for further detall : - . . oo

- Hlinois Rat‘e Case. On August 31, 2005, ComEd f led a rate case with: the ICCto cornprehenswely
review its tariff and to adjust ComEd’s rates for delivering electricity effective January 2007 (Rate
Case). On July 26, 2006, the ICC issued its order in the Rate Case which approved a delivery services
revenue increase of approximately $8 million of the $317 million’proposed revenue-increase requested
by ComEd. The ICC subsequently granted in part requests for rehearing of ComEd and various other
parties. On December 20, 2006, the ICC issued an order on rehearing ‘that-increased the amount
previously approved by approxrmately $74 million, including a partial return 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 untikely the appeal will be resclved until the second half of 2007 at the earliest. In'the event
the order is ultimately changed, the changes should be prospectlve only.- See Note 4 of the Combmed
Notes to Consotldated Financial Statements for further detail. : ' .

-

Resrdentral Rate Stabrlrzatron Program. To m|t|gate the. |mpact on its -remdenttal customers of
ComEd's transition to a reverse-auction competitive bidding process for the .procurement of electricity,
the 1ICC approved a program,. proposed by ComEd, which offers residential customers the choice to
elect to defer electric rate increases greater than 10% in each of the years from 2007 to 2009. ComEd
will recover the deferred balances over three years from 2010 to 2012. Deferred balances will be
assessed an annual. carrying charge of 3. 25% See Note 4 of the Combtned Notes to Consolldated
Flnanmal Statements for further detail .+

Orv'rg;ﬂnarr Cost Audit. In the Rate Case the ICC, ordered an “original- cost” audlt of ComEds
dlstnbutlon assets. 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. See Note 4 of
the Combmed Notes to Consolidated Financial Statements for further detall . :

Other lllinois law provides that an electnc utlhty, such as ComEd thl be liable for actual damages
suffered by custorners in the event of a continuous electricity outage of four hours or more affecting
30,000 or more customers and provides for reimbursement of governmental emergency and
contingency expenses incurred in connection with-anysuch outage. Recovery of consequential -
damages is barred and the affected utility may seek relief from these provisions from the 1CC when the
utility can show that the cause of the outage was unpreventable due to weather events or conditions,
customer tampering or third-party causes. During the years 2006, 2005. and 2004 ComEd did not have
any outages that triggered the reimbursement requirement. oo : o .

PECO. Under the Pennsylvania Electricity Generation Customer. Choice and Competition Act
(Competition Act), all of PECQ's retail electric customers have.the right to -choose their generation
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subpliers._At December 31, 2006, less. than. 1% of each of PECO’s residential and large commercial

. and industrial loads and 10% of its small commercial and industrial load were purchasing generation

service from competitive electric generation suppliers. Customers who purchase electricity from:a
competitive electric generation supplier continue to pay a delivery charge to PECO. T

In addition to retail competition for generation services, PECO's 1998 settlement of its
restructuring case mandated by the Competition Act established caps on generation, transmission and
distribution rates. The 1998 settlement also authorized PECO to recover $5.3 billion of stranded costs
and to securitize up to $4.0 billion of its stranded cost recovery, which was subsequently increased to
$5.0 billion. : R : . '

Under the 1998 settiement, PECQ’s distribution and transmission rates were capped through
June 30, 2005 at the level in effect on December 31, 1996. Generation rates, consisting of the charge
for stranded cost recovery and a shopping credit or capacity and energy charge, were capped through
December 31, 2010. For 2006, the generation rate cap was $0.0751 per kWh, increasing to $0.0801
per kWh in 2007. The rate caps are subject to.limited exceptions, including significant increases in
Federal or state taxes or other significant changes in law or regulations that would not allow PECO to
earn a fair rate of return. Under the settlement agreement entered into'by PECO in-2000 relating to the
PAPUC's approval of the merger between PECO, Unicom' Corporation ‘(Unicom), .the former parent
company of ComEd, and Exelon (PECO/Unicom Merger), PECO agreed to $200 million in aggregate
rate reductions for all customers over. the period January 1, 2002 through December 31,2005 and
extended the rate cap on distribution and transmission rates through December 31, 2006. PECO's
capped transmission and distribution rates continue.in effect until PECO files a rate case or there is
some other specific regulatory action to.adjust the rates. There are no current proceedings to do so.

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

.As mentioned above, PECO has been authorized by the PAPUC to recover stranded,costs of $5.3
b_illion over.a twelve-year period ending D‘ecembé_( 31, 2010, with a return on the unamortized balance
of 10.75%. At December 31,-20086, the unamortized balance of PECO's stranded costs, or CTC
regulatory asset, was $3.0 billion. The following table shows PECO's allowed recovery of stranded
costs, and amortization of the associated regulatory asset, for the years 2007 through 2010 as
authorized by the PAPUC based on the level of transition charges established in the settiement of
PECO's restructuring case and the projected annual retail sales in PECO's service territory. Recovery
of transition charges for stranded costs and PECO'’s allowed return on its recovery of stranded costs.
are included in revenues. To the extent. the actual recoveries of transition charges in any one year
differ from the authorized amount set forth below, an annual reconciliation adjustment to.the transition
charge rates is made to increase or decrease the subsequent year's collections accordingly, except

~ during 2010, in which the reconciling adjustments are made quarterly or monthly as needed. -~ -

_ - : Estimated ~ Estimated Stranded -
Year (in millions) CTC Revenue Cost Amortization .
2007 o e $910 . §619
2008 ... e 917 697
2009 ... e e e e e ' 924 - 783

2010 ...... S EEEEE e i ' 932 883




PECO has a 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 -
earned from customers as specified by PECO’s 1998 settlement of its restructuring case mandated by
the Competition Act. Subsequent to 2010, PECO expects to procure all of its supply from market
sources, which could include Generatton

" - Regulations applicable to all Pennsylvanla electric utilities' POLR obligations are being developed
by the PAPUC. PECO and Generatlon will contlnue to monttor the developments of these regulattons

in November 2004, Pennsylvania adopted Act 213, the Alternative Energy Portfolio Standards Act
of 2004. For more information, see ITEM 1. Business—Environmental Regutatton—Renewabte and
Alternatlve Energy Portfot:o Standards of Exelon $ 2006 Form 10 K.

[

Transmrssron Servrces '

ComEd' and. PECO provide wholesa!e and unbundled retail transmission service under rates
established by FERC. FERC has used its regulation of transmission to encourage competition. for
wholesale generation services and the development of-regional structures to facilitate regional wholesale
markets.. Under FERC’s open access transmission policy. promulgated in Order No: 888, ComEd and
PECO, as owners of transmission facilitiés, are required to provide open access to their transmission
facilities under filed tariffs at cost-based rates. Under, FERC's Order No. 883, ComEd and PECO are
required to comply with FERC's Standards of -Conduct. regulation, as amended, governing the
communication of non-public information between the transmission-owner’s transmission employees and
wholesale merchant employees or the employees of any energy affiliate of the transmission owner.

PJM is the independent system operator and the FERC-approved RTO for the Mid-Atlantic and
Midwest regions. PJM is' the transmission provider-under, and the administrator of, the PJM Open
Access - Transmission Tariff (PJM Tariff), operates the PJM Interchange Energy Market and Capacity
Credit Markets, and through central dispatch, controls the day-to-day operations of the bulk power
system for the PJM region. ComEd and PECO are members of PJM and provide regional transmission
service pursuant to the PIM Tariff.: ComEd, PECQO and the other transmission owners in PJM have
. turned over control of their transmission facilities to PJM, and their transmission systems are currently
under the dispatch control of PJM. Under the PJM. Tariff, transmission service is provided on a region-
wide, open-access basis using the transmission facilities of the PJM members at rates based on the
costs of transmission service. e Pt .

In November 2004, FERC issued two orders authorizing'ComEd and PECO to récover amounts
for a limited time during a specified transitional period as a result of the elimination ‘of through and out
(T&O) rates for transmission service scheduled out ‘of, or across, their respectwe transmission systems
and ending within pre-expansion territories of 'PJM or MISO. The'new rates, known as’ Seams
Efimination Charge/Cost Adjusiment/Assignment (SECA), were collected from load-serving entities and
paid to transmission owners within PJM and MISO over a transitional period from December 1, 2004
through'March 31, 2006, subject to refund, surcharge and heanng See Note 4 of the Combmed Notes
ta Consolidated Financial Statements for further detail. .

On May 31, 2005, FERC issued an order 'creating an evidentiary hearing process to éxamine the
existing PJM transmission rate design.”An administrative law judge (ALJ) order related to this process
was issued on July 13, 20086, which, if adopted by FERC, would resuit in a change to the existing rate
design. See Note 4 of the Combined Notes to Consolidated Financial Statements for further detail.

- &

Gas '

PECO'’s gas sales and gas transportation revenues are derived pursuant to rates regulated by the
PAPUC. PECO’s purchased gas cost rates, which represent a portion of total rates, are subject to
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quarterly adjustments designed to recover or refund the difference. between, the actual cost of
purchased gas and the amount included in rates. PECO's gas distribution base rates for recovery of
costs other than purchased gas costs will continue- in effect until PECO files a rate case or there is
some other specific regulatory action to adjust the rates. .. .- - O

-

PN . AT TR L L - T A
PECO’s gas customers have the right to choose their gas suppliers or to purchase their, gas

“supply from PECO at cost. Approximately 35% of PECOQ's current total yearly throughpi]'t is provided

by gas suppliers other than PECO and is related.primarily to the supply of PECO's large commercial
and industrial customers. Gas transportation service provided to customers by PECO remains subject
to rate regulation. PECO also- provides billing, metering, installation, maintenance and emergency
response services. -

* :PECO's natural gas supply-is provided by purchases from a-number of suppliers for terms of up to
three years. These purchases -are delivered-under long-term firm transportation contracts. PECO’s
aggregate annual firm supply under these firm tranisportation contracts is 42 million dekatherms. Peak
gas’is provided by PECO’s liquefied natural gas (LNG)-facility and propane-air plant.-PECO also has
under contract 22 million dekathérms of underground starage through service' agreements. Natural gas
from underground storage rrepr.ese'nts approxirpate]yﬁ?»% of PECQ'_s 2006-2007 heating season

planned supplies. X

Construction Budget

ComEd’s and PECO’s ‘businesses are capital 'inte_ﬁ'sive,‘:énd require giéﬁ'iﬁdant'_ i'rﬁvesfments
primarily in energy transmission and distribution facilities. The following table shows the most recent
estimate of capital expenditures for plant additions and improvements for ComEd and PECO for 2007:

. (in millionéi L = ComEd PECO
Electric ... .. e T O $1,055 $269

: Gas" .......... "-"’ .......... —_ 65 -
Common . ... .. . P P e =21
TOtal © ot S R ... $1,055 $355 -

. Approximately 5(5%"of._ the projected 5007 capital expenditures at ComEd and PECO ‘areq for
continuing efforts to maintain and improve the reliability of their transmission and distribution systems.
The remainder of the capital expenditures support customer and load growth.
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(Dollars in.millions except per share data, unless othemrlse noted) o oL e S
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MARKET FOR OUR COMMON. EQUITY AND RELATED STOCKHOLDER MATTERS;- . -

Exelon’s common stock is listed on the New York Stock Exchange: As of January 31 2007, there
were 670,157, 335 shares of commcn stock outstandmg and approxrmate!y 154 087 record holders of
common stock ' 3 St ‘

. - ' "

I ' i - . P T : v 3 '

The followang table presents the New York Stock Exchange—Composnte Common Stock Pnces
and dividends by quarter ona per share basis: ‘ : _ -
[T ' e ¥ ot .‘.z'-'*" e, P Lot

2006 : 2005

Fourth Third Second First Fourth Third Second First
Quarter Quarter Quarter Quarter Quarter Quarter Quarter Quarter

High price - ............... . .$6362,$61.98 $58.86 -$50.90 .$56.00 $57.46 $52.01 $47.18
Lowprice ................  57.83, ,56.74 51.13 5279 .46.62. 49.60 - 44.14  41.77
ClOSE . ..« oo s 6189 , 6054 . 56.83 5290. 5314 5344 , 51.33,. 45.89
Dividends . . ...« s .. .. 0400, 0400; 0400‘ 0.400.- 0.400 * .0.400." 0.400 , 0.400

Effective October 24 2005 Exelons Amended and Restated Artlcles of Incorporatlon were
amended to increase the number of authorized shares of Exelon common stock from 1.2 billion to 2
billion.

e e,

The attached table gives information on a monthiy basis regardlng purchases made hy Exelon of
|ts common stock during the fourth quarter of 2006. " '

. ¢

Y -

. C o Co . oyt . 3 - L . ', Maximum Number
- {or Approximate
- Total Number of Dollar Value) of
T Shares Purchased  Shares that May

As Part of Publicly Yet Be Purchased

Total Number of ~ Average Price  Announced Plans  Under the Plans

Perlod - _ Shares Purchased ® Paid per Share . or Programs &) or Programs
October 1—October 31, : : ' "

2006 ...l 10,460 $60.55 . . .= ® -
November 1—November 30,

2006 ...l . .= .. 5928 . 2223250 )
Total ceveeieeee . 10460 © -5929 . 2,223, 250 o ®

. oo Ca s .

{a) Shares other than those purchased as a part of a publlcly announced plan primarily represent restricted shares surrendered
by employees to satisfy tax obligations arising upon the vesting of restricted shares.

{b) In April 2004, Exelon’s Board of Directors approved a discretionary share repurchase program that allows Exelon to
repurchase shares of its cornmon stock on a 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 employse stock option plan and Exelon’s Empioyee
Stock Purchase Plan (ESPP). The aggregate shares of common stock repurchased pursuant to the program cannot exceed
the economic benefit received after January 1, 2004 due to stock option exercises and share purchases pursuant to -
Exelon's ESPP. The economic benefit consists of direct cash proceeds from purchases of stock and tax benefits associated
with exercises of stock options. The share repurchase program has no specified limit and no specified termination date.

Dividends

Under applicable Federal law, Generation, ComEd and PECO 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.

Under lllinois law, ComEd may not pay any dividend on its stock unless, among other things, “[its}
earnings and earned surplus are sufficient to declare and pay same after provision is made for
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reasonable and proper-reserves,” or uniess it has specific authorization from the 4CC. ComEd-may not
declare any dividends on_ any.shares of. its capital stock in.the event that: (1) it exercises its right to
extend the interest payment periods on the subordinated debt securities issued to'ComEd Financing 1
or ComEd Financing’lil: (2) it defaults on its guarantee-of the payment of:distributions’on the preferred
trust securities of ComEd Financing |l.or ComEd Financing Ill; or (3) an event of default occurs under
the Indenture under which the subordinated debt securities are issued.” B .

PECO's Articles of Incorporation prohibit payment of any dividend on, or other distribution to the
holders of, common stock if, after giving effect thereto, the capital of PECO represented by its common
stock together:with.its retained earnings is, in the aggregate, less than the involuntary liquidating value
of its”then -outstanding preferred’ stock. At December 31, 2006, ‘such capital -was- $2.8. billion and
amounted to about 32 times the liquidating value of:the outstanding preferred stock of $87 million. - -

"~ A v

' s ' . [ B e . ' * . . -
PECO may not declare dividends on any shares of its capital stock in the event.that: (1) it
exercises its right to extend the interest payment periods on the subordinated debentures which were
issued to PECO.:Energy Capital, L:P. (PEC.L.P.) or PECO Energy Capital Trust IV (PECO Trust V),
(2) it.defaultson its guarantee of the payment.of distributions on the Series D. Preferred.Secdurities of
PEC L.P. or the preferred trust securities of PECO Trust IV; or (3) an event of default'occurs under the
Indenture under which the slibordinafed debentures are issued. - v

. At De&ember'3j ; 2006, Exglion had retained earnings of $3.4 billion, which includés Gerieration's
undistributed eamings of $1.8 billion, ComEd's retained deﬂpit"of'$(193) ‘million* ‘consisting 'of an
unappropriated retained deficit of $(1.6) billion, partially offset by $1.4 biHiOn_‘olf'n;gt'_ai‘ned' earnings

v

appropriated for future dividends and PECO's ‘retainéd'éarniggﬁ of $584 million.

i

"7 The following ta'pié;sets, fdr't\HlExellon's quarterly cash’ dividends per share paid during 2006 and

2005.:% . . )

e & s, 2006 SR 2005, -
R - : C o 4th T 2nd TR T 3rd 2nd T3S
(per share) ' Quarter Quarter Quarter Quartéer ~"Quarter Quarter Quarter Quarter
E)_(elpn R fei e :$0.400 $0.400 $0.400 $0.400 . $0.400 - $0.400 $0.400 -$0.400

‘.f". .o U . oo . . ) . ) . o
- The following table-sets forth Generation’s quarterly distributions and ComEd's and PECO's

quarterly common dividend payments: o :

e , 2006 T 2008 o
. : e, 4 30 Ind st 4th "3 2nd st
(in miltions) . . ‘ Quarter. Quarter, , Quar’fer Quart_er . anr_'ter Q_uartgr anrter; Quarter
Generation .................. $165 $122 . $157 $165 $108 $430 - $ 80 $239
ComEd......... T e —_ e .—"7 146" - 107 - 107 . 138
PECO ........... oo, 134 117 135 116 122 116 116 115

On December 5, 2008, the Exelon Board of Directors declared a regular quarterly dividend of
$0.44 per share on Exelon's common stock. The dividend is payable on March 10, 2007, to
shareholders of record of Exelon at 5:00 p.m. Eastern Standard Time on February 15, 2007. This
dividend declaration was made by the Exelon Board of Directors in connection with the Board of
Director's approval of a value return policy that established a base dividend that Exelon expects will
grow modestly over time. The value return policy contemplates the use of share repurchases from time

to time, when authorized by the Board of Directors, to return cash or balance sheet capacity to Exelon’

shareholders after funding maintenance capital and other commitments and in the absence of higher
value-added growth opportunities. Previously, Exelon had maintained a dividend payout policy of
between 50-60% of ongoing operating earnings.
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During 20086, ComEd did not pay a quarterly dividend. This decision by the .ComEd Board of
Directors not to 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 -future 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 to assess
ComEd's ability to pay a dividend on a quarterly basis. o e Cou

SELECTED FINANCIALDATA  ~* " =~ 7 ' L= n

The selected financial data presented below has been derived from the audited consolidated
financial statements of Exelon. This data is qualified in its entirety by reference to and should be read
in conjunction with Exelon’s Consolidated Financial Statements and Management’s -Discussion and
Analysis of Financial Condition and Results of Operatlon included in this Financial Information
supplement. - - s :
) ) .: : . R ' -‘f. Fc;riha Y;ars En'ciad_Decamb'erSL
in millions, except for per share data i = 2006 2005 2004 2003 - 2002

Statement of Operations data: ‘ . I L L ¢
Operating revenues . ................... P $15,655 $15,357, 314,133 ., $15,148 $14,060
Operatingincome ..................... e 3,521 2,724 3,499 2,409 3,280
Income from continuing operations . ............ . $1590 $. 951 81870 § .892 § 1,690
Income. (loss) from discontinued operations ....... 2 14 {29) (99) (20)
Income before cumulative effect of changes in L - T '
accounting principles ..........0............ 1,582 965 1,841 793 1,670
Cumulative effect of changes in accounting - Coe B A
principles (net of income taxes) .. e ] — (42) 23 112 (230)
Netincome @.0) ... . ... ....... U L '$1592 $ 923 $ 1864 $ 905 $. 1,440
Earnings per average common share (diluted): S
Income from continuing operations ............. $ 235. % 140 § 279 § 136 $§ 260
Income (loss) from discontinued operations ... ... ‘ - 0.02 (0.04) (0.15). (0.03)
Cumulative effect of changes in accounting L ' . ‘
principles (net of incometaxes) .............. =~ —" (0.06) . 0.03 0.17 (0.35)
Netincome.................. ST S $ 235 $ 136 $ 278 $ 138 § 222
Dividends per common share . ... ........ ... % 180 § 160 $ 126 $ 09 $ 088
Average shares of common stock outstandmg—- ) -
diluted ... ... e . 676 . .676 669 657 649

(a) The changes betweén 2006 and 2065 and between 2b05 and 2004 were primarily due to the goodwill impairment bhafges of
$776 million and $1.2 billion in 2006 and 2005, respectively.
{b) Change between 2004 and 2003 was primarily due to the |mpalrmenl of Boslon Generating, LLC long-lived assels of $945

+ millian in 2003. ,
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R R L Bt T v .,y -December.3i, . -

inmifions ~ ' ' 2006 2005 2004 2003 2002 »
Balance Sheet data: ' .
Currentassets ............... P $ 49092 $ 4637 $ 3,880 $ 4524 §$ 4,096
Property, plant and equipment, net . . ........... 22,775 21,981 21482 20,630 ;17,957
Noncurrent regulatory assets .................. 5,808 4,734 5,076 5564 6,061
Goodwill @& ... .. AT e tav.d 0 K2694 o '3475 4,~705‘”"-" 4719 4,992
Other deferred debits and other assets .......... 8,050 7,970 7,867 . 6,800 . °5249
Total assets*. ;. ... cuvuao. .. ozeeanass ot $44,319 $42,797  $43,010 - $42:237 -$38,355 -
Current liabilities . .= =", 0200 . o 8 ‘5 795" $ 6,563 $ 4,836 $ 5683 $ 5845
Long-term debt, including long-term debtto . .- - S T g

financing trusts & .. ... e 11 911 11 760 12 148 13 489, 13,127
Noncurrent regulatory liabilities .........~...... 2 9?5 . 2518 2, 490 . “2 229 1,001
Other deferred credits and other Ilabllmes ® A I 578 12 743 13 918 12,246 9,968
Minority interest . .50, ..., SRR AR IO B P T N o425 — 77
Preferred securities'of subsrduarles (c} -t S 871«3, A 87 - y87- 87 . 595
Shareholders’ equity . e T et s 9,973 .0 8,125, 9,480:. : 8,503 7,742
Total liabilities' and shareholders equnty KERRERNTS $44, 319 542 797 $43 010 - $42 237 $38,355 355 -
J— e it ].
(a) The changes between 2006 and 2005 and between 2005 and 2004 were pnmanly due to (he goodwrll |mparrmenl charge of

$776 millian and $1.2 billion in 2006 and 2005, ‘respectively., RPN KOS, U v

(b} Change between 2006 and 2005 was prlmarlly due to the |mpact of adopllng SFAS No. 158, “Employers Accountmg for
Defined Benefit Pension and Other Postretirement Plans, an amendment of FASB Staterments No. 87. 88, 106, and 132(R)"
(BFAS No. 158).

{c) Due to the adopuon of FIN 46 and FIN 46-R in 2003; the mandatonly fedeemable preferred secunues of ComEd and PECO

P

were reclassified as long-term debt to fi nancmg trusts in 2003 "+% - TR %
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MANAGEMENTS DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATION R

Exelon
General _";

e
]

Exelon is a utility services holdlng company it operates through subsrdnanes in' the followmg
'Operatlng segments , , . .

+ Generation, whose business’ consists of its owned and contracted electric generatmg facilities,
. its wholesale energy marketmg operations and competitive retail sales operations.

+ ComkEd, whose business consists of the purchase and regulated retail and wholesafe sale of
electricity and the provision of distribution and transmission services to retall and wholesale
customers in northern ll!mms mcludlng the City of Chicago.

. PECO whose businesses consrsts of the purchase and regulated retall sale of electrrcrty and
. the provision. of distribution and transmission services to retail customers in southeastern
Pennsylvania, including the City of Philadelphia, as well as the purchase and regulated-retait
sale of natural gas and the. provision of distribution $ervices' to retail customers in the
'Pennsylvama countles surroundmg the Clty of Phlladelphla

See Note 20 of the Comblned Notes to Consolldated Fmancnal Statements for further segment
information. | -* -

-
'

Exelon's corporate operanons through its busmess services subsrdlary, Exelon Busmess Services
Company (BSC) provide Exelon’s business segments with a variety of support services. The costs of
these services are directly charged or allocated to the applicable business segments. Additionally, the

“results of Exelon’s corporate operations include costs for corporate governance and interest costs and
income from various investment and financing activities.

Exelon Corporation
Executive Overview

Financial Results. 'Exel‘on's net income was $1,592 million in 2006 as compared to $923 million in
2005 and diluted earnings per average common share were $2.35 for 2006 as compared to $1.36 for
2005. The increases were primarily due to the following:

+ a $1.2 billion impairment charge in 2005 associated with ComEd’s goodwill;
+  higher margins on wholesale market sales and increased nuclear output at Generation;

+ a one-time benefit of approximately $290 million to recover certain costs approved by the
ICC's July 2006 rate order and the ICC’ s December 2006 amended rate order;

* unrealized mark-to-market gains on contracts_not yet settled;

+ a decrease in Generation's nuclear asset retirement obligation resulting from changes in
© management’s assessment of the probabilities associated with the anticipated timing of cash
flows to decommission primarily the AmerGen nuclear plants;

*+ increased electric revenues at PECO associated with certain scheduled rate increases;

*+ increased kWh deliveries, excluding the effects of weather, reflecting 2006 load growth at
. ComEd and PECO,;

- losses recorded in 2005 for the cumutative effect of adopting Financial Accounting Standards
Board (FASB) Interpretation No. (FIN) 47, “Accountlng for Conditional Asset Retirement
Obligations” (FIN 47); and
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v "a_"r'eserve'recor'ded by Generation in 2005 for estimated future asbestos-related bodily injury
claims. =~ -~ ' " T . a , - . o T s

- oy

N vt h v . {
.." The factors _d_riving the overall increase in net income were partially offset by the following:

- a $776 million impairment charge “associated .with ComEd’s goodwill primarily due to the
3 - impacts of the ICC's July 2006 rate order; - . o : "

'+ _a.charge of approximatély $55 million for th'e% wrigé-gff of capitalized costs a::ésé_nqiafed with the
" “now terminated proposed merger with PSEG; T
LA o . ‘

l

» incfeased severance and severance-related charges;

-

.+ unfavorable weather conditions in the ComEd and PECO service territories; . -

i

+ reduced earrlmzlr.igs'from“investménts. _in‘,synlhetiblfuel-prog'iqcing ‘fac':ilitiés'.énd the_‘ifnpbirment of
e -

) ,‘t};e‘és'soéiatéd. intangible asset; Lo _ T

+ increased depreciation and amortization expense/ primarily related to CTC amortization at
T PECO; 7 ). - N L Coy

. higﬁer operating and maintenancé'exbé'nsés,' including increased nuclear refieling outage

* " costs, -increased costs associated with incremental storm ‘damage in the PECO service

" . territory,”expenses refated to stock-based ‘compensation as aresult of adopting Financial

. ' Accounting .Standards Board Statement ‘No. 123 (revised 2004), “Share-Based’ Payment” '

- (SFAS No. 123-R) and the impacts of inflation; . =~ - ' : oo e

_+ increased"interest expense associated ‘with the debt.issued in ‘March 2005 to fund Exelon's
~".pension contributions; and O e e s, S :

L
L]

"+ gainsrealized in 2005 on AmerGen's decommissioning .trust fund investments. related to

changes to the investment strategy. .~~~ + 77 7 s

L s R T T e T . . ) !

Termination of Proposed Merger with PSEG. On December 20,- 2004, Exelon entered into a

Merger .Agreement with PSEG, a, public utility holding company primarily located and serving
customers in New _Jersey, wheréby PSEG would be merged with and into; Exelon (Merger). 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 1h19‘nt'h§._,. :I'he‘.notice'fqllpqud'a number of
discussions with state officials and other interested parties, which made cléar that gaps separating the
parties’ Tespective settlement positions were insurmountable. Major differences included, among other
things, issues relating to rate concessions and market power mitigation. During 2006, Exelon recorded
Merger-related experise$ of approximately $93 million {pre-tax), of which $55 million relates to the
write-off of the capitalized costs associated with the Merger. Including this $93 million of expenses,
total - Merger-related . expenses  incurred ‘since’ the inception of the Merger discussions were
approximately $130 million: -~ . Lo S S R T S '

X e PR AL b

“Financing Activities. During 2006, Exelon met its capital resource requirements primarily with
internally génerated cash. When necessary, Exelon’ obtains funds from external sources, including the
capital markets, and through bank borrowings: As of December 31, 2008, Exelon, Generation, ComEd
and:PECO have access to revolving credit facilities with aggregate bank commitments of $1 billion, $5
billion,* $1.billion and *$600 .million; respectively. In addition, ComEd and PECO issued First:Mortgage
Bonds of $1.1- billion: and:$300" million,’ respectively, in 2006. See-Note 11 of.the Combined Notes to
Consolidated Financial Statements for further-information on the credit facilities and the bond issuances.
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Regufatory and Environmental. Developments. The following significant 'regulatory and
environmental developments occurred during 2006. See Notes 4 and 18 of the Combined Notes to
Consolidated Financial Statements for further information.

-

ComEd Procurement Case—On January 24, 2006, the ICC approved ComEd's procurement
case, authorizing ComEd to procure electricity after 2006 through a “reverse-auction” competitive
bidding process and to recover the costs from retail customers with no markup. The first auction
took place in September 2008. As a result of the auction, ComEd has entered into supplier
forward contracts with various supphers including Generatron The ICC order is under appeal

lllinois Rate Freeze Extension Proposal—In 2006 and 2007, various bills, amendments and.
“compromise” legislation were separately passed by the lllinois House and the lllinois Senate
including, in the lllinois House, an extension of the llinois transition period rate freeze with a
rollback of rates to 2006 levels. However, the lllinois General Assembly adjourned on
January 9, 2007 without taklng further action on such bills. As a result, all, pending legislation
expired. ComEd believes any rate rollback and freeze legislation, if proposed again and
enacted into law, would have serious detrimental effects. on lilinois, ComEd and consumers of

-efectricity. ComEd believes such legislation would violate Federal law and the U.S.

Constitution, and ComEd is prepared to vigorously challenge any such legisiation in court.

ComEd Residential Rate Stabilization—On December 20, 2006 the ICC approved -a residential
rate stabilization program that allows residential customers the choice to limit the impact of any
rate increase over the next three years. For customers choosing to participate in the program,
electric rate increases woutd be capped at 10% in each of 2007, 2008 and 2009. Costs that
exceed the caps would be deferred and recovered over three years from 2010 to 2012. Deferred
balances will be assessed an annual canymg charge of 3.25%. f ComEd's rate increases are
less than the caps in 2008 and 2009, ComEd would begin to recover deferred amounts up to the

‘caps with carrying costs., This order also strongly encouraged, but did not require, ComEd to

make contributions totaling $30" million to environmental’ and customer assistance programs.
ComeEd is currently gvaluating this request. This order is subject to rehearing and appeal.

ComEd Rate Case~—0n July 26 2006, the ICC issued its order in the Rate Case approving a
revenue increase of approxumately $8 million and the recovery of several items that previously
were recorded as expense. On December 20, 2008, the ICC approved an amended order on
the rehearing of the Rate Case allowmg an additional revenue increase of approximately $74
miflion, including a partial return 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. As a result of the

’July 26, 2006 ICC rate order, ComEd reco_rded an after-tax |mpaqrment charge of $776 million

associated with the write- off of goodwnll

Nuclear Fleet Inspectlon—ln February 2006 Exelon and Generatlon launched an initiative
across -its nuclear fleet to systematically assess systems that handle tritium and take the
necessary actions to minimize the risk of inadvertent discharge of tritium into the environment.
The initiative was in response to the detection of tritium in water samples taken related to leaks
at the Braidwood, Byron and Dresden nuclear generating stations in lllinois. On September 28,
2006, Generation announced the final results of the assessment, concluding that no active
leaks had been identified at any of Generation's 11 nuclear plants and no detectable tritium
had been identified beyond any of the plants’ boundaries other than from permitted discharges,

+ with the exception of Braidwood where past accidental tritiated water. spilis have been

identified and state-approved cleanup work continues, The assessment further concluded that
none of the tritium concentrations identified in the assessment pose a health or safety threat to
the publrc or to Generation's employees or contractors. Lo . N
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Outlookfor20073ndBeyond : o S
Exelon s future f nancral results will be’ aﬁected by a number, of factors mcludrng the foIIowrng

*'If the' price’ at which ComEd is allowed to' sell electricity ‘beginning in 2007 is ‘set below

i+ .« ComEd's cost to procure and deliver electricity, there will be material adverse consequences to
ComEd;including possible bankruptcy, which- ‘could result in material adverse consequences to .

Exelon- and, in the event of a ComEd . bankruptcy filing, - possibly material adverse

" consequences to Generation. The ICC's unanimous approval of the reverse-auction process,

barring any.adverse. decision in the pending appeals or change in law,,should provide ComEd

- with stabrlrty and.greater certainty that it wrll be able to procure electricity and pass through the

- costs of that electricity to ComEd's customers beginning in 2007. through a transparent market

mechanrsm in the reverse-auctron competrtrve brddrng process

b [

+ PECO was subject to eléctric rate caps on its transmission and distribution rates$ ‘through
* = December 31, 2006 and is subject to caps-on its generatlon rates through December 31, 2010.
' .PECO’s transmission and distribution'rate$ will:continue in-effect until PECO files a rate case
.or there is some other specific regulatory action to “adjust the rates. There are’ no current
proceedings to do so. PECO is, however, involved.in proceedlngs involving annual changes in
. its electric-and gas unrversa| service fund cost charges, ‘its. electric CTCIrntangrble transition
charge reconciliation. mechanlsm and its. purchased gas cost. rate, all of whrch are designed to
fully recover PECO's apphcable costs on a. dollar-for-dollar basis. .
|

A

" Effective January 1, 2007, in accordance 'with " its 1998 restructurrng settiement with the

i PAPUC, PECO ‘implemented an electrrc generatlon rate ‘increase 'that ‘will result in

B approxrmately $190 million of additional operatmg revenues in 2007 as'‘compared to 2006 and

'oa corresponding mcrease in purchased power from affiliate, in accordance with PECO's PPA

with Generatron with no resu!tmg |mpact on pre-tax Operatrng income. The impact of this rate

- - increase on Exelon will be an increase in’ operatrng revenues and pre-tax operatrng income of

*approximately ‘$190 million. The'impact on Generation will be an increase in operating
revenues from affiliates and pre-tax operating income of approximately $190 million,

» Generation is exposed to commodity pnce risk assocrated with the unhedged portion. of its
electricity trading portfolio. Generationtenters into derivative contracts; . including forwards!
. futures, swaps, and options, with approved. counterparties to hedge this anticipated exposure.
Generatron has hedges in place that significantly mitigate this risk for 2007 and 2008.
However, Generation is exposed to relatively greater commaodity, price risk, in the subsequent
. years for which a larger portion of its electricity portfolio may be unhedged Generation has -
" been and will continue to be proactive in using. hedgmg strategles to mrtrgate this rrsk Jin
subsequent years as well. Ce .

+ “The PPA bétween’ Generatron and PECO exprres at the ‘end of 2010 "Current market prices for
* electricity have increased sighificantly over thé past few years due {o the rise in natural gas
“and fuel prices. As a result, PECO cListomers' generatron rates afe below current wholesale

energy market prices and Generation’s margins on 'sales in excess of ComEd's and PECO's
requirements have improved historically due to its significant capacity ‘of low-cost nuclear
generating facilities. Generation's ability to, maintain those margrns will.depend.on. future, fossrl
fuel prices and its ability to obtain high capacrty factors at |ts nuclear plants

.it

« Federal and state govemlng bodres have begun to mtroduce and 1n some cases approve
Iegrslatlon mandatrng the future use of renewabie and alternative fue! sources! such as wind,
~solar, biomass and geothermal. The extent of the usé of these renewable and aIternatrve fuel
sources varies by state and could change. The future requirement to use these fénewable and
alternative fue! sources for some portion of ComEd's and PECO's drstrrbutron sales could
result in increased fuel costs and capital expenditures. :
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+ Select northeast and mid-Atlantic states have developed a model rule, via the RGGI, to

regulate carbon emissions from fossil-fired generation in partlcupatmg states starting in 2009.

Federal and/or state legislation to regulate’ carbon emissions could Gccur in the future. If these

plans become effective, Exelon may incur costs in further limiting the emissions from certain of

its fossil-fuel-fired facilities or.in procuring, emission allowance credits issued by various

_ . governing bodies. However, Exelon may benefit from stricter emission standards due to its

. significant nuclear capacﬂy .which is not anticipated to be affected by the proposed emission
standards. - . . R .

" *  Exelon anticipatés that it will be subject to the ongomg pressures of I'ISII'IQ operating’ expenses
due to increases in ‘costs such as medical benefits and rising payroll costs due to ‘inflation.

Also,' Exelon will continue to incur significant capttal costs associated with its commitment to
produce and deliver energy reliably to its customers. Increasing capital costs'may include the

Vo price of uranium which fuels.the. nuclear facilities and continued capital investment in Exelon’s
- -aging distribution .infrastructure and generating facilities. Exelon is: determined fo operate its

"+ -businesses responsibly and to appropriately manage- its operatmg and capital costs while
serving its customers and producing value for its sharehoiders.

'+ ‘Exelon pursues growth opportunltles that’ are consistent ‘with its - dlSClplIned approach to
investing to maximize earnings and cash flows. On September 29, 2006, Generation notified
the NRC that Generation will begin the apphcatlon process for a comblned construction and
operating license that would allow ‘for the'possible construction of a new nuclear plant at an
as-yet unnamed location in Texas. The filing of the letter with the NRC launches a process that
“preserves for Exelon. the option” to- develop a new nuclear plant in Texas without immediately
committing to the full pro;ect Exefon has not. decrded to build a new nuclear plant. Among the
various conditions that must be: resolved before any formal decision to build is made are a

.. permanent solutlon to spent nuclear fuel dlsposal broad pubhc acceptance of a new nuclear
_ plant and assurances that a new plant using. new technotogy can be financially successful.
Exelon expects to submit the application to the NRC for- the comblned construction and
operating license in 2008. . e C e i

-

Critical Accounting Policies and Estimates _
The preparatlon of financial statements:in conformity with accounting principles generally accepted
in the United States (GAAP) requires that management apply accounting policies and make estimates
.and assumptions that affect resuits of operatlons and the amounts of assets and liabilities reported in
the financial statements. Management discusses these pohcres estimates and assumptions within its
Accounting and Disclosure Governance Committee on a regular basis and provides periodic updates
on management decisions to the Audit Committee of the Exelon Board of Directors. Management
believes that the areas described below require significant judgment in the application of accounting
policy or in making ‘estimates. and assumptions in matters that are inherently uncertain and that may
change in subsequent periods. Further discussion of the application of these accounting policies can
be found in the Combined Notes to Consohdated Financial Statements. e

3

Asset Retirement Obhgatlons (ARO) (Exelon Generatlon ComEd and PECO)
Nuclear Decommlsswmng (Exelon and Generatlon)

Generation must make stgmf cant est:mates and assumptlons in accountlng for its obligation to
decommission its nuclear generatlng plants in accordance with SFAS No 143, "Accounting for Asset
Retirement Obllgatxons (SFAS No. 143)

1, . . .. . . -
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. SFAS No. 143 requires that Generation estimate the fair value of its obligation for the future
decommissioning of its nuclear generating plants. To estimate :that fair value, Generation uses.a
probability-weighted, discounted cash flow mode! which considers multiple outcome scenarios based
upon significant estimates and assumptions embedded in the following:

‘Decommissioning Cost Studies. Generation usgs: decommissioning cost studies. prepared by a
third party to provide a marketplace assessment of the costs and timing of decommissioning activities,
which are validated by .comparison to current decommissicning projects and other third-party
estimates. Decommissioning cost studies.are updated, on a rotational basis, for each of Generation's

_nuclear units at a minimum of every five years. S ' '

: Cost Escalation Studies. Generation ' uses ' cost “escalation factors to-“escalate the .
decommissioning costs from the decommissioning cost studies discussed above, which were prepared
using year-of-estimate amounts,” through the decommissioning period for each of ‘the units. Cost
escalation studlies are uséd to determine escalation factors and are based on inflation indices for labor,
equipment and materials, energy and low-level radioactive waste disposal costs. Cost escalation
studies are updated on a periodic basls. ' o o ) '

r

t

Probabilistic Cash Flow Models. Generation’s - probabilistic cash flow models include the
assignment of probabilities to' various cost, decommissioning alternative and. timing scenarios.
Probabilities assigned to cost levels include an assessment of the likelihood of actual costs plus 20%
or minus-15% over the base cost scenario. Probabilities assigned to decommissioning alternatives
assess the likelihood of performing DECON (a method of decommissioning in which the equipment,
structures, and portions of a facility and site containing radioactive contaminants are removed and
safely buried in a low-level radioactive waste tandfill or decontaminated to a level that permits property
to be released for unrestricted use shorlly after the cessation of operations), Delayed DECON or
SAFSTOR (a method of decommissioning in which the nuclear facility is placed and maintained in such
condition that the nuclear facility can be safely stored and subsequently decontaminated to levels that
permit release for unrestricted use) procedures. Probabilities assigned to the timing scenarios
incorporate the likelihood of continued operation through current license lives or through anticipated
license renewals. Generation's probabilistic cash flow models also include an assessment of the timing
of DOE acceptance of spent nuclear fuel for permanent disposal. P

Discount Rates. The probability-weighted ‘estimated future cash flows using these various
scenarios are 'discounted using credit-adjusted, risk-free rates applicable to’ the various businesses in
which each-of the nuclear units originally operated. ’ S R Con

Changes in the assumptions underlying the foregoing items could materially affect the
decommissioning obligation recorded with a corresponding changeé to the asset retirement cost (ARC)
asset. However, if an update to an -ARO resuits in' a decrease, and that unit does not have an
underlying ARC, that change in the’ARO may be recognized in current period earnings. Changes in the
.assumptions could affect future updates to-the decommissioning obligation. For example, the 20-year
average cost escalation rates .used in the latest ARO calculation were approximately 3% to 4%. A
uniform increase in these escalation rates of 25 basis-points would increase the total ARO recorded by
Exelon by approximately 9% or more than $300 miliion. Under SFAS No. 143, the nuclear
decommissioning obligation is adjusted on a periodic basis due to the. passage of time and revisions to
either. the timing or amount of-the original estimate of the future undiscounted cash flows required to
decommission the nuclear plants. For more information regarding the adoption and ongoing application
of SFAS No. 143, see Notes 1 and 13 of the Combined Nates to' Consolidated Financial Statements.

Conditional ARO (Exelon, Generation, ComEd and PECO), " . |
As of December 31, 2005, the Registrants adopted FIN 47. FIN.47 clarified that a legal obligation
associated with the retirement of a long-lived asset whose timing andfor method of settlement are
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conditional on a future event is within the scope of SFAS No. 143.-Under FIN 47, the Reglstrants are
‘required to record a condltlonal ARO. at lts eshmated fair.value if that fair.value'can-be’ reasonably
estimated. . . . A e L ‘
The adoption of FIN 47 requrred the Reglstrants to update an existing mventory orrgrnally created
for the adoption of SFAS No. 143, and to. defermine which, if any, of the conditional AROs could be
reasonably estimated. The ability t6 reasonabty 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 of potential method of settlement and probabilities associated with the
potential dates and methods of settlement of its conditional AROs. In determining whether their -
conditional AROs could be reasonably estimated, management considered the Registrants’ past
" practices, industry practices, management s intent and the estimated economic lives of the assets. The
fair values of the conditional AROs were then estimated using an expected present value technique.
Addrtlonally. Exeton ComEd and PECO assessed the likelihood of recovering these’ obligations from.
‘customers which led to the recognition. of regulatory assets. Changes in management’s assumptions
regarding settiement dates, settlement methods, assigned probablhtles or recovery mechanisms could
have a material effect on the liabilities recorded by each Registrant and the associated ‘regulatory
assets recorded at Exelon, ComEd and PECO. The liabilities associated with conditional ARCs will be
adjusted on.a. periodic 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
couid have a significant impact on the Consolidated Balance Sheets and Consolidated Statements of
Operations of.the Registrants. For more information regarding the adoption and ongoing application of
FIN 47, see Notes 1 and 13 of the Combined Notes to Consolidated Financial Statements.,

. 3 [

Asset Impairments (Exelon, Generation, ComEd and PECO)
Goodwill (Exelon and ComEd)

Exelon and ComEd have goodwill which relates to the acqursrtron of ComEd under the PECO/
Unicom Merger. Under the provisions of SFAS No. 142 Exelon and ComEd perform assessments for
|mpa|rment of their goodwill at least annualty or more frequently if events or circumstances indicate that
it is “more likely than not” that goodwili might be impaired, such as a significant negative regulatory
outcome. Application of the goodwill impairment test requires management’s judgments, including the

" identification of reporting units, assigning assets and liabilities to reporting units, assigning goodwill-to”
reporting units, and determining the fair value of each reporting unit. See Note 8 of the Combmed
Notes to Consolidated Frnancral Statements for further. mformatlon

Due to the S|gn|f icant negatwe lmpact of thethC s July 26 2006 order in ComEd's Rate Case to
the future cash flows and value of ComEd, an interim impairment assessment was completed during
the third quarter of 2006. Based on the results of ComEd's interim -goodwill impairment analysis,
Exelon and ComEd-recorded an impairment charge of, $776 million associated with the.write-off of. the.
goodwill. - Exelon and ComEd performed their anriual -goodwill impairment assessment in the .fourth
quarter of 2006 and determined that gocdwill was not further impaired. Future developments relating to
ComEd's ongoing regulatory and/or legislative items -could also be relevant to future goodwill
impairment analyses and may lead to further impairments, which could be material. See Note 4 of the
Combined Notes to Consolidated Financial Statements for further information regarding the Rate Case.

in the assessments, Exelon and ComEd estimated the fair value of the ComEd reportrng unit usrng
a probability-weighted, discounted cash flow ‘model with multipté scenarios. The fair value incorporates
management's assessment of current events and expected future cash flows. Additionally, ComEd's
estimate of its fair value was compared to a fair value estimate determined’ by a third-party valuation
firm. Changes in assumptions regarding variables, including post:2006 rate regulatory structure,
ComEd's capital structure, changing interest rates, utility sector market performance, operating and
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capital expenditure requirements and-other factors, or in the assessment of-how they interrelate could
produce a different impairment result, which .could be material. For example, a hypothetical decrease
of 10% in ComEd's expected discounted cash flows would result in additional impairment for both
ComEd, and Exelon.of approximately $800 million. An additional impairment would require Exelon and
ComeEd to further reduce both goodwill and current period earnings by the amount of the impairment.

H . “

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

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

cor . . ) ,..u‘_. . . : a ; .

* investments (Exelon, Generation, ComEd and PECO) -

Exelon, Generation, ComEd, and PECO had investments, including investments held in nuclear
decommissioning trust funds, recorded as of December 31, 2006. The Registrants consider
investments to be impaired when a decline in fair value-below cost is judged to be other-than-
temporary. If the cost of an investment exceeds its fair value, the Registrants evaluate, among other
factors, general market conditions, the duration and extent to which the fair value is less than cost, as
well as their intent and ability to hold the:investment. The Registrants .may also consider specific
adverse conditions related to -the financial health of and business outlook for the investee when
reviewing an investment for impairment. An impairment would require the affected registrant to reduce
both the investment and current period earnings by the amount of the impairment. Beginning in 2006,
and in -connection with the issuance of FASB Staff-Positic_)n: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 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. .

Depreciable Lives of Property, Plant and Equipment (Exelon, Generation, ComEd and PECO)
o = ! o ' i 1 I . PR s .

- The Registrants have a significant investment in electric generation assets and electric and natural
gas transmission and distribution assets. Depreciation of these assets is generally provided over their
estimated service lives on a.straight-line basis using the composite method. The estimation of service
lives requires management judgment regarding the périod of time that the assets will be in use. As
circumstances warrant, the estimated service lives are reviewed to determine if any changes are
needed. Changes to depreciation estimates in future periods could have a significant impact on the
amount of property, plant and equipment recorded and the depreciation charged to the financial
statements. . ' - o e " . .

. . Historically, Generation has extended the estimated service lives of the nuclear-fue!, generating
facilities based upon Generation's intent to apply for license renewals for these facilities: While
Generation has received license renewals for certain facilities, and has applied for or expects to apply
for and obtain approval of license renewals for the remaining facilities - circumstances may arise that
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would prevent- Generation from™ obtaining -additional license renewals.”'A change 'in depreciation
estimates resulting from Generation's inability to receive additional license renewals could have a
significant effect-on Generation’s results’ of ‘operations. Generation-alse periodically evaluatés the
estimated service lives of its fossil fuel generating facilities based on feasibility assessments as well as
economic and capital requirements. A change in depreciation estimates resulting from Generation's
extension or reduction of the estimated service lives could have a significant effect on Generation's
. results of operations. G e o :

PECO is required to file a depreciation rate study at least every five years with the PAPUC. 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 depre0|at|on rates effective March 2006 The impact of the

- New rates was not matenal . : » :

]

Defined Benefit Pensaon and ‘Other Postretlrement Benef‘ ts (Exelon. Generation, ComEd and
PECOQ)

Exelon sponsors defined benefit pension plans and‘postretirement benefit plans for essentially all
Generation, ComEd, PECO, and BSC employees, except for those employees of Generation's wholly
owned subsidiary, AmerGen, who participate in the separate AmerGen-sposored defined benefit
pension plan and other postretirement welfare benefit,plan. See Note 14—Retirement Benefits of the
Combined Notes to Consolidated Financial Statements for further information regardmg the accountmg
for the def‘ ned benefit pension plans and postretlrement benef t plans '

. The costs of prowdlng benefits under these plans are. dependent on historical mformatlon 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 benefit obligations, the incidence of mortality, the remaining
service ‘period, rate of compensation increases and the anticipated ‘rate of increase -in health care
costs, m order to measure the plan obllgatlons and costs’ to be recogmzed reIated to these plans.-

The selection of key actuarial assumptions Gtilized m;the measurement of the plan obligations and
costs drives the results of the analysis and the fesulting charges. The long-term expected rate of return
on plan-assets (EROA) assumpticn used in calculating pension cost was 8.00% for 2006, 2005, and
2004, The weighted average EROA assumption used incalculating other postretirement benefit costs
was 8.15%and 8.30% in 2006 and 2005, respectively, and a range of 8.33% to 8.35% in 2004. A lower
EROQA is used in the calculation of other postretirement -benefit costs, as the other postretirement

benefit trust actl\nty is partially taxable while the pensaon trust activity is non-taxable.

The average remalnlng servnce penod of defined pension plan partucnpants was 13. 5 years 13.8
years and 15.1 years for the years ended December ‘31, 2008, 2005 -and 2004, respectively. The
average remaining service period of postretlrement benefit plan participants related to”eligibility age
was- 7:3 years; 7.5-years and 8.7 years-for the years’ ended December 31, 2006, 2005 and 2004,
respectively. The average remaln:ng service period of postretirement benefit plan participants. related
to expected retirement was 10.3- years, 10.9 years and 11.9 years for the years ended December 31
2006, 2005 and 2004 respectively. ' .

L .

The discount rate for determlnlng the pension benef t obhgatlons was 5.90%, 5.60% and 5.75% at
December 31, 2006, 2005 and 2004, respectively. The discount rate for determining the other
_postretirement benefit obligations was 5.85%, 5.60% and-5.75%:at December 31, 2006, 2005 and
2004, respectively. The discount rate at' December 31; 2004 was selected by reference to the Moody's
Aa Corporate Bond Index adjusted to reflect:the duration of expected future cash flows for pension and
other postretirement benefit payments. At December 31, 2006 and 2005, the discount'rate was
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determined by developing a spot rate.curve based on the yield to maturity of more than 400°Aa graded
non-callable (or callable with make whole provisions) bonds -with similar maturities to the related
pension and other postretirement benefit obligations. The spot rates are used to discount the estimated
distributions under the pension and other postretirement benefit plans. The discount rate is the single
level rate that produces the same result as the spot rate curve. - ’ ' -

Exelon will use a discount rate and EROA of 5.90% and 8.75%, respectively, for estimating its
2007 pension costs. Additionally, Exelon will use a discount rate and expected return‘on ‘plan assets.of
5.85% and 7.87%, respectively, for estimating its 2007 ‘other postretirement benefit costs.

‘ . ' . - | . + - .o, + r ‘- .
.- The following tables illustrate the effects of changing the major. actuarial assumptions discussed
“above (dollars in millions):, ’ : .

" Impacton -«

Tt " . Projected Benefit ’ impacton .  Impacton
T, S . Obligation at , Pension Liability at 2007 -
Change in Actuarial Assumption December 31, 2006  December 31, 2006  Pension Cost
- Pension.benefits - - et st : . . -
Decrease discount rate by 0.5% ...... SRR ‘ . 8720 _ -$720. .- $57 .
- Decrease rate of return on plan assets by : RGN S ' oo
L05%........ S e, - o — . 47
L , o , Impact on ) ‘ S e
: . - : o ‘Other - Impacton - :
S, e + : Postretirement Postretirement Impact on 2007
i Benefit Obligation Benefit Liability at  Postretirement
Change in Actuarial Assumption ' at December 31, 2006 December 31, 2006 Benefit Cost
Pdstretirement benefits . T AU o
Decréase discountrate by 0.5% ....... R L $225 . %225 . $26
Decrease rate of return on plan assets by . L 5 .
0.5% ....... e L~ I

'

Assumed health care ‘cost trend rates also have a significant effect on'the costs reported for
Exélon’s and AmerGen's postretirement benefit plans. A one-percentage -point change in assumed
health care cost trend rates would have had the following effects on the.Deci_ambe_r 31, 2006
po§tretiremeﬁt1beneﬁt obligation and estimated 2p06‘cdsts (dollars in'n"millio.njs):

4

- -

: . Coee - Impacton Impact on
v . ) . . . A .. Other 2006
) . ' . Postretirement Total
o N . R . . S Benefit - ., Serviceand
C s . . Obligation at . Interest Cost
Change In Actuarial Assumption December 31, 2006 . Components
Increase assumed health care costtrend by 1% . .~................ $ 45 $ 418

Decrease assumed health care cost trend by A% 37y (345)

Extending the year at'which the u'Itiltnaie_'health'cére trend rate of 5% is forecasted to be reached
from 2012 to 2017 would have had the following effects on the December 31, 2006 postretirement
benefit obligation and estimated 2006 costs (dollars in.millions): .

Impact on Impact on

. Other , 2006

Postretirement “Total Service
Benefit and

) e c C . Obligation at *  Interest Cost

Change in Actuarial Assumption - . :  December 31, 2006. Components

Increase the year at which the ultimate health care trend rate of 5% is oo

.forecasted to be reached from 2012102017 ............... Cheee $234 -« $22
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.The assumptions are reviewed annually and at any interim remeasurement of the plan obligations:
The impact of assumption changes is réflected in. the recorded pension .and postretirement.benefit
amounts as they occur, or-over a period-of time”if allowed under applicable accounting standards. As
these assumptions change from: period -to. period, recorded pension .and postretirement benefit
amounts and funding requirements could also change., . . . . ow

Regblatory Accountmg (Exelon ComEd and PECO) S

Exelon, CormEd and PECO account for thelr regulated electric and gas operatlons in accordance
with SFAS No. 71, which requires Exelon, ComEd, and PECO fo reflect the effects of rate regulation in
their financial statements: Regulatory assets represent costs that have been deferred to future periods
when it is probable that the regulator will allow for recovery through rates :charged to customers:
Regulatory liabilities represent revenues received from customers to fund expected costs that have not
yet been incurred. Use of SFAS No.,71.is applicable to utility operations that meet the following criteria:
{1 third- -party regulatlon of rates; (2 ) cost-based rates; and (3} a reasonable assumptlon that all costs
will.be recoverable from' customers through rates. As of December 31, 2006, Exelon, -ComEd and .
PECO have concluded that the operations of ComEd and PECO meet the criteria. If it-is concluded ina -
future period that a separable portion of their businesses no longer meets the.criteria; Exelon, ComEd
and PECO are required to eliminate the financial statement effects of regulation for that part of their
business, which would include the elimination of any or all regulatory assets and liabilities that had
been recorded in their Consclidated Balance Sheets and the recognition of a one-time extraordinary
item in their Consolidated Statements of Operations and Comprehensive Income (Loss). The impact of
not meeting the criteria of SFAS No. 71 couid be'material to the financial statements of Exelon, ComEd
and PECO. At December 31,2006, the mcome statement gain could have been,as much as-$2.3
billion {before taxes) as a result of the elimination of ComEd's regulatory assets and liabilities™had it
been determined that ComEd could no longer maintain regulatory assets and I|ab|||t|es under SFAS
No. 71. Similarly, at December 31, 2006, the income statement charge could have been,as much as
$3.7 billion (before taxes) as a result of the elimination of PECO's reguilatory assets and liabilities had it
been'determined that PECO could no longer maintain regulatory assets and liabilites under SFAS
No. 71. In that event, Exelon would record an income statement gain, or charge in an equal amount
related to ComEd's and/or PECO s regulatory agsets and liabilities in addition to a.charge against ‘other
comprehensivé income of up to $1.4 billion (before taxes) related to’ Exelons regulatory assets
associated with 'its defined beneﬁt postretlrement plans. The xmpacts and’ resolutlon of the above |tems
could lead to an additional |mpa|rment of ComEd’s goodwill, which would be significant and at least
partially offset the extraordinary gain discussed above. A write-off of regulatory assets and liabilities
could timit the ability of ComEd and PECO to pay dividends under Federal and state law. See Notes 4,
8 and 19 of the Combined Notes to Consolidated Financial Statements for further information regarding
regulatory issues,’ ComEd's goodwill and the significant regulatory assets and Ilabllltles of, Exeton
ComEd and PECO, respectwely - . _ .

. v R A S .

- For each regulatory jurlsdlctlon where they conduct business, Exeion, ComEd and PECO
contmualiy assess whether the regulatory assets and liabilities continue to meet the criteria for
probable future recovery or settlement. This assessment: mcludes consideration of factors such as
changes in applicable regulatory enviranments, recent rate orders to other’ regulated entmes in-the
same jurisdiction and the ability to recover costs through regutated rates.- 7 .

Accounting for Derivative Instruments (Exelon, Generation, ComEd, PECQ)

The Registrants rﬁay.enter into derivatives to manage their exposure to fluctuations in interest

ratés, changes in interest rates related to planned future debt issuances and changes in the fair valug

of outstanding debt. Generation utilizes derivatives with respect to.energy transactions to the utilization
of its available generating capability, and the supply of wholesale energy to its affiliates: Generation
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also utilizes energy option-contracts and energy financial swap arrangements to limit the market price
fisk exposure associated with forward energy commodity .prices. Additionally, Generation enters into
energy-related derivatives: for trading purposes. -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.
ComEd does not enter into derivatives for speculative or trading purposes. The Registrants’ derivative
activities are in accordance with Exelon’s Risk Management Policy (RMP). -

The Registrants account for derivative financial instruments under SFAS No. 133, “Accounting for
Derivatives and Hedging Activities” (SFAS No.. 133). Under. the provisions of SFAS No. 133, all
derivatives are recognized on the balance sheet at their fair value unless they qualify for a normal
purchases or normal sales exception. Derivatives recorded at fair value on the balance sheet are
presented as current or noncurrent mark-to-market derivative assels or liabilities. Changes in the
derivatives recorded at fair value are recognized in earnings unless specific hedge accounting criteria
are met, in which case those changes are recorded in earnings as an offset to the changes in fair value
of the exposure being hedged-or deferred in accumulated other comprehensive income and
recognized in earnings when'the hedged transaction occur. Amounts recorded in earnings are included
in revenue, purchased power or fuel in the consolidated: statements of income.: Cash inflows and
outflows related to derivative instruments are included as a component of operating, investing or
financing cash flows ‘in.the statement of cash flows, .depending-on the underlying nature of the
Registrant’s hedged items.” ' - L : ST e - : .

Normal Purchases and Normal Sales Exception. The availability of the normal purchases and
normal sales exception is based upon the assessment of the ability and intent to deliver or take
delivery of the underlying item. If it was determined 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 recognized through earnings. In September
2008, Generation participated in and won portions of the ComEd and Ameren procurement auctions.
As a result of the expiration of Generation’s PPA with ComEd at the end of 2006 and the results of the
auctions, beginning in 2007, Generation will sell more’ power through bilateral agreements with otfier
new and existing counterparties. ComEd also entered into agreements with thirteen other suppliers as
part of the auction. Generation's and' ComEd's agreements meet the normal purchases and normal
sales exception. -~ % - S . S I

Energy Contracts. Identification of an energy contract as a qualifying cqsh'-ﬂow hedge requires
Generation to determine that the contract is in accordance with the RMP, .the forecasted future
transaction is probable, and the hedging relationship between the energy contract and the expected
future purchase or.sale of energy is expected.to be highly effective at the initiation of the hedge and
throughout the hedging relationship. Internal models that measure the statistical c'_orrelation between
the derivative and the associated hedged item determine the effectiveness of such an’eniergy contract
designated as a hedge. Generation reassesses its cash-flow hedges on a regular basis to determine if
they continue to be effective and that the forecasted future transactions are probable. When a contract
does not meet the effective or probable criteria of SFAS No. 133, hedge accounting is discontinued
qnd changes in the fair value of the derivative are recorded thr'ou"gh' earnings. ’

As a part of accounting for derivatives, the Registrants make estimates and assumptions
concerning future commodity prices, load requirements, interest rates, the timing of future transactions
and their probable cash flows, the fair value of contracts and the expected changes in the fair value in
deciding whether or not to enter into derivative transactions, and in determining the initial accounting
treatment for derivative transactions. Generation uses quoted exchange prices to the extent they are
available or external broker quotes in order to determine the fair value of energy contracts. When
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external prices are not available, Generation uses internal models to' determine the fair value. These
internal models include assumptions of the future prices of energy based on the specific market in
- which the energy is being purchased, using externally available forward market pricing curves for all
periods possible under the - pricing model. Generation uses the Black model, a standard industry
valuation-model, to determine the fair value of energy derivative contracts that are marked-to-market. - -
_ See Quantitative and Qualitative Disclosures About Market Risk—Normal Operations and Hedging
Activities for further information regardmg sensnwity analysns retated to market price exposure.
Interest~Rate Denvat‘rve !nstruments To determlne the falr value of mterest‘rate swap
agreements, the. Registrants. use external dealer prices andfor internal valuation models that utilize
assumptions of avallable market pricing curves. - ' - ' . R

H o L ’

Accountmg for Contmgenmes (Exelon Generation, ComEd and PECO)

In the preparation of their financial statements the Registrants make Judgments regardmg the
future outcome of contingent events -and record Jloss contingency amounts that :are probable and
reasonably estimated based upon.available information., The amounts recorded may differ from the
actual income or expense that occurs when_ the.-uncertainty is resolved. The estimates that the
- Registrants make in accounting for contingencies and, the gains and losses that they record upon the
ultimate resolution of these uncertainties could have a significant effect on the liabilities.and expenses
in their financial statements.

Taxation ’ . - . . . -

 The Registrants are requ:rea to. ‘make judgrnents regarding the potentlal tax effects of various
financial transactions and results of operations in order to estimate thelr obligations to taxing
authorities. These tax obhgattons include income, real estate, sales and use and emptoyment—retated
taxes and. -ongoing appeals related to these tax matters These judgments include reserves for
potential adverse outcomes regarding tax positions that have been taken. The Regrstrants also
gstimate their ability to utilize tax attributes, mcludlng those in the form of carryfonNards for which the
benefits have already been reﬂected .in the financial statements. The Registrants do not record
valuation allowances for deferred tax assets related to capital losses that the Reglstrants believe will
be realized in future periods. While the Registrants believe the resulting tax reserve balances as of
December 31, 2006 reflect the probable expected outcome of pending tax matters in accordance with
SFAS No. 5, “Accounting for Contmgenmes SFAS ‘No. 109, “Accounting for Income Taxes,” and
Statement of Financial Accounting’ Concepts No. 6, ‘Elements of Financial Statements—a replacement
of FASB Concepts Statement No. 3 (incorporating an amendment of FASB Concepts Statement
No. 2)" the uttlmate ‘outcome of such matters could result in favorable or unfavorable adjustments to
their consohdated fi nanmal statements and such adjustments could be material. ‘

!

Environmental Costs - - - L . e C,

Environmental investigation and' remed|at|on Ilabllmes are based upon estimates with respect to the
number of sites for which the Registrants will be responsible, the scope and ‘cost of work to be performed
at each site, the portion of costs that will be shared with other parties, the timing of the remediation work,
changes in—technofogy,-,regulations and the requirements of local governmental authorities.

\ .

Other, lncludlng Personal Injury Claims

b . . . N

The Registrants are self-insured for general’ Ilablhty automotwe I:abtllty and personal injury claims
to the extent that losses are within policy deductibles or exceed the amount of insurance maintained.
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The:Registrants have reserves for ‘both open claims asserted and.an. estimate of claims-incurred but
not reported (IBNR).i The /BNR reserve is estimated based on actuarial assumptions and analysis and
is updated annually: Projecting future:events, such: as the, number of new claims.to be-filed each year,
the average cost of disposing of .claims, as well as. the numerous ‘uncertainties surrounding litigation
and possible legislative measures in the United States, could cause the actual costs to be higher. or
lower than estimated. Accordingly, these claims, if resolved in a manner different from the estimate,
could have a material effect on the Rggisgnar:}s' {erhul‘ts of gpgeggtip‘ns,‘ :r"lp_?_n:cial_ pq‘sitipn agq_’cashlﬂpwg.:

- ¢ Exelon and Generation-have a reserve’ for asbestos-related bodily injury claims for open.claims
presented: to Generation- as}of. Decembér 31, 2006 and for-éstimated future asbestos-related -bodily
injury claims anticipated to arise through 2030 based.on actuarial assumptions-and analysis. .Exelon's
and. Generation's."management seach determined- that it was not..reasonable: to "estimate future

- asbestos-related personal injury claims beyond 2030 based on the-historical claims data available and

the significant amount’of judgment required-to estimate this liability. Invcalculating the future losses,
management and the actuaries made various assumptions, including but not.limited:to, the overall
number of future claims estimated through the.use of actuarial models, Exeloiv's estimated portion of

-future: settliements and- obligations;.the. distribution: of exposure sites, the anticipated future ‘mix: of

diseases that.related to asbestos exposure -and the. anticipated. levels” of awards madeto-plaintiffs.
Exelon -plans 10" obtain: annual-updates of the estimate of future' losses. The amounts recorded by
Generation. for -estimated future. asbestos-related .bodily injury claims are'-based-upon historical
experience and third-party actuarial studies. Projecting future events, such as the number of new
claims to be filed each year, .the average cost of disposing of claims, as well+as the numerous
uncertainties “surrounding™asbestos-related: litigation and possible legislative :measures in the. United
States, could cause the-actual costs.to be higher or lower than. projected. Management cautions,
however, that:these estimates for-asbestos-related bodily injury cases-and settlements are. difficult to
predict and may be influenced by many factors. Accordingly, these matters; if resolvedsin-a manner
different from the-estimate, could have a material effect on Exelon's or Generation’s results of
operations, financial position.and-cash flow.- = . L arrltwtortte e o
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The Registrants provide severance benefits to terminated- employees pursuantito pre-existing
severance plans primarily based upon each-individual employee’s years of service with the Registrants
and compensation level. The Registrants accrue severance benefits that are considered probable and
can be reasonably estimated in accordance with SFAS No. 112, “Employer's Accounting for
Postemployment Benefits, an amendment of FASB Statements No. 5§ and 43" (SFAS No. 112). A
significant assumption in estimating severance charges is the determination of the number of positions
to be eliminated. The Registrants base their estimates on their current plans and ability to determine
the appropriate staffing levels to effectively operate their busiriesses. The Registrants may incur further
severance costs if they identify additional positions to be eliminated. These costs will be recorded’in
the period in which the costs can beé reasonably estimated.

IR .“‘". 1/ s 4".' PPN . T .y’ gy R A
Seve[abqe Accounting {Exelon, Generation, ComEd and PECO) , )

v

Stock-Based 'Corhpensation Cost (Exelon, Generation, ComEd and PECO)

On January 1, 2006, Exeton adopted SFAS No. 123-R, which requires that compensation cost
relating to share-based payment transactions be recognized in the financial statements. That cost is
‘measured on the fair value of the equity or liability instruments at the date of grant and amortized over
the vesting period. The fair value of stock options-on the date of grant is estimated using the Black-
Scholes-Merton option-pricing model, which requires assumptions such as dividends yield, expected
volatility; risk-free interest rate, expected life and forfeiture rate. The fair value of performance share
awards granted in 2006 was estimated using historical data for the previous two plan years and a
Monte Carlo simulation model for the current plan year, which requires assumptions regarding Exelon’s
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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. If the actual results of the cash-
settled performance share awards differ significantly from the estimates, the Consolidated Financial
Statements could be materially affected. See Note 1 of the Comblned Notes to Consohdated Financial
Statements for further mformatlon NP .. " :

Revenue Recognition (E)'(elbﬁ,.Génei'ation, ComEd and PECO)

Revenues related: to the 'sale of energy- are' recorded when service is rendered or energy is

- delivered to customers. The determination of Generation's, ComEd's and PECQ's retail energy sales
to individual customers, however, is based on systematic readings of customer meters generally on a
monthly-basis. At the end of each.month, amounts of energy delivered to customers since the date of

the: last meter reading are estimated, and corresponding unbilled revenue is recorded. This unbilled -

revenue is ‘estimated each month based on daily customer usage measured by. generation or gas
throughput volume; estimated customer usage by class, estimated losses of energy 'during delivery to
customers and applicable customer. rates. Increases in volumes delivered to.the utilities’ customers

and favorable rate mix due to changes in usage patierns in customer classes in the period could be-

significant to the calculation of unbilled revenue. Changes in the timing of meter reading schedules and
the number and type of customers scheduled for each meter reading date.would also have an effect on
the estimated unbilled revenue; however, total operating revenues would remain materially unchanged.

The determination of Generation’s' energy ‘sales, exciuding the retail.business, is based on
estimated amounts delivered as well as fixed quantity sales.: At the end of each’ month, amounts of
energy delivered to customers during the month are estimated and the corresponding unbilied revenue
is recorded: Increases in volumes delivered to the wholesale customers in the penod as. weII as pnce
would i mcrease unbllled revenue. - : S

Generation's revenue from service agreements, such as the nuclgar Operating Service Agreement
with PSEG Nuclear, is- dependent upon when the services are rendered. Service agreements
representing a cost recovery arrangement are presented gross within revenues for the amounts due
from the party receiving the service, and the costs associated with prowdmg the service are presented
W|th|n operahng and mamtenance expenses. - B . - . : .

ey
' . . .

. . . A . 3 PR )
r . . . L N |
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Results of Operations (Dollars in millions, except for pér-share'déta, unless otherwise noted})

Year Ended"De'b'en‘?Ber 31, 2006 Compared to "Ye:-.zr Ended December 3, 2005 L.

Results of Operations—Exeton ~ -~ -~ -~ = ' %
. . N T e LA Favorable
- g 2o e - e o I -{unfavorable)
- B ) P 12008 2005 - variance
Opérating_ revenues ... ....... L Ty (_ cen. .. $15655-°$15357 . $298 -
Operating expenses T T T .
Purchased powerandfuel .................... e ... 5232 "'5670 438"
Operating and rpajntenance ey ..., 3,868 3,694 {(174)
Impairment of goodwill . . ... ..., ey S T8 1207 . 43
Depreciation and ‘amortization "% . ;.. .0. ... . 1487 1334 (153)
Taxes other'than income....." .. A R s T ‘728 . (43)

" Total OPErating eXPenSES .. . - .. e s .nnone e L.- 12,134 . 12,633 499
Operating income ......... e e 3,521 2,724 797
Other income and deductions : ~- ~ = Lo e R o

" Interestexpense . c.. .t el Lt o (B616) (513) - (103) .-

- Interest expense to affiliates, net . ....0..... e (264) (316) * .52 -

. Equity in.losses of unconsotidated affiliates . ... ... S 11y (134) 23

*Other, Ret . oo e Toebeenliee.. . 266 134 . 132
Total other income and deductions™ . ... .. .. PR (725) - (829) 104 -
Income from continiing,operations before income taxes . ..... , 2796 1895 = 901,
.Income'taxes ... ... e e P L I .. 944 | (262),
" Income from continuing operations ", :...wi. ..t Lol cooee.. 1,880 951 639
Income from discontinued operations, net of income taxes -. . .. P {12). -
Income before cumulative effect of a change in accounting o _
Cprinciple ... L T T T e o '1592+ 965 1627
Cumulative effect of changes in accounting principles . RO o= -(42) 42
Net income ......... DL SO "$°1,502 $ 923~ $ 669
Diluted earnings pershare ............ ... ... ... ... . ... $ 235 $§ 1.36 $0.99
- e 5 7y ' ot e '

Net Income: Exelon’s net income for 2006 -reflects. higher realized prices on market sales- and
increased nuclear output at Generation; a one-time benefit of approximately $158 million to recover
previously. incurred severance costs approved. by the: December 2006 amended ICC rate order; a
one-time benefit of approximately $130 million to recover certain.costs approved by the July 2006 1cC
rate order; a decrease in” Genheration’s nuclear ARO resulting from ‘changes in management's
assessment of the probabilities associated with the anticipated timing of cash flows to decommission
primarily AmerGen nuclear plants; unrealized mark-to-market gains; increased electric revenues at
PECO associated with certain authorized rate increases; and increased kWh deliveries, excluding the
effects: of weather, reflecting'load growth at ComEd -and PECO. These increases were partially offset
byta. $776 " million impairment charge' associated with ComEd's goodwill; unfavorable weather
conditions in‘both the ComEd and PECO ‘service territories; a charge of-approximately $55 million for
the write-off of capitalized costs ‘associated . with. the  terminated proposed Merger ‘with PSEG;
_increased severance and: severance-related charges;losses from investments in’ synthetic fuel-
producing facilities; increased depreciation and amortization expense, including CTC amortization -at
PECO; and higher operating and maintenance expenses including increased costs associated with
storm damage in‘the PECO service’ territory, increased nuclear refueling -outage costs, increased
stock-based compensation expense as a result of adopting SFAS No. 123-R, and the impacts of
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inflation. Exelon’s net income for 2005 reflects an impairment charge of $1.2 billion associated with
- ComEd's goodwill; unrealized mark-to-market losses; losses of $42 million for the cumulative effect of
adopting FIN 47; favorable tax settlements at Generation and PECO; and gains realized on AmerGen’s
decommissioning trust fund investments related to changes in the investment strategy.

Operating Revenues. Operating revenuss increased primarily due to an increase in wholesale
and. retail electric sales at.Generation due to an increase in market prices; higher nuclear output; -
electric rate increases at PECO; and- ‘higher kWh deliveries at ComEd and PECO, excluding the effects
of weather. These increases were partially offset by unfavorable weather conditions in the ComEd and
PECO service territories. See further analysis and discussion of operating revenues by segment below.

Purchased Power and Fuel Expense. Purchased power and fuel expense decreased due to
lower volumes of power purchased in the market and decreased fossil generation, partially offset by
overall higher market energy prices and higher natural gas and oil prices. Purchased power
represented 20% of Generation’s total supply in 2006 compared to 22% for 2005. See further analysis
and discussion of purchased power and fuel expense by segment below.

Operating and Mamtenance Expense. Operating and maintenance expense increased primarily
-due to a charge of approximately $55 million for the write-off of capitalized costs-associated with the
terminated proposed Merger with PSEG; increased nuclear refueling outage costs; increased
severance and severance-related charges; increased stock-based compensation expense as a result
of adopting SFAS No. 123-R; and the impacts from inflation. These increases were partially offset by a
one-time benefit of $201 million to recover certain costs approved by the ICC’s July 2006 rate order
and the ICC's December 2006 amended rate order; the impact of the reduction in Generation's
estimated nuclear asset retirement obligation; mark-to-market gains associated with Exelon’s
investment in synthetic fuel-producing facilities; and a charge for a reserve recorded by Generation in
2005.for estimated future asbestos-related bodily i |n1ury claims. See further discussion of operatmg and .
maintenance expenses by segment below. :

Impairment of Goodwill. During 2006, ComEd recorded a $776 miillion impairment charge
associated with its. goodwill primarily due to the, impacts of the ICC’s July 2006 rate order. During 2005,
in connection with the annually required assessment of goodwill for impairment, ComEd recorded a
$1.2 billion charge.

Depreciation and Amortization Expense. Depreciation and amortization expense increased
primarily due to.additional CTC amortization-at PECO and additional plant placed in service. .

‘Taxes Other Than Income. Taxes other.than income increased primarily due to a reduction in
2005 of previously established real estate tax reserves at PECO and Generation and a net increase in
utility .revenue taxes at Comkd and PECO in 2006, pamally offset by favorable state franchise tax
sett!ements at PECO in 20086., o .. !

Other Income and Deductions. The change in other income and deductions reflects increased
interest expense associated with the debt issued in 2005 to fund Exelon’s voluntary pension contributiory;
higher.interest rates on variable rate debt outstanding; higher interest expense on Generation's one-time
fee for pre-1983 spent nuclear fuel obligations to the DOE; an interest payment to the Internal Revenue
Service (IRS) associated with the settlement of a tax matter at Generation; and a one-time benefit of $87
million approved by the ICC’s July 2006 rate order to recover prewously incured debt expenses to retire
debt early . ‘

Effective Income Tax Rate. The effectlve income tax rate from contmumg operatrons was 43.1%
for 2006 compared to 49.8% for 2005. The goodwill impairment charges increased the effective income
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tax rate from continuing operations by 9.7% and 22.3% for 2006 and 2005 respectively. 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 iri Generation's sale of its investment in Sithe. In addition, Exelon has sold or
wound down substantially all components of Enterprises. Accordingly, the results of operations and any
" gain or loss on'the sale of these entities have been presented as discontinued operations within Exelon’s
(for Sithe and Enterprises) and Generation's (for Sithe) Consolidated Statements of Operations and
Comprehensive -Incomé, See Notes 2 and 3 of the Combined Notes to Consolidated Financial
Statements for further information regarding the presentation of Sithe and certain Enterprises businesse_é
as discontinued operations. The results of Sithe are included in the Generation discussion below.

The income from discontinued operations decreased by $12 million for 2006 compared to 2005
primarily due to the gain on the sale of Sithe in 2005 partially offset by an adjustment to the gain on the
sale of Sithe in 2006 as a result of the expiration of certain tax indemnifications.

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.

Results of Operations by Business Segment L L
“The comparisons of 2006 and 2005 operating results and other ‘statistical information set forth
below include intercompany transactions, which are eliminated in Exelon’s consolidated - financial
statements. ) .

')n‘

+

"Net Income (Loss) from Continuing Operations by Business Segment

‘Favorable’

P : (unfavorable)

] L . e e e 2006 2005 . _varlance,
Generation .........: e U R $1,403 $1,109  $ 294
ComEd :............ e e, . (112)(B76) 564
CPECO o e e LY a4 o 820° (79)
Other® .. ..... A Ll S e 4(142) (2) (140)-
Total ........ TR P [RTR $1590 § 95T ° $639

(a) Other includes corporale operations, shared service entities, including BSC, Enterprises, investments in synthetic fuel-
. producing facili'ties and intersegment eliminations. ' . o b )
' ' ooy 0Ty A

- Net Income (Loss) Before Cumulative Effect of Changes in Accounting Principles by

Business Segment R T e L N ' .
Sty o : . . . Favorable
f ' e {unfavorable)

e . e . 2006 2005 varlance

Generation ... ... ... 0 AR ... $1,407 $1,128 $279°
ComEd ........ SR N AN (112) (676) . 564
PECO .... b et e S, TP S TP ST 441~ 520 (79
Other (@, ... e e e e e U S . (144 @ (137)
Total ORI P IS W T Mt 000-$1,592 %965 7§ 627

(a) - Othier includes corporate operations, shared service' éntities, including BSC, Enterprises, investments in synthetic fuel-
- producing facifities’and intersegment efiminations. L e s [ B .
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Net Income (Loss) by Business Segment

- ! Favorable
T {unfavorable)
- 2006 2005 variance
Generation e B R e ... $1,407 - $1,008 ° $309
ComEd . ... LA el S A - {112) . (685) 573 .
PECO .. ...« . ... e A e - 441 - 517, (76)
Othert@ _............... T e P e .(144) " - {7y - .{(137)
Total ... P e PR $1,‘592 $ 923  §669

(a) Other mciudes corporate operanons shared service entities, |nclud|ng BSC, Enterprises, investments in synthetlc fuel—
producing facilties and intersegment efiminations. '

Results of Operations—Generation - - A _ ' T
o Favorable
* {unfavorable) -
o - 2006 = 2005 variance
Operatlng revenues ......... DA e e i $9,143 89,046 $ 97 :
Operating expenses ' ' ' ' | ' ;
Purchased power andfuel ..................... e 3978 4482 504
Operating and maintenance ...... S 2,305 2,288 (17
" Depreciation and amortization ... ... .. e e [P . 279 254 (25)
Taxes other than income . .......... e e 185 170 - (15)
Total operating expenses . ... . ... e 6,747 7,194 447"
Operating income ...... e e IRRERREEEE 2,396 1,852 544
Other income and deductions o
Interest expense . .......... AN B (159)  (128) (31)
Equity in losses of unconsolidated afﬂhates ................... {9 (1) (8)
Other,net ... .. .. .. . . i, e 4 g5 = (54)
Total other income and deductions ...................... {127) (34)  (93)
Income from continuing operations hefore income taxes .. ... ... 2,269 1,818 451
INCOMe taxes ... ... ... ... ..t e 866 709 (157)
Income from continuing operations . . .. .. e SR 1,403 1,109 294
Discontinued operations ‘ : ' : |
Gain on disposal of discontinued operations .................. 4 19 {15)
Income from discontinued operations . . . .. O 4 19 (15)
Income before cumiilative effect of changes in accounting T L.
PHNCIPIES . o o 1,407 1,128 279
Cumulative effect of changes in accounting principles . ......... — {30) 30
Netincome ........... P $1,407 $1,098 $ 309

Net Income. Generation's net income for 2006 compared to 2005 increased due to higher
revenue, net of purchased power and fuel expense partially offset by higher -operating and
maintenance expense, higher depreciation expense, higher interest expense and lower other income.
The increase in Generation’s revenue, net of purchased power and fue! expense was due to realized
revenues associated with forward sales contracts entered into in prior periods which were recogniied
at higher prices, combined with lower purchased power and fuel expense due to the impact of higher

42




nuclear output. Unlike the energy delivery business, the ‘effects 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 refiects income from discontinued- operations of $4 million
and $19 million {after tax), respectively. - - .

Operatmg Revenues. For 2006 and 2005 Generatlon s sales were as follows:

Revenue : ’ . 2006 2005 . Variance %Chahge
Electric sales to affiliates ....... e P $4‘,6,?4 $4,775  $(101) 2.1)%
Wholesale.and retail electric sales ....... . To.... . 3,640 - -3,341 299 - B.9%
Total energy SalesSrevenue ........ ... .. ciiaaiiaaennas . 8314 8116 198 . 24%
Rawgasm%.hﬁ;x ...... L % 540 7613 73" (11.9)%
Trading portfolio - ...... A 14 17 . (3« (176)%
Other revenue @ . . . .. P 275 300 (25). (83)%
Total revenue. . .. ......0 . ;e U $9,143 $9,046 $ 97 .. 1.1%,

{a) . Inctudes sales related to tolling agreements, fossil fuel sales, operating service agreements and decommissioning revenue
from ComEd and PECQO.+ - T " '

Sales (in GWhs) ) . - L 2006 . . 2005 . Variance % Change’

Electric sales to affiliates .......................... ... 119,354 121,861 (2,607) (2.1)%
Wholesale and retall electrlc sales ....... e SRR 71,326 | _72376 (1 ,050) {1.5)%
Total sales . . P e 1 90,680 194 337 (3,657) - .(1.9)%

Trading volumes 'of 31, 692 GWhs and 26,924 GWhs for 2006 and 2005, respectively, are not
mcluded in the table above. ) I

"

*-Electric sales to affifiates: 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 $35 million
decrease from lower electric sales volume, as well as a net $6 million decrease resuiting from lower
prices.- .

In the ComEd territories, lower volumes resulted in a $115 million decrease in revenues as a result
"of lower demand resulting from milder weather year over year. In addition, price decreases totaling
$128 million were a result.of lower peak prices under the ComEd PPA. -

'In'the PECO terrltorles the hlgher volumes resulted in mcreased revenués of $20 million due to
Higher usage. The favorable price variance of '$122 million was primarily the-result of the scheduled
PAPUC-approved generatlon rate increase 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 electric generation
rate increase will take effect, WhICh represents the last scheduled rate mcrease through 2010 under
PECO's 1998’ restructurlng settlement This rate mcrease will have a favorabte effect on Generation’ s

operating income in “future years. .,

Wholesale and retail electric safes. The changes in Generation’s wholesale and reta|I electric sales
for 2006 compared to 2005 consrsted of the followmg

. A B ., . = Increase

PHCE - o oo e e $353
-V0|Ume.-...'....'.‘..-...~ ..... T e i e s "........’..:..... ..... '........';'.:..'....' ....... '...'.’ “(54)
lncrease in wholesale and retail electric sales . ;. ‘ i 8299




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 theisame period in 2005 offset by a reducuon in
volumes sold into-the market as a result of lower supply. . S

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

L]

Other revenues. The decrease in 2006 was prlmarrly due to a decrease in fossil fue! sales..

Purchased Power and Fuel Expense. Generation’s supply sources are summarrzed below -

Supply Source {in GWhs) . 2006 " 2005 Variance % Change
Nuclear generation @ .. ... .. P 139,610. 137,936 1,674 1.2%
Purchases—non-trading portfolio ................ .. DI 38,297 42623 (4,326) (10.1)%
Fossil and hydroelectric generation . .. ................... 12,773 13,778 (1,005) (7.3)%
Total SUPPlY .o . 190,680 194,337  (3,657) (1.9%

{a) Represents Generation's propomonate share of the output of its nuclear generating plants, including Salem, which' is
operated by PSEG Nuclear. '

The changes in Generatrons purchased power and fuel expense for 2006 compared to 2005
consisted of the following: » :

Increase

(in mittions)  * o ' - "+~ Price Volume ({Decrease}
Purchased power Costs . «........o. it “$ (81) $(319) $(400)
Generationcosts . ............... ... T TR S T 1. 4 .42

Fuelresalecosts .......................... e e 34 (65) . (31)
Mark-to-market .............. e e aiii n.m. .nm. {115)
Decrease in purchased power andfuelexpense ...................... $(504)

n.m. Not meaningful

Purchased Power Costs. Purchased power costs include -all costs associated with the
procurement of electricity including capacity, energy and fue! costs associated with tolling agreements.
Generatron experienced. a decrease of $319 million du€ 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 |n 2006 compared to 2005 resulted in a $81 million decrease

Generation Costs. Generatlon costs include fuel costs for internally generated energy. Generation
experienced overalt higher generation costs in 2008 compared to 2005 due to increased pr:ces related
to nuclear and fossu fuel generation, resulting in a $38 million increase. .

Fuel Resale Costs. Fuel resale costs inciude retail gas purchases and wholesale fossil fuel
expenses. The changes in Generation's fuel resale 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 overall
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 compared to zero in 2005.

a4




Generatron s average margin per MWh of electrlcny sold for 2006 and 2005 was as follows

smwh) N o S 2008 “2005 " % Change
Average electnc revenue’ wE o S T N T
' Electric sales to affiliates ..~ .. ... .. DS DU Ly ivoosL. $39.16 083915 | num
Wholesale and retail electric sales A At SRR 2.l...07 51.03 74616 o; 10.6%
: -, Total—excluding the trading portfolio . ... .......... e ... 4380 4178 o 44%
Average electric supply cost (\—excluding the trading portfolio ... .. Ll $18 02 - %2011 (10.4)%
Average margln—-excludmg the trading portfollo R PP $25:58 .-$21.65 . 18.2%

(a) . Average ‘supply cost lncludes purchased power. and fuel costs assocnated with electrlc sales Average electnc supply cost

does not include fuel costs associaled with retail gas sales : * .
N m Not meanmgful ' . .
. L N a ¥

Nuclear fleet operatrng data and purchased power cost datd for 2006 and 2005 were as follows

e f .
PR L : s BN - .. - - s . f

L . L <2006 - 2005
Nuclear fleet capacrty factor @ . ... i T s 93 9% 93.5% .
Nuclear fleet productlon cost per MWh (@ - . - PN A $13 85 $13 03

(a) Excludes Salem whtch is operated by PSEG Nuclear., oo ‘

Although total refuellng outage days increased during 2006 compared to 2005, the' nuclear fleet
capacity factor for the Generation-operating nuclear fleet increased due to fewer non-refueling outage
days during 2006 compared to, 2005, For 2006 and 2005, non- refuelmg outage days totaled 71 and

112, respectively, and refuellng outage days totaled 237 and 217, respectively. Higher costs for
nuclear fuel, costs associated with the additional planned refuellng 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 pianned refueling outages and twenty-t" ve non refuellng outages durlng

) 2005 at-the Generatron operated nuclear statlons - R . ‘

. . P . - -
4 . r -' ' * -

Operatmg and Maintenance Expense The increase in operating and maintenance expense for
2006 compared to 2005 consisted of the followmg

T e . 4 N S, A ot et Tem Incréaee'

Tt . o : 2 : ’ (decrease)
Pension;. payroll and benefitcosts . ........ e U e $-153.
Contractor expenses . ...5 1 i ol e S P . 221
Nuclear refuelirig outage costs mcludmg the co- owned Salem plant e oL 19

NRC fees ... ... o foelli, T O L PETUUEEEEEE R
- Godley contnbutton e e [P A
Tritium-related expense . ... . .. e e 9

Reduction in ARO @ . .. .. o DU i POVUDPRUUUUR © (149)
2005, accrual for estimated future asbestos related Bodily injury clalmstbl ................ (43)
2005 ‘¢o-owner settlement with PSEG related to postretlrement benet” ts I . (17)
OEr oo S
Increase in operating and maintenance expense ............. e e $ 17
B . . 44 4 T ae =

(a} For| further discussion, See Note 13 of the Combined Notes to Consolidated Fmanmal Statements.
{b) For further discussion, see Note 18 of the Combined Notes to Consolldated Financial Statements. 7 ..
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The $17 million increasé 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-Ras
of January 1, 2006 and increased direct and allocated costs related to payroll,’severance, pension and
other postretirement benefits, a $22 million period-over-period increase in contractor costs, primarily
related to staff augmentation and recurring maintenance work at Nuclear and Power, a $19 million -
increase in nuclear refueling outage costs associated with the additional planned refueling.outage days
during 2006 as compared to 2005, and higher costs. .for inspeclion '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 Viilage of Godley.

Depreciation and Amortization. The increase in depreC|at|on and amortization expense for 2006
compared to 2005 was a result of recent capital addmons

 Taxes Other Than Income. The increase in taxes other than income mcurred durlng 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 taxes which were the result of*higher payroll costs
for 2006 and a reduction recorded in 2005 of a previously establishéd real-estate reserve associated
with the settlement over the TMI real estate assessment. The increases were partially offset by & 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.

+

lnterest Expense The increase 'in interest expense during 2006 as compared ‘to 2005 was
attributable to higher variable - ‘interest rates’ on debt - outstanding, higher interest expense on
Generation’s one-time fee for spent nuclear fuel obllgatlons to the DOE and an mterest payment made-
to the 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 guarter-of 2005 totaling $36 million related to the decommissioning trust fund
mvestments for the AmerGen plants due to changes in Generatlon s mvestment strategy

Effective Income Tax Rate The effectlve income tax rate from contmumg operatlons 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 Operations. On January 31, 2005, subsidiaries of Generation completed a series
. 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 Consolidated Statements of Operations and Comprehensive Income. Generation's_ net
income in 2006 and 2005 refiects a gain on the sale of discontinued operatlons of $4 million. and
$19 million (both after tax), respectively. See Notes 2 and 3 of the; Combmed Notes to Consolldated
Financial Statements for further information regarding the presentatlon 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 partlally offset by an adjustment
to the gain on the sale of Sithe in the second quarter of 2006 as a’ resutt of the expiration of certain tax
indemnifications, accrued interest and collectlons on rece:vables arising from the sale of Sithe that had
been fully reserved. :

Cumulative Effect of Changes in Accounting Prmcrples The cumulahve 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
' . Favorable

.. . {unfavorable)
2006 2005 variance
OPErating reVENUES . . .. ... ..o\t e $6,101 $6,264  $(163)
Operating expenses . : . .
<Purchased power ... w.o.e.. 3,292 . 3,520 228
~,Operating and maintenance ....:................lnn e 745 833 88
Impairment of goodwill . .. . ... .. ... .. e 776 1,207 431
Depreciation and amortization . ... 430 413 (17
Taxes other than income ......... e P - 303 303 @ —.
Total operating €xpense .. ... vvv i 55646 6,276 730
~ Operating income {loss) . ....... S o 555 (12) - 567
Other income and deductions . _ L . oL
Interest expense, Net .. ... i [P (308) (291)  (17) ,
Equity in losses of unconsolidated affiliates . .................. (10} (14) 4
Other, net ... 96 @ 4 92
Tota! other i income anddeductions .....:.... .. nenn (222)  (301) - . 79
- Income (loss). before income taxes and cumulative effect ofa S
change in accounting principle . .................. [P 333 (313) ~ 646
Incometaxes ........ . ........... . .. ... S PR, ‘ 445 363 (82)
Loss before cumulative effect of a change in accountmg ' .
..principles . .. ..... e e e e e (112) (676) = 564
‘ Cumulatnve effect of change in accounting prlnt_:lple R, e () T,
Netloss ............ e e $ (112) $ (685) $ 573

Net Loss. ComEd's decreased net l0oss in 2606 compafed to 2005 was driven by a smaller
impairment of goodwill in 2006, lower purchased power expense and one-time benefits associated with
reversing previously incurred expenses as a resuit of the July 2006 and December 2006 ICC rate

orders as more fu!ly described below; partially offset by. lower operating revenues.,

Operating Revenues The changes in operating revenues for 2006 compared to 2005 consisted
of the followmg .

" Increase
B : (decrease)}

Weather . S......... S S el . T $(226) "
Customer choice .. ... e e e (67)
VOIIME .ol e e S * 84
Rate changes and mix .. % .......... PR T 23
Retail revenue ............... P e L. - {186)
Wholesale and misceflaneousrevenues ............ ... . i 28
Mark-to-market contracts ............... S S S S ]
Other revenues ........ L] T e, P T <
Decrease in 0perating revenues ................c.....ocu.o. i o o 8(183)

r

. Weather. Revenues were lower due to unfavorable weather conditions in 2006 cbmpared 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, respectwely, than the prior year.

Customer choice. All ComEd 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. As of December 31, 2008,
one competitive electric generation supplier had been granted app‘roval to serve residential customers
in the ComEd service terrltory However they are not currently supplymg eIectruc:ty to any reS|dent|a|
customers

-For 2006 and 2005, 23% and 21%, respectlvely, of energy delivered to ComEd s retall customers
was provided by competitive electric generation suppliers. Most of the customers prewously recelvmg
energy under the PPO are now electing either to buy their power from a competltlve electric generatlon

supplier or from ComEd under bundled rates.

- . .t el L.

. 2006 * - 2005
Retail customers purchasmg energy from a competltlve electric generation supplier: b
Volume (GWhs) @ . .................. T e egeeeseeen e -20,787 19,310, .
Percentageoftotalreta:ldel:verles................................'...‘.‘.. U 23%  21%
Retail customers purchasing energy from a competitive electric generation supplier . ) '
or the ComEd PPO: ‘ . , _ e
Number of customers atperiodend ....:.. 0. . .0 ... .. T 20,300 21,300°
Percentage of total retail customers ................. [ P BN
Volume (GWhs)® ... ... ... ... T e 25,521 30,905
Percentage of total retail deliveries . ................ e J : 28% 33%

{a) One GWh is the equivalent of one million k|lowatthours {kWh). _
(b) "Less than one percent. . T ST AL B
" P B T T - - :,

Volume, Revenues were’ h:gher in' 2006 compared to 2005 due pnmarﬂy to an increase in
deliveries, excluding the.effects of weather, due to an increased number of customers. - Sy

‘Rate changes and mix. The increase in revenue related to rate’ ahd mix changes -répresents
differences in year-over-year consumption between various customer classes offset by a décline in the

* CTC paid by customers of competitive electric generation suppliers due to 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 llinois law, no CTCs will be collected after 2006. Starting in
January 2007, ComEd began collecting revenues consistent 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 mformatton .

- Wholesale and mr’sceﬂaneous revenues.. The wholesale and miscellaneous revenues increase
prlmarlly reflects an increase in transmission revenue reflecting increased peak and kWh load 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. e e
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Purchased Power Expense. The changes in purchased power expense for 2006 compared to
2005 consisted of the following: .

Increase

. . (decrease)
Prices ................ PPN e .. $(135)
Weather ............ e e e e {(111)
CuStOmEer choice . ... .. oo it ie e e e e e (56)
PJM transmission ......... R e e P Ll T (8)
Volume ................ D e e B S P 42 -
SECArates .............. e U - 38
Decrease in purchased POWEr BXPENSE ... ... ....vvourrreineeen ot aeee i $(228)

Prices. Purchased power decreased due to the decrease in contracted energy prices under the
PPA that ComEd had with Generation. The PPA contract was entered into in March 2004 -and reflected
forward power prices in existence at that time. The PPA terminated at the end of 2006 and was
replaced with the reverse-auction process in 2007, which was approved by the ICC. See Note 4 of the
Combmed Notes to Consclidated Flnanmal Statements for more mformatlon on the reverse -auction
process.

Weather. The decrease in purchased power expense attributable to weathef was due to
unfavorable weather condltlons in the ComEd service territory relative to the prlor year v

Customer chorce The decrease in purchased power expense from customer chouce was pnmanly
due to more ComEd non- re5|dent|at customers electmg to purchase energy from.a competltlve etectnc
generatton supplier. )

PJM fransmission. The decrease in PJM transmission expense reflects a decrease in-ancillary
charges partrally offset by mcreased peak demand and consumptlon by ComEd supplred customers

Volume. The amount of purchased power attributable to volume increased as a result of mcreased
usage by ComEd -supplied customers ona weather—normallzed basrs versus the same period in 2005

SECA rates. Effective December 1, 2004, PJM became obhgated to pay SECA collections' to
ComEd and ComEd became obligated to pay SECA charges. These charges were béing collected
subject to refund as they are being disputed. As a result of current.events related to SECA disputes,
dunng 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
colleétions, 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 SECAratﬁes_
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. Operating and Maintenance Expense. The changes in: operatlng ~and malntenance »expense for

2006 compared to 2005 consisted of the following: .

Increase
ICCrateorder@® .................. P P e $(201)
Fringe benefits ® ... ... ... ........ PR e . 43
Severance-related expenses . . . .. ... O S .17
Wages and salaries ................... e P 17
Customers' Affordable Reliable Energy (CARE) program @ .. .. .. .. e .8
Environmental CostS . ... ... e 5
Rent and lease expense ... .. e i e 5
SIOMM COSES . .. o o S ST "4
PSEG mergerintegration costs . .......... .. . .. i e . 2
ol RO I D R SO b
Decrease in operatlng and maintenance expense ....... RN e . %88y

R A e L

{a) “As a result of the July 2006 ICC rate order and the December 2006 ICC- order on rehearing, ComEd recorded one-time
’ benefils associated with reversing previously incurred expenses, including manufactured.gas plant (MGP) costs, severance

costs and procurement case costs. See Notes 4 and 18 of the Combined Notes to Censolidated Financial Statements for
additional information.

{b} Reflects increases in various fringe benefits, including increased stock based compensation expense of $24 miilion primarily
due to the adoption of SFAS No. 123 R on January'1, 2006 and mcreased pension and other postrettrement berteﬁts costs
of $14 million,

(c) See Note 4 of the Combined Notes to the Consohdated Financial Statements for addltlonal |nformatlon

Imparrment of Goodwrﬂ ComEd performs an assessment of goodwrll for |mpa|rment at least
annually, or more frequently, if events or circumstances indicate that goodwﬂl might be |mpa|red The
assessment compares the carrying value of goodwill to the estimated fair value of goodwill as of a
point in time. The estimated fair value incorporates management’s assessment of current events and
expected future cash flows. See Note, 8 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 goodw:ll was lmpa|red and a charge of $776 million was
recorded. ComEd's 2006 annual goodwill impairment assessment (performed in the fourth quarter)
resulted in no additional impairment. After reflecting the .impairment,. ComEd had apprommately $2.7
billion of remaining goodwill as of December 31, 2006, . e

P .

During the fourth quarter of 2005, ComEd completed the annually requu'ed assessment of goodwutl
for |mpa|rment purposes. The 2005 test indicated that ComEd s goodwnll was impaired and a charge of
$1.2 billion was recorded. The 2005 impairment was drwen by changes in the fair value of ComEd’ s
PPA with Generation, the upcoming end of ComEd's transmon period and related transition revenues,
_regulatory uncertainty in lllinois as of November 1, 2005, antlclpated increases in capital expenditures
in future years and decreases in market valuatlons of comparable companles that are utlllzed to
estimate the fair value of ComEd.” - ' R

Depreciation and Amortization Expense. The changes in depreciation and amortization
expense for 2006 compared to 2005 consisted of the follownng

increase

. (decrease)
Depreciation expense associated with higher plantbalances . . ........................ $12
Other amortization eXpense . . ... .. .. i i e e 5
Increase in depreciation and amortization expense .. ... . i e $17
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In 2007, ComEd's amortization will reflect the elimination. '‘of .the recoverable transition costs

" regulatory asset. and the initial amortization of the various regulatory assets authorized by the ICC in its
_July. and. ‘December 2006 orders. See Notes 4, 18 and 19 of the Comblned Notes of the Consolldated

Financial statements for more mformatlon
! st
Taxes Other Than lncome Taxes other than income remained constant in 2006 compared to
2005. : . _ T

Interest Expense, Net. The increase in mterest expense, net in 2006 compared to 2005 pnmanly
resulted 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 Combmed Notes of the ~

Consohdated Fmancral statements for more information.

¢

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

' increase °

- ol T e .t . ’ i (decrease)
ICC rate OFder (B | . . it e $87
Loss on settlement of 2005- cash-flowswaps .............. ..., e R 15
Sale of receivable in 2005". . .. . .. e AP P [ (3)
Loss on disposition of assets and investments, et .. ... L@y
01111 O S O I (4

Increasetnother,._net e B e e §9_2_

(a) As a result of the July 2006 ICC rate order, ComEd recorded a one-time benefit associated with reversing prevroosty
incurred expenses 10 retird debt early. See Notes 4, 18 and 19 of'the Combined Notes to the Consolidated Funanc1al
Statements for additional information. . .. 1

Income Taxes The effectlve rncome tax rate was 133.6% and (116.0)% for 2006 and 2005i
respectively. The goodwnl imparrment charges increased the effective income tax rate by 81.6% in
2006 and decreased the effectwe 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 effectlve .

income tax rates.

o Cumulatrve 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 Consolldated Financial Statements for. further discussion of the adoption of FIN 47.
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Electric Operating Statistics and Revenue Detail - . . ‘ el

Retail.Deliveries—{in GWhs) . - ' - o o . 2008 . 2005 Variance. % Change
Full service (= ' S - b
CResidential . ... 28,330 30,042 (1,712) (5.7Y%
Small commercial & industrial.© ;.. ... e Sl Tl 24122 21,378y 2,744 4 +12.8%
‘Large commercial & industrial ............................ 10,336 7,904 2432 °~ 30.8%
Publlc authorities & electric railroads .............. ceealo.. 2,264 2,133 121 5.7%

" Total fuII servioe ..oy ln i LTl 65,042 61,457 '°3,585° "' 5.8%
PR DR TR CHEEI S PR ! e AR
PPO . Lo .[.':.. S, o > L Lo R T Joe b
. Small commercial & mdustnal-. Ceeea T S v m . 2,475, 5 591 (3.116) .  (55. 7Y%
Large commercial & industrial ................. e 2,259 6, 004 ,(3,745) . (62.4)%
, _ ' 4,734 11,595 (6,861) (59.2)%
Delivery 6n|y b - T Yo o e e S TRAE Ut e
Small commercial & industrial ............. ... ... ... ..., 5505 5677  (172) (3.0)%
Large commercial & industrial ............... ... ..., 15,282 13,633 1,649 12.1%
i . 20,787 19,310 1,477 < 7.6%
“Total PPO and delivery only ... :.............. o 20 25521 30,905 (5, 384 (17.4%
Total retail dehverles ..... P foeeoe.. 90563 92,362, (1,799). . (1.9)%

4

{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 compel:llve "slectric” generatlon

supplier.
Electric Reienu.e: - I- " o - ’ - : © . ) 2006 ’ - 2065‘ u \llarl‘a,;u;.ef ' ';AChéne
Full service (=} el
Residential .. ................ SRR e $2,453 $2,584 $(131)  (5.)%
Small commercial & industrial .'.'. SR oo 1,882 1671 T 211 12.6%
Large commercial & industrial ", ... o0l ol . 563 - 408 155 '+ 38.0%
PUb|IC authontles & electnc rallroads cele . R S 137 - 132 - 5 3 8%
" Totalfull service .............. e, 5035 4795 240 .° 5.0%
PPO ™’ L AU )
Small commercnal & industrial ........ e il 17807 73857 (207) (53 8)%
Large commercual &industrial "IN ST 0 137 0 345 (208)  (60:3)%

315 730 (415)  (56.8)%

Delivery ohly {c)

Small commercial & industrial .............. ... ........... : 85 95 (10)  (10.5)%
Large commercial & industrial . ........................... 155 156 (1) {0.6)%
] - 240 251 (1) (4.4)%
Total PPO and deliveryonly . ......................... ~ 555 981 (426) (43.4)%
Total electric retail revenues ........................... 5590 .5776 ~ (186) {3.2)%
Wholesale and miscellaneous revenue @) ..., ... . ... .. 516 488 28 57%
Mark-to-markst contracts .......... ... ... ... ... ... (5) — {5 n.m.
Total operatingrevenues .............................. $6,101 $6,264 $(163) {2.6)%.

(a) Full 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.
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. b

©
(@

n.m.

Revenues from customers choosing the PRO |nciude an energy charge at market rates, transmission and distribution
charges and a CTC through December 2008.

Delivery only revenues reflect revenue under tariff rates from customers electing to receive’ elec!ncnty from a cornpetltwe
electric generation supplier, which includes a distribution charge and a CTC through December 2006.

‘ Wholesale and miscellaneous revenues include transmission revenue (mclud:ng revenue from PJM), sales to municipalities

and other whalesale _energy sales.
Not meaningful . - - -

Results of Operations—PECO

M . e .- .
[3 \ T [ o

s. Favorable -

. e . . : (unfavorable)
t . i . 2006 2005 variance
Operatlng revenues ................... [P e . $5/168, $4910 3 258
Operating expenses o : ’ '
» Purchased power and fuel . ................. R 2,702 2515%-  (187)
- Qperating and maintenance .......... e e N 628 - 549 (79)
- Depreciation and amortization ....................... e, 110 566 .  (144)
" Taxes other than income ......... S LS. 2682 231 (31
Total operating expense ..................... e 4,302 3,861 (441)
. [ D " K ]
Operatmg mcome ............. o RETTPPRP 866  1,049.. (183)
Other income and deductions. . : e '
+  Interest expense,.net.......... e e O (266) » (279) . 13
- Equity in losses of unconsolldated afﬂhates S A N () KR L) N A
~Other,net ... oo i o R AT PR ! 3 - 13.-.. 17
“Total other income and deductions’. ."F1. ... L e ©(245)  (282)' 37
Income before mcome taxes and cumulatlve effect of a change in . - T
accountmg prlnclple e e v aaaega s 621 767 (146)
Income taxes ........ e e 180 ‘247 .67 .
Income.before cumulatwe effect'of a change in accountmg o e
.principle «........... S e 441 520 . » (79).
Cumulative effect of a change in accountmg prlnclple et - ~(3) 7. 3
Net income ....... I v, 441 BT U (T76)
Preferred stock dividends ........ T R S 4 i
Net income on common stock . ................. s 8§ 437 $ 513 $(76)

. Net Income. PECO’s net income in 2006 decreased primarily due to higher CTC amortizationand
higher operating and maintenance .expense, which reflected higher storm costs. Partially offsettlng
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, partlally
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 PECOs
1998 restructuring settlement with the PAPUC. The increase in CTC amortization expense exceeded
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:

. To\tal
increase
Electric Gas  (decrease)
Rt INCTEASES ... .o\ttt ettt e et e $237 $127 $364
* Customerchoice ................. e P 62 - — - 62
Unbilled revenue—change in estimate ............ e 35 - 35
Volume ... D AP 20 (10) 10
" Weather .......... e 91y  (130)  (221)
_ Otherratechangesandmix ............... ... i, (100 * — (10)
Retail revenue~.. ... .. SR e 253 | (13) 240
Wholesale and miscellaneous revenues ............ . .. 26 | - 18
. Increase {decrease) in operatiig revenues . .. ... .. AT $279 § (21)° $ 258

Rate increases. The increase in electric revenues atiributable to electric rate increases reflects
scheduled CTC and generation rate increases in accordance with PECO's 1998 restructurifig
settlement 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 settiement. This rate increase will not’
affect operating income as PECO will incur correspondlng and offsettlng purchased power expenses
under its PPA with Generation. The increase in ‘gas revenues was due to net mcreases in rates
through PAPUC-approved quarterly changes to the purchased gas adjustment clause. The average
purchased gas cost rate per million cubic feet in effect for the twelve months 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 2006 compared to 2005, quarterly changes. to purchased gas
cost rates since March 1, 2006 have resulted in decreases to the rates, with the September 1, 2006
and December 1, 2006 rate decreases resulting in lower rates in- 2006 compared to 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 signifi cantly lower than flrst quarter 2006 rates.

Customer choice. All PECO customers have the chonce 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. PECQO's operating income
is not affected by customer choice since any increase or decrease in revenues is completely offset by'
any related increase or decrease in purchased power expense

For 2006 and 2005, 2% and 5%, respectively, of energy delwered to PECO’s retall customers was
provided by competltlve electric generation suppliers. - ~ ! . ‘ .

¢ .

2006 2005

Retail customers purchasing energy from a competitive electric generatlon supplier: :
Number of customers atperiodend ....... ... ... ... ... .0 .. . ... ... 34400 44500
Percentage of total retait customers .................................... 2% 3%
Volume (GWhs} @ ... ... . ... ........ e e 767 2,094
Percentage of total retail deliveries .. .................... ... .. ...... e 2% 5%

(a) One GWh is the equivalent 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 returning’to PECQ as their electric supplier as a result of rising wholesale energy pnces
and a number of competltwe electnc generation suppllers exiting the market dunng 2005 and 2006' v

Unbrﬂed revenue—change in estrmate In the fourth quarter of 2006 PECO recorded a 535 mllllon
increase to unbilled electric revenues associated with a change in estimate in the amount of revenue
recognized, although unbilled, at the end of 2006. 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 1nformat|0n
. management system in the fourth quarter 2006, PECO received new information with which to better
analyze the data underlying its unbilled revenue calculation. This amount is partrally offset by a $14
mllllon increase in purchased power expense as noted below. - . T L

¥ - o v

VOIume The mcrease |n "electric revenues was pnmanly as a result of. hlgher delrvery volume
exclusive of the effects of weather and customer choice, primarily due to an increased number of
customers in the residential and small commercial and industrial classes. The decrease,in ]gas
revenues attributable tolower dellvery volume exclusive of the effects of weather, was. pnmanly due to
decreased customer usage, which is consistent with rising gas prices. SRR I SR URTN V)

~ 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 electrrc ‘and gas
businesses, very cold weather in other months are referred to as “favorable -weather condmons
because these weather conditions result in increased sales of electricity and gas. Conversely, m|ld
weather reduces demand. Revenues were. lower due to unfavorable weather conditions.in PECO S
service territory, where heatmg and cooling degree days were 18% and 15% lower, respectlvely, than
the prlor year. . _ . . - . .

Lo e . ] . AT L - . . R . B

Other rate changes and mix. The ‘decrease in"électric reventes attributable to other rate changesr
and mix was prlmanly due to increased large commercial and industrial sales, which are billed at Iower
rates relatrve to other customer classes, and lower rates for certam large commercral and mdustnal
customers whose rates reﬂect wholesale energy pnces whrch were Iower |n the latter part of 2006 .
relatrve to 2005 '

N . e -

yoe s . ' .
" ] - ¢ - . e e

Wholesale and miscellaneous revenues. The increase in electnc revenues was pnmanly due to
increased PJM transmission revenue and increased sales of energy into the PJM spot market If -
PECO’s. energy feeds 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 biflings 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 PECOs purchased power and fuel
expense for 2006 compared to 2005 consisted of the follownng )
. H [

t L] .- Y rd Tot.al .

: : ' i increase
Electric Gas (decréase)

PRCES ... ee et SRR e sl $94 $127 $221.

Customer choice . ... .. PP PP o820 — T 82
PJM transmission ........... e e = 31
Unbilled revenue—change in estimate . .............. e PP 14 - l14
WeRther ... oo oo e S (39)  (107)  (146):
Volume ... ..., I SRR i e tre A e (13) i)
OIEE v v e e e e .20 (6) a4
Increase in purchased power and fuel expense ... .. PRI ceieo...r %186 05 1 $187




Prices. PECO's purchased power expense increased $87 million corresponding to the increase in
electric revenues which was attributable to the scheduled PAPUC-approved generation rate increase.
In addition, PECO's purchased power expense increased $7 million 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 prrces See Operatlng Revenues above.

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 electric supplier, primarily as-a
result of rising wholesale energy prices and a number of competrtrve electric generatlon supplrers
exiting the market dunng 2005 and 2006. : a

PJM transmission. The increase- in PJM transmission expense reflects increased peak demand
and consumption by PECQO-supplied customers due to load growth as well as an increase in PECO-
supplied customers driven by more customers choosung PECO for supply due to competrtwe electrrc
generatlon supplrers hrgher market pnces

- 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 electric revenue as the
energy component of the estimate change is passed onto Generation.

Weather. The decrease in purchased power and fuel expense attributable to weather was
prrmanly due 'to lower demand as a result of unfavorable weather condmons in the PECO servnce
territory relatlve to the prior year

ra L

Volume. The increase in purchased power expense attributable to volume! exclusive of the effects
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 prlmarrly
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.

Operatrng and Ma.-ntenance Expense. The changes in operatrng and marntenance expense for
2006 compared to 2005 consisted of the foliowmg ‘ .

Increase

: . . : : . (decrease)
Stormcosts ........... [N D e L. $36
Contractors @ . . ... ... ... ... ... ... ... ... e A 14
Allowance for uncollectible acCounts ) . . .. 13
Fringe benefits© . . ... T e e e e e e e e e 11
Severance-related BXPENSES ... ... .. ... .. . 6
PSEG merger integration costs .............0. ... ... i . 2
Injuries and damages ..............c.cviiireiinnn. S o (6)
Environmental reserve@ .............. P e L, (4
073V e 7

Increase in operating and maintenance EXPENSE . . .. e e Ceeen $79

(a)- Reflects higher professional fees, including $3 miliion associated with tax consulting, and various other increases. See Note
48 of the Combined Notes to Consolidated Financial Statements for additional information regarding tax consulting fees.

56




{b) Reflects the following factors, all of wh:ch increased expense in.2006 as compared:lo 2005: (i) higher average accounts

receivable balances in 2006 compared to 2005 resultrng from incréased’ revenues, (ii) changes in PAPUC- approlved

regulatlons related to customer payment terms and {iii) an increase in the Aumber of low- |ncome customers partrcrpalrng in

customer assistance programs, which allow for the forgiveness of certain recelvables.’ s .

(c) Reflects |ncreased stock-based compensatron expense of $11 million pnmanly due o the adopuon of SFAS No 123-R on
January 1, 2006. aE . L o

(d) Represents a settlement related to one Superfund site in. the first quarter of 2006. See Note 18 of the Combrned Notes lo;
Consolidated Financial Statements for additional information.. - . e , = '

te Lt I ' a1

Deprecratron and Amortrzatron "Expense. The changes in deprematlon and amortrzatlon

expense for 2006 compared to 2005 consisted of the following: bre e
- oot L ' Increase
L v S L P (decrease)
CTC amortization® . . .. .. e e $146
Accelerated amortization of PECO billing system ® ... .- A R SR S o . (4)
. Other depreciation and amortization expense ..... FRRRERE R IPI e, 12
Increase in depreciation and amortization expense T PR L . $144

L < .

(a) PECO's addrtronal arnomzatron of the CTCis in accordance with its original settlement: under the Pennsylvanla Compedtiori
“Acl. s T N N
{b) In January 2005, as part of a broader systems strategy at PECO assocrated with the proposed merger with PSEG Exelon s
Board of Directors approved the lmplementatron of a new customer information and blllmg system at PECO. The appm\;al of
this new system required. the accelerated amortization of PECO’s existing system through 2006 and the recognrtrcn of
“additional amertization’ expense of $13 million and $9 million in 2005 and 2008, respectively. The new system was’
implemented in the fourth-quarter 2006. . . . . L

Taxes Other Than income. The changes in taxes other than income for 2006 comparéd'tof_zods*

consisted of the following: . - o ' N .
G T . S Increase
;o _ . . . - (decrease)
Taxes on Ulility FeVeNUES @)« . . ot r. oot e U v .. $14
State franchise tax ad]ustments in 2006 and 2005® .. .. ......... e R 10
Real estate tax adjustmentin2005@ ., .............. P b 6
Sales and use tax adjustments in 2006 and 2005 A e I T (2)
Other .o e T . [ e 13 :
Increase in taxes otherthanincome . .......... ... ...... ... ... S ’ @1

{a) As these taxes were colleoted from customers and remitled to the taxing authorities and included in revenues and expenses
the increase in tax expense was offset by a corresponding increase in revenues.
(b) Represents the reduction of tax accruals in 2006 of $7 million following settlements related to prior year tax assessments
"+ and the $17 miliion reduction of an,accrual in 2005 related to prior years. o . !

{c) Represents the reduction of a real estate tax accrual |n 2005 followrng settlements related to prior year tax assessments

Interest Expense, Net. The decrease in interest expense, net for 2006 compared to 2005 jwas
primarily due to 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’long-term debt
and an lncreased amount of commercral paper outstanding at higher rates. L

LN
s

Other, Net. The increase in other, net for 2006 compared to 2005*was primarily due'to mterest
income associated with an investment tax credit refund of $11-million and interest income assomated
with a research and development credit refund of $10 million in 2006. See Note 19 of the Comtlned

‘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 mformatlon
regarding the investment tax credit and research and developrnent credit refunds.
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Equity in Losses of Unconsolidated Affiliates. The decrease in equity in losses of
unconsolidated affiliates was a restilt of a decrease in net interest expense of PETT.due to scheduled
repayments of outstanding rong -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 to Consolidated Fmanmal Statements for
further details of the components of the effective income tax rates. '

Cumulative Effect of a Change in Accountmg 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 statlstlcs and revenue detail are as follows

.'Retall Deliveries—{in Gth) . ) ’ ' 2006 2605- .Variance % Cﬁang’e
Full service @' - : - S c
Residential ............... e e 12,796 13,135 (339) {2.6Y%
Small commercial & industrial .. ... e L. 71,8187 7,263 555 71.6%
Large commercial & industrial ... ... S 15,898 15205 693 4.6%
Public authorities & electric railroads, .................... ... .906 - 962 (56) (5.8Y%

Totalfullservice .......... ... .. ... ... . i, 37,418 36,565 . 853 . 2.3%
Delivery only (b . . ‘ ‘ .
Residential . .......................... P . 61 - 334 (273) (B1.7)%
Small commercial & industrial ........ ... ... ... ... ..... 671 1,257 - (586) (46.6)%
Large commercial & industrial ....... e 35 503 (468) (93.0)%

- Totaldeliveryonly ...l S 767 2,084 (1,327) (63.4)%
Total retail deliveries . .. N PP 38,185 - 38,659  (474) {1.2)%

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

Electric Revenue : i 2006 2005 _ Variance % Change-
Full service (2} . _
Residential ..................... e e $1.780 $1,705 % 75 4.4%
Small commercial & industrial .. ..., e e e s 943 . B18 - 125 15.3%
Large commercial & industrial ... ..........7:. ... R, 1,286 1,173. . 113 9.6%
© Public authorities & electric railroads .. ... .. .. e 83 84 (N {(1.2)% .
Total full service ...........c.covue... . 4092° 3,780 312 8.3%
Delivery only () : SRR _ ' ' o -
Residential .. ......................... U e " 5 25 (20 (80.0)%
Small commercial & industrial ......... R ...+ 38 - 83, (27) (42.9)%
Large commercial & industrial . ........ B A 13 (12) (92.3)%
Total deliveryonly . ................... PR ' 42 101 (59)  (584)%
Total electric retail revenues ............. e [P 4,134 . 3,881 253 6.5%
Wholesale and miscellaneous revenue © ... ... e S 238 212 26 12.3%
Total electric and other revenue ..... ..... I e $4,372 $4,093 $279 6.8%

{a) Full service revenue refiects revenue from customers takind electric service under tariffed rates, wh|ch includes the cost of
energy, the cost of the lransmussuon ‘and the distribution of the energy and a CTC., : . t
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PECO s Gas Sales Statisrics and Revenue Detaif - ) IR -
PECO s gas sales statistics and revenue detail were as foIIows o
Deliveries to customers (|n milllon cubic feet (mmcf)) © . ‘ 2006 . 2005 ’ Va"riance- "‘/n Cbange
Retailsales .......... e e e .... 50578 59,751 (9 173) (15'4)%
Transpor‘(atlon U A S TN 25,527 25310 - 217 - 0.9%
Total ... . e Lot 000 76,105 - 85,081 (8956) (1_0‘.5)%
Revenue T PR 2006 2005 Varian.ce'. % Change
Retail.sales.. .. ...... N SRS SO ... $.770 $ 783 (13) . (1'7)%
Transportation .-...: .. ... .. e e i e 16, 16 - ‘
Resales and other ....... e e e .10 . 18 (8) (44 4)%
Total gas revenue ........ e e $ 796 § 817 $ (21) (2 6)%
4 ! ~ . - " w . ) i L ot | ‘
Year Ended December. 31, 2005 Compared to Year Ended December 31, 2004 T ’
Results of. Operations—Exelon L L
b . e ) i N s Favorable .
! (unfavorable)
. - oo . L o 2005 2004 . variance
Operating revenues ... .~...... e e vieato... $15,357 $14 133 - $1,224
Operatlng expenses . L1t . . .- .
.. Purchased power and fuel expense ....................... 5, 670 4, 929 (741)
" Operating and maintenance expense . ... P ) 3,694 3700 fG_
Impairment of goodwill .."........%: ... P PSR 1207 0 —° “(1,207)°
Depreciation and amortization ... ...".3 ... b e 1,334 07 1,205 (39)
Taxes other than income ... .. .. .. T e P 728 - M0+ - (18).
' Total operating expenses . ................ P ... 12,633 10634 (1,999)
Operating income ...................cooooiiiioi..s U . 2,724 3,499 , | (775).
Other income and deductions ' |
Interestexpense .. ................. e e , (613) (4n1) -, (42}
Interest expense to affi liates, net .......... e R (316) (357) . &
| Equity in losses of unconsolldated affiliates . .............. (134) (154) AV
- Other,net ......... ... .. ... .. ..... P R R ' 134 60 74
| Total othér income and deductions . ..« .- .....coven.us. 7 (829)  .(922) 93"
Income from continuing operatlons before mcome taxes and I
| minority interest . . ... ... .1 ... ... e e . 1,895 2,577 «  (682)
| Incometaxes ..............5ccueuneniDin, A e e s 944 - 713 . (231),»
|- Income from continuing operatlons before mlnorlty lnterest Tk 951 71,864 ':(913)
' Minority interest .. . ... ..o 0L L e — ~ B 1(6)
Income from contlnumg operatlons ......................... 951 1,870 (91 9) .
Income from dlscontlnued operatlons, net of income taxes . 5 14 (29) 43
Income before cumulatlve effect ofa change in accountmg o i ' . |
principle .. ...l 965 1,841 (876)
‘ Cumulatlve effect of changes |n accountmg principles ... .. . . (42) ' 23 ! *(65)
"Net incomie .. ....... L PO U 0§, 923 $71,864 $ (941)
- Diluted earnlngs per share T B SO .. % 136 $ 278 % (1142
- . - 59

(b) Delivery only revenue reflects revenue from customers receiving, generalton service from a compefmve electric generation

supplier, which includes a d:stnbutlon charge and a CTC

(c) Wholesale and mlscellaneous revenues lnclude lransmtssuon revenue frorn PJM and other who!esale energy sales 1

™




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 refiects income of $32 million for the
adoption of FIN 46-R, partially offset by a loss of $9 million related to the adoption of Emerging Issues
Task Force (EITF) Issue No. 03-16, “Accounting for Investments in Limited Liability Companies” (EITF
03-16). See Note 1 of the Combined Notes to Consolldated Financial Statements for further
information regardmg the adoption of FIN 46-R. - . ' '

Operatmg Revenues. Operating revenues increased prlmarily 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 collections at ComEd. The increase in revenues from non-affiliates at
Generation was primarily due to higher prices on energy sold 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 beiow.

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-trading activities and.the expiration of the PPA with Midwest Generation in
2004. Purchased power represented 22% of Generation’s total supply in 2005 compared to 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 related 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 outages, and increased costs related to an operating
agreement with a subsidiary of Tamuin International, Inc. (fofmerly Sithe International, Inc.), partially
offset by the sale of Boston Generating in 2004 and decreased severance and benefit expense. See
further discussion ‘of operating and maintenance expenses by segment below. ’

Impairment of Goodwill. During 2005, in connection with the annually requwed 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 &ccelerated 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 depremation expense.

Operatmg Income. Exclusive of the changes in operating revenues, purchased power and fuel
expense, operating and maintenance expense, impairment of goodwill and depreciation .and
amortization expense dlscussed above, the change in operating income was the result of increased .
taxes other than income, partlally offset by the sale of Boston Generating in 2004 and reduced property
tax expense, . ‘

¢

Other Income and Deductions. The change |n other income and deductlons reﬂects a 2004
charge at ComEd associated with the accelérated retirement of debt and the related reduction in
interest expense from these déebt 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 losses 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 effectlve income tax rate from continuing operations was 49 8%
for 2005 compared to 27.7% for 2004, The goodwill impairment charge increased the effective mcome
tax rate from continuing operations by 22.3% for 2005. See Note 12 of the Combired Notes to the
Consolidated Financial Statements for further- dlscussmn of the change m the effectlve income tax rate.

[ 4

' D.-scontmued Operations. On January 31, 2005, subsidiaries of Generatlon completed a senes
of fransactions that resulted in Generation's sale of its investment in Sithe. In addition, Exelon sold or
wound ‘down sibstantially all components of Enterprises and AllEnergy, a business within Exelon
Energy. Accordingly, the results 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 AIIEnergy
as discontinued operauons and the sale of Sithe. The results of Sithe and AllEnergy are included in the
* Geneération discussion below. . :

The income"from" discontinued operations increased by $43 .mllhon from 2004 to 2005 pnmanly
due to the gain on the sale of Sithe 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
congolidation of Sithe in accordance with FIN 48-R as of March 31, 2004. See Notes 1 and 13 of the
Combined_Notés to Consolidated Financial Statements for further discussion of the consohdatlon of
Sithe-and the adoption of FIN.47, respectwely . X

Results of Operations by Business Segment o . . R

“The compansons of 2005 and 2004 operating results and other statlstlcal mformat:on set forth
below include* mtercompany transactions, which are eliminated in Exelons consolldated t" nancial
statements. /'

) *r R T L Cow D -
Net income (Loss) from Contmumg Operations by Busmess Segment T
- . Favorable
: : =‘ - {unfavorable)

- e S - . 2005 2004 variance
Generation ......... L R, AP RS ~$1,109 - $ 657 % 452
COmEd ... . 1 i0 e (676) 676 -~ (1.352)
PECO "..... i e ceeieeepeon,. 520 456 6S
Otherta .. .. e e SRR R TR RREE R V) 82 (84)
Total ....... e LT L 8951 $1,é70_ $ (919)

{a) Other mcludes corporate operatlons shared serwce entities, mcludlng BSC Enterpnses mvestments |n synthetlc fuel-
-producnng facilities and lntersegment eliminations. - S '

-

.'ncome (Loss) Before Cumulative Effect of Changes in Accountmg Prmc:ples by Busmess

Segment o . i
ot T " o e, 0, Favorable
' ' . S e ~ " ., (unfavorable)
. . L. R s ’ T 2005 - 2004 variance
Generation .\ ... S T S $1,128 $-641 % '§ 487
ComEd ................. ... .. ... R e T T (676) 676 '(1,352) :
PECO ...... Lol e 520, 455 .. |65
Other(@ ... ...... P P T S . IECT 2 (7) 7.7 69 (786)
Total ..<.....=...... e e °% 965 $1,841 .$.(876)




(a} OCther includes corporale operaltons shared ser\ﬂce entltles mcludmg BSC Enterpnses mvestments in synthetic fuel-
producmg facilities and |ntersagment ellmmatlons '

Net Income {Loss) by\Bus:jné‘ss Segment o

’ t o Favorable
" - {unfavorable)

) . ) . . : 2005 2004 variance

Generation ....... e e L teiian i $1,098 $°673 § 425
ComEd ............. e D i e AP (685) -+ 676  (1,361)

PECO .......... PR P S S S 517 455 .62
Other®@ . ......... e e T O . (T 60 (67)
Total ..... S O LTIt 8 923 81,864 8 (941)

{(a) Other includes corporate operations, shared service entities, including BSC, Enterprises, investments in synthetic fuel-
producing facilities and intersegment eliminations. '

Results of Operations—Generation ~ =~ '~ ¢ -
’ ' ‘Favorable

v P ' "' (unfavorable)
. N . ,» 2005 2004 . variance .
Operatingrevenues ...............cooieeenaearn,.. s $9.046 $7,703 $1,343°
Operating expenses ' : ' ‘
Purchased powerandfuel ......... . ... ... ... ... .. ... © 4,482 4011 » (471) -
Operating and maintenance ......... S e S 2,288 2,201 - (87)
. Depreciation and amortization.. . ....... e . 254 286 .32
Taxesotherthanincome ......................coiiiin, 170 166 - (4
Total operating expenses . ........c.. i, 7,194 6,664 (530)
Operating income .. ... ST S AU o 1,852 0 1,039 813
Other income and deductions
Interestexpense ...l (128) (103) (25)
Equity in losses of unconsolidated affiliates .. ................. M {14) 13 .
* Other,net ...... e e e J a5 . 130 (35)°
Total other income and deductions ...................... (34) 13 (47)
Income from contmumg operations before income taxes and ' -
minority intérest . . ... e e e 1,818 1,052 766
Income taxes ................... R R PR 709 401 (308)
Income from contmunng operations before minority interest . .. .. 1,108 . 651 | 458
Minority interest . . ... .... T TP —. 6 (6)
Income from continuing operations . ... .... PR A L0 1,109 657 452
Discontinued operations
Loss from discontinued operations .......................... — (16) 16
Gam on dlsposal of discontinued operations .................. 19 — 19
Income (loss) from discontinued operations . .............. -19 {16) .- 35
Income before cumulative effect of changes in accounting
PRINCIPIeS . . e 1,128 641 487 °
Cumulative effect of changes in accounting principles . ......... (30) 32 (62)
Netincome ............. e $1,008 $ 673 $ 425
62




- Net Income Generation's net income in 2005 increased $425 million as compared to the prior
year,.primarily as a resuit of higher revenue, net of purchased power and fuel expense, partially offset
by higher operating and maintenance expense and interest -expense. -Generation’s revenue, net of
purchased power and fue!l 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 |Wnth
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 nuc!ear generation.

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

Revenue ' : ' ' 2005 2004 Varlance . %'Change
Electric sales to affiliates ......................... ool 84,775 $3,749 51026 275.4%
- Wholesale and retail electnc sales ........ e 3,341 3,227 114 ‘3I.5%
Total energy sales revenue ............. e L. 8116 6,976  1,140- 161.3%
Retail gas sales ... ... ... E P 613 ' 448 165  368%
Trading portfolio ... ............. e 17 — .17 am .
Otherrevenue(ﬂ)....."..'. R oL il L. T 300 279 21 7".5%
. - LA - . - ¢ i [ . [ ‘
Total revenue R PI e .. .$9,046 §$7,703 §$1,343  17.4%
(a) - Includes sales related to tolllng agreements fossit fuel sales, operatmg service agreements and decommlsswmng revenue
from ComEd and PECO.

_n.m. Not meaningful . . . . )

Sales (in GWhs) - ) l . 2005. 2004 ’ Variance % Change
Electric sales toaffiliates . ..............iveoiiieiea... 121,961 110,465 11,496 -~ 10.4%
Wholesale and retail electrlc sales ................. ... 72,376 92,134 (19,758) (21 4)%

Total sales . .. .. P T 194,337 202,599 (8,262') (41)%

Tradtng volumes ‘of 26 924 GWhs and 24,001 GWhs for 2005 and 2004, respectwely, are not
included i in the table above.

Elfectric sales to affi hates Revenue from sales to affiliates increased $1,026 mrlhon in 2005 as
compared to the prior year. The increase in revenue from sales to affiliates was primarily due to a $635
miflion 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 purchased power. The higher sales volumes to
ComEd and PECO resulted from favorabie weather conditions in the summer and winter. periods i |n the
ComEd and PECO semce territories and an increase in the number of customers returnmg ffrom
competitive electric generatlon supplrers in 2005 compared to the prior year. .

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

¢ v
N Increase

. . --(decrease}
= 1= Y P P ... $879
Volume . ...... e e T (526) .
Sale of Boston Generating .................... T P PR (239).

Increasemwholesaleandreta:lelectncsales $ 114,

. ' . . . -
v - - . . ¢ - . ¥ .ok

{a} Sales to Boston Generating of $9 million were_inc!uded in other revenue for 2004. 4 . .
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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.g. oil and natural gas).- The .increase in price was partially offset by lower volumes of generation
capacity soid to the market in 2005 as compared to 2004. :Generation had. less power to séll 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 Generating in May 2004. S . S :

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

Tradfng portfolio. Trading portfoho income increased $17 million in 2005 compared to thé prior
year due to an increase in trading volumes. See Quantitative and Qualitative Drsclosures About Market '
Rlsk—Propr:etary Trading Actlwtles for further information. : . W .

Other revenues. The increase in other revenues in 2005 was primarily due to an inor_ease of $60
" million associated with revenue from Generation’s operating services agreements .with PSEG and
Tamuin International, 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
substantially offset by a corresponding increase in Generation's operatlng and malnlenance expense.

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

Supply Source (In GWhs) . 2005 2004 . Variance '/o Changa
Nuclear generation®® ......... T 137,936 136,621 1,315 .  1.0%
Purchases—non-trading portfolio ....................... 42,623 48,968 (6,345) (13.0)%
Fossil and hydroelectric generation . .. ................. . 013,778 17,010 .(3,232) (12.0)%
Total supply . .......... e . .. 194,337 . 202,599 (8,262) (411)%

{a) Represents Generation’s propertionate share of the output of its nuclear generatlng plants |nclud|ng Salem which is
operated by PSEG Nuclear. ) ‘ . W N

The changes in. Generation’s purchased. power and fuel expense for 2005 compared to 2004

consisted of the following: . . . i
. Increase
i k. . Price .Volume (Decrease)
Purchased powercosts ........................ooiooee ..l $ 654 §(327) - 8327
Generationcosts . ... . -, ... . e S T 198 0 16 214
Fuelresalecosts ......................0 0 euenn. Loreen UL 149 (2) + 147
Sale of Boston Generating .................. ... ...l . hm. onm . (226).
Mark-to-market .......... e R X1 R N R
Increase in purchased power and fuelexpense ....................... $ 471

n.m. Not meaningful 5

~Purchased Power Costs. Purchased power costs include ali costs associated with the
procurement of electricity (i.e., capacity, energy and fuel costs). Generation expérienced overall higher
realized prices for purchased power in 2005 compared to 2004, resulting.in a $654 million- increase.
This was offset by a decrease of $327 million due to 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 mternally generated energy. Generatlon
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 |n the
productlon of electricity. Additionally, there was an increase of $16 million related to higher nuctear and
fossil generation need to meet affiliates’ demand. - . _ o _"- -_

Fuel Resale Costs. Fuel resale costs include retail gas purchase and wholesale fossn fuel
expenses. The changes in:Generation's. fuel resale costs in. 2005 as compared to 2004 consnsted of
overall higher realized gas prices, oﬁset by a $2 million volume decrease in the gas reta|I business:

Sale of Boston Generating. The decrease in purchased power and fuel expense assomated wrth
Boston Generatmg was due to the sale of the buslness in May 2004, ‘

Mark—to-market. Mark-to-market losses on power derivative activities were $12 million for 2005'
compared to losses of $3 million for 2004. :

' Generation's average margin per MWh of electricity sold for 2005 and 2004 was as follows:

($/MWh) : : e . < : . 2005 2004 % Change
Average electric fevenue ~ © © T C T ' o

Electric sales to affiliates @ . .. ... .... e $39:15 $33.94 154%

. Whoiesale and retail electricsales .. ........ i oo Rra T 46160 35.03 31.8%

Total—excluding the trading-portfolio .. ... .................. - 4176 3443 213%

Average.electric supply cost ®—excluding the trading portfolio .. ........ $20.11 $17.60 14|.3%

Average margln—excludlng the trading portfolio .................. ... $2165 $1683 286%

{a) The increase in $IMWh was due to higher prices in"2005 associated with Generatior's PPA with ComEd. + .
(b) Average supply cost |ncludes purchased power and fuel costs assocnated with electric sales Average electric supply, cost
" does not inctude fuel costs associated with retail gas sales. '

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

L [ AR

2005 2004
Nuclear fleet capamty factor la) Jo - S . .;T,“. T Lol T 935% 93 5%
Nuclear fleet production cost per MWh (EJ ..... SO0 .‘" ..... S S $13 03 $12 43
(a) Excludes Salem, which is operated by’ F’SEG Nuclear." ' .~ -~ °* ' . R

L3

Generatlon s nuclear fleet capacity factor was the same in 2005 as 2004 Hsgher costs assoclated
with the planned refuel outages and  higher non-outage operatlng costs resulted in a higher production
cost per MWh produced for 2005 ds compared to 2004. There were' nine planned refuelmg outages
and 25 non-refuéling outages in 2005 compared to nlne planned refuel outages and 20 non- refue mg
outagesun2004 o - o v '

During 2004 both Quad Cmes 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 Cmes units returned o, EPU generatlon levels after extensrve testing and load-
verification on new replacement steam dryers was. completed Near the end of 2005, the generatlon
levels of both Quad Cities’ units were again reduced to pre-EPU generatlon levels to address'
vibration—related equupment 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 operatlons
at the EPU output levels which-is: expected to occur in 2006. :
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‘Operating and Maintenance Expense’ The increase in operating and malntenance expense for
2005 compared to 2004 consisted of the following: - .

r Increase

" - (decrease)
Nuclear refuellng and non- outage operafingcosts ......... ... ... L $78
DOE settlementin 2004 ......... ... ... .. . . ... S 42
Tamuin International ...............«... AU Ll [ e el . 44
Accrual for estimated future asbestos- related bodily injury claims ........ A 43 .
Nuclear operating services agreement. . .......................... e feie e L. 14
Pension, payroll and benefit costs .. ... ... . . . e (58)
Boston Generating . ............ ... . e e - (62)
Decomm|55|on|ngrelatedacttwty ...... P .(38) .
Other .. e 24
Increase in operating and maintenance expense . ... .. e e e $ 87

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

A §78 million increase in nuclear refueling and. non-outage operating costs dueto an increase
.in nuclear maintenance costs of $44 million refated to planned nuctear 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, pnmanly security and

. inflationary costs;

+ A %42 ‘million reimbursement in 2004 of costs incurred prior to 2004 for the storage of .spent
nuclear fuel associated with the DOE settlement agreement; -

" A $44 million increase in expenses associated with Generation’ s operatmg ser\nce agreement
with a subsidiary of Tamuin International, Inc;

+ The establishment of a $43 million liability in June 2005 for estlmated future asbestos—related
bodily injury claims (see further discussion in Note 17 to the Comblned Notes to Consolidated
Financial Statements); and .

*  Costs of $14 million in 2005 associated with the Salem and Hope Creek 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 millicn reduction), the elimination of $62 million in expenses at
Boston Generating due to its sale in May 2004 and a $36 million réduction in the contractual obligation
that Generation has to ComEd related to decommissioning obligations (which is included in the $38
mlllron of decommrssronmg -related actmty in the table above). '

Deprecratron and Amomzatron The decrease in deprecratlon and amortlzatlon expense for.
2005 compared to 2004 was pnmanly .due to the establrshment of an ARC asset for retired nuclear
units of $36 ‘million recorded. in the th|rd quarter of 2004 whlch 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 mcrease in taxes other than income for 2005 as compared to
2004 was primarily due to 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 Generatlng 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 gains of $36. million realized in the second quarter_ of 2005 related to the
decommissioning trust fund investments for the AmerGen, plants primarily assocnated with changes in
Generatton S: mvestment strategy. .- Dot e T . . _‘.f
Effectrve Income Tax Rate. The effectlve income tax rate from continuing operatlons was 39 0%
for 2005 compared to 38.1% for 2004. 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 transactlons that resulted in Generation's sale of its investment in Sithe. In addition, Generat:on' sold
or wound. down substantially all components of AllEnergy, a business within Exelon Energy
Accordingly, the results of operations and the gain on the sale of Sithe and results of AIIEnergy have
been presented as discontinued operatlons for 2005 within Generation's Consolidated Statements of
“Operations. See Notes 2 and 3 of the Combined Notes to Consolldated Financial Statements for
further information regarding the presentation of Sithe's and AllEnergy’s results of operatlons as
dlscontlnued operat:ons and the sale of Sithe as discontinued operations. -

., Cumulative Effect of Changes in Accountmg 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 d1scussnon of the consolldatlon of
Sithe and the adoption of FIN 47 respectively. ‘ . e 4 A

“Results of Operettons;cem_Ed _ .
‘ Favorable

R T . - - {unfavorable)
X o - 2005 2004 variance

Operatmg revenues L OO 1., .96264 $5803 . $ 461
Opérating expenses C T

.. Purchased power .......... e sy J.. 3520 2,588 (932

. Operatlng and mamtenance e e e IO e e . .833 ., 897 |64< ‘
" Impairment of goodwill ... .. e P 1,207 — (1,207)
Depreciation and amortlzatlon e e [P 413 - 410 ‘(3)'
. Taxes other thaninCome .. ... tu.. .. n.. i hiva ceee s, S-303 200, 0 (12)
Total operating expense ... .... T senEL 8278 4486 - (2,090)"
Operating income (loss) ......... e (12) 1,617 (1,629
Other income and deductions’ - - LR '. ca e b
* Interestexpense, et .. ... ... .. ..ol . (291)  (349) 158
" Equity'in losses of unconsolidated affiliates ........... A (14 (19 - T 5
Net loss on extinguishment of long-term debt . . . .. TR P L 1)) - 130
Other 3 1= A e 4 . 14 - (10
" Total other i income and deductions ................ ... - (301) (484) 183
Income ({loss) before i income taxes and cumulative effect of a -,

,. change in accounting prlnclple e S ~ {313) 1,133 . (1,446)
INCOME tAXES . .. oottt e e e 363 = 457 [94
Income {loss) before cumulative effect of a change in accounting o PO A

principles ... ... . (678) 676 {(1,352)
Cumulatlve effect of change in accountlng pnnmple ........ e (9) — v l (9)
Net income (loss) . .......... o PR U $ (685) $ 676" $(1,361)""




--Net ‘Loss. ComEd’s net 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 Iong -term debt and
Iower interest expense. . :

Operatmg Revenues The changes in operatlng revenues for 2005 compared to 2004 conS|sted
of the following: ‘- .

. : : . Increase
Lo, HE - N T + ° {decrease)
Weather /... ... .. DT R O [T . T %415
Customerchoice .......................... S 81
Rate changesand mix ........ ... e F et ~ (686)
Volume .......... S 3).
Other ........0 ........... S e S e o (9)
Retail revenue .~ ............ e e . [ B
PJM transmission .................. I e e e i 58
T&O/SECATrates . ...vo. r. ... .. e A e P, e .. (28) -
Miscellaneous revenues .. ... ........... e e e 13
Other revenues ...... ... .. .\ .................................................. . 43
Increase in operating (EVENUES ..o e eenn P . %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 terrrtory, coollng and’
heatmg degree days were 80% and 1% higher, respectively, than the prior year.

" Customer chorce Atl ComEd customers have the choice to purchase energy from a competitive
electric generation SUppller This choice does not impact the volume of deliveries, but af'fects revénue
collected from customers related to supplied energy and generation service. As of December -31, 2005,
one competitive electric ‘'generation supplier was approved to serve res:dentlal customers in the
ComEd service terntory However, they are not currently supplylng electncny to any resrdential
customers. .

i

For 2005 and 2004 33% and 35% of energy delivered to ComEd's retalt customers was prowded
by competmve electric generatlon suppliers or under the PPQO, .

2005 . 2004
Retail customers purchasing energy from a competitive electrlc generatrcn supplier: [ s
CVolume (GWhS) B .. o ~ 19,310 20,939
Percentage of total retail deliveries ... .............. [ Y " 21% 24%
Retail customers purchasing energy from a competitive electric generation supplier .
or the ComEd PPO: ot
Number of customers at’ penod end ................ e PR 21,300 22,200
Percentage of total'retail customers . ...........c..o i, S (b) (b)
Volume (GWhs}@ ................. S el oo i o oo .. 30,905 30426
" "Percentage of total retail deliveries . ... ............. e LA 33% 35%

(a) One GWh is the equivalent of one million krlowatthours (kWh)
{b) Less than one percent.
.
Rate changes and mix. The change was primarily due to 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 ccmpared 1o 2004.
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. PJM transmission. ComEd's transmlssmn revenues increased in 2005 due to ComEds May_ 1,
2004 entry mto PJM. :

T&0 | 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 Financial
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: o -

Increase

) . . (decrease)
PGS & vttt e e L e e $6@6..
Weather ........ AP 200 .
CuStomerchoiCe ..........cuivmeneiieiiinnanns e e .85
PJM........................................;............,..‘...: ....... e - 63
VO L . e e e Y S IT-.'
T&O collections / SECArates ...................... e e e L (19)
(0] 13 1= U _ 16
Increase in purchased power expense ............... e e e e s $_9'g

Prices. Purchased power increased due to higher. prices associated with ComEd's PPA |with
Generation of $497 miltion, and ancillary services of $109 million from PJM. In 2000, ComEd|and
Generation entered into a PPA that fixed the pricing for purchased power through December 31, 2004
based 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 Generation. |This
agreement fixed the pricing for purchased power through December 31, 2006 based, upon the current
market, pnces as of April 30, 2004 .- : S .

Weather The increase in purchased power expense attrlbutable to weather was due to favorable
weather conditions,in the ComEd service territory, which increased the amount of electricity sold.

Customer choice. The incréase in purchased power expense from customer choice was primarily
due to fewer ComEd non-residential customers electing to purchase energy from a competitive electric
generation supplier. ~ .

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

T&O Coliections | SECA rates. Prior to FERC orders issued in November 2004, ComEd collected
T&O rates for transmission service scheduled out of or across ComEd's transmission system. Rates
collected as the transmission owner were recorded in operating revenues. After joining PJM on N?ay 1,
2004, PJM allocated T&O collections to ComEd as a load-serving entity. The collections recelved by
ComEd as a load-serving entity were recorded as a decrease to purchased power expense. ComEd’s
purchased power expense increased.$14 million due‘to ComEd no Ionger collectmg T&O revenles in
2005. . : "
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- Effective December 1, 2004, PJM became-obligated to pay SECA collections to ComEd and
ComEd became 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 lnformatlon on T&O /SECA rates. .

Operatmg and Marntenance Expense. The changes in operatmg and maintenance expense for
2005 compared to 2004 consisted of the following: :

2

- Increase’

{decrease)
Severance-related expenses @ e e $(47)
Employee fringe benefits ® . ... ... ... . .- (18)
Pension expense and deferred compensation© .................... .. e (15)
Allowance for uncollectibleaccounts ............. ... ... ... PR (13)
Injuries,and damages . .. ... . it i i e e e I, (2)
Corporate allocations &) . . ... . e 15 -
BOrmM Q0SS . . .o e e . 14
Contractors ............0 .. 0coeerennnnn. e .. A2
PSEG merger integrationcosts . ............. e e e e e e e 8
Other ...................... S e e e e e e e - (18)’
Decrease in operating and maintenanceexpense . . ............. .. ... ...l oo T§(64)

(a): Cénsists of salary continuance severance costs, 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 to 2004. ‘

(b} Excludes severance-related expenses and pension expense. Reflects fewer emp!oyees compared to prior year and a

. reduction in 2005 related to estimated medical plan fees A portion of the employee reducuen is offset by an increase in
. _corporate allocations. '

(¢} Pension expense in 2005 is lower than in 2004 due in large part to significant pensuon plan contributions made in the first

quarter of 2005. See Note 14 of the Combined Notes to Consolidated Financial Statements for addrtronar 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 transition revenues, regulatory uncertainty in lllinois as of November 1, 2005,
anticipated increases in capital expenditures in future years and -decrsases in market valuations of
comparable companies that are utilized to estimate the fair value of ComEd. After reflecting the
impairment, ComEd has approximately $3.5 billion of remalnmg goodwrll as of December 31, 2005,

Deprecratron and Amortization Expense The changes in deprecratlon and amomzat:on
expense for 2005 compared to 2004 consisted of the foIIowrng .

: \ , ' Increase

, o . . - (decrease)
Depreciation BXPeNSE . ... ...\ . $17
Other amortization expense ... ................ ... il PN e (14)
Increase in depreciation and arnoi'tizetion expense....... . ey e . $ 3

¥
' r R
The increase in deprecuatlon expense is prrmarlly due to capatal addltlons

gt
P 1

The decrease in other amortization expense was prrmarlly due to completlng the amortlzatlon 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

. . ] (dectease)
Taxes on utility revenues @ ... .. $13.
Taxrefund®. ... ... e P [ e 6,
Other ... e e (7)
Increase in taxes other than INCOME ... .. ...t .utive ettt ns . $12

(a) As these taxes were collected from customers and remitted to the taxing authorities and included in revenues and expenses,
the increase in expense was offset by a corresponding increase in revenues, ’
{b) » During 2004, a refund was received for Illinois 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 Transmonal
Funding Trust, partially offset by a $16 million decrease in interest income on the long-term receivable
from UIl, LLC as aresult of ‘this receivable being repaid in late 2004.

Equrty in Losses of Unconsolidated Affiliates. The decrease in. eqmty in Iosses of
unconsolldated affiliates was a result of a decrease in interest expense of the deconsofldated fi nancrng
trusts due to scheduled repayments of outstanding long-term debt.

Net Loss on Extinguishment of Long-Term Debt. In 2004, Exelon initiated an accelerated
liability management plan at ComEd that resulted in the retirement of approximately $768 m|II|on 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
components of this charge included the following: $86 million related to prepayment premlums $12
million related to net unamortized premiums, discounts and debt issuance costs; $24 million of Iosses

on reacquired debt previously deferred as regulatory assets; and $12 million related to settled cash-'

flow interest-rate swaps previously deferred as regulatory assets. partially offset by $4 million of
unamortized gain on settled fair value interest-rate swaps.

Other, Net. The changes in other, net for 2005 compared to 2004 included a $15 million !oss on

. settlement of cash-flow’ swaps in 2005. See Note 9 of the Combined Notes to Consolldated Fmanclal

Statements for further information.

. fncome Taxes. The effective income tax rate was (116. 0)% and 40:.3% for 2005 and 2004,

'respectlvely The goodwill impairment charge decreased the effective income tax rate by’ 135 0% in

2005. See Note 12 of the Combined Notes to Consolidated Financial Statements for further detalls of
the components of the effectwe income tax rates.

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

accounting principle reflects the impact of adopting FIN 47 as of December 31, 2005. See Note 13 of the
Combined Notes to Consolldated Financial Statements for further discussion of the adoptron of FIN 47.

L ! . ‘
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Electric Operating Statistics and Revenue Detail : o

Retail Deliveries—(in GWhs) 2005 2004  Variance % Change
Full service (@ )
Residential .................. ... . ... 30,042 26,463 3,579 13.5%
Small commercial &industrial ...............c.... L 21,378 21,662 (284) T (1.3)%
Large commercial & industrial .............. Dt a e 7,904 6,913 991" 14.3%
Public authorities & electric railroads ............... t....:. 2,133 1,893 240 12.7%
Total full service ............ccoviieeanniiian ... 61,457 '56,931 ' 4526  7.9%
PPO : ' .o
Small commercial & industrial .. ............ e P . 5591 4110 1481 ° 36.0%
Large commercial & industrial . .. .. R e 6,004 5377 . 627 . A1.7%
: 11,585 9,487 2,108 22.2%
Delivery only ® i . _ L e '
Small commercial & mdustrlal ......... e Yiieii..i.... 'BB77. 6,305 (628)  (10.0)%
Large commercnal & mdustnal e coo... 13,633 14,634 (1.001). (6.8)%
. A . +19,310 20 939 (1.629) _ - (7.8)%
TotalPPOanddeIweryonly........;.......‘.......i.. 30,905 30,426 479 - 1.6%
Total retail dellverles e DTS 192,362 87,357 5005  57%

—— g . - t L ) e ‘
(a) Full service reflects deliveries to customers taking electric service under lanffed rales

(b) Delivery only service reﬂecls customers electmg to receive generation service from a competitive electnc generation
' supplier. -

FlecticRevenue. . .« . .« . . 2005 -~2004 Variance . % Change
Full service (3 .. I o ) " R
Residential .. ... ... .......... e e eoi..... $2584 $2295 -%$289 ° - 126%
Small commercial & industrial . *; .. ..... ... ... 0. 1,671 1648 22 1.3%
Large commercial & industrial ..., ........ el lolio.i. b, vA08¢ 0 380 7 28 - 7.4%
Public authorities & electricrailroads ... .. .. e LS '132 = 126 -6 - 48%
Total full service ................cooevvneenno..loo.. 4795 4450 345 7.8%
PPO (b . . . s , - "."s;\ ro .‘. . . . T ;
Small commermal & mdustrlalf ...... e i, . - 38D 274. 111 . 40.5%
Large commercial & industrial ................ .. ... ... 345 .-304.. .41, . 13.5%
730 578 152 26.3%
Delivery only @ ‘ - o - ! o R
Small commercial & industrial ....... e, 950 128 (33)  (25.8)%
Large ‘commercial & industrial .. ..:. . .0 L . EETUN 156 204 (48) (23.5)%
251 332 (81) (24.4)%
Total PPO and dellvery only LRl e T 981 . 910 - 7Tt 78%
Total etectric retail revenues S L e R 5776 " 5360 416  7.8%
Wholesale and rhiscellaneous reventie @ .- .~ . P 488 ' 443 45 10.2%
Total operatingrevenues ......................... e $6,264 $5,803 $461 7.9%

{a) Full 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 lnclude an energy charge at market rates, transmission and distribution
charges, and a CTC.
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{c) Delivery only revenues reflect revenue under tariff rates from customers electing to receive electricity from a competitive
electric generation supplier, which includes a distribution charge and a CTC. Prior to ComEd's full integration into PJI\{I on
© May 1, 2004, ComEds transrnlssron charges recerved from competmve electnc generahon supplrers were mcluded in
wholesale and miscellaneous revénue!
+ (d) Wholesale and mlsceltaneous revenues include transmission revenue (incliding revenue fram PJM), sales to munlt:lpalmes
and other wholesale energy sales .

Results of Operatlons—PECO B S et .
Pas . R S . Favorable '
. N .(unfavorable)
‘ N ’ . . . 2005 2004 variance
Operating revenues ...:........ . ...... AU $4,910 $4487  $423
Operating expenses . - , : e - cL !
Purchased power and fuel .......... .. D LT *2,515° 2172 ' (343)
Operating’and maintenance . :. ... .. R I © 549 547 (2)
' Depreciation and amortization ........ [T P . - 566 518 (48)
Taxes otherthanincome ... ... G T 231 ~236 5
Total operating expense ...... ST S e 3,861, 3473  “(388)
Operating income ........................... ey 1,049 1,014 35
Other income and deductions . e , Co
Interest expense, Net ......... ... ittt ©(279)  (303) 24
. Equity in losses of unconsolidated affiliates ................... {(18) . (25) 9
‘Other,net . ... ... J e 13, 18 - & |
Total other i income and deductions ... ....... . L. (282) 310y 28
lncome before income taxes and cumulative effect of a change in . ]
accounting principle ............ .. ... ... 767 . 704 B3
Incometaxes....................,............:.'..' ...... 247 249 2
Income before cumulative effect of a change in accounting , |
principle ... ... .. e 520 455 © 85
Cumulative effect of a change in accountmg prmcnple ........... (3) — (3)
Nétincome: ... .. U U PR oo o0 81T+ 4557 ¢ 62
Preferred stock dividends .."........... .. N S s U 473 (1) -
Net income on common stock ..... L T AE L ' $ 513 '$ 452§ 61.

‘ Net Income PECO's net mcome in 2005 mcreased pnmanly 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 Reveriues. The changes |n PECO ] operatmg revenues for»2005 compared to 2004
consnsted of the followmg b

- " S ) ‘f T Total”

' - 1 - < . oo - ’ o - e L - T Incréase

_ . Electric Gas ({decrease)

Rate changes and mix ....... i e e $72 $90 $162.
CUSIOMErChoICe & . 1. ovie et it e e e, 1187 — 118
VOIUME . . s oo e C. e S U 5. 101 ~(21) 80

Weather ... ... i e et e . ., 54 . 10 t64 :
7 Retail revenue. .. .o i oo inns e e S Ve ws. . 345 0 79 424
T&O'/SECArates = .. .. .. e SRR A U ey ot TS
PJM transmission ................. A e, et LS 3y = 3)
Ot .. e e e AU A 9 {10} . - 1(1)
Wholesale and miscellaneous revenues ....... EEEET RS ETEPRPRRENEE . 8 (10) (1)
Increase if operatmg revenues o S e ). $354 $69 "$4'23 )




Rate changes and mix. The increase in electric revenues at PECOQ attributable 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 wholesale 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 miilion
cubic feet in effect for 2005 was 12% higher than the average rate for 2004.

Customer choice. All PECO customers have the choice to purchase energy from a con';petitive
electric generation supplier. This choice does not impact the volume of deliveries, but affects revenue
coliected from customers related to suppiied energy and generation service. PECO’s operating income
is not affected by customer choice since any increase or decrease 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 PECO's retatl customers
was provided by competitive electric generatlon suppliers.

2005 © 2004
Retail customers purchasing energy from a competltlve electric generatlon supplier: '
Numberof customers atperiodend ......... ... .. ... ... o oo 44,500 101,500
Percentage of total retail customers ..................... P P . 3% 7%
“Volume (GWhs) @ .. ................. A .0 2,094 4,605
Percentage of total retail deliveries ............. [ " 5% 12%

(a) One GWh is the equivalent of one million kilowatthours (kWh), ' . )

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 generation suppliers for a one-year term beginning in December 2003, as required
by the PAPUC and PECO’s final electric restructuring order. In 2005, additional customérs returned to
PECO as their energy supplier prlmarlly as a result of two alternative energy suppliers exutmg the
market.

Volume. The increase in electric revenues was primarily as a result of hlgher delivery volume,
exclusive of the effects of weather and customer choice, due to an increased number of customers and
increased 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”
becaiuse these weather conditions result in increased sales of electricity and gas. Conversely, mild
weather reduces demand. Revenues were positively affected by favorable weather conditions at PECO
in 2005 compared to 2004. In the PECOQ service territory, 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 collectlons
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 mlmmal
impact on PECO as T&O 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
Fmancral Statements for more mformatlon on T&O / SECA rates.

Other wholesale and miscellaneous revenues. Electric revenues mcreased $9 million pnmanly due
to increased wholesale sales, and gas revenues decreased $10 m|II|on pnmanly due to decreased
off-systemn sales. : :

_Purchased Power and Fuel Expense. The changes in PECO’s purchased bower and fuel

. expense for 2005 compared to 2004 consisted of the following:

Total *

increase

o o Electric Gas (decrease)
PHCES « oot e e S DT $83 $90 $173
Customer choice ... ... .cc..... S e e 118 — 118
Weather ........ e e e e e e e e 21 7 28
Volume ............ e e e 32 (19) 17
PIM transmission ................ i L 11
SECArates ........ ... ... ... T e e 9 9
Other ... .. PN —_ (13) (13)
Increase in purchased power andfuelexpense .............. P .. 274 $569 $$43

Prices. PECQO’s purchased power expense mcreased 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 prrces
See,"Operating Revenues” above. .
Customer choice. The increase in purchased power expense from customer choice was primarily
due to a significant number of residential customers returning to PECO as their energy provrder in
December 2004, - - - .

Weather. The increase in purchased power and fue! expense attributable to weather was pnmarlly
due to serving the increased demand due to favorable weather conditions in the PECO service
territory.

N " . . . N ‘\ .

Volume The increase |n purchased power expense attnbutable to volume, exclusive of the effects
of weather and customer choice, was due primarily to an increased number of customers and -
increased usage per customer across all customer classes. The decrease in gas fuel expense
attributable to volume, exclusive of the effects of weather, was due to decreased customer usage,

which is consistent with risi'ng gas prices.

iy

SECA rates. Effectivé December 1, 2004, PJM became obligated to pay SECA collectlons to

- PECO, and PECO 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
Consolrdated FlnanC|aI Statements for more information on T&0O and SECA rates. .

Other The decrease |n gas fuel expense of $13 million was assocrated with decreased off-system
sales. '

o
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-Operating and Maintenance Expense. The changes in operating:and. mamtenance expense for

the 2005 compared to 2004 consusted of the: followmg : .
N U C & N ) ‘ - ‘ : . ‘Increase’
_ Tt FAR . b © {decredse)
" Contractors @ ........ HOU PR e e "% 8
Storm costs ... ........ e SR S LA e LT
Implementation of new customer information and blllmg ‘system ......... PR 4
PSEG merger integration costs ............... T 2}
Severance-related expenses ® T T feeees (14)
Injuriés and damages ....... ......0..ccoe. ... s PR N ()
Other ... oiviiiiiii .. B e 1
lncrease in operatlng and maintenance expense ....... S $ 2

(@) Thei increase was pnmanly due to increases in vegetation management services 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 termination. benefit charges related to other postretirement benefits. The decrease reflects reduced severance~
' refated activity in 2005 compared to 2004, '

Deprectat.-on and Amortization Expense. The changes in deprecnatlon and amortization
expense for 2005 compared to 2004 consusted of the followmg

PR . . Increase

Competitive transition charge amortization@”, . ... ... .. [ U .. 837
Accelerated amortization of PECO bllllng system My e e 13
Depreciation expense(® ... ....n ... ... .. L N el FR T e 3
Other amortization expense .......0 ... 0o io b el s e T T(E)
Increase in depreciation and amortization expense ................ SO SR $48

(a) . PECO's additional amoriization of the’ CTCis In accordance withylfs original settiément under the Pennsylvania Comipetition
Act. ' S . R e - s . - N
(b} In-January 2005, as part of a broader systems strategy at PECO asscciated with the proposed merger with PSEG, Exelon's
Board of Directors approved the implementation of a new customer information and billing system at PECQO. The approval of
- this new system requires the, accelerated amertization of PECOs current system through 2006 and the recognition of
add;tlonal amortization expense of $1 3 mrlllon and $9 million.in 2005 and 20086, respectively.
(c} The'increase in depreciation expense is prlmanly due to capital additions.

) Taxes Other Than Income. The changes in taxes other than income for 2005 compared to 2004,
con5|sted ofthe followrng ' - L P
AN e . - : . oo ' N . ! ¢, I . . : ' .-‘. l. N
' . ’ o ’ ... Increase,
. . ‘ - C N -_-rl o e : {decrease)
Reductiori in capital stock tax accruat ifi 2005 @7 " T e SO
Reduction in real estate tax accrual in 2005 ® ., ... . ........ e e e o (6).
.Taxesonutllltyrevenuesfc)_........................,.,...I ...................... - 24
Other PR R R R PR REE RN R B LR LR R R PP s (6)
Decrease in taxes other: than mcome .................. ST A e N $ (5
- . . ll'. ' . . ':T“., Coa el ’ PN “
{a) Represents a reducllon in 2005-of prior year caputal stock tax accruals as a result of a favorable decision from the
Pennsylvania Board of Fanance and Revenue . '

{b) Represents the reduction of a redl estate tax accrual in March 2005 followmg sehlernents between PECO and vanous taxmg
authorities refated o prior year tax assessments. See Note 18 of the Combined Notes to the Financial Statements for
additional information.

(c) As these taxes were collected from customers and remitted to the taxing authorities and included in revenues and expenses,
the increase in tax expense was offsel 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
prlmanty due to scheduled payments on long-term debt owed to PETT. fooe

Equity in Losses of Unconsohdated Affrhates The decrease in . equity. .iny Iosses of
unconsolidated affiliates was a result of a decrease in. interest expense of.the deconsolidated. ﬁnanclng
trusts of PECO due to scheduled repayments of outstanding long-termdebt. ..~ . . s

Income Taxes PECO's effectwe 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 Consohdated Flnanclal Statements for further detalls of the components of the
effectlve mcome tax rates. - o :

: Cumulatrve Effect. of a Change in Accountmg 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 Consol;dated Financial Statements for. further dlscussmn of ‘the adoptlor of
FIN 47. e 4 . L S S T
PECO Electric Operatmg Statistics and, Revenue Detail, , - T ' : '
'PECO’s electric ‘'sales statistics and reveniug detall are 'as follows . IO
Retail Deliveries—(in GWhs) e T "-' ‘200§ ' 2004' “Variance’ % Ghange
Full service & . o ) . ‘ R
Residential . ............. e Ltreel B0 M3,1350 410,349 2,786 ¢ -26:9%
Small commercial & industrial ............... e e ... 7,263 6,728 0 935« 8’.0%
Large commercial &industrial ..................... P 15,205 14,908 297 210%
Public authorities & electric railroads® .................. co..ov 9620 09140 . 48 53%
Total full service ....%"...:... I' ........... N /36,565 32,809 3,666 - 111%
Delivery only ) SR S I
Residential ... ...... ol T e .. 334 2,158 (1,824) (84 5}%
Small commercial & industrial ...... ......... e . 1,257. 1,687 {(430) (25 5Y%
Large commercial & mdustnat Ce e [T 503 760  {257) (33 8)%
* Total delivery only L [FUTI e ... 2094 4605 (2,511) .i(54.5)%
Total retail dellverles ......... e S ... 38,659 37,504 1,155 " 3.1%
i, o ’-. . - . = —" .
(a} Full service reflects deliveries to customers taking electric service under tariffed rates. . e L

(b} Delivery only servuce reflects customers receiving electric generatlon service from a competitive electrlc generallon suppher

b 4 +
v
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Electric Revenue _ T .. 2005 2004 . -Variance'. % Change '

Full service ® S L _ . .
Residential . .. ... $1,705 $1,317 §$ 388 29.5%

Small commercial & industrial ............ I A .. . 818 756 . 62 . 8.2%
large commercial & industrial -............. e el 173 1143 0 60 . 5.4%
Public authorities & electric railroads . .:......... P . 84 80 4 5.0%
Total full service ........ g e T 3,780 3,266 514 15.7%
Delivery only ® B - . _ T b
Residential ................... e 25, 164 ,(139) (84.8)%
Small commercial & industrial . ... . feeanaon. e B 63 86 (23) (26.7)%
Large commercial & industrial .. ... ..... ... ..., 13 . 20 {7) (35.0)%
Total.delivery only ..... IR P 101 270  (169) (62.6)%
Total electric retail revenues :....... e ..., 3881 3536 345 9.8%
Wholesale and miscellaneous revenue @ . . ST © 212 2203 . 9§ 44%
Total electric and other revenue ................ccivnunn. $4,093 $3,739 §354 9.5%

(a) Full service revenue reflects revenue fram’ customers taking electric sgmce under tariffed rates, which mcludes the cost of
energy, the cost of the transmission and the distribution of the energy and a CTC.

(b} Delivery only revenue reflects revenue from customers receiving generation service from a competitive electric generation
supplier, which includes a distribution charge and a CTC. -~ ’

(c} Wholesale and miscellaneous revenues include transmission revenue from PJM and other wholesale- energy sales.

-r

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

+

6aliveries to customers (in million cubic feet (mmcef)) 2005 - 2004 Variance % Change
Retail'sales ............ e e i . 59,751 _ 59,849 (198).  {0.3)%
Transportation........ e DI [ 25,310 27,148 (1,838), _(6.8)%
Total. ..., e PR 85,061 87,097 (2,036) - (2.3)%
Revenue BN ' , . 2005 . 2004  -Variance % Change
Retailsales ...................... e e $ 783 % 702 % 81 11.5%
Transportation.......... EE R PP . 16 18, (2. (M1)%
Resales and other ...... e e 18 28 (10)  (35.7)%
Total gasrevenue . . ............... SN Gt .t $.B17 $ 748 $ 69, 9.2%

Liquidity and Capital Resources

The Registrants’ businesses are capital intensive and require considerable capital resources.
These capital resources are primarily provided by internally generated cash fiows from operations.
When necessary, the Registrants obtain funds from external sources in the capital markets and
through bank borrowings. The Registrants' access to external financing on reasonable 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 terms, Exelon, Generation, ComEd 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 amount of cash on construction projects
that have a long-term return on investment. Additionally, ComEd-and PECO operate in rate—regula?ed
environments in which the amount of new investment recovery may be limited and where such recovery
takes place over an extended period of time. As a result of these factors, each of Exelon's, ComEd’s a}nd
PECOQ’s working capital, defined as current assets less current liabilities, is in a net deficit positilon_
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 opera}ing
activities will be affected by future demand for and market prices of energy and its ability to continue to
produce and supply power at competitive costs as well as to obtain collections from customers.
ComEd's and PECO'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 e;ach
fiscal year. ComEd's and PECO's future cash flows will be affected by the economy, weatper;-
customier choice, future regulatory proceedings with respect to their ratés 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 proposed 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 200'5 to
fund Exelon’s $2 billion pension contribution. (see Note 11 ‘of the C.}ombinéd Notes to Consolidated
Financial Statements). Operating ¢ash flows after 2006 could be negatively affected by changes_inl the
rate regulatory environments of ComEd and PECO. ComEd is réquired, 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 allowed to
sell energy is below ComEd’s cost to procure and deliver electricity, there may be potential materiai
_adverse_consequénces to ComEd and, possibly, Exelon. 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 costslthat
ComEd can pass through to its customers for a specified period of time and allow ComEd to cotlect
any unrecovered procurement costs in later years. See Note 4 of the Combined Notes to| 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 counterpaities to meet their contractual payment obligations. Any failure
to collect these payments from counterparties could have'a matérial impact on Exelon’s i 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 price's fall
below contracted price levels, counterparties are required to post collateral with Generation. Unde:r the
lllincis 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, Comgd or Ameren are not
required to post collateral; however, if market prices rise above contracted price levels with ComeEd or
Ameren, Generation is required to post collateral. See Note 9 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 Note 12 of the Combined Notes to the Consolldated Financial Statements
this deferred tax obligatlon is S|gn|fcant Ce . '

The followmg tabte provides a summary'of the major ltems affectmg Exelons cash flows from
operations: .- ! <7 . .

[ oL Ry 1, P

. . o ) \ E . 2006. . 'z;oos Variance
Netincome. ... .. i OO R UL Lo = $1592 % 923" $ 669

Add (subtract):

Non-cash operating activities @ ... ... ... .. . i . 3,213 - 4,102 (889)

INCOME LAXES .. ...t e e e e . 69. 138 (69)

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

Pension contributions and po_stretlrement healthcare benefit payments, . _ )
et U U e T coeee_{(180) (2,225) 2,045

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

(a) Includes depreciation, amortization and accretlon deferred income taxes," provision' for uncollectrble accounts equnty in
- eamnings of unconsolidated affiliates, pension and other postretirement benefits expense, other decommissioning- -related
activities, cumulative effect of a change in accounting pnncrple impaimment charges and other non-cash items.
{b} Changes in working capital and other noncurrent ‘assets and liabilities exclude the changes in commercial paper rncome
taxes and the current portion of iong-term debt. '

The mcrease in ‘cash flows from operatlons durlng 2006 was pnmanly the result of $2 billion of
dlscretlonary contnbutlons to Exelon’s pénsion plans during 2005, which was initially f funded through a
term loan agreement, as further descrlbed in the “Cash Flows from Financing Activities” section below.
Of the total contribution, Generation, ComEd ‘and PECO ‘contributed $844 million, $803 million, and
$109 million, respectively. The Generatron contribution was primarily funded by capital contributions
from Exelon and included $2 m|II|on from internally generated funds. ComEd's and PECOs
contributions were funded by capltal oontrrbutlons from Exelon.

~ Cash'flows proVided by operétions for 2006 and 2005 by regi_strant_\:yetfe as follows:

: e T L T 2006 2005

Exelon ... ..l . R U $4,835 '$2,147
Generation . ... .. e e P R e 2,550 972
ComEd .................... e e J T 987 | 247

PECO ... SO e e 1017 704

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

o
4

An addition to the items mentioned |n' “Results of Operations” and the dlscretlonary pension
contributions discussed above, significant operating cash flow-impacts for Generatlon and ComEd for
2006 and 2005 were as follows: e .

-

Genération . M a
« At December 31 2006 2005 and 2004, Generation had accounts recelvable from ComEd
under the PPA of $197 million, $242 million and. $189-million, respectively. '
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v...» At December - 31; 2006, 2005 and 2004, Generation had" accounts’ recelvable frormn PECO
under the PPA of $153 million, $151 million and $125 miliion, respectively.” -+~

~+ During 2006, Generation. had, -net collections of counterparty collateral of $431 lTll||I0n
l’ - 'compared to $187 million of net dlsbursements of counterparty collateral in. 2005‘The mcrease
, .. in cash 1nﬂows from 2005. was pnmanty due to “changes in collateral reqmrements resultmg'
i 'from the extension of letters'of credit and changes in market pnces retatlve to posutlons with'
counterparties. '

. » During 2006 and 2005, Generatlon had net payments of approximately $220 million and $165
“million, -respectively, : primarily due to increased -use of financial mstruments to econommally
hedge future sales of power and future purchases of fossil fuel T i - .

. Dunng 2005,” Exelon recelved a $102 m:lllon Federal income tax refund for capital tosses
generated in 2003 related to Generatlon s investment in Slthe which were. carned back to pnor
periods. In the fi rst quarter of 2006, Exelon remitted a $98 million payment to the lRS in
connection with. the. settlement of, the IRS's challenge of the timing of the above-descnbed'
deductior. This payment included "$6 million” of interest’ which 'was recognlzed as mterest
expense in the first quarter of 2006. Exelon received approximately $92 million |on
December 13, 2006 related to this same deductlon in connection with the filing of its 2005 tax
return . :

FIRLIETYS ST 3 S A A N e e =

-
- R '

« At December 31, 2006, 2005 and 2004, ComEd had accrued payments to Generation under
the PPA of $197 mtlhon $242 million and $188 million, respectively. '

. |n 2005 ComEd settled $325 mllllon of interest rate swaps that were des1gnated as, cash ﬂowr
hedges for a loss of $15 million. This was recorded as a pre-tax charge to net income because
“the underlying transactlon for which these |nterest rate swaps were entered |nt0 was no Ionger

1 B

.+ probable of ( occurnng " ro. WL

' P G . B '
* * S . 0 " .

- b

Cash Flows from Investlng Actlwtles woner o i

Cash ﬂows used in mvestlng actlwtles for 2006 and 2005 by reg:strant were as follows:

'.1,‘ - g o - E . | N . 12006 2005

Exelon ....... I T A ... $(2,762) $(2.487)
NIt N . .\ ottt e e e e (1,406) (1 294)
ComEd .......... e (894)  (479)

PECO . ... e e (332) (241)

| Capital e;penditu'res by re_gis'.trant and business seémeht for, 2006 and‘ prpjected}am_ounts for 2007
are as follows:

- 2006 2007-
Generation @ . ........ e i ST o $1,09 $1,353
ComEd ...... FERRRERE e e e e S O T TR ¢« - 911 1,085
PECO .........0iiiee P B 345 355
Other ® ..o oieeee e S PR 53 |38
Total Exelon capital expenditures . ........... ... oot $2,418 g@l

(a) Includes nuclear fuel.
{b) Other primarily consists of corporate operalions,
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Projected capital expenditures and other investments by the Registrants are subject to periodic
review and revision to reflect changes in economic conditions and other factors. ‘

Generatlon Generatlons capltal expendltures for 2006 reflected addlttons ‘and upgrades to
emstmg "facilities (mcludlng material condition improvements during nuclear refuelmg outages) and
nuclear fuel. Generation anticipates that its capital expendltures will be funded by mternatly generated
funds, borrowmgs 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 -
customer growth. -ComEd and PECO are continuing to evaluate their total capltal spending
requarements ComEd and PECO anticipate that their capital expenditures will be funded by internally
generated funds, borrowmgs and the |ssuance of debt or preferred securmes

Other signifi icant mvestlng activities for Exelon, Generatlon ComEd and PECO for 2006 and 2005
were as follows:

.

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

Generatron

*+ During 2006, Generation made contnbutlons to the Exelon mtercompany money pool totaling
$13 million.

. During 2005, Gene'ratio_n received approximately $52 rniltion 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. transactlons that
resulted in Generation's sale of its investment in Sithe. Specifically, subsidiaries of Generatlon
closed on the acquisition of Reservoir Capital Group's 50% interest in Sithe for cash payments
of $97 million 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 Consolidated Financial Statements for further
discussion of the sale of Sithe.

C_omEd ‘ .
. As a result of its: pnor contributions to the Exelon intercompany money pool $308 mllhon was
returned to ComEd during 2005.

PECO

’ Durlng 2006 and 2005, $8 million and $26 million, respectively, were returned to PECO as a
result of its prior contributions to the Exelon mtercompany money poot -
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Cash Flows from Flnancmg Activities

Cash flows provuded by (used in) fi nancmg actlvmes for 2006 and 2005 by reglstrant were as
follows:

. 2006, 2005

Exlon ..o e . ST $(1,989) $ (19)
Generation 7. ... ... o i e e e e Do (1,050) |93_
ComEd ....:........... e e e e L.o.. oo -(96) 240
PECO ... ........ e el e PR S - (693) (500)
Debt. Debt activity for 2006-by registrant was as follows: '
Registrant Debt issued in 2006 . Uss of proceeds
"ComEd  $325 million of First Mortgage 5.00% 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 Mortgage 5.95% Bonds, Used to repay commercial paper and for

Series 104, due August 15, 2016 other general corporate purposes.
ComEd  Additional $115 million of First Mortgage Used to repay bonds at maturity.
5.95% Bonds, Series 104, due August 15, . . .
. 2016 .
ComEd . $345 million of Flrst Mortgage 5.40% Bonds Used to repay borrowmgs under ComEd’s-
Series 105, due December 15, 2011 . - revolving credit agreement which had been '

K used to repay bonds and to-refinance notes.

'PECO . $300 miltion of First Mortgage Bonds 5. 95% Used to repay commercial paper and for|
Series, due October 1, 2036 T other general corporate purposes

ot
.On March 7, 2005, Exelon entered |nto a $2 billion term Ioan agreement. The loan proceeds were
used to fund discretionary contribltions of $2 billion to Exelon’s pension plans, including contnbutlons
of $842 million, $803 million and $109 million by Generation, ComEd and PECO, respectwely To
facilitate the contributions by Generation, ComEd and PECO, Exelon contributed the correspondmg
amounts to the capital of each company. On April 1, 2005, Exelon entered into a $500 million term Ioan
agreement that was subsequently fully borrowed to reduce the $2 billion term loan. During the second
quarter of 2005, $200 million of the $500 miltion term loan, as well as the remaining $1.5 b||||on
balance on the $2 billion term loan described above, were repaid with the net proceeds received from
the issuance of the long-term senior notes discussed below. See Note 11 of theé Combined Notes to
Consol:dated Financial Statements for further discussion.

s

On. June 9, 2005, Exelon issued and sold $1.7 .billion of senior debt secuntles pursuant to its
senior debt indenture, dated as of May 1, 2001, consisting of $400 million of 4.45% ‘senior notesI 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 used to repay the $1.5 billion in remaining_ prunEnpaI
due on the $2 billion term loan agreerent and $200 million of the $500 million' term loan agreement
referenced above. Exelon may redeem some or all of the notes at any time prior to matunty|at a
specified redemption price. The notes are unsecured and rank equally with the other senior unsecured
indebtedness ‘of Exelon. Additionally, Exelon settled interest ‘rate swaps for a: net payment of $38
million and paid approxnmately $12 million of fees in connection with the debt offenng

1In 2005, ComEd used fundmg recewed from $324 million of commermal paper to retire Iong-term debt.

From- tlme to time and as market condltlons warrant,. the Registrants may engage in Iong-term
debt retirements via tender offers, open market repurchases or other wable options to strengthen their
respective balance sheets. -
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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 Chlcago lliinois, 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 fong-term liability in
its consolidated financial statements. Pursuant to the joint owners agreement, Generation was
obligated to purchase Peoples Calumet’s 30% interest ratably over a 20-year period. 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 miltion for its remaining interest in SCEP. Generation financed this
transaction using short-term debt and available cash.

--~Cash dividend payments and distributions in 2006 and 2005 by registrant were as follows: - e

| - o _ 2006 2005
Exelon-...... A e e $1,071 $1,070
Generation .. ,................ ... S e e 609 857
COMEd .. e e — 498

PECO ......... PETTTIRR O 506 . 473

Exelon paid dividends of $267 million, $268 million, $268 million and $268 million on March 10,
2006, June 12, 2006, September 11, 2006 and December 11, 2006, respectively, to shareholders of
record at ‘the' close of business on February “15, 2006, May 15, 2006, August 15, 2006 and
November 15,7 2006, 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
Market for Our Common Equity and Related Stockholder Matters within this Financial Information
supplement for a further dlscussmn of Exelon’s dividend pohcy

During 2006 ComEd d|d not pay any dividend. The decision by the ComEd Board of Directors not
to declare a dividend was the resuit of several factors, including ComEd's need for a rate increase to
cover existing costs and -anticipated levels of future 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 Beoard of Directors will continue to assess ComEd’s
ability to pay a dividend on a quarterly basis.. - -

In 2003, Congress passed and President Bush signed into law the Jobs and Growth Tax
Recongiliation 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. :

lntercompany Money Pool. Generatlon s net borrowmgs from the Exelon intercompany money
pool decreased $92 million and $191 million during 2006 and 2005, respectively. During 2006, ComEd
repaid $140 m||l|or1 that it had borrowed from the Exelon intercompany money pool. ComEd’s net
borrowings from the Exelon intercompany money pool increased $140. million during 2005. As of
January 10, 20086, ComEd suspended participation in the intercompany money pool, PECOs net
borrowmgs from the Exelon mtercornpany money pool increased $45 milfion in 2006.

Commercial Paper and Notes Payable. During 2008, Exelon, Generatlon, 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 mI||l0l'I $459 m|II|on
and $220 millicn, net, of commercial paper, respectively. :
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In 2006, Exelon termlnated its $300 million term toan agreement. See-Note 11 of the. Combmed
Notes to the Consclidated Financial Statements for further information. . - o '

LY

Rettrement of Long-Term Debt to Fmancmg Affiliates. Retlrement of long term debt-_'to:

fhancmg affiliates durlng 2006 and 2005 by registrant were as follows: _ N S
Year Ended December 31,
' ‘ o 2006 2005 |
EX@ION ... @i P e o ol 8910 8835
ComEd ..... DI [T e e e .. 339 . 354
PECO ........... [ e e SN 571 481 o

Contributions from ParentiMember. Contributions from ParenUMember (Exelon) for the years
ended December 31, 2006 and 2005 by reglstrant were as follows

1

Year Ended December 31,

2006 2005
GENETALON . 7 st e e e e $ 25 $843
COMED . . . e et - 37 834
PE O . . e e e e e e 181 250

Other. Other signifi icant fi inancing actlwtles for Exelon for the year ended December 31 2006 and
. 2005 were as follows: -

+ Exelon purchased treasury shares totaling $186 million and $362 million durlng 2006 and
~ 2005, respectively. :

R [ \ .
- Exelon received proceeds from employee stock plans of $184 mllhon and $222 million dunng
2006 and 2005, respectively.” . .

. There ‘was. $60 million and $0 of excess tax’ benefits mcluded ‘as a cash inflow |n other
" nancmg activities durlng 2006 and 2005, respectweiy

-

Credit Issues ’
Exelon Credlt Facilities

Exelon meets its -short-term Ilqu|d|ty requirements prlmanly through the issuance of commermal
paper by the Registrants. At December 31, 2008, Exelon, Generation, ComEd and PECO have access
to revolving credit facilities with aggregate bank commitments of $1 billion, $5 billion, $1 billion jand
$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. Durlng 2006, ComEd
borrowed and fully repaid $240 million under its credit agreement.

At December 31, 2006, the Regustrants had the following aggregate oank commitments and availa_ble
capacity under the credit agreements and the mdrcated amounts of outstanding commercial paper:

Aggregate :
Bank Available . OQOutstanding
Borrower Coe D Commitment{® Capacity® Commercial Paper
Exelon Corporate ... .......iccveirana... e $1,000 - $ 993 ' $150
Generation ............ 5000 ' 4,920 — |
ComEd .............. . S SR 10000 ™ 956 - 60
PECO ........... e e e e 600 508 - ' 95

(a) Represents the total bank commltments {o 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 oulstandlng
letters of credit. The amount of commercial paper outslandlng 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 eather 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 maxrmum LIBOR adder is' 65 basns pounts and |n the case of ComEd |t is
200 basis potnts

The average interest rates on commercial paper in 2008 for Exelon, Generation, ComEd and ’
PECO were approxlmately 5.02%, 4. 99%, 5.06% and 4.97%, respectively.

" Each credit agreement requires the affected borrower to maintain a minimum cash from operatlons
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
capntal distributions on preferred securlt:es of subS|d|ar|es and, in the case of Exeion and Generation,
revenues from Sithe and interest on the debt of its project 'subsidiaries. The followmg table summarizes

the minimum:thresholds reflected in the credit agreements for the year ended December 31, 2006:

N .
LT Exelon Generation ComEd PECO ,

Credit agreement tnreshold e cooe..... 250to1 3.00to1 225 to1” 2.00to 1

At December 3, 2006 the Regtstrants were |n comphanoe with the foregoing thresholds.

»

The ComEd credit agreement is secured by fi f rst mortgage bonds and |mposes a restrlctlon on |
future mortgage bond issuances by ComEd. It requires ComEd to maintain at least $1 75 billion of
|ssuance availability (ignoring any intereést coverdge test) in the form’ of property additions” or.
“bondable bond retirements” (previously issued, but now retired, bonds), most of which are requ1red 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 mterest coverage test.
As of December 31, 2006, ComEd was in comphance W|th this requirement.

Capital Structure. At December 31, 2006, the capital structures of the Reglstrants conS|sted of

oo

the following: T SRR
‘ Exelon A

[ ) . ‘ Consolidated Generatlon ComEd PECO ‘@
Long-term debt .............. SR e 40% -+ 25% -, 33% .  25%
Long-term. debt to affiliates ®) e T TR |- o=, 9. 43
Common equity -...-.-. . SR e e e 43 . o o— g L 97 29
Members,qulty . — : 75 _- =
Preferredsecurities . ........................ —_ = — - 1
Commercial paper and notes payable .................. 1. — 1 2

(a) -As of December 31 2006 PECOs capltai structure excludmg the deduction from shareholders equity of lhe $1.1 billion
receivable from Exelon {which dmount 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% ‘notes payable and 57% long-
term debt, including long-term debt to unconsolidated affilates,

(b) Includes $3.6 billion; $1.0- billion and $2.6 billion owed to unconsolidated affiliates of Exelon, ComEd and PECO;
respectively, that qualify as-special purpose entities under FiN 46-R. These special purpose entities were created for the
sole purpose of issuing debl obligations to securitize intangible transition property and CTCs of ComEd and PECO or
mandatorily redeemable preferred securities. See Note 1 of the Combined Notes to Consolidated Financial Statements for
further information regardmg FIN 46- R

lntercompany Money Pool - - oA

. To prowde an additional short-term borrowmg opt|on that will generally be more favorable to the
borrowing participants than the cost of external financing, Exelon operates an intercompany ‘maney
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pool. Participation in the mtercompany money poo! is subject to authorization by .Exelon’s treasurer.
Generation, PECO, and BSC may participate in the ‘intercompany money pool as lendérs and
_borrowers, and Exelon and Ull, LLC, a wholly owned subsidiary of Exelon, may participate as |enders
Funding of, and borrowings from, the intercompany money pool are predicated on whether the
contributions and borrowings result in economic benefits. Interest on borrowings is based on short-term
market rates of interest .or, if from an external source, specific borrowing rates. Maximum amounts
contributed to and borrowed from the intercompany money pool by participant during 2006 are'
described in the followmg table in addition to the net contribution or borrowing as, of -December 31,
2006: -

Maximum  Maximum  December 31, 2006
Contributed Borrowed - Contributed (Borrowed).

Generation ..o PR oo $83 - 234 C 813

COmMEQ @ .. i — 140 —

PECO ... SN ) 59 183 C o (45)
BSC ... . ieiiarnins ST P o234 134 (25)
UILLLG oottt e 5 - =
EXClON . ..ot e e e 248 —_ . 56

{a), As of January 10 2008, ComEd suspended parhcnpauon in the intercompany money pool. During the fi rst quarter “of 2008,
ComEd fepaid $140 million that it had borrowed from lhe lnlercompany money pool

-Security Rating's '

The'Registrants’ access to the capital markets, mcludmg the commermal paper market, and thelr
respective financing costs in those markets depend on the securities ratings of the eritity thet is
accessing the capital ‘markets. The following table shows the Registrants’ securmes ratmgs at
December 31, 2006

[ i

Coo R ’ Moody’s Investors  Standard & Poor's

] Securlties . f : « -1 Service . Corporation - - Fitch Ratings.
Exelon Senior unsecured debt - Baa2 - BBB ‘BBE;+ -
Commercial paper : . P2 " A2 “  R2-
Generation Senior unsecured debt Baa1l BBB+ BBB+
Commercial paper P2 A2 F2
ComEd Senior unsecured debt + Baa3 BB+ BBB
- Senior secured debt - Baaz . .. BBB BBE+
Commercial paper ¥ P3 Co A3 .
. Transition bonds @ - : : Aaa - AAA - Aﬁ,\A .
PECO . Senior. unsecured debt . A3 . . bBB A-
Senior secured debt - | E A2 - A- A
Commercial paper - P1 ' A2, . F1-
Transition bonds ®} . Aaa AAA - AAA

{a) |ssued by ComEd Transitional Funding Trust, an unconsolidated affiliate of ComEd.
(b} Issued by PETT, an unconsolidated affiliate of PECO. '

* On July 26, 2006, Moody's Investors Service (Moody's} downgraded the long-term and shon-term
debt ‘ratings of ComEd.. The rating action concluded Moody's review- for possible downgrade ‘that
commenced on December 15, 2005. Moody's attributed'the downgrade to a difficult polltlcal and
requlatory environment-in.lliinois, uncertainty about the outcome of the electricity supply auctlon and
the expectation of a material regulatory deferral. On October 10, 2006, Moody's placed ComEds
security ratings under review for possible downgrade resultlng from perceived 1ncreasmg polmcal and
regulatory risk in 1llinois. v
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+ On July 31, 2006, Fitch Ratlngs downgraded the long-term ratings of- ComEd On November 17,
2006 Fitch Ratings placed the ratings of ComEd under Ratings ‘Watch negative” due to on-gomg
uncertalnty in lllinois resulting from recent Ieglslatwe actions supportmg a rate freeze.

. 'l N t

© On October 5, 2006, Standard & Poor's (S&P) downgraded the short-term and Iong-term secunty
ratings of ComEd due to perceived political risk related to the rate freeze extension proposal. S&P
downgraded ComEd's senior unsecured debt to'BB+, which is below investment grade. The ratings on
Exelon, PECO and Generation were affirmed. The ratihgs for all Registrants were placed under Credlt
Watch with negative implications.

.+ None of the Reglstrents 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 recommendatlon to buy, sell or hold securities and may- be subject to
revision or withdrawal at any time by the assigning rating agency

As part of the normal course of busmess Generatnon routinely enters mto physical or fi nanmalty
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 counierparties 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

. possmle that.a counterparty would attempt to rely on such a downgrade as a basts for making a
demand for adequate assurance of future performance., Dependlng on its net position with a
countérparty, the demand could be for the posting of cdllateral. In the absence of expressly agreed to

_provisions that specify the collateral that must be provided, the obligation to supply the collateral
requested will be a function of the facts and circumstances of Exelon or Generation's situation at the
time of the demand. If Exelon can reasonably claim that it is willing and financially ablé to perform its

_ obligations, it may be possible to successfully argue that no collateral should be posted or that only an

amount equal to two or three months of future payments should be sufficient.” - '

Shelf Reglstratlons

As of December 31, 2006, Exelon and PECO had current shelf registration statements for the sale

of $300 miltion and $250 million, respectively, of securities that were effective with the SEC. ComEd, a

- well-known seasoned issuer as described by the SEC, filed an automatic registration statement on

May 10, 2006 and the shelf registration was effective immediatety.” The ability of Exelon, ComEd.or

PECO to sell securities off its shelf registration statement or to access the private placement markets

will depend on a number of factors at the time of the proposed sale, including other required regulatory
approvals, the current financial condition of the company, its securities ratings and market conditions.

Regulatory Restrictions

.- ‘The issuance by ComEd of long-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 anttmpated financing needs for a perlod of time or in connecticn with a specific financing. '

. + B P | - '
Under PUHCA, the SEC had financing jurisdiction over ComEd s and PECO's short-term
financings and all of Generation's and Exelon’s financings. As a result of the repeal of PUHCA,
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effective February 8,72006, the’SEC's financing jurisdiction under. PUHCA fori ComEd’s and PEC|O's
_ short-term financings and Generation’s financings reverted to-FERC and Exelon’s ﬂnancmgs are no
Ionger sub;ect to regulatory approvals : e Coo :
. In February 2006 ComEd and PECO recelved orders from FERC approvmg thelr requests! for
short-term financing authority with FERC in the amounts of- $25 bl||l0|'l and $1 4] b|II|on respectlvely.

effective- February8~2006 through December-31, 2007 G a Ce T f e

1. P . . 1
~ * b % * R ,-.'h

Generatlon currentlyrhas blanket financing authonty that it recewed 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 torConsoItdated Financial Statements-for further |nformat|on S

Under applicable law, Generatlon Comkd and PECO can pay . dwrdends only from .retained,
undistributed or current earnings. A signifi icant loss recorded at Generation, ComEd or PECO may linniit
the dividerids -that' these ‘companies can distribute to” Exelon. At December-31, 2006, Exelon had
retained earnings of $3.4 billion, including Generation’s undistributed earnings of $1.8 billion, ComEd S
retained deficit of $(193) mlllaon consisting of an unappropriated retained deficit of $(1.6) billion partrally
offset -by $1.4 billion-of, retalned earmngs appropnated for future dividends, and PECO's retained

>

eammgs of $584 rrulhon— SR L T
v N

'Investments in Synthetlc Fuel Producmg Facllltles - C o e

Exelon, through three separate wholly_owned subsidiaries, owns mterests in two limited habrllty
companies and one Ilmlted partnership that own synthetic fuel-producing facilities. Secticn 45K
{formerly Section 29) of the Internal Revenue Code provides tax credits for the sale of synthetic fuet
-produced from coal. However, Section 45K contains a provision under which the tax credits are phased
out (i.e., ellmlnated) in thé event crude oil prices for a year exceed certain thresholds. On April! 11,
2006 ithe IRS- ‘published the 2005 "oil Reference Price and it did not exceed the beginning ofthe
phase-out range Consequently, there was no phase-out of tax credits for calendar year 2005

The following table (m dollars) provndes the estimated phase-out ranges for-2006 and 2007 balsed
on_the per barrel price of ol as of December 31, 2006. The table aiso coritains the annual average
New York Mercantile Exchange, Inc. index (NYMEX) prices per barrel at December.31, 2006 based on
actual prices for the year ended December 31,2006 and the estlrnated average futures prices for|the
year ended December 31, 2007 s - . , o S

S " 2006 2007
. Beglnnmg of Phase QutRange® :. ... e i e e 860 $62

End of Phase-Out Range @ .. .%......... P S O R S (D 4
AnnuatAverageNyMEX e R e ... 66 164

{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 (Exelon's estimate of inflation) to arrive at the estlmated 2006 and 2007
phase-out ranges . e e Ted

Exelon}andrthe operators of the:synthetic fuel-producing facilities in which Exelon- has. interests
idled the facilities.in May 2006. The decision to 'suspend synthetic-fue! production was primarily - dnven
by the: level and- volatility, of oil.prices. In addition, the proposed Federal- leglslation that would have
provided certainty that tax creditsiwould 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 quarter of
2006, the operators resumed productton at their synthetic fuel—producmg facilities-in September 2006_
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and produced at full capacity through the remainder of 2006. As of December 31, 2006; Exelon has
estimated the 2006 phase-out to be 38%,.which has:reduced Exelon’s earned after-tax credits of .
$164 million to $101 million for the year ended December 31, 2006. At December 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, assummg an 18% phase-out of tax credits. Theses estimates may change significantly due
to the volatility of oil prices. See Note 12 of the Combined Notes to Consolidated Financial Statemerits
for further discussion. 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 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.

v
o1
v

Contractual Obllgatlons and Off-BaIance Sheet Arrangements

The followmg table summarlzes Exelons future estnmated cash payments under exlstlng

contractual obligations, including: payments due by penod ) i RN
‘ Paymént due within .~ D‘l.lle 2012
“Total' ' 2007  2008-2009 . 2010-2011 and beyond
Long-termdebt ... ........oouneiinaan. .. $9126 $ 246.°$ 922 $2427 $ 5531
Long-term debt to financing trusts ... ......... ‘3,596 581" 1,664 .806 545
Interest payments on long-termdebt @ .. ... ... - 4,976 486 - ‘888 - 757 2,845
Interest payments on long-term debt to fi nancnng o . P o
trusts @ ..., ..., e peeingeneia. oo 1,318 225, 285 .98 - 710
Cap:t_a_ljeases.........1....-...,....- ....... e o 44 2 - 4 - 4. . 34
Operatingleases ... ................... T & [ 58  110.. ;. 93 455’
Purchase power obligations ® . . ... . . .. s.- 07,8020 1,967 1,492 .1134. 3,209,
Fuel purchase agreements ....... i . 45022 .1,047 - 1,463 . 1,169  ,-1,343
Other purchase obligations e | . P 642 292 140 - 95 118
Chicago agreement @ . ... ... ... ........... - 38 6 12 12 )
Spent nuclear fuel obligation ............. eL..-r 880 — —_ — . 950
Pension ERISA minimum funding reqmrement .32 32 - —_— L=
Total contractual obligations . ........ ... $34260 $4,942 ' $6,980 - $6,595  $15,743

{3) 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. Variable rate rnterest obllgatlons 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 amangements at December 31, 2006. Expected
payments include certain capacity charges which are contingent on plant availability. Does not include ComEd’s supplier
forward contracts as these contracts do net require purchases of fixed or minimum quantities. See_Notes 4 and 18 of the
Combined Notes to the Consolidated Financial Statements.

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

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

Mystic. Development, LLC (Mystic), a former -affiliate of. Exelon New England, has.a long-term
agreement through January 2020 with- Distrigas of Massachusetts” Corporation (Distrigas) for gas
supply, primarily for the Boston Generating units. Under the agreement, gas purchase prices from
Distrigas are indexed to the New England gas markets. Exelon New England has guaranteed Mystic's
financial obligations to Distrigas under the long-term supply agreement. Exelon New England's
guarantee to Distrigas remained in effect following the transfer of ownership interest in Boston
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2006. See'Note 13 of the Combined.Notes to Consolldated Financial Statements for further discussion

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..
‘miflion was included as a-liability within the Consolidated Balance Sheets of Exelon and Generation as

of December 31, 2006 related to this guarantee. The terms of the guarantee do not limit the potentaal
future payments that Exelon New England could be requwed to make under the guarantee.
R T

Generatlon has an obligation to decommission its nuclear power plants. NRC, regulatlons requ1re
that licensees of nuclear generating facilities demonstrate reasonable assurance that funds will Lbe
available in specified minimum amounts at the end of the life of the facility to decommission the facmty
Based on estimates of decommissioning costs for each of the nuclear facilities in which Generation has
an ownership interest, the ICC permitted ComEd through December 31; 2006, and the PAPUC perm:ts
PECO, to collect from their customers ‘and deposit in nuclear decommissioning trust funds mamtalned
by Generation amounts which, together with earnings thereon, will be used to decommission such'
nuclear facilities. Generation also maintains, nuclear .decommissioning trust funds for each of the
AmerGen units. At December 31, 2006, the asset retirement obligation: recorded within Generatton S
Consolidated Balance Sheets related-to its nuclear-fueled generating facilities was approximately $'3 5.
billion. Decommissioning expendltures are expected to occur.primarily after the plants are retlred
Following the completion of decommissioning activities, any excess nuclear decommissioning trust

" funds related to the former ComEd, and:PECO nuclear power plants will be required to be refunded to

ComEd or- PECO, ,as appropriate. To fund future decommissioning..costs, Generation. held
approximately $6.4 billion: of investments in trust funds, including unrealized -gains at December |31,

of Generatlon s decommissioning obligation. . . . . '

'h‘._|‘ K " T 34

. See Note- 18 of the Com‘bmed Notes to- Consohdated Flnanmal Statements for drscuss:on of
Exelon’s commercral commitments as.of December 31,-2006. -

Refund Claims

ComEd and PECO have several pending tax refund claims seeking accelération 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 currently has state..reviews. by
governmental agencies pending, they are not expected to.have a significant- tmpact on the f' nancaal
condition or result of operations of Generatlon - : A .

ComEd and PECO have entered into several agreements with &' tax consultant related to the fi Ilng of
refund claims with the IRS. The fées 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 either, be positive or. neutral

depending. upon -the .outcome of the refund-claim with the IRS. These potential tax. beneﬂts’and

_associated fees could be material to the financial 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 assocnated.
interest for periods prior to the PECO/Unicom Merger, would be recorded as.a reduction of goodwnll'
under the provisions of EITF Issue 93-7, “Uncertainties Related to Income Taxes in a Purchase Busmess
Combination” (EITF 93- 7) Exelon cannot predlct the timing of the ﬁnal resolution of these refund claims.

* In 2006, the. Joint Commlttee on Taxatlon {Joint Commlttee) completed |ts rewew and granted

- approval for PECO's income tax refund claims for.investment tax credits. A majority of the. tnvestment

tax credits claimed in the refund related to PECO's formerly owned generation property. The asset
transfer agreement between PECO and Generation provides that PECO retains alt current tax and
interest benefits associated with the refund claims. Thus, as a result of the agreement, PECO recorded
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the current tax and interest benefits and. Generation-recorded the-remaining unamortized investment
tax-credits and the related future deferred tax effects: As a result, the investment tax credit refund and
associated interest of $19"million (after tax).havé~been recorded as a credit-in Exelon’s 'and PECO's *
Consolidated Statements..of Operations. in-2006. Exelon and- Generation recorded unamortized
investment tax- credits and- related tax  impacts of $10 million (after tax) -as'-a~charge to their
Consolidated Statements of Operations. The unamortized investment tax credit recorded at Exelon,
PECO and Generation' will be amortized over the remaining depreciable book lives of the transrission,
distribution and ‘generation property using the deferral method pursuant to:APB No. 2}*Accounting for
the ‘Investment.Credit™ and APB Nor 4, “Accounting for the ‘Investment Credit'”.In.addition, as a.résult
of the approval of the refund claim;: Exelon and 'PECO recorded a‘consulting expense of :$3 million
(after tax) in"2006. The-net after-tax fesult of this settlement and. consulting fees was: $6 milfion, $16
mlllson and $(10) million for Exelon, PECO and Generatlon respectlvely K T

Dunng 2006, the IRS rndrcated to PECO that it agreed with'a substantlal portion of a research and
development refund claim. This. refund.claim was subject’to the approval‘of the Joint Committee. In
2006, 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 formérly owned. gerieration
property. Consistent with .the investment tax. credit refund. claims;. pursuant to thetasset transfer’
agreement-between PECO and Generation, PECO recorded the current tax and.interest benefits and:
Generation recorded the future deferred tax effects. As a result,-a research and deveiopment 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. Geéneration. 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 miflion; $18 miltion, and-$(11) milliori for:
Exelon, PECO, and Generation respectively.

St i
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Variable Interest Entities _— B T O

. Sithe. As of December 31 2004, Generatlon was' a 50% owner of Slthe sIn accordance!with FIN

46 R,. Generation consolidated Sithe within ifs financial statements: as of March.31, .2004. -The'
determination that Sithe qualified as‘a variable interést entity -and that Genération 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 Consolidatéd Financial Statements for a drscussmn of the sale of Generatlon s entire interest
in Slthe that was compteted on January 31 2005 ‘ e MR
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Fmancrng Trusts of ComEd and PECO Dunng June 2003, PECO |ssued $103 million of!
subordinated debentures to PECO. Trust V. in connection with the'issuancé by PECO Trust IV of $100
million of preferred securities. Effective July 1, 2003, PECO: Trust IV was.deconsolidated fromthe:
financial staternents of PECO in conjunction with FIN 463 The $103 million.of subordinated debentures .
issued by PECO to PECO Trust IV was recorded as Iong-term debt to fi nancmg ‘trusts. W|th|n the
Consolldated Balance Sheets, ' o EFEFRER S S L

EffectlveaDecember 31,2003, ComEd Flnancmg II ComEd Flnancmg lII ComEd. Fundlng, LLC
ComEd Transitional Funding Trust, PECO Trust Hll and PETT were deconsolidated from the financial
statements of Exelon in conjunction with the adoption of FIN 46-R. Amounts.of: $1.0.billion.and $2.5
bittion; respectively, owed by ComEd and PECO to these financing trusts were recorded as long-term
debt to ComEd Transitional-Funding Trust-and PETT and Iong -term debt to fi nancang trusts within'the

Consolidated Balance Sheets.as.of December 31, 2006 S T L

- . . Ay M ay -
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" Nuclear Insurance Coverage n oo z S IR

! ‘Generation carries property damage, decontamination ‘and premature-decommissioning insurance
for each'station loss résulting from damage to. Generation's nuclear plants, subject to 'ce'rsain
exceptions.- Additionally,Generation- carries business interruption insurance’in the évent of a major
accidental ‘outage ‘at a nuclear ‘station. Finally, Generation participates in the American Nuclear
insurers {ANI) Master Worker Program, which provides coverage for worker tort claims filed for boBin

injury caused by a nuclear ‘energy accident. See Note *18 of the Combined Notes to Consolidated"

Financial” Stateménts :for fiirthier discussion.of huclear insurance. For its types of insured losses;
Generation is self-insured to the extent that losses are within the policy deductible or exceed |the
amount of insurance maintained. Such losses could have a material adverse’effect on Exelon and

Generation’s financial condition and their results of operations and cash flows. .
T 7‘!‘“ N . . . 5_" ..‘_ X rs;'l j,,:‘-"; 1 "

PECO Accolints Receivable Agreement. . -~ - R A -

" PECO is'partyto an agreement "withb,a ﬁﬁa’h_ciail in_asltitgitibﬁ-fij_nde'r Whi;;h'it 'pan‘slgll or finance with
limited recourse.an undivided interest, adjustéd daily, inup.to,$225 million’ of designated accounts

receivable through November 2010. At December 31, 2008, PECO had, soid a $225 million interest 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 Finar]cial
Assets and Extinguishment of Liabilities—a Replacement of FASB Statement No. 125, (SFAS
No. 140), and a $17 million interest in special-agreement accounts receivable which was accounted for
‘as a’'long-term note payable. At.December 31, 2005, .PECO had' sold .a $225 million interésjt in
accounts receivable; consisting' of a $195 miltion 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 .serwfcing
responsibility for'these receivables. The agreement requires PECO ‘to rmaintain the $225 million
interest,. which,. if :riot: met, :requires :cash, which. would:otherwise -be received by PECO under|this
program,.to be held in escrow until the requirement is.met.. At December 31, 2006 and 2005, PECO.
met this requirement and was not required to make any cash.deposits.” « . . . S .-

i . . - . R [ . [ A .

o ro 1) 4

;- .Beginning in 2007, this. agreement wilt be subject to fthe provisions of SFAS No. 156.-“Accour1 ting
for-Servicing of Einancial;Assets, amendment of FASB-Statement No. 140,” which is not expected to
have a material impact to PECO. - . S PR rEot e e ; i\
V. L - ' [ [ T Lo ' ‘,,’ A

: 1

New Accounting Pronouncements C
See Note 1 of the Combined Notes to Consolidated Financial Statements for information regardiné
NeEwW ac.coun_ging pronounc_:emer]ts. ' )
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QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK - G o

~The Registrants are exposed to market risks associated with.adverse changes in commodlty :
, pnces counterparty credit, interest rates, and equity prices. Exelon's RMC approves risk management
policies and objectives for. _nsk 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 officer,.general" counsel, treasurer, vice president of - corporate planning,. vice,"
president of strategy, vice president 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,' Generation and CornEd) . R

To the extent the amount of energy Exelon generates differs from the amiount of enérgy it has
contracted to sell, Exelon has price risk from commodity price movements. Commaodity price risk is.
associated with price movements resulting from changes in supply and demand, fuel costs, market
liquidity, weather, governmental regulatory and environmental policies, and other factors. Exelon seeks
to mitigate its’ commodlty price risk through the purchase and’ sale of electrlc capamty, energy and
fossil fuels including oil, gas, coal and emission allowances. Wlthln Exelon Generatlon is pnmanly
exposed to commodity pnce nsk with ComEd hawng modest exposure due to the need to purchase
ancnllary serwces

. ¢ - . . B . -,
i P v - N . Ta b

Exelon and Generahon _ ',, S ‘ o "1 . L

In 2005, Exelon and Generation entered mto certain denvatlves 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-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 wifl continue to record income or losses related .to the
mark-to-market gains or losses 6n its derivative instruments and changes 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’ facilities are reflected in Exelon's 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. See Note.12 of.
the Combined MNotes to consolidated Fmancnai Statements for further mformatlon in regards to

-synthetic fuel activity.

A0 LR
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Generation vl

Generation's energy contracts are accounted for under SFAS No. 133. Non-trading contracts”
" qualify for the normal purchases and normal sales exemption 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 exception are recorded as assets or liabilities on the balance sheet at fair
value. Changes in the fair value of qualifying hedge contracts are recorded in other comprehensive
income (OC!), and gains and losses are recognized in earnings when the .underlying transaction
occurs. Changes in the derivatives recorded at fair value are recognized in earnings 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 icsses are 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 earnings. '

Normal Operations and Hedging Activities. Electricity available from Generation's owned of
contracted generation supply in excess of Generation's obligations to customers, including ComEd's
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and PECO's retail load, is sold into the wholesale markets. To reduce price risk caused by market
fluctuations, Generation enters into physical contracts as well as derivative contracts, includgng
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 be’ing
hedged is approximately three years. Generation has estimated a greater than 90% economic-and
~ cash flow hedge ratio for 2007 for its energy marketing portfolio. This hedge ratio represents the
percentage of its forecasted aggregate annual economic generation supply that is committed to f;lrm
sales, including sales-to ComEd's and PECO's retail load. ComEd's and PECQO’s retail load
assumptions are based on forecasted average demand. A portion. of Generation's hedge may_l'be
accomplished with fuel products based on assumed correlations between power and fuel prices, which
routinely change in the market. The hedge ratio is not fixed and will vary from time to time depending
upon market conditions, demand, energy market option volatility and actual loads. During p:eaik
periods, Generation’s amiount hedged declines to meet its energy and capacity commitment§ 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 ?vith
a.ten percent reduction in the annual average around-the-clock market price of electricity would l:lae 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 portfpiio.
Generation expects to 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 portfofio. ‘ ST ‘

Proprietary Trading Activities. Generation uses financial contracts for proprietary trading
purposes. Proprietary trading includes all contracts entered into purely to profit from market |'3rice
changes as opposed-to hedging an exposure. These activities are accounted for on a mark-to-mérket
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 example', the
{imit on open positions in electricity for any forward month represents jess than one percept of
Generation’s owned and contracted supply of electricity. Generation expects this level-of proprietary
trading activity to continue in the future. Trading portfolio activity for the year ended Decembe'r 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 milfion. Generation uses a 95% confidence
interval, one day holding ‘périod, one-tailed statistical measure in calculating its Value-at-Risk‘(\}laR).
The daily VaR on proprietary trading activity averaged $120,000 of exposure over the last 18 months.
Because of the relative size of the proprietary trading portfolio in.comparison to Generation's| total
gross margin from continuing operations for year ended December 31, 2006 of $5,165 miillion,
Generation has not segregated proprietary trading activity in the foliowing tables. The trading polrtfolio
is subject to a risk management policy that includes stringent risk .management limits, including
volume, stop-loss and value-at-risk limits to manage exposure to. market risk. ‘Additionally, the Exelon
risk! management group and Exeion’s RMC monitor the financial risks of the proprietary-tr'ading
activities. = ': - : : : DA :

‘Trading and Non-Trading Marketing Activities: The following- detailed -presentation of
Generation’s trading and non-trading” marketing activities is included to address the recommended
disclosures by the energy industry's Committee of Chief Risk Officer (CCRO)-"

‘ i R PR
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.The following table provides detail on changes.in. Generation’s mark-to-market net asset or liability
balance sheet position-from January 1, 2005 to December 31, 2006. It indicates the drivers behind changes
in the balance sheet amounts: This table incorporates the mark-to-market activities that are immediately
recorded in eamnings as well as the settlements from OCI to earnings and changes in fair value for the
hedging activities that are recorded in accumulated OCl on the Consolidated Balance Sheets. . '

. . it " fl + .o l N 0

PRIV . {

) " Total

Total mark-to-market energy contract net frabllmes at January ; 1 200508 .. i $(145)
Total:change in fair value during.2005 of contracts recorded inearnings ................... . .108
Reclassification to realized at settlement of contracts recorded inearnings ...... .......... (105)
Reclassification to realized at settlement-from OCl . ... .......... ... e e " 583
Effective portion of changes in fair value—recorded inOCl ................. B, . (879)
Purchase/sale/disposal of existing contracts or. portfolios subject tg mark to-market .......... - (102)
Total mark-to-market énergy contract net liabifities at December 31,2005@ ........ . (5400
Total change ini fair value during 2006 of conitracts recorded in earnings ................... 4
Reclassification to realized at settlement of contracts recorded in earnlngs. N 66
Réclassification to realized at settlement from OCI . ... ... 0L U -+ 146
Effective portion of changes infairvalue—recorded inOCt .. ... ..... . ....... e .o 788
Purchaselsateldlsposal of exrstlng -contracts or portfollos subject to mark-to-market . N ).
Total'mark-to-market energy cohfract net assets at December 31, 2006 A S ... %499

(a) Includes a $39 million, liability relatecl to Slthe and the related mark- to-market expense which were reclassified to
dlscontlnued operatrons &

. . )
b L 3 . !

“The followmg table detalls theé balance sheet classification of the mark-to-market energy contract
net assets (Irabllltles) recorded es of December 31 2006 and 2005

Decemher 31, 2006 Dacember31 2005

Currentassets ...5 . ... i il i e - -$ 1,408 $ 916
Noncurrent assets™ . .. ... .. L P ' 171 286
" Total mark-to-market énergy contract assets ............ Tl 1,579 1,202
Current liabilities . . . . . et e e #(1,003) o, (1,282)
Noncurrent liabilities . . . . . e PR S S, . LI - (460)

- Total mark-to-market energy contract liabilities ... 0. (1,080) - - (1,742)
Total mark-to market energy contract net assets (lrabllmes) ..... T $499 T $ (540) |

- The‘majority of .Generati_on’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 market for the commodity.” The terms for which such
price information is available vary-by commodity, region and product. The remainder of the assets
represents contracts for which external valuations are,not available, primarily option contracts. These
contracts are valued using the Black model, an industry standard option valuation model. The fair
values in each category reflect the level of forward prices and volatility factors as of December 31,
2006 and may change as a result of changes in these factors. Management uses its best estimates to-
determine the fair value of commodity and derivative contracts Generation holds and selis. These
estimates consider various factors including closing exchange and over-the-counter price quotatlons
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 marketlng and trading activities
and such variations could be material.

96




The following table, which presents maturity and source of fair value of mark-to-market energy
contract net assets (liabilities), provides two fundamental. pieces of information. First, the table provrdes
the ‘source of fair. value. used in determrmng the carrylng amount of Generation’s total mark-to market
asset or fiability. Second, the table provrdes the matunty by year, of Generatlon s net assets
(Irabllrtres) giving an lndlcatton of when these mark-to—market amounts will settle and either generate
or require cash

" L - S S s I Lo ’ .. ot :

[ug L) -

Maturities within-

oo A ‘ 2092and  Total Fair
(in millionis) #¢ N Tt 2_007 2008 12009 " 2010 2011 “‘Beyond _Value '
Normal Operatrons qualifying cash ﬂow hedge Lo ‘ Lo e Y ~
- - contracts (a) ) =T l". ‘.- : 7“ - _' ., . -. . 'u‘. : ' . .
Acttvely quocted prices .......... U o0 8 (4) S R — $— %4
‘Prices providéd by other external sources 345 59 -14 V1 — 7 '— 419
Total ........ $341 ,$5'9$14$ 1 $—— $—  $415
Normal Operations, other derivative contracts ®: . .+~~~ e, '
Actively quoted prices ................... $(122) $25 $ (1) $— $—— $— $(98)
Prices provided by other external sources ... . 232 — 1 — — 233
Prices based on model or other valuation . . ., . NV .
methods .. ... .. . B ) - = = = {51)
Total .......... SRR e $- 60 $ 24 $— $— s— $— $/84
T SR e Tt
(a) Mark to- market gains and losses on -contracts thal qualify as. cash—ﬂow hedges are recorded in other- comprehenswe
|ncome ) . N

{b) Marlc-to-market gains and Iosses on other nen- tradrng and tradrng denvatwe contracts that do not quallfy as cash flow
hedges are recorded in earnings.

The table below provides détails of effectrve cash-flow hedges under SFAS No. 133 mcluded in
the balance sheet as of December 31, 2006, The data in the table gives an indication of the magnrtude
of. SFAS No. 133 hedges Generation has in place; however, since under SFAS No. 133 not all hedges
are recorded in OCI the table doe€s not provide an all-encompassrng picture of Generatlon S hedges
The table also includes a roll-forward of accumulated OCH. related to cash-flow hedges for the years
ended December 31, 2006 and December, 31, 2005, ‘providing insight into the dnvers of the changes
(new hedges entered into during the perrod and changes inthe value of existing hedges) Information
. related to energy merchant actlvmes is presented separately from interest- rate hedgrng activities.

- Total Cash-Flow Hedge OCI Activity, Net of Income Tax

R AR S e T . . : Interest- -
L} ' . L os . . . Power Team .. Rate and

; . Lt _ Normal Operations and Other . Total Cash-

(inmillions) '+ * . - ! r - .- Hedglng Activities - - Hedges - Flow Hedges
' Accumulated OCI derivative loss at January 1, , . ' .

2005 ... .. R el T 83Ty %9 8(146).
Changes |n fair value ..... IR 7 (833) 5 (528)
Reclassn‘" catrons from OCl to net: mcome ce 356 - C = 356
Accumulated OcCl denvatwe loss at December N, L )

2005 .. e e (314) ’ (4) (318)
Changesinfairvalue .................... ... ... 476 1 477
Reclassifications from OCl to netincome .......... 88 — |88
Accumulated OCI derivative gain (loss) at

$ 250 $ (3) 247

December31,2006 .........cciiviiennnvnn-.

|
|




. ComEd o oL "

ComEd has derivatives related to one wholesale contract and” certaln other contracts to manage
the market price exposures to several wholesale contracts that exténd 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 value 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 several 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 earnings when
the underlying transaction occurs. As of Decémber 31, 2008, the fair value of this contract of $6 million
was recorded on ComEd s Consgclidated Balance Sheet as a current Icabillty

ComEd has exposure to commodrty prlce nsk in reiatron to ancillary services that are purchased
from PJM. : s ‘

Credit Risk (Exelon, Geheration, ComEd and PECO) .
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 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 to change
based on the credit worthiness of the new and existing counterpanies, 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 defauit and, in the event of a bankruptcy fi Iing by
ComEd or Ameren, a risk that the bankruptcy may result in rejection of contracts for the purchase of
electricity. A default by ComEd or Ameren on contracts for purchase of electncrty, ar a rejection of
those contracts in & bankruptcy proceedrng, could result in a disruption in theé wholesale power
markets. For additional information on the lllinois auction, the proposed legislation and the various
regulatory proceedrngs see Note 4 of the Combined Notes to Consolldated Financial Statements. '

Generatron manages counterpar’ty credit rlsk through established policies, including counterparty
credit limits, and in some cases, requiring deposits or letters of credit o be posted by certain
counterparties. Generation's counterparty credit limits are based on a scoring model that considers a
variety of factors, including leverage, liquidity, profitability, credit ratings and risk management -
capabilities. Generation has entered into payment netting agreements or enabling agreements that
allow for payment netting with the majority of its large counterparties, which reduce Generation's
exposure to counterparty risk by providing for the offset of amounts payable to the counterparty against
amounts receivable from the counterparly. The credit department monitors cufrent and forward credit
exposure to counterparties and their affiliates, both on an individual and an aggregate basis.

H
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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 Ithel.
counterparties and provide guidance on the concentration of credit risk to individual counterparties elmd
an indication of the maturity of a company's credit risk by credit rating of the counterparties. The figures

-in the tablés below do not include sales to' Generation’s affiliates or ‘exposure through RTOs and

Independent System Operators (ISOs) wh.ic'h' are discussed below,
.~ - Total . Number Of . . Net Exposure Of
. ) Exposure ' Counterparties Counterparties
‘ - - .- Before Credit  Credit’ Net < Greaterthan 10% Greater than 10%
Rating as of December 31, 2006 (= Collateral Collateral Exposure of Net Exposure of Net Exposure
Investmentgrade ............... $1,005 $268 $737° 1. $95
Non-investment grade ........ . . 63 - 9 44 . — —_
No external ratings - - .
Internally rated—investment T o
grade ........ e e o100 1 9 — —
Internally rated—non- . - N !
investmentgrade .. .:...... °~ . 4 3 1 - —
Total \........... Lo sior2 $2817 $791 1: ° $ 95
' ¥ Lt . =" _
{a} T_His table does not include accounts receivable exposure. !
et - T Tetal . e Number Of Net Exposure Of
R ! . Exposure . S Counterparties , Counterparties .
ST Before Credit  Credit ° ' Net Greater than 10% Greater than[10%
Rating as of December 31, 2005 . Collateral  Collateral Exposure of Net Exposure of Net Exposure
Investment grade ............. L. $472° - $53 - $419 2 - 7 3147}
Non-investment grade .......... . .60 hN 49 — —_
No external ratings - s " .
Internally rated—investment .
grade ........... ... 41 — Y —
Internally rated—non- ’
investmentgrade . . ........ © 38 — 38 . = —
Total.......ooounnn iy 8811 $64 8547 .27 $147
(a) This 1ab[e_doés not include accounts r'edé.iva'b|é e:'(posurél N .
: . Matarity 6f Credit Risk Exposure
: . : - . Exposure  Total Exposure
. . TR Less than . Greater than Before Credit -
Rating as of December 31, 2006 (* R 2Years 2-5Years _ 5Years Collateral
- - . - £ . - 1 :
Investmentgrade .............. o e e - -.%944 - -$ 861 b . $1,005
Non-investmentgrade ............ e iioes, o 40 13 - i 53.
No external ratings . ‘ l
Internally rated—investment grade ........ e 10 — — 10
Internally rated—non-investment grade .. . ... .. 3 1 - |4
TOtAl - . oo e I $997 - $75 $— $1,072

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

— N - ‘

Collateral, As part of the normal course of busir;ess, Generation routinely. enters into physical or
financially - settled contracts .for the purchase ‘and sale of capacity, energy, fuels "and emis:sions
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
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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 below investment grade, it is
possible that a counterparty would attempt to rely on such a downgrade as a basis for making a
demand for adequate assurance of future performance. Depending on Generation's net position with a
counterparty, the demand could be for the posting of collateral. In the absence of expressly agreed-to .
provisions that specify the collateral that must be provided, the obligation to supply the collateral
requested will be a function of the facts and circumstances of the situation at the time of the demand. If
Generation can reasonably claim that it is willing and financially able to perform its obligations, it may
be possible to successfully argue that no collateral should be posted or that only an amount equal to
two or three months of future payments should be sufficient.
t

Generation selis output through bilateral contracts. 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 resuits 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 lllinocis 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 millicn of collateral deposit payinents being held by
counterparties and Generation was holding $273 million of collateral deposns received from
counterparties. <

RTOs and 1SOs. Generation participates in the following established, real-time eneriqy markets
that are administered by: PJM, i1SO-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 seilers 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 solely through
bilaferal agreements. For sales into the spot markets administered by an RTO or 1SO, the RTO or 1SO
maintains financial assurance policies that are established and enforced by those administrators. The
credit policies of the RTOs and ISOs may under certain circumstances require that losses arising from
the defauit of one member on spot market transactions be shared by the remaining- participants.
Non-performance or non-payment by a major counterparty could result in a material advérse impact on
Generation’s financial condition, results of operations or net cash flows.

N

ComEd and PECO

Credit risk for GomEd and PECO is managed by credit and collectlon por:mes which are consistent
with state regulatory requirements. ComEd and PECO are each currently obligated to provide service
to all electric customers within their respective franchised territories. ComEd and PECO record .a
pravision for uncollectible accounts, based upon historical experience and third-party 'studies, to
provide for the potential loss. from nonpayment by these customers. ComEd is currently upable 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
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provision for uncoflectible accounts in 2006 as compared to 2005 as a-result of higher average
accounts receivable balances in 2006 resulting, from increased revenues, changes in PAPUC-
approved iegulations: rélated to customer payment terms and ‘an increase in the number of low-income
custorners participating in.customer assistance programs, which allow for'the forgiveness of =c':_e_rtéin
receivables. PECO's provision for uricollectible accounts will continue to be affected by changes in
prices as well as changes in PAPUC régulations. For the year ended December 31, 2006, ComEd's
ten largest custor‘her.s,re'p're'sented approximately 3.5% of its electric revenues and PECO's ten largest

customers represented approximately 5.9% of its retail electric and gas revenues.
P . " s ot

Under Pennsylvah‘i‘a“,s"(;ombetition Act, licensed entifies, including competitive electric generation
suppliers, may act as agents to provide a singlgbill.and provide associated billing and collection
services to retail customers located in PECO’s refail 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 parties to collect such
receivables from the customers. . * A : - '

Exelon

-

Exelon’s consolidated balance sheets included a $529 million net investment in direct financing
leases as of December 31, 2006. The investment in direct financing leases represents future mjnimum
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 coilateral ancri credit
enhancement measures including letters of credit, surety bonds and credit swaps issued by high credit
quality financial institutions. Management regularly evaluates the credit worthiness - of Exelon’s

counterparties to these direct financing leases. :

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

Variable Raté Debt. The Registrants use a combination of fixed-rate and variable-rate idebt to
reduce interest-rate exposure. The Registrants may also use interest-rate swaps when qeemed
appropriate to adjust exposure based upon market conditions. Additionally, the Registrants may use
forward-starting interest-rate swaps and treasury rate locks to jock 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-rate lhedges
outstanding. As of December 31, 2006, a hypothetical 10% increase in the interest rates associated
with 'variable-rate debt would result in a $4 million, $2 million, $1 million and $1 million decrease in
Exelon's, Generation’s, ComEd's and PECQ’s, respectively, pre-tax earnings.

Fair-Value Hedges. During 2006, ComEd settled 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 settled its interest-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 other, net within the
‘Consolidated Statements of Operations and within Cash Flows From Investing Acti\}ities‘ 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 losses of $39 million which will be
recorded as additional interest expense over the remaining life of the related debt.
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Equity Price Risk (Exelon and Generation) PR DR WA

" Exelon and Generatlon ‘maintain trust funds as requnred by the NRC to fund certaln costs of
decommlssromng Generahon s .nuclear pIants As ‘of December 31, 2006 Generatlon $
decommlsswnlng trust funds are reflected at fair value on :ts Consolldated Balanice Sheets. The mix of
securities in the trust funds is demgned to provrde returns 1o be used to fund decommtss:omng and to
compensate Generation for inflationary mcreases in decommnssnonrng costs; ‘however, the equity
securities in the trust funds are exposed to price fluctuations in equny markets and the value of fixed-
rate, fixed-income securities are exposed to changes in interest rates. Generation actively monitors the
investment performance of the trust funds and periodically reviews, asset aftocation jin accordance with
Generation’s nuclear decommissioning trust fund investment pohcy A hypothetlcal 10%_increase in.
interest rates and decrease in equrty pnces would result in.a $460, m:lllon reductlon in the falr value of
the trust assets; . .

. . . .- L LI
L i - . ..‘ L |

-

Exelon and Generation maintain trust assets associated with defi ned benef t pensron and other
postretirement benefits. See Defined Benefit Pension and QOther Postretirsment Benefi ts’in the' Critical
Accounting Estimates section for information regarding the pension and other postretirement benefit
trust assets. . . "

"
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-Frnancral Information supplement

CERTIFICATIONS s SR

The CEO of Exelon has made the required annual certrflcatlons for 2006 to the New York Stock
Exchange and the Philadelphia Stock Exchange that Exelon is in compliance with the listing sfandards
of those exchanges. The CEO and CFO have filed with.the SEC all required certifi catrons‘ under
section 302 of the Sarbanes-Oxley Act of 2002. These certrf catrons are filed as Exhibits 31-1 and 31-2
to Exeton's 2006 Form 10-K. ‘ C e ce .. )

FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA o
, Nianagement's Report on Internal Control Over Financial Réporting

The management of Exelon Corporatron {Exelon) is responsrble for estabhshlng and maintaining
adequate internal control.over financial reporting. Exelon’s internal control over financial reportrng 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 accountrng pnncnples
generally accepted in the United States of America. t

Because of its .inherent limitations, internal control over financial reporting may not prevent or
detect misstatements. Also, projections of any evaluation of effectiveness to future periods are subject
to the risk that controls may become inadequate becauseof changes in. condltlons or that the degree
of complrance with the polrcres or procedures may deter:orate . v
- "t .

_ Exelon's management conducted an assessment of the effectrveness 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 |ssued by the Committee of Sponsonng
Organizations of the Treadway Commission. Based on “this- assessment, Exelon’s mana'gement
concluded that, as of December 31, 2006 Exelons mternal control ‘over t” nancial reportrng was
effective. .o ' " :

Management's assessment of the effectiveness of Exelon’s internal control over financial reportmg
as of December 31, 2006 has been audited by PricewaterhouseCoopers LLP," an mdependent
registered public accounting firm, as stated in their report which appears on the next page of thls

t

February 13, 2007 °
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Report of Independent Registered Public Accounting Firm

To The Shareholders and Board of Diréctors of Exelon Céfporation: .

We have completed integrated audits of Exelon Corporation's consolidated financial statements and of
its’internal control over financial reporting-as 6f December 31, 2006, in accordance with the standards
of the Public Company Accounting Oversight Board (United States) Our opinions, based on-our audits,
are presented below.

Consolldated financial statements

- )
L.I - .

In our opinion, the consolldated baiance sheets and the related consolidated statements of operations,
comprehensive income, shareholders’ equity and cash flows present fairly, in all material respects, the
financial. position 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, 20086 in conformity with accounting principles generally accepted in the United States of
America. These financial statements are the responsibility of the Company’s management. Cur
responsibility is to express an opinion on.these financial statements based on our audits. We
conducted our. audits of these statements in accordance with the standards of the Public Company
Accounting Oversight Board {United States).-Those standards require that we plan and-perform the
audit to obtain reascnable 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 helieve that our audits provide'a reasonable basis for our gpinion.

As dlscussed in Note 1 to the consolldated fi inancial statements Exelon Corporatlon changed its
method of accountlng for conditional asset- retnrement 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 rep'o_rting . N
Also, in our opinion, management s assessment included in Management's Report 6n Internal Control
Over Financial Reporting appearing on the previous page of this Financial lnformation supplement, that
the Company maintained effective internal control over financial reporting as of December 31, 2006
based on criteria established in Internal Control—Integrated Framework issued by the Commitiee of
Sponscring Organizations of the Treadway Commission (COSO), is fairly stated, in all materiat
respects, based on those criteria. Furthermore, in our opinion, the Company maintained, in all material
respects, effective internal control over financial repaorting as of December 31, 2006, based on criteria
established in /nternal Control—Integrated Framework issued by the COS0. The Company's
management is responsible for maintaining effective internal control over financial reporting and for its
assessment of the effectiveness of internal control over financial reporting. Qur 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 cur audit of internal contro! over
financial reporting in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether effective internal control over financial reporting was maintained
in all material respects. An audit of internal control over financial reporting includes obtaining an
understanding of internal control over financial reporting, evaluating management’s assessment,
testing and evaluating the design and operating effectiveness of internal control, and performing such
other procedures as we consider necessary in the circumstances. We believe that our audit provides a
reasonable basis.for our opinions.
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A company’s internal control over financial' reporting is a process ‘designed to provide reasonable
assurance regarding the reliability of fi nancial- repomng and the preparanon of financial slatements for
external purposes in accordance with generally acceptéd accounting principles. A company'’s mternal
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 transactlons and
dlsposmons of the assets of the company; (i) provide reasonable assurance that transactlons are
recorded as necessary to permit preparation ‘of financial statements in ‘accordance , with. generaily
accepted accounting principles, and that receipts and expenditures of the company -are being made
only in accordance with authorizations of management and directors of the company; and (iii) prowde
reasonable assurance ‘regarding prevention or timely detection of unauthorized acquisition, use or
dlsposmon of the company’s assets that could have a matenal effect on the ﬁnanc:al statements-

Because of its.inherent limitations, internal control over financial reportmg may not prevent or detect
. misstatements.' Also, projections of any evaluation of effectiveness to future’periods are subject to the

risk that controls may .become inadequate because of changes in condltlons or that the: degree- of
comphance wnth the policies or procedures may deteriorate. _ T e
‘ ! oL v . . ) ks :_~_G o TS
PricewaterhouseCoopers LLP ' :
Chicago, Hlinois™  ...7-,
. February 13, 2007 e . . , .
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.-Exelon Corporation and Subsidiary Companies

-

Consolidated Statements of Operations

l

’

For the Years Ended

December 31,

(in millions, except per share data) A ) ) 2006 2005 - 2004
Operating revenues.. .:...... B O S A co.o oo $15,655° $15.357 $14,133
Operating expenses - o . - .
Purchased power. ............. e e e . 2883 3162 2,709
Fuel ............. e e N cae e 2549 2,508 2,220
Operatingand maintenance . . ... ............. ... ... iiveiiii. 3,868 3,694 3,700
Impairmentofgoodwill ..................... e e 776 1,207 —
Depreciation and amortization . ... ....... e e e 1,487 1,334 1,295
Taxes other than Income ... .. e e 771 728 710
Total operating expenses ................ e e 12,134, 12,633 10,634
Operatingincome .. .................. e e T e Do 3521 2724 3,499
Other income and deductions : - . . I
Interestexpense ........................ e e (616) (513) (471)
Interest expense to affiliates, net . ............ ... ..o (264) (316) (357)
Equity in losses of unconsclidated affiliates . .......... ... ... ... . ... s (111) (134) (154)
Other, net ... ... ... e 266 134 60
Total otherincome and deductions ........ ... ... ... . ... ... {725} .  (829) (922)
- Income from continuing operations before income taxes and minority s
1Y (=1 =11 PN 2,796 1,895 2,577
IMCOME AXeS . . . .. e [N 1,206 944 713
Income from' continuing operations before mmorlty |nterest ............. L. 1,580 951 1,864
Minority interest ... ... ... ... i — — 6
Income from continuing operations ........................... R, 1,590 951 " 1,870
Discontinued operations
Loss from discontinued operations {net of taxes of $0, $(3) and $(40),
respectively) ... ... ... L L. (2) (4) {61)
- Gain on disposal of drscontlnued operations (net of taxes of $2, $6 and $19,
respectively) ...... ..z 4 18 32
Income (loss) from discontinued operations . ......... ................... 2 14 (29)
income before cumulative effect of changes in accounting principles ... .... - 1,592 965 1.841
Cumulative effect of changes in accounting principles (net of income taxes
of $0, $(27) and $17, respectively) ... ... .. ... . ... . ... .. i, — (42) 23
Netincome .............. ... it $1592 $ 923 % 1,864
Average shares of common stock outstanding . ’
' BasiC ........0 . .o e e 670 669 661
Diuted ............ ... .. ... ... e e 676 " 876 669
Earnings per average common share—basic: >
Income from continuing operations . .......... ... o i, $ 237 $§ 142 $ 283
Income (loss) from discontinued operations . ......... ... ... .. oL — 0.02 {0.04)
Cumulative effect of changes in accounting prmCIples .................... — (0.06) 0.03
CNELINCOME . oottt e e e e e e e $§ 237 § 138 § 282
Earnings per average common share—diluted: o
Income from continuing operations ......................... PP $ 235 $ 140 $§ 279
income (loss) from discontinued operations . ... ... ol —_— 0.02 (0.04)
Cymulative effect of changes in accounting principles . ... ................ — (0.06) 0.03
NetiMCOME ...t i et i e e e $ 235 % 136 & 278
Dividends per commonshare . ................. S ... % 160 $ 160 S 126

See Combined Notes to Consolidated Financial Statements
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Consolidated Statements of Cash Flovirs '

{in' millions)

Cash flows from operating activities - _ :
NetINCOME ... .. ittt iiiie e e
Adjustments to reconcile net income to net cash flows provided by operatmg

activities: -~ o

- Depreciation, amortization and accretion, mcludmg nuclear fuel .......... P
Cumulative effect of changes in accountmg principles {net of income taxes) ...
Impairment charges AU P
‘Deferred incomé taxes and amortization of investment tax credits ............

Net realized and unrealized mark-to-market and hedging transactions ........ .
Other non-cash operating activities ... . .. R

Changes in assets and liabilities:
Accounts receivable .......... e PR AU
IVENIOMIES . v vt s a s e e e e e e e
_ Accounts payable, accrued expenses and other current liabilities ..........
Counterparty collateral asset ... ... U e

« Counterparty collateral liability ...........

L Incometaxes ...
*  Pension and non-pension postretirement benefit contnbutlons ..... AT
Otherassets and liabilities .. ........ ... . i

Net cash flows provided by operating actwnties .................... PERRRUT

Cash flows from investing activities -
Capital expenditures . ...... 0. oo e
" Proceeds from nuclear decommmsnonmg trustfundsales . ..................
Investment in nuclear decommissioning trustfunds . ......... ... ... oo
Acquisitions of businesses, net of cash acquired ....... AR o
Proceeds from sales of investments, long-lived assets and wholly cwned
subsidiaries, net of $32 of cash sold during 2005.. . ............... e

Change in restricted CASN .. ... .. ...t e et eiaaiaeaie et

Other investing activities .. ..., S o
Net cash flows used in investing activities ........................ .

Cash flows from financing activities
Issuance of long-termdebt . ... ... e e e e
Retirement of longtermdebt ... ... . .. ...
Retirement of long-term debt to financing affiliates ........................
Issuance of short-termdebt . ... ... ... ... ... PP
Retirement of short-termdebt ........... ...
Change in short-termdebt ........... .. ... . ... oo, U
Dividends paid on common stock e e e
Proceeds from employee stockplans .......... ... .. ... oo -
Purchase of treasury stock . .......... e e o e
Other financing activities . . ... ... .0 i

Net cash flows used in financing activities . . e

- Increase (decrease) in cash and cashequivalents . . ........................
Cash and cash equivalents at beginningofperiod .........................

" Cash and cash equivalents atend of period ........... ...
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Exelon Corporation and Subsidiary-Compar!ies'_*

For the Years Ended

December 31,

2006

2005

2004

$1592 § 923 $1,864

See Combined'Noteé to.ConsoIidlated Financial-Statements

2,432 1,967 ..1,933
894 1,207 1
73 493 | 202
(83 . (30) | 49
197 423, | 461
(62)  (279) | {(123)
(59) '(118) (60)
et 172 | 133
259  (244) - | 42
. 172 57 | 31
69 138 293
(180) (2,225) | (580)
(236)  (379) . 165
4835 ° 2,147 ]4,398
(2.418)  (2,165) |(1.921)
© 4793 5274 2320
(5,081). (5,501)- (2,587)
2 o107, | 381
{9) 21 52
(49)  (126) 16
(2.762) (2,487) {(1,739)
1370 1,788 | 232
(402)  (508) | (1,629)
" (910)  (835) | (728)
— 2,500 —
(300) (2200) | —
(685) 500 164
C(1,071)  (1,070) | (831)
184 222 240
(186) - (362) (82)
11 (54) 7
(1,989  (19)] (2,627)
84  (359) 32 .
140 499 | - 467
$ 224 $ 140 [$ 499




Exelon Corporation and Subsidiary Companies-

:Consolidated Balance Sheets

December 31,

(in-millions) ' * 72006 2005
Assets 7 S IR
Current assets - — o s '
Cashandcashequivalents . ....... ... ... . . ... .. ... .. iiio.., $ 224-% 140
Restricted cash and investments ........ P e e 58 - 49
Accounts receivable, net St : o )
Customer-..... e e e T Toe4u747 - 1,858
Other ..o I, e 462 " 337
Mark-to-market derivative assets . ... ........ PR e PR 1,418 ‘916
Inventories, net, at average cost T o
Fossilfuel ....... ... e P - 300 311
Materials and supplies ................. e 431 351
Deferred income taxes ... ... e e e . ,—. - 80
Other........................ R R R T T TP UI N - 595
Total currentassets . ....... .. .. .. . e ", 4,992 » - 4,637
Property, plant and equipment, net .......................c..cooiiii,i, 22,775 21,981
Déferred debits and other assets _ A <
Regulatoryassets ............. ... ... ... ... .... e e 5,808 4,734
Nuclear decommissioning trust funds ........... e P .. 6415 5585
. Investments .......... ... e PR .. 643 613
Investments in affiliates ... .................... e e S 167 200
Goodwill ......... .. i e sl 2,694 3,475
Mark-to-market derivative assets ........ LU e ST 171 371
Other . ...... ... ... ... . ... .. .. e e e e e e - + 654 1,201
-Total deferred debits and otherassets ............. e 16,552_ 16,179
Total assets ... .. e e e e e e e e . $44.319 . $42,797
by . . T N . .
- - " )
a 1- ' .
) 4 R n [T
' i - -
1 A r

See Combined Notes to Consolidated Financial Statements
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Exelon Corporation and Subsidiary Companies ' -

See Combined Notes tQ.ConsoIidated'Fina_nciél Statements
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<o ol Consolidated Balance Sheets « 0 pe L
. December 31,
(in m1||tons) . , 2006 2005 _
Liabilities and shareholders equity : " w1
Currenit liabilities” ‘- - g I
Commercial paper and notes payable ........ e U .. § 305 § 1,29
_Long-term debt due withinone year .. ... ... e ..o 248 T 407 -
‘Long-term debt to ComEd Transitional Funding Trust and PECO Energy T
Transition Trust due withinone year..........o..ooooi ooy L. 681 T 507
Accounts payable ............... e D 1382 1467
Mark-to-market derivative liabilities : ... ... ... e T 1,016 0 1,282
ACCTUEH BXPENSES . .. . o P SR . " 1,180 1,005
Y Other ..., SR S R 1084 605
Total current liabilities . .......:.............. iiiiiio. 5795 6,563
Long-term debt ... ... .......ooerersr.] DD ST - 8,896 7,759
Long-term debt due to ComEd Transmonal Fundmg Trust and PECO.Energy = + . | :
TranSItlonTrust......:.............._ .............................. T 2,470 3,456
Long-term debt.to other financing trusts ................ P 545 545
Deferred credits and other liabilities ) , N - i
Deferred income taxes and unamortized tax credlts ...................... ... 5424 5,078
Asset retirement obligations .......... e e 3,780 5 4,157
Pensionobligations ....... ... .. .. .. Y £ Y , 268
- Non-pension postretirement benefits obligations ............... e . 1,817 1 014
Spent nuclear fuel obligation . ... wee L. 950 | 906
Regulatory liabilities . .. ...................... T 2,975 2;518
Mark-to-market derivative liabilities ......... e e . 78 |~522
0L T PP 782 v 798
. Total deferred credits and other liabilities .............. et " 16,553 - 15,261
Total liabilities ...~ ... .... P . N S 34,259 33584
Commitments and contingencies ' L PTTY
Minority interest of consolidated subsidiaries ...............:...... P - . 1
Preférred securities of subsidiaries .. .......................... B :;..' o, 87T | 87
Shareholders’ equity ' "
- Common stock (No par value, 2,000 shares authorized, 670 and 666 shares P |
outstanding at December 31, 2006 and 2005, respectively) . .. .......... 1 8,314 7,987
Treasury stock, at cost (13 and'9 shares held at December 31, 2006 and _ N
2005, respectively) . ... ... . e e <. (630) | |(444)
Retained earnings 3,426 - 3,206
;. Accumulated other comprehensnve loss, net................: e (1,137) (1,624)
. Total shareholders’ equity .. ............ DU BT leloo T 9,973 4 92125
Total liabilities and shareholders’ equity .. ... U S $44:319 $42,797
' - : - iR . U * ‘ s 1 —




- Exelon Corporation and Subsidiary Companies

Consolidated Statements of Changes in Shareholders"Equity

-

(Dolla;'s in million's,
shares in thousands)

Balance, December 31, 2003 . . ..
Netincome .................. |

_ Long-term incentive ptan
activity .............. PP X

Employee stock purchase pIan
issuances...... e

Common stock purchases .......

Common stock dividends

. declared ........ L .

Adjustments to accumulated other
comprehensive loss due to the
consolidation of Sithe ... ......

Other comprehensive loss, nef of .

income taxes.of $(190) .. .......

Balance, December 31, 2004 . . ..

Netincome ...................

Long-term incentive plan

Tactivity ...

Employee stock purchase plan

S issuUAancesS . ... ...

Comman stock purchases .......

Common stack dividends
declared”....................

Other comprehensive loss, net of
income taxes of $(127) ........

Balance December 31, 2005 .
Netincome ................. T
Long-term incentive plan _
Cactivity ... ;

_ Employee stock purchase plan

ISSUANCEeS . ... ..
Common stock purchases .. ... ...
Common stock dividends -

declared ............... .

Adjustment to initially apply SFAS

+ No. 158, net'of income taxes of

$773 ... e -
Other comprehensuve income, net
of income taxes of $1,179 ... ..

Balance, Dédél;nber 31,2006 . ...

Accumulated

- . Other Total
issued Common Treasury Retained Comprehensive Shareholders'
Shares Stock Stock Eamings Income {Loss) Equity

656,366 $7,347 $ — $2,320  $(1,109) $ 8558
— — — 1864 , — 1,864
10,0;13 307 — , | — —_ 307
309 10 — —_ 10
- — (82) — — (82)
_ —_ — (831) —_ (831)
- - - = (6) ()
— — — — (331) (331)
666,688 7,664 (82) 3,353 *©  (1,446) 9,489
— — — 923 — 923
8,862 311 — — — 311
259 12 - - - 12
— —  (362) — — (362)
— — — {1,070) — (1,070)
_ — (178) (178)
675,809 7,987 (444) 3,206 (1,624) 9,125 .
- - = 1592 . — 1,592
6385 313 — — — 313
280 14 — — — ©14
— —  {186) — L, (186)
— —_ —_ (1,372) — (1,372)
—_ —_ — - (1,302) (1,302)
—_ L — —_ - 1,789 -1,789
682,474 $8,314 $(63b) $ 3,426 (1,137) $9,973

See Combined Noles to Consolidated Financial Statements
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Exelon Corporation and Subsidiary Companies

) :C’oﬁs'olidated Statements of Cgmpréhéhsi\}e Income

For the Years Ended
December 31, |

(in millions) L . Tze0s_ 2005 2004

Netincome .......... e O TRR 81592 $923 ' $1,864
Other comprehensive income (loss) : . « e
Minimum pension liability, net of income taxes of $674, $3, and $(228) 7 ‘
respectively ........ ... .0 0 L 1,138 10 (392)
Net unrealized gain (loss) on cash-flow hedges net of income taxes of .
$368, $(133), and $6, respectwely ............................. 561  (199) 8
Forelgn currency translation adjustment, net of income taxes of $0, $(1}, o .
and $1, respectively ... ... .. o e — 3) -1
Unrealized gain on marketable securities, net of i income taxes of $137,
. 84, and $31, respectively .. ......-....... e NP e 92. + 14 | .82
State income tax rate alignment ........... e (2) — .| =
Other comprehensive income (Ioss) P L : 1,789 {(178) | (331)
Comprehenswe income ..Ul o R PR $3,381. $745 $1,533
En 4 B
.r'
See Combined Notes to Consolidated Financial Statements
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Exelon Corporation and Subsidiary Companies
Exelon Generation Company, LLC and Subsidiary Companies
Commonwealth Edison Company ahd’ Subs:dlary Companies

PECO Energy Company and Subsidiary Companies

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

i . N - ) Lo

1 Significant Accountmg Pollmes : RS
‘Description of Business (Exelon Generatlon ComEd and PECO)

Exelon Corporation (Exelon) is a_ utility services' holding company engaged through its
subsidiaries, in the generation, energy delivery and other businesses discussed below. The generation
business consists of the electric generatirig facilities, the wholesale energy marketing operations and
compelitive retail sales operations of Exelon Generation Company, LLC (Generation). The energy
delivery businesses include the purchdse and regulated retail and wholesale sale of electricity and the
provision of distribution and transmission services by Commonwealth Edison -Company (ComEd) in
northern Hlinois, including the City of Chicago, and by PECO Energy Company (PECO) in southeastern
Pennsylvania, including the City of Philadelphia, and the purchase and regulated retail sale of natural
gas and the provision of distribution services by PECO in the Pennsylvania counties surrounding the
City of Philadelphia: Exelon sold or wound down substantially afl components of Exelon Enterprises
Company, LLC (Enterprises) in 2004 and 2003. As a result, as of January 1, 2005, Enterprises is na
longer reported as a segment. See Note 2—Acquisitions and Dispositions for information regarding the
disposition of businesses within the Enterprises segment and Note 20—Segment Information for
information regarding Exelon’s operating segments. :

Basis of Presentation (Exelon, Generation, ComEd and PECO)

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

Exelon owns 100% of all significant consolidated subsidiaries, either directly or indirectly, except
for ComEd, of which Exelon owns more than 99%; PECO, of which Exelon owns 100% of the common
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 majority-
owned investments as minority interests in its consolidated financial statements.

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

ComEd's consolidated financial statements include the accounts of ComEd and Commonwealth
Edison Company of Indiana, Inc. Edison Development Canada Inc. {(EDCAN) and Ediscn Finance
Partnership (EFP) were consolidated prior to their accounting liquidation.in 2005 and are pending legal
dissolution, which is expected in 2007. All intercompany transactions have been eliminated.
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-Reclassifications (Exelon, Generatlon ComEd and PECO)

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 Financial Statements—{Continued)
(Dollars in-millions, except per share data unless otherwise noted)

PECO’s consolidated financial statements include the accounts of its subsidiaries, mcludlng ExTel
Corporation, LLC, Adwin Realty Company and PECO Wireless, LP, except certain financing trusts' as
described below. All mtercompany transactlons have been eliminated. : RN N

T

In accordance with Financial Accounting: Standards Board (FASB) Interpretatlon No: (FIN) 46
(revised December 2003), “Consolidation of Variable interest Entities” (FIN 46-R), Sithe Energles 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 Slthe on
January 31, 2005. Additionally, certain trusts and limited partnerships that are financing sub5|d|anes of
ComEd and PECO have issued- debt or mandatorily ‘redeemable preferred securities. Due to the
adoption of FIN 46-R, these subsidiaries are no longer consolidated as of December 31,:2003, or as of
July 1, 2003 for PECO Energy Capital Trust 1V (PECO Trust IV). Seé “Variable Interest Entities”|below
for further discussion of the adoption of FIN 46-R and the resultmg consohdatlon of Slthe and the
deconsolldatlon of these fi nancmg subsndlanes A . :

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

Yoo

b

Certain prior year amounts have been reclassﬂ' ed in, the financial statements for compclrativ_e
purposes. 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 Umted
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 penod
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 jasset
retirement obligations, inventory reserves, allowance -for doubtful accounts, goodwill -and, asset-
impairments,, pension and other postretirement benefits, derivative , instruments, fixed . 'asset
depreciation, environmental costs, taxes, severance and unbilled energy revenues. _—

Accountmg for the Effects of Regulatlon (Exelon ComEd and PECO)

Exelon, ComEd and PECO account for their regulated operatlons in accordance W|th accountmg
policies ‘prescribed by the regulatory authorities having jurisdiction; principally the lllinois Commerce
Commission (ICC) and the Pennsylvania Public Utility Commission (PAPUC) under state public Iuhllty
laws, the Federal Energy Regulatory Commission (FERC) under various Federal laws, and the
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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

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

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 meet the following criteria: (1) third-
party regulation-of rates; (2) cost-based rates; and (3). a reasonable assumption that all costs wiil be
recoverable from customers-through rates..Exelon believes that it is probable that its currently recorded
regulatory assets and liabilities will be recovered 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 political environment in fllinois. 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 pelitical environment in lllinois,

Segment Information (Generatlon ComEd and PECQ) o

Generation, ComEd and PECO each constitute one operatlng segment See Note 20 — Segment
Information for information regarding Exelon’s operating segments.

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

FIN-46 and its revision FIN 46-R addressed the requirements for corisolidating certain variable
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 to be special-purpose entities and as of March 31, 2004 for all other
variable interest entities. :

Exelon and Generation consolidated Sithe, 50% owned through a wholly owned subsidiary of
Generation, ‘as of March 31, 2004 pursuant to the provisions of FIN 46-R and recorded income of $32
million {net of income taxes) as a result of the reversal of guarantees of Sithe’s commitments-
previously recorded by Generation. This income was reported as a cumulative effect of a change in
accounting principte-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—Acquisitions -and Disposmons for addstnonal mformatlon regarding the
sale of Sithe in 2005. :

PECO Trust IV, a financing subsidiary of PECO created in May 2003, was_deconsaclidated from
the financial statements of Exelon pursuant to the provisions of FIN 46 as of July 1, 2003. Pursuant to
the provisions of FIN 46-R, as of December 31,.2003, the financing -trusts -formed prior to
December 31, 2003 of ComEd, namely: ComEd Financing.ll, ComEd Financing Ill, ComEd Funding
LLC .and ComEd Transitional Funding Trust, and the other 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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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 Financial Statements—{Continued)
(Dollars in millions, except per share data unless otherwise noted)

trusts within the Consolldated Balance Sheets:

As of the Year Ended December31. . o _,‘__.'-.‘, .. =Exelon’,
2006 ...... e T e $36b||||on
2005 ..l U . e LT, asuilion

This change in presentatron related to the fi inancing trusts had no effect on Exelon's, ComEd s or

' PECO's net income. I accordance with FIN 46-R, prior periods were not restated. The maxtmum

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

milion and $64 milion respectively, at December 31,. 2006 - and. .$46 miliion:;and $73 million,

respect:vely. at December 31, 2005. ) ‘ o weg, Tt :
‘ . 4 - ' e

Revenues (Exelon Generation ComEd and PECO)

Operating Revenues. Operating revenues are recorded as servuce is rendered or energy is

. delivered to customers. Atithe end of each month, the Registrants accrue an estimate for the unbrlled
amount of energy delivered or servrces provided to customer$: (see Note 5—Accounts Recelvable) il
St ‘. s T .
Option Contracts, Swaps and Commodrty Denvatrves Premlums receuved and pald on optron |
contracts and swap: arrangements considered “normal” derivatives- pursuant to ‘SFAS No.] 133, |
“Accounting for Derivatives and Hedging Activities” (SFAS No. 133) are amortized to revenue and
expense over the lives of the contracts. Certain option contracts and swap.arrangements whichmeet
the definition of derivative instruments are recorded at fair value with subsequent changes in fair value
recognized as revenues and expenses; unless hedge accountlng is applled If the derlvatlves meet
hedglng criterta, changes in fair value are recorded in OCl. Commodity denvatlves used for tradrng
purposes are accounted for usmg the mark-to market method with unreallzed galns and Iosses

recognized in operating revenues . . .. . ;
. . * T ag . P [ 2

' Trading Activities. Exelon and Generation account for their trading activities under the provrsmns
of Emerging Issues Task Force (EITF) Issue No. 02- 3, “Accounting for ‘Contracts Involved® m“Energy
Trading and Risk Management Activities™ (EITF 02-3), which requires ‘revenues and energy| costs
‘related to energy tradlng contracts to be presented ona net ba5|s in the income statement. -+ .7}

. I ST I

Physicah‘y Settled Denvatrve Contracts Exelon and Generatton account for realtzed galns and
losses on physically settled derivative contracts not “held for trading purposes” in accordance with
EITF Issue No..03-11, "Reporting Realized Gains and Losses on:Derivative Instruments That Are
Subject to FASB Statement No. 133, ‘Accounting for Derivative Instruments and Hedging. Actwmes
and Not ‘Held for Trading Purposes’ as Defi ned in EITF Issue No. 02 3, Issues Involved in Accountlng
for Derivative Contracts Held for Trading Purposes and Contracts Involved in Energy Tradlng and Risk

Management Activities™ (EITF 03:11). o, e .- SR : i

. i - . ¥

. s ‘. !

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 the income statement ona
gross or net ba5|s is a matter of judgment that depends on the.relevant facts. and circumstances.

PECQ's financial 'statements. The following table shows the amounts recorded as debt to finan cnng
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Exelon Generation Company, LLC and Subsidiary Companies
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Combined Notes to Consolidated Financial Statements--{Continued)
(Dollars in millions, except per share dataunless otherwise noted)

Exelon and Generation present,. net within revenues, purchased power and fuel expenses totaling
" $561 million, $1,099 million and $980 million during 2006, 2005 and 2004, respectively. ' . .

. Income Taxes (Exelon, Generation, ComEd and PECQ)

Deferred Federal and state income taxes are provided on all significant temporary differences
between the book basis and the tax basis of assets and liabilities and for tax benefits carried forward.
Investment tax credits previously utilized for income tax purposes have been deferred on the

Regrstrants Consolidated Balance Sheets and are recognrzed in book. income over. the life of the .~

related property v . -

-

" Pursuant t6 the’ Intérnal Revenue Code and rélevant state taxmg authorities, Exelon and its
subsidiaries file consolidated income tax returns for Federal and certain 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.tax assets which are not more likely than not to be
realized in the future (see Note 12——Income Taxes)

Generatlon ComEd and PECO are parties to an agreement (Tax Sharmg 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 owed had the
party been separately subject to tax. “Any net benefit attributable to the parent is reallocated to other
members. That allocation is treated asa contnbution to the capital of the party receiving the benefi t.

Losses on Reacqurred and Retrred Debt (Exeion Generatron ComEd and PECO)

"Consistent wrth rate recovery for rate- makrng purposes ComEd 'S and PECO’ s recoverable losses
on reacquired debt related to regulated opérations are deferred and amortized to rnterest experise 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 mcurred in
the Reglstrants Consolidated Statements of Operations.

Comprehenswe Income (Exelon Generatron ComEd and PECO)

Comprehensive income includes all changes in equity during a period, except those resultmg from
- investments by-and distributions to shareholders. See the Consclidated -Statements of Changes in-
Shareholders’ / Member's Equity and the Consoclidated Statements of Comprehenswe Income for
further detarl including the components of. comprehensrve income. ‘- ‘

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

The Reg|strants consider all temporary cash mvestments purchased with an’ original matunty of
three'months or’less to be cash equrvalents ‘

Restricted Cash and Investments (Exelon, Generation and PECO)

As of December 31, 2006 and -2005, Exelon's .restricted cash and investmenis 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 represented.
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Combmed Notes to Consolidated Financial Statements—({Continued)
{Dollars in millions, except per share data unless otherwrse noted)

restricted funds for payment of certain environmental liabilities. As of December 31, 2006 -and 2005
PECO's restricted cash primarily represented funds from the sales of assets that were sub;ect to
PECO's Mongage Indenture PECO's restricted cash is not available for general operatlons until
released from the Mortgage Indenture. ... | . - -

Restncted cash and investments not available for general operations or to satisfy current habllmes

are'classified as noncurrent assets. As of December 31, 2006 and 2005, Exelon and Genera’non had

restricted cash and :nvestments in the nuclear decommssmnmg trust funds classified as noncurrent
assets. .

' ~ -

Allowance for Uncollectible Accbunts (Exelon Generation, CcmEd and PECO)

The allowance for. uncol!ectlble accounts reflects the Registrants’ 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 billed is not received by the time the next
bill is issued, which normally occurs on a monthly basus Customer accounts are written off based upon
approved regulatory requnrements :

The followmg table summanzes the provision for uncollectlble accounts for the years ended
December 31, 2006, 2005 and 2004: :

For the Year Ended December 31, } - Exelon
2008 . . e e e e e e e e e e e e $94
2005 . . o e Lo .77

2004 ........ P U 87

Inventorles (Exelon Generatlon ComEd and PECO) ' : .

‘Inventory is-recorded at the lower -of cost or market, and prowsqons are made for excess.and
obsolete mventory o B

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

" Materials and Supphes Matenals and supplles mventory generally mcludes the average/costs of
transmission, distribution and generating plant materials. Materials are generally charged to inventory
- when purchased and then expenséd or capltallzed to plant as approprlate when installed. '

i t o . -

Emission Allowances (Exelon and Generation)

" Emission allowarices are included in inventory and’ other deferred debits and are carried at. the
lower of weighted average cost or market and charged to fuel expense-as they are used in operatlons
Exelon’s and Generation’s emission allowance balances as of December 31, 2006 and 2005. were $94
million and $112 million, respectively.
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Marketable Securities (Exelon, Generation, ComEd and PECO) ,

1

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

PECO's avallable-for-sale secuntles are reported in othet comprehenswe income.

Beglnnrng in 2006 and in connectron wrth the issuance of FASB Staff Posmon FAS 1151, “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 andiintent 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 trust funds. .

Purchased Gas Adjustment Clause (Exelon and PECO)

PECO’s natural gas rates are subject to a fuel adjustment clause designed to recover or refund
the difference between the actual cost of purchased gas and the amount included in rates. Differences
between the amounts billed to customers and the'actual costs recoverable are deferred and recovered
or refunded in.future periods by means of prospective quarterly:adjustments to rates. At December 31,
2006, over-recovered energy costs of $6 million were recorded as current liabilities on Exelon’s and
PECO's Consolidated Balance Sheets. At December 31, 2005, deferred energy costs of $39 mrllron |

were recorded as current assets on Exelon s and PECO s Consolrdated Balance Sheets.

+ L4 i

Leases (Exelon Generatlon, ComEd and PECO)

‘The Registrants account for leases in accordance with SFAS No. 13, "Accounting for Leases” and

determine whether their long-term purchase’ power and sales contracts are leases pursuant to EITF

Issue No. 01-8, “Determining Whether an Arrangement is a Lease” (EITF 01-8). At the inception of the
lease, or subsequent modification, thé Registrants 'determine whether the lease is an operating or
capital lease based upon its terms and characteristics. Severa! of Generation's fong-term power
purchase agreements (PPAs) which have been determined to be operating leases have significant
contingent rental payments that-are dependent cn the future operating characteristics of the associated
plants such as plant availability. Generation recognizes contingent rental expense when .it becomes

probable of payment.
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~ Property, Plant and Equipmént (Exelon, Generation, 'ComE.jd and PECO)

Property, plant and equipment is recorded at cost. The cost of maintenance, repalrs and minor
replacernents of property is charged to maintenance expense as 1ncurred Y

For Generation; upon retirement, the cost of property is charged to accumulated deprecratlon 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, mctudes 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 are capitalized when |ncurred
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, plant and
equrpment retlred or otherwise disposed of are removed from the related accounts. .-

-See Note 6—Property, Plant and Equipment, Note ?——Jorntly Owned Electric Wility Plant and
Note 19—Supplemental Financial Information for additiona! information regardlng property, plant and
equipment. . ‘ .

3

-NuclearFueI (Exelon and Generation) ' e . S "

The cost of nuclear fuel is ‘capitalized and charged:to fuel expense usmg the unlt-of-productlon
method. The estimated cost of disposal of Spent Nuclear'Fue! (SNF) is established 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 capltahzed
or expensed, as incurred, based upon the nature of the work performed. o ‘

Nuclear Outage Costs (Exelon and Generation) e ; ' a

~ Costs associated with nuclear outages are recorded in the peried incurred.

R

New Site DeveIOpment Costs (Exelon and Generation)

- New site development costs represent certain costs incurred in the planning and evaluatlon stage

of new stations and are capltallzed when the project is considered probable of occurrence, which-is:

based on various factors . R A
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Capitalized Software Costs (Exelon, Generation, ComEd and PECO) L -

- Costs incurred during the application development 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.
Certain capitalized software costs are being amortized over five to fifteen years pursuant to regulatory
approval., The following table presents net unamortized cap:tallzed software costs and amortlzatlon of
capitalized software qosts‘ by year: :

-

Net unamortized software costs h Exelon
‘December 31,2006 ....... L e ] 8205
December 31,2005 ........... [ PR e SO e .. 264
Amortization of capitallzed eoﬂware costs 7 Exelon
2006 .. ... . L ' §77
2005 . e 76

' If)epreqiation and Amortization (Exelon, Generation, ComEd and PECO)

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
fi nanmal reportlng purposes presented by average service life and as a percentage of average service
hfe for each asset category, are presented in the tables below. See Note 6—Property, Plant and
Equ:pment for information regarding a change in PECO’s.depreciation rates. .

- Average Service Life in Years by Asset Category . o ! g ' " Exelon
2006 '
Electric—transmission and distribution .. .......... e B S T yiv... D75
Electric—generation .. ... .. e e e S 5-61
Gas .........oiiiinn. Lo . PR I e e 5-66

T Common—electriC and gaS ... ... e e e P .5-50
Average Service Life in Years by Assat Category S - ’ : ’ - Exalon
2005 ' : L : ’ ’ (ST _
Electric—transmission and dlStl’IbUllOl’l T e e e . .l.... 575
Electric—generation . ... ... .. .. . i o 562
a5 . e e e 5-85
Common—electricandgas ............... ... il e e e 5-46
Average Service Life in Years by Asset Category - - - Exelon
2004 '
Electric—transmission and distribution . .. ......... ... .. ... .. . . ... e 5-75
EleCtriC—Generation . . .. .. i e 5-63

€ - - e 5-85

- Common—electricand gas . .........c.o vttt e e . 548
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Average Service Life Percentage by Asset Category. ‘ L . o A , Exelon
2006 ’ R . . N .- . s - , | I . “T'

~ Electric—transmission and dlstnbutlon @, . ... e . R S VAU e 7 (2.95%
Electric—generation . . .. ....... Y R P e T, o [318%
Gas®, .. ................. e e LR A e e FLT3%
Common—electricand gas®@® . ............ R PP i e 6.04%

he E.. -_ ' ' .. . -
Average Service Life Percentage by Asset Category |[Exelon
2005 e M e
Electric—transmission and distribution .. ............ . ... ... P ... | 3.05%
Electric—generation . ...... .. e P e 3.50%
- e | 2.32%
Common—electricandgas ......................... S Tl A 8. 06%
Average Service Life Percentage by Asset Category RO R T b Exelon
2004 .. ) . R ."s‘ T o, T St
Electric—transmission and. distribution . ... ..............oveeruenio.. it | 3.08%
Electnc—generatlon....,.......................‘.‘ ....... B YO A S 3.26%
Gas ....... e e P R e d 2.52%
Common—electric and @as . ... .. ... oL o] 4.60%
IS T T

(a) With respect to F'ECO the decrease in depreciation percentages from 2005 to 2006 reﬂecls extensions of servica lives for -
_significant property, plant and equipment resulting from the latest deprecratton study for which results were |mp emented

during 2006. e o

1

Amortization of regulatory assets is prowded over the recovery- penod .specified in, the
Ieglslatton or regulatory agreement, See Note 19—-—Supptemental Fmancual Information for

related
funher

information regarding Generatton s nuclear fuel, Generation’s asset retirement obllgatlon Generatron s

mtangrbte assets and the amortlzation of ComEd s and PECO s regulatory assets

FIR

. . . - - -t
e o (SR A . L ' e etk

4 [

N

Nuclear Generati‘ng Station'Decommissioning (Exelon‘and.Generation)' T . L

Exelon and Generation account for the costs of decomm|55|on|ng Generation’s nuclear. geperating

stations .in accordance with FASB Statement No. 143, “Accounting for. Asset Retrrement Obtlgatrons

(SFAS No. 143). To estlmate the fatr value.of its obligation, Generatlon uses a probabulrty-werghted
discounted cash flow ‘model which, consrders ‘Mmultiple. outcome scenanos based upon srgnlf cant
estumates and assumptnons including decommissioning cost studles cost escalation [studles
probabrllstrc cash -flow models and discount -rates. See Note 13-—Asset Rettrement Obllgatrons for

r P

information regardlng the apphcatlon of SFAS No. 143.

.
LI S

Capltallzed Interest and Allowance for Funds Used Durmg Construction (Exelon, Generation;,

ComEd and PECO)

v -~ L)

Exelon and Generatlon apply SFAS No 34, Cépitatizatibn of Interest'Cost to catculate the costs '

durlng construction of debt funds used to'finance non-regulated. constructlon projects. -. T
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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 debt and equity funds
used to finance construction projects for regulated operations. AFUDC is recorded as a charge to
construction work in progress and as a non-cash credit to AFUDC that is included in interest expense
for debt-related funds and other income and deductions for equity-related funds. The rates used for
.capitaiizing AFUDC are computed under a method prescribed by regulatory authorities (see Note 19—
Supplemental Financial Information).

The foliowing table summarizes total cost incurred, capitalized interest and credits of AFUDC by

year: _‘ L

_ Exelon

2006 Total incurred interest @ ... ... ............ P $914

i T Capitalized interest . . . ... . . 22
| '+ - Creditsto AFUDC debtandequity ........................ REERETETRa P . 15.
' ' 2005 Totalincurred interest (@ . L 844’
. Capitalized interest . . .................. R L 12

" - Credits to AFUDC debt and equity ... .. P e o.oio.. 10

2004 Total incurred interest @ ... ... ... ... AU e, T 840
Capitalizedinterest . .. ........... ... ... ... ... ..... e e 11

Credits to AFUDC-debtand equity . :............ ... ... .. ......] N SR 5

{a) Includes interest expense to affiliates.

Guarantees {Exelon, Generation, ComEd and PECO)

In accordance with FIN 45, "Guarantor S Accountmg and Dlsclosure Requnrements for Guarantees
Including indirect Guarantees of Indebtedness 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 oceur. -

The Irabmty '‘that is initially recognlzed at the lnceptton of the’ guarantee is reduced as the -
Registrant$ are released from risk underthe guarantee. Depending on the nature of the guarantee the
Reglstrants release from risk may ‘be recognized only upon 'the explratlon 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 Note 2—Acquusutlons and DISpOSItlonS and Note 18—Comm|tments and

_ Conttngencses for further information. . a

Asset Impairments (Exelon, Generation, ComEd and PECO) ... :. ¢ SR oY

Long-Lived Assets. The Registrants evaluate the carrying value of long-lived ‘assets to be held
and used for impairment whenever indications-of impairment exist'ir 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 considered impaired when the prolected undlscounted cash
flows are less than the carrying value. In that event, a loss would be recognized based on the amount
by which the carrying value: exceeds .the fair value. Fair value is determlned primarily by avarlabte
market valuatlons or, if apphcable discounted cash flows. -

Upon meetlng certaln cnterla defined in SFAS No. 144, the assets and associated habuhtneﬁs that
compose a disposal group are classified as held for sale and presented separately on the Consolldated
Balance Sheets. The carrying value of these assets is adjusted downward if necessary, to the
estimated sales pnce less costto sell.” -~

-

Investments. Beginning in-2006, and in connection with the issuance of FSP 115-1, Generat:on
considers all nuclear decommissioning trust fuiid investments in an unrealized loss posmon|to be
other-than-temporarily impaired. As a result of certain NRC restrictions, Generation s unable to
demonstrate its ability and intent to hold the nuclear decommissioning trust fund investments through a
recovery period and accordmgly recognizes any unreahzed holding losses |mmed|ately ‘

Prior to 2008, Exelon and Generation evaluated,’ among other factors general market conditions,
the duration and extent to which the fair value is iess than cost, as well as their intent and ability Ito hotd
the investment to'detérmine whether an investment was considered other-then-temporanly |mpa|red
Exelon and Generation also considered specific adverse’ conditions related to the fi nancial health of
and business outlook for the investee. Once a decline in fair vallie was determined'to be other-than-
temporary, an |mpa|rment 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 |n the nuclear decommissioning trust funds determlned in 2006 and 2005,

" Goodwill. Goodwill represents the excess of the’ purchase price paid over the estimated falr 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), goodwill is not amortlzed but'is
tested for |mpa|rment at least annually or on an. interim basis if an event occurs or carcumstances
_ change that would reduce the fair value of & reporting unit below its carrying value. See Note 8—
Intangible Assets for information regarding the application of SFAS No. 142 and the results of goodwnll
impairment studles that have been performed, which include the $776 million and $1.2 billion goodwﬂl
impairment charges Exelon and ComEd recorded in 2006 and 2005, respectlvely

Derivative Financial Instruments (Exelon Generation, ComEd and PECO)

The 'Registrants may enter into derwatwes to manage their exposure to ﬂuctuattons in lnterest
rates, changes in interest rates rélated to planned futuré debt issuances and changes in the falr value
of outstanding debt. Generation’ utilizes, derivatives with respect to energy transactions to manage the "
utilization of its available generatmg capabtllty and the supply of wholesale energy to its aﬁ‘ liates.
Generation also utilizes energy option contracts and energy financial swap arrangements to I|m|t 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’ denvatwe activities are in accordance with Exelon's Risk Management
Pohcy (RMP). ., R o ol

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 sheet at their fair value
unless they qualify for a normal purchases or normal sales exception. Derivatives on the balance sheet
are presented as current or noncurrent mark- to-market derivative assets or llabllltles Cash mﬂows and
outﬂows related to derivative: instruments are included as a component’ of operating,. ;nvestlng or
financing cash flows in the statement of cash . flows, dependmg 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 earnings
unless specific hedge accounting criteria ,are met, in which case those changes are recorded in
earnings as an offset to the changes in fair ~value of the exposure bemg hedged or deferred in
accumulated other comprehensive i income and recognlzed in earnings as hedged transactlons occur.
Amounts recorded in earnings are inciuded in revenue, purchased power and fuel or other net on the
Consolidated Statements of Operations. , . | . . I

Revenues and expenses on contracts that Gualify as normal purchases of normal sales are
recognized when the underlying physu:al transaction is completed. “Normal” purchases and sales are
contracts where physical delivery is probable, quantntles are expected to be used or sold in the normal
course of business over a reasonable period of time, and price is not tied to an unrelated underlylng
derivative, As part of Generahon s energy marketing business, Generation enters into contracts. to buy
and sell energy to meet the requurements of its customers. These contracts include short—term and
long-term commitrments to ‘purchase ‘and’ sell energy and energy-related products in_the reta|I and
wholesale markets with the intent and’ ablllty to dellver or take delivery. Whrle these contracts are
cons:dered derivative financial instruments under SFAS No. 133, the majorlty of these transactions
have been designated as “normal" purchases or “normal” sales and are thus not, requured to be -
recorded at fair value, but on an accrual basis of accountlng If it were determmed that a transaction
designated as a “normal” purchase or a “normal” sale no longer met the scope exceptlons the fair
value of the related contract would be recorded on the balance sheet and |mmed|ate|y recogmzed
through earnings. -

A derivative fi nanual mstrument can be de5|gnated as a hedge of the fa|r value of a recogmzed
asset or liability of of an unrecognized fifm commitment (falr-value hedge) ora hedge of a forecasted
_transattion or the vanabrhty of ‘cash flows to be received-or paid, rélated to - -a recognized asset or
liability (cash-flow hedge). Changes in the fair value of a derivative that is hsghiy effective,” and is
designated’ ‘and qualifies as, a fair-value hedge, are récoghized'in earnings as offsets to the changes in
fair value of the exposure being hedged. Changes in the fair value -of a derlvatlve that is hlghly
effective, and is designated and qualifies as, a cash- flow hedge are deferred in accumulated other
comprehensive income ‘and’ are recognized-in earnings as the ‘hedged transactions "aceur: Any
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_ ineffectiveness-is recognized in earnings immediately. On an ongoing basis, the Regastrants assess
the hedge effectiveness of all derivatives that are designated as hedges. for.accounting purposes in
" order to determine that each derivative ‘confinues to be highly effective-in “offsetting changes lin fair
values or cash flows of hedged items. If it is'determined that the derivative is not hrghly effective as a
hedge, hedge accomtmg will be dlscontrnued prospectively. v : . .

Generation' enters into-contracts to-buy and sell energy for, trading purposes subject to Exelon 3
Risk Management Policy. These contracts are-recognized on the balance sheet at -fair value and
changes in the fair value of these derlvatrve financial mstruments are recognized in earnings. -

. ! t P ' . . - R .1
Severance Benef‘ ts’ (Exelon Generatron ComEd and PECO) S -

.The Reglstrants account for their’ ongorng severance plans in accordance wrth SFAS No. 112
“Employers Accounting for. Postemployment Beriefits, an, amendment of FASB Statements NoI 5 and
43" (SFAS No, 112) and- SFAS No. 88, Employers Accountrng for Settlements and. Curtallments of
Defined Benefit Pension” Plans and for Termination Benefits.” Generatron ComEd and [ PECO
participate in Exelon's ongoing severance plans. Amounts associated with severance benefits that are
considered probable and .can be reasonably estimated are accrued. See Note 10—Severance
Accountlng for further discussion of Exelon s accounting for. severance benefits.

Retirement Benefits (Exelon Generatron ComEd and PECO) o R

Exelon’'s defined, beneft pension plans and postretirement benefit plans are accounted for in
accordance with SFAS No. 87, “Employer's Accounting for Pensions” (SFAS No. 87),-SEAS |No. 88,
“Employers’ Accounting for Settlements and Curtailments of Defined Benefit Pension Plans and for
Termination Benefits”,'SFAS No. 106, "Employers’ Accounting for. Postretrrement Benefits Other than
Pensions” (SFAS No. 106), FASB Staff Position (FSP) FAS 106-2, "Accountlng and Drsclosure
Requirements Related to the Medicare Prescription Drug, Improvement and Modernlzatlon Act of
2003” (FSP FAS.106-2) and SFAS No. 158, “Employers’ Accounting for Defined Benefit Pension and
Other Postretirement Plans, an amendment of FASB Statements No. 87, 88, 108, and|132(R)
(SFAS No. 158), and are dlsclosed in accordance with SFAS No. 132-R, “Employers Disclosures
about Pénsions and Other Postretrrement Benefits—an Amendment of FASB Statements No' 87, 88,
and 106" (revrsed 2003) (SFAS No. _132-R) and SFAS No. 158. Generation, ComEd and PECO
participate in Exelons defined "benefit pension plans and postretrrement ptans. See Note 14—
Retirement Benefts for further drscussron of Exelons and Generatrons accountlng for retrrement
benefits.

FSP FAS 106-2. Through Exelon's postretlrement benefit plans, the Registrants prowde retirees
with prescription drug coverage. The Medicare Prescription Drug, Improvement and Modernlzatron Act
of 2003 (Prescription Drug Act) was:..enacted .on December 8, 2003. The .Prescription - Drug Act
introduced a_prescription drug benefit under Medicare as well as a Federal subsidy to sponsors of
retiree health care benefit plans that prowde a benefit that is' at least actuarially equrvalent to the
Medicare prescription drug benefit. Management believes the prescription ‘drug benefit provrded under
Exelon's postretirement benefit plans is at least actuarially equivalent to the Medicare prescrlptlon drug
. benefit. In response to the enactment of the Prescnptlon Drug Act, in May 2004, the FASB issued FSP
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FAS 106-2, which-provided transition guidance -for accounting for the effects ‘of. the Prescription Drug
Act -and. superseded FSP.FAS 106-1, which ‘had been: issued in-.January 2004. FSP-FAS -106-1
permitted a ptan sponsor of a*postrétirement 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-time election 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 actumulated
postretirement benefit obligations (APBQ) as of December 31, 2003. Upon adoption, the ‘éffect of the
subsidy on benefits attributable to past service was accounted for as an actuarial experience gain,
resulting in a decrease of the APBO of approximately- $186 million. Exelon's annualized reduction in
the net periodic postretirement benefit cost was approxrmately $40 ITII||I0n '$40 million and $33 million
in 2006: 2005 and 2004, ‘respectively, compared to the annual cost calculated without conS|denng the
effects of the Prescrlptron Drug Act. The ‘effect of the’ sub5|dy on the components of net penodlc
postretlrement benefit cost for 2008, 2005 and 2004 included in the consolldated f nanmal statements
and Note- 14—Ret|rement Benet’ ts was as follows o N ot

+

<7 .o . L "-.;" e .ot 2006 2005 2004

Amortization of the actuar'ial'experienca loss ..o .. i, r e s 816 818 $15
Reduction in current period servicecost ... ....... ... ... .. i i 9 8 6
Reduction |n interest cost on the APBO "7+, . 5n L. cieteccmel ey 018 014 12
Y ey Y . ' i"' [ Co [ " PR ._‘ .. .ot i
Treasury Stock (Exelon) o Mo 2 P o

. Treasury shares are’ recorded at cost. Any shares of common stock repurchased are held as
treasury shares unless cancelled or reissued. . - y

-:,.‘ - . . - ¢ c - A A

Forelgn Currency Translatlon (Exelon Generatlon and Comkd) ™ . . e

The fi nancnal statements of” Exelons Generatlons and ComEd’s forelgn subsrdranes were
prepared in their respectlve local curréncies and translated mto u.s. dollars based on the current
exchange rates, at the end of the penods for the Consolidated Balance Sheets and on welghted-
‘average rates for the penods for the' Consolldated Statements of Operatlons Startlng in 2006, ComEd
does not report any foreign currency translatlon adjustments sunce ComEd no longer owns any foreign
subsidiaries. Foreign currency translation adjustments net of deferred income’ tax benefi ts, are
reflected as a component of other comprehensive income on the Consolidated Statements of
Comprehensive income and, accord.‘ingly, have no effect on net income.

oo ) ! o ' ! i T

New Accountlng Pronouncements (Exelon Generation, ComEd and PECO)

Exelon has |dentn" ed the followmg new accountlng pronouncements that elther have been recently

adopted or |ssued that may affect the. Reglstrants upon adoption. Lo .

f . : . S

e S, e
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SFASNo 123R "’ --‘- A e R B o

-

Exelon grants stock-based awards through its Long-Term Incentive Plans (LTIPs), which prin'w'arily
includestock options and performance share awards. Prior to January 1, 2008, 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
resulted in no expense being recorded for stock option grants in 2005. On January 1, 2006, Exeton
adopted Fmancua! 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 requrres that
compensation cost relating to stock-based payment transactions' be recognized in ‘the “fi nanmal
statements. That cost is measured on the fair value of the equity or fiability, instruments |ssued
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 prospective transition method without restatement
of prior periods. At December 31, 2008, there were approxrmately 28 million shares remarnmg for
issuance. under the LTIPs. -~ » . . e T Ve .

Theafollowmg table shows the effect of adoptrng SFAS No 123—R on selected reported |tems

' v - o

. ) ,' . . - "' . . et . ‘.. Year Ended
- : December 31,
.. e . e PR . . .. 2006

Income from contmumg operatlons before income taxes and mlnonty rnterest Sl e - '$y (49)
Net'income '.'...-' .................. N P e )
Basic earriings per share ..... e R ‘. T .. {0.05)
Diluted earnings per share ...... 00007 1 R (0.05)
Cash flows provided by operating activities . ............. . R . - (80)
Cash ﬂows used in fnancmg activities ... . e 60

The following . table presents the stock-based compensatlon expense incliided in Exelon S .
Consolidated. Statements of Operations and Comprehensive Income during the twelve months ended
December 31 2006 2005 and 2004 - . . e .o,

L L '

) \"aar
Ended
: December 31,

: Components of Stock-Based Compensatlon Expense ) . 2006 2005 2004
Stock options . ..:........" e e P $ 39 S—l-} $—
Performance shares ..............co.oooo.... PRI PRI - 84 .48 . 5]
Other stock- basedawards .......... ... ...l e 5 ..8. 14
Total stock-based compensatlon included in operating and malntenance R ‘ : )
L BNPENSE L. e e 128 - 57.. 185
Income, tax benefit .....:............. e T I St (48) (23) (26)
Total after-tax stock based compensatlon expense ....... P I S $ 80 $,t§4 $ 39

n.. : T, LT .-'7 . v RN L ' LI ‘.;3 " ' )




during the remaining quarters of 2006, 2005 and 2004 were not material.
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The following table presents stock-based compensation expense (pre tax) during the twelve
months ended December 31 20086, 2005 and 2004

- ’ . ’ S, Year
' . Ended
. - .. __December 31,
Registrant - _ : L - <7 72008 E“_”_5 2004
Generation . ............iiiiiiiana, P RPN NN $48. $21 $22 |
ComEd...... ..o P [ 2t 2 .3 |
CPECO L.l I e 3T
Exelon Corporate@ . ... e e e P e L......0 65 33 ' 39

(a) Represents amouints billed to Exelon’s subsidiaries through intercompany allocations:

Stock Options

Non-qualifi ed stock optlons to purchase shares of Exelon s common stock 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 options granted under the LTIPs generally become exercisable upon
a specified vesting date. Shares subjéct to stock options are typically issued from authorized but
unissued common stock shares. All stock options expire ten years from the date of grant. The vesting
périod of stock options outstanding as of December 31, 2006 generally ranged from three years to four
years. The value of stock opt:ons at the date of grant is either amortized through expense or
capitalized over the requisite service period using the straight-line method. For stock optlons granted to
retirement eligible employees, the value of the stock option is recognized immediately on the date of
grant. There were no significant stock—based compensatlon costs capitalized dur:ng the twelve months
ended December 31, 2006, 2005 and 2004. :

Exeicn grants most of its stock options in the first quarter of each year._Stock options_g}antéd

-, -

The fair value of each option is estimated on the date of grant using the Black-Scholes-Merton

option-pricing-model with the following weighted average assumptions used for grants for the twelve

months ended December 31, 2006, 2005 and 2004:

Year
., Ended
- . * . ""December 31,

: - 2006 2005 . 2004
Dividendyield ................ e e e e 3.2% 36% 3.3%
Expected volatility ............... e - 25.5% 18.1% 19.7%
Risk-free interestrate .. .. ............. L e ... 4.27% 3.83% 3.25%

Expected life (years) . ............ ... 625 6.25 5.0

" The dividend yield is based on several factors, including Exelon’s most recent dividend payment at
the grant date and the average stock price- over the previous twelve months. Expected’ 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
outstandmg and is based on the “simplified method". Additionally, Exelon uses historical data to
estimate employee forfeitures. Exelon reviews the actual and estimated forfeltures on an annual Basis
and records an adjustment if necessary.

Ut|l|zmg ‘the Black-Scholes-Merton option-pricing 'model and the assumptlons 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, respectwely

- lnformation wnth respect to stock options at December 31, 2006 is as follows: .

Weighted Weighted
' ' - +Average. Average -

, A B o S Exercise  Remaining ., Aggregate .
B o . ' ‘ vt " - Price Contractual Intrinsic !
(I . : - Shares ~ *(per share) * Life- : Value -
Balance of shares oltstanding at December 31, *' e T ) '
2005 . e e e e 21,674,270 $31.23
Optionsgranted ............. ... ... .. ... .. 4,084,645 58.55
Optionsexercised . ......................... (5,900,095) 29.06 . .
Options forfeited/cancelled . .................. (483,710)  42.40- _
Balance of shares outstandlng at December 3, .0 ‘ !
2006 ... ..o 19,375,110 . 37.35 . 674 $475,397.402

Exercisable at December 31, 2006 @ . ......... .:8836,049 ¢« " 31.18 "5.39 271,355,375

(a} Includes stock options issued to retirement-eligible employees

Intnnsm value for stock based |nstrurnents is, def ned as the dlfference between the, current market
value and the exercise price. The total intrinsic value of .stock- options exercised dunng the twelve
months ended December 31, 2006, 2005 and 2004 was $170 million, $191 million and $102 m'lllon
respectlvely L . g =

Durmg the twelve months ended December 31 2006 cash recelved from stock opt|ons exerll,lsed
was $171 million, and the actual tax benefit reallzed for tax deductlons from stock: options exercised
was $68 l’Tll||I0n SFAS No. 123-R reqmres the benefits -of tax deductlons in. excess of the
compensatlon cost recogmzed for stock -options exercised, (excess tax .benefits).. to be classuf ed as
financing cash flows. There was $53 million of excess tax. benet’ ts related to stock options. exermsed
included as a cash inflow in other fi inancing activities in Exelon's Consolldated Statement of Cash
Flows for the twelve months ended [December-31, .2006. Prior to the adoptlon of SFAS No. 123—
Exelon presented these benefits as operating cash ﬂows in-the Consolldated Statement of Cash F ows.
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: The following table .summarizes (Exelon’s nonvested stock optlon activity. for the twelve months

ended December 31,2006:. .- suawraLa oL Loy L L gt e S
APTL T I A I U Ak T A T Bt
B N "--s - “.ir:-"‘ﬁ“.t R I I SRS Vx:’,g’;t":
L : B S T 1. T 1o S T R I PRI PO Exercn%e
. R T e . Price
) s Shares ~ ' - (per share)
Nonvested. at December 31, 2005,, b R e e s ey e e s e e e 12,000,284 §35.42
Granted . ... JW‘: T . 4,084,645 5855
Vested .. ............. R e I e s T e e A ; (5 071 953) 38 35
Forfeited . ... . ... . . e (473,915) 43 63
Nonvested at December 31, 2006: ...t Do vngaat oL v ok oo 2 10,539,061 "38.56

As of December 31 2006 $44 million of total unrecognized compensatlon costs related to
nonvested stock optlons are expected to be recognized over the remaining weighted-average period of
two years. The total- grant date ‘fair :value of stock options vested, including the capitalized amount,
during the twelve months ended December 31, 20086, 2005 and 2004 was $41 million, $23 miltion. and
$34 million, respectively. . | oy -ol gy -

S T . . . bt -

Performance Share Awards - ' -lT R v -
In addition to the stock optlons dlscussed above Exelon grants performance share awards under
the LTIPs. These performance share awards will generally vest and settie 'Gver a three-year perrod
The holders of the" performance share’ awards will receive shares of common stock and/or'cash
annually during the vesting period. The' comblnatlon of common stock and/dr cash'is based on certain
stock ownership requirements.
A e nsl’ LRSI S i
In January 20086, the Compensatlon Committee of thé Board of Directors of Exelon granted
1,106,919 pérformance share’ ‘awards, of*whlch Exelon ¢ estimates that 601 306 W|ll be settled in
common stock and 505,613 will be. settled in cash {_"%-- P loe r;‘ B
, Tt 5 B T H R DU fa L Y RN L T - |"
Performance share awards to be settled in stock are fair valued at the date of grant. Perférmance
share awards -to be settled in cash are remeasured each reportlng perlod throughout the vesting’
period. As a result the compensatlon costs for cash settled awards are subject to variability. Fhe fair
value ‘of each performance sharé award granted during’the twelve months ended’ December 3, '2006
was estimated using historical data-for therprewous Wo plan years and a*Monte Cdro simulation
model for the current’ plaf- ‘year. This"” model ‘requires assumptions- regardlng Exelon’s total shareholder
return “felative:to certatn stock arkét:indices and“the *stock beta and volatility of Exelon’s common
stock and all'stocks represented in-these indices, Expected volatlhty is based on historical information:
Addltlonally Exelor" uses" historical ‘data to- estiméate - employee forfeltures Wthh are compared to
actual forfeitures on a‘glartéfly-basis and adjusted if Aecessary= & -7 it . ¢ Tt Y
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 retlrement-ellg|ble employees are fully
vested in the year of grant (non substantlve vesting approach) Prior to the adoption of
SFAS No. 123:R on January 1, 2008, such compensatlon cost was’ recognized over the nomlnal
vesting period of performance with * any remaining compensatlon cost recognlzed 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, 2006, -Exelon settled .436,660 and 407,073
performance share awards in common stock and cash, respectively, related to awards granted prior to
2006. Exelon paid $24 million in cash during 2006 to settle the 407 073 performance:share awards

[¥] ' s

At December 31, 2006, Exelon had an obfigation related to outstanding awards not yet settled 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 Balance 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 mcluded in deferred
credlts and other I|ab|I|t|es in‘Exelon’s Consolidated Balance Sheet.

SFAS No. 123-R requires the benefits of tax deductions in excess of the compensatlon lcost
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 mcluded 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 v

- U — .
A I ¢ ) .

Other Stock Based Awards _ )

Exelon also |ssues common stock through an employee stock purchase ptan 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 December 31, 2006 and 2005, Exelon had obllgations
related to outstanding restricted stock not yet settled of $13 million and $19 million, respectlvely, which
are included in common stock in Exelon’s Consolldated Balance Sheets.

Pnor to January 1 200? dlrectors and executrves were able to defer stock- awards granted to
them through Exelon’s stock based compensation programs into the Exelon Corporation Stock
Deferral Plan.. At December 31, 2006 and 2005, Exelon had .an obligation related. to this plan -of
$37 million and.$30 million, respectwely, which are included i in common stock in Exelon’s Consolldated
Balance.Sheets, . -, .1 . . :

. l‘ . -~
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¢ .2005 and. 2004 Pro Forma Infdrmaﬁon S - S RS B

' The table below shows the effect on Exelon's net income and earnmgs per share had Exelon
elected to dccount for all of its stocks based compensatlon plans ‘using. the fair-value method under
SFAS No. 123 for the twelve months ended December 31, 2005 and 2004

PR

P R AL .o R Year o Year”
' ‘ S ~Ended . = ' Ended, .
December 31,2005 December 31, 2004
Neti income—asreported ..ol e = - $923 . -, o §1,864
Add: Stock-based compensation: expense included in reported net . e
income, netof incometaxes .~ ... ... ... .0 i L ] - 34 39
Deduct: Total stock-based compensation expense determlned '
under. fair-value method for all awards, net of income : . e
taxes@ oLl T T e g - {48y 0 . g (60) -~

Proforma netlncome...'.:.“.';.’."._.......I' ........... “ 909 " - " '$1,843

Earnlng_s per share: T, S : : - - ;

Basic—asreported ........ ... .. .o Leeen . 9138 .
Basic—proforma ....... ... 1.36 279
Diluted—asreported. .............. ... ... ... ... L. .o 136 . -2,78

Diluted—proforma .......c.. oo v e - 1.35 N £

(a) The fair value of sfock aptions granted was estimated using a Black-Scholes-Merton option-pricing model.
e ) P~ . . ."; . ] b Lo !.t ., o, ) - "

1T . DR e et A

SFASNo. 155 ., . . . - . . .o N B
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
entiréty if -they contairi- embedded 'derivatives  that would otherwise: require” bifurcation - under
SFAS No. 133. SFAS No: 155 was effective for the Registrants as of January 1, 2007 The adoptron of
this standard dld not have a matenal tmpact on the Registrants ’
t e oy e P T S R
FSP FIN 46(R)-6 ' . < ' -
In April 2006, the FASB issued FSP FIN 46(R) 6, “Determlnlng the Vanablllty to Be Considered in
Applying FASB Interpretatron No. 46(R)" (FSP 46(R)-6). This pronouncement provides- guidance on
how' a reporting enterprise should determine the variability to be considered in applyrng FIN 46-R,
which ¢ould impact the dssessment ‘of-whether certain variable interest ent|t|es afe consolidated. FSP
46(R)-6 was effective for the Registrants on’ July 1, 2006. The adoption of this standard did not have’ a
material impact on the Registrants in 2006. As the provisions of FSP 46(R)-6 are applied prospectively;
the impact to the Registrants cannot be determined until the transactions occur.
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FIN48 : - - e

In June 2006 the FASB issued FIN. 48 “Accountlng for Uncertalnty in Income. Taxes,‘ an
Interpretation of - FASB Staterment No. 109” (FIN 48), which clarifies the accounting for uncertalnty in
income taxes recogmzed in accordance with SFAS No 109,."Accounting for Income Taxes." FIN 48
apphes to all income tax posmons taken on prewously filed tax returns or expected to be takenjon 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 attribute that measures the position as the
largest amount of tax benefit that is greater than 50% likely of being ultimately realized upon ultimate
settlement. If it is not more likely than not that the benefit will-be sustained on its technical merlts no
benef t will be recorded. Uncertain tax. positions that relate only to timing of when an item,is mcluded on
a tax.return are considered to. have met the recogmtlon 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 return
such positions have sat|sf‘ ed the recognition step for purposes of FIN 48 and uncertamty related to
t|m|ng should be assessed as part of measurement. FIN 48 also requires that the amount of mterest
. expense and.income to be recognized related to uncertain tax positions be computed by applylng the

-applicable statutory rate of interest to the dlfference between the tax posmon recognized in accordance
with FIN 48 and the amount prewously taken or expected to be taken in a tax return. TN PR

FIN 48 was effective for the Registrants as of January 1, 2007. The change in net assets as a
result of applying this pronouncement will be a change in accounting principle with the cumutattve
effect of the change 'required to be treated as an adjustment to'the opening’ balance of retalned
earnings. Adjustments to goodwill or regulatory accounts associated with the |mplementatlon of FIN 48
will be based on other appllcable accounting standards. The Reglstrants have not fully completed the
process of evaluating the impact of adopting FIN 48, including the apportlonment of the tax and mterest
|mpacts to the Reglstrants in Exelon’s affiliated group. Nevertheless, the Registrants have performed
procedures to identify a range of the anticipated- |mpacts of the adoption of FIN 48. The adoption- of FIN
48 is not anticipated to have a material impact on the Regrstrants January 1, 2007 balance of retatned
eamings. The estimated |mpact of the adoption of FIN 48 on the Reglstrants financial Statéménts is
subject to change due to potential changes in interpretation of FIN 48 by the FASB and other
regulatory bodies and the finalization of the Registrants’ adoptlon efforts '

' vt Cat ]

EITF 06-3 ' ' ‘ W

" In-June 2006, ‘the FASB ratified EITF Issue NoO. 06- 3, “How Sales Taxes Collectec 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 prowdes guldance on dlsclosmg the
accounting pohcy for the Yincome statement presentation of any tax assessed by a governrnental
authority that is diréctly imposed on a revenue-producing transaction between a seller’ and a customer
on either a gross (included in revenues and costs) or a net (excluded from reverues) basis. In addition,
EITF 06-3 requires disclosure of any such taxes that are reported on a gross basis as well las the
amounts of those taxes in interim and annual financial statements for each period for which an income
statement is presented. EITF 06-3 will be effective for the Registrants as of January 1, 2007. The
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Registrants disclose taxes that are imposed on and concurrent with a specific revenue-producing
transaction in accordance with EITF Issue No. 99-19, Reportlng 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—Supplemental Financial Information: and Note 20—Segment- fnformatlon) As EITF 06-3
provndes only disclosure requnrements the adoptlon of this standard dld not have a material impact on
the Reg|strants :

~SFAS No. 157

- In September 2006 the FASB issued: SFAS No. 157, "Falr Value Measurements” (SFAS No. 157)
SFAS No. 157 defines fair value, establishes a framework for measuring faif value and expands
disclosures about fair value’'measurements but does not change the requirements to apply fair value 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 reporting entity transacts. The standard clarifies that fair' value
shoutd be based on the assumptions market participants would use when pricing the asset or hablhty :
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’ Accountlng for Defined Benefit
Pension and Other Postretlrement Plans,, an amendment of FASB Statemments No. 87, 88, 106, and
132(R)", which was effectwe for the Exelon and Generation as of December 31, 2006..SFAS No. 158
requires Exelon and Generatlon to recognize the overfunded or underfunded status of its defi ned
benefit postrehrement plans as an asset or liabiiity on its balance sheet, The adoption of this standard
did not materially impact the Reglstrants 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 d|sclose additional information about certain effects on net periodic benefit
cost for the next fiscal year. See Note 14—Retirement Benefits for.additional mformation Comkd and
PECO were not impacted by SFAS No. 158.

SAB No. 108

In September 2006 the SEC issued. Staff Accounting Bulletin No. 108 (SAB No. 108) regarding
the quantlf ication of ﬂnanmal statement misstatements. SAB No. 108 requires a “dual approach” for
quantifi cations”of errors using both a method that focuses on the income statement impact, including
the cumulatwe 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 January 1, 2007. “The adoption of
thus standard d|d not have a material impact on the Registrants.
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Cumulative Effect of Changes in Accounting: Prmcnples o

FIN 47. In March 2005, the FASB issued FIN 47, whsch clanﬂes that ‘the term “conditional asset
retirement obligation™ as used in SFAS No. 143 refers to a legal obhgatlon to perform an asset
retirement activity in which the timing and/or method of settliement are conditional on a future event that
may or may not be within the control of the entity. FIN 47 requires an entity to recognize a ||ab|Itty for
the fair value of a conditional asset retirement obligation if the fair valug of the liability can be
reasonably estimated. FIN'47 was effective for the Registrants as of December 31, 2005. ISee

. Note 13—Asset Retirement Obligations for further information. The following table shows the charge ,

'Exelon recorded as a cumulatwe effect of a change in accounting pnnmple pursuant to the adoption of
FIN 47 in 2005

.‘- . * . L] ‘! : i -t . - LI N - - : '- - ' ‘
X ' } . Exelon
Charge recorded, net of tax .. .. ...........ccooooieen. PP e e ..:i.:j e $42

Related tax impact ............. R T R 27

EITF 03-16. In March 2004, the EITF reached a consensus on. ‘and the FASB ratified EITF Issue
No. 03-18,. “Accounting for Investments in Limited Liability Companles (EITF 03- 16). The EITF
. concluded that if investors in a fimited liability company have specific ownership accounts, they should
follow the gwdance prescribed in Statement of Position 78-9, “Accounting for Investments in Real
Estate Ventures,” and EITF Topic No. D-46, “Accounting for Limited Partnership Investments
Othervwse investors should follow the significant influence model prescribed in Accounting Pnncnples
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 partnershlps held by Enterpnses s o

- FIN 46-R. See dlscussmn of the adoptlon of FIN 46 R within the “Vanable tnterest Entltles,

. 'dtSCUSSIon above.
H i

e
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The following tables set forth Exelon’s-net income and 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 durrng those perrods FIN 46-R, EITF 03-16 and FIN 47 had adoptron dates of

March 31, 2004 July1 2004 and December 31, 2005 respectrvety

-~ - ., " . . . -~

136

2005

2004

4

Reported income before cumulative effect of changes in accountlng prrncrples $ 96_5 $1,841
Pro forma earnings effects (net ofmcome taxes) . - e o -
FING7 .. L)
EITF 0316 ......... S U S SN — .M
" Pro forma income before cumulative effect of changes in accounting principles . ... .. $960 $1,836
RePOHEd NEt INCOME . . o e e s F $923 $1,864
Pro forma earnings’effects’ (net of income taxes) " L
FIN A7 o e e e (5) 4
EITEO3-16 . ... e et e (1)
Reported cumulatwe effects of changes rn accountmg prrncrples ' T ) .
FINA7 2" i L. o e PR 42" - —
<! EITFO3-16 ..o T U UL -
FIN4BR .:T....... PR e PR R :.-.}: R ¢ — 1 7(32)
Pro forma net income .. ... ... e e e e $960 " $1,836
IR VN KO A R PP O YR e
' L " Lot R SR Fi .t 2005 - 2004
Basic earnings per common share g I i T -
Reported income before cumulative effect of changes in accounting principles ....... $1.44 $-279
Pro forma income before cumidative effect of changesin accounting principles™. ... .. 1.43% " 2.78
Reportednetincome ............. ... ... ... i i il R 1.38 282
Proformanétincome . ... .0 . % . . S le oo . 143 00 278,
‘ ~ Tt - e et
.2005 2004
Drluted earnings per common share:
Reported income before cumulative effect of changes in accounting prrncrples ...... $1.42 $ 275
Pro forma income before cumulatwe effect of changes in accounting principles . ... .. 1.42 274
Reported NEt iNCOME . . ... .. . e 1.36 2.78
Proforma net inCome ... ... e e e e e 1.42 2.74
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2Acqmsmonsandbispositions N . ey iy

Termination of Proposed Merger with PSEG (Exelon)

On' December 20, 2004, Exelon entered into an Agreement and Plan of Merger (Merger
Agreement) with ' Public Sérvice Enterprlse Group' Incorporated (PSEG), a public utility holdlng
company primarily located and serving customers in New Jersey, whereby PSEG would have been
merged with and into Exelon (Merger). ‘All regulatory approvals or 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 companles agreed to withdraw their application for Merger '
approval, which had been pendmg ‘before the NJBPU for more than 19 months. Exelon also termmated
pendlng dockets andlor appeals in numerous other Junsdlctlons including before the 'FERC and the

. Antitrust DMSton of the. United States Department of Justice. See Note 4—Regu|atory Issues for

information regardmg PECO 'S proposed partial settlement before the PAPUC. *

Exelon capltallzed certam external costs assocrated with the Merger since the execution of the
Merger Agreement on December 20, 2004. As requwed under GAAP, Exelon recorded Merger-related
expenses of approxlmately $93 miflion (pre-tax) in operating and maintenance expense on Exelons
Consolidated Statement of Operations, of which $55 million ($35 million after tax) was recorded |n the
third quarter of 2006 to write off the capltahzed costs ‘associated with the Merger. Includmg thIS $93

million of expenses, total ‘Mergér-related expensés_incurred since “the ‘inception of the- Merger

discussions were approximately $130 million. Total ‘capitalized costs of $46 ‘'million were mcluded in
deferred debits and other assets on Exelon’s Consolidated Balance Sheets as of December 31, 2005.

1 ’ e o . [ PR X . . , RN

Disposition of Enterprises Entities {(Exelon)

Exelon Thermal Holdings, Inc: *On June 30, 2004, Enterprises sold the Chlcago busmesses of
Exelon Thermal Holdings, Inc. (Thermat) for net cash proceeds of $134 million and proceeds lof $2
million from a working capital settiement, resulting in a pre-tax gain of $45 million. Prior to closing,
Enterprises repaid $3f( million of related debt, resulting in prepayment penalties of $9 miltion.

" On Septéimber 29, 2004, Enterprises sold ETT Nevada, Inc., the holding company for its
investment in Northwind Aladdin, LLC, for a net cash outflow of $1 million, resulting in a pre-tax ioss of
$3 million.

et . e -
B f

“On Qctober.28, 2004, Northwind Windsor,, of which_Enterprises owned a 50% mterest, sold

substantially all of its assets, providing Enterpnses with cash proceeds of $8 mlllron resulting in a
pre-tax gam of $2 milion. - . _ - w -

Exe!on Serwces Inc. Dunng 2004 Enterpnses dlsposed of or wound down aII of the operatmg
businesses of Exelon Services;.Inc. (Exelon Services), including Exelon Solutions, the mechamcal

- services businesses and the Integrated Technology Group. Total expected proceeds and the net

pre-tax gain on sale recorded during 2004 related to these dispositions were $60 million and $8 ml||I0l"I
respectively. A pre-tax impairment charge of $5 million'related to Exelon Services’ tangible assets was
recorded in 2004. As of December:31, 2006.and 2005, Exelon Services had remaining assets of. $52
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million and $51 million, respectively, and liabilities of $5 million and $5. million, respectively, which
primarily consisted of tax assets, affi liate receivables and payables, and sales proceeds to be
collected.

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 $8 million was recorded in other income -and deductions on Exelon's
Consolidated Statements of Operatlons

infraSource. On September 24, 2003 Enterpnses 'sold the electric constructlon and servucas
underground and telecom businesses of InfraSource. Cash proceeds to Enterprises from the sale were
approximately $175 million, net of transaction costs and cash transferred to the buyer upon sale, plus a
$30 million subordinated note receivable maturing in 2011. At the time of closing, the present value of
the note receivable was approximately $12 million. The note was collected in full during the second
quarter of 2004, resulting in pre-tax income of $18 million. In ‘connection with the transaction,
Enterprises entered into an agreement that would have resulted in certain payments to InfraSource if
the amount of services Exelon purchases from InfraSource during the period from closing through
2006 were below specified thresholds. All specified thresholds were met or exceeded. Due to Exelon’s
involvement with InfraSource through this agreement and in accordance with SFAS No. 144 and EITF
03-13, “Applying the Conditions in Paragraph 42 of FASB Statement No. 144 in Determining Whether
to Report a Discontinued Operatlon the results of InfraSource, have not been classified as a
dlscontmued operation within Exelon’s Consolidated Statements of Operatlons

“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 I, LLC
and Kinetic Ventures [l, LLC for $8 million in cash and the assumption by the buyers of approximately
$10 million in unfunded capital commitments. Prior.to the sale, in 2004, these investments were written
down’to their. expected sales price, resulting in pre-tax impairment charges totaling $18 mitlion. As
such, there was no net gain or loss recorded associated with the sale.

The resuits of Thermat and Exelon Services have been included in discontinued operations within
Exelon’s Consolidated Statements of Operatlons See Note 3——D|scont|nued Operatlons for additional
information.

Investments in Synthetic Fuel-Producing Facilities (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. 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 the tax credits
were earned; however, Exelon recorded an impairment charge to fully impair this intangible asset in
the second quarter of 20086,

tn July 2t)04, Exelon purchased an interest in a limited partnership that indirectly owns four
synthetic fuel-producing facilities. Exelon's, purchase price for these facilities inciuded a combination of
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a note payable and contingent consideration dependent upon the production 1&vels of the fac:lltlec. The
note payable. recorded for the purchase' of the facilities was $22 million. Exelon's right to acqusre a
fixed amount of tax credits generated by the facilities was recorded as-an intangible asset whlch was
amortized as these tax credits are earned; however, Exelon recorded an |mpa|rment charge to fully
|mpa|r thls intangible asset in the second quarter of 2006. n " .
. L' ot - ' e
See Note. 12—Income Taxes for addmonal mformatlon regarding Exelon’s mvestments in synthetlc
fuel-producing facilities. .

Investments in Affordable Housing (Exelon) ' oo L v ‘ o

On October 15, 2004 and November 12, 2004 Exelon sold mvestments in affordable housing for
total proceeds of $78 mllllon and recognized a net gain on sale of $4 million before income taxes

Acquisition of Southeast Chlcago Energy Project, LLC (SCEP) (Exelon and Generatmn)

5

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 Pepples :
Calumet owned 70% and 30%, respectively, of SCEP. Pursuant to the joint - owners agreement
Generation was obligated to purchase Peoples Calumet's 30% interest ratably over a 20-year peraod
Generation had reflected the third-party interest in this majority-owned investment as a Iong -term
liability in its consolidated financial statements. 'On March 31," 2006, Generation entered |nto 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 mlllnon
for its remaining interest in SCEP. Generation fi nanced this transactlon usmg short-term debt and
available cash. . - . . -l i .

Acquisition and Dlsposrtlon of Sithe Energles. Inc. (Slthe) (Exelon and Generatlon)

On January 31, 2005, subsudlanes of Generation completed a, series of transactlons that resulted
" in Generation’s sale of its investment in Sithe. Specifically, subsidiaries of Generation closed on the
acquisition of Reservoir Capital Group’s (Reservorr) 50%:-interest in Slthe and the sale of- 100%.0f" Slthe
to Dynegy, inc. (Dynegy) Prior to closing on the sale to Dynegy, subsidiaries of Generation recelved
approximately $65 million in cash distributions from Sithe. As a result of the sale, Exelon and
Generation deconsalidated approximately $820 million, of debt from its balance sheets. and was no
tonger required to provide $125 million of credit support to Dynegy on behalf of Sithe. Dynegy acqulred
$32 million of cash as-part of the sale of Sithe. In connection with the sale, Exelon recorded $55 mllllon
of liabilities related to certain indemnifications provided ‘to Dynegy and other guarantees dlrectly
resulting from the transaction.- Generation issued. certain guarantees associated with mcome tax
indemnifications to Dynegy in connection with the sale that were valued at approximately $8 million
(included in the $55 million accrual .discussed above), of iwhich* $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; Including Indirect Guarantees
of Indebtedness to Others” (FIN 45). The remaining exposures covered by these indemnities are
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anticipated to expire in 2007 and-beyond. These liabilities were taken into account in the determination
of the net gainion 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
provided as part of the sales transaction.to Dynegy was approximately $175 million at December 31,
2006. ' Ve

Exelon and Generation’s Consolidated Statements of Operations and Comprehensive Income for
2006, 2005 and 2004, included the following financial resuits related t6 Sithe:

[

: e o 2006 ' 2005@® 2004 ®
Operating revenues . .............. SO [ $ — $30 $ 248

Operatlngmcome ........... e P e . 5. 1
Netmcome(loss).....‘...'..‘.‘.......‘.‘ ............... :...' ............ 4@ 180 (27)

(a) Slthe was sold on January 31 2005 Accordmgly resuits |nc|ude only one monlh of operahons
(b) Results include Exelon and Generation's equny method losses from Sithe prior to its consolidation .on March 31, 2004, as

" -+ .well as transmission oongesnon contract (TCC)'revenues for 2004, and are not included. in the discontinued operatlons of

. Sithe (see Note 3—Discontinued Operations for further information regarding the dispasal of Sithe): These equity-method
losses and TCC revenues are presented, within income from continuing operations on- the Cansalidated Statements of
. Oper&tlons . . '™ .

(c) Net income for 2005 mcluded a pre-tax gain on sale of Sithe of $24 mrlhon

(dy Nétincome for 2006 included a pre-tax gain on sale of Silhe as a result of the expiration of certain tax indemnifications and

the collection of a receivable ansmg from the sale of Sithe that had been futly reserved
LI : Y.

3

- Acqursrtion of Sithe !ntematrona!, inc. Tamum lnternatlonal, Inc. (TII), a wholly owned subsidiary of
Generation (formerly Sithe International, tnc.), through its subsidiaries, has 49.5% interests in two
Mexican business trusts that own the Termoeléctrica del Golfo (TEG) and Termoeiéctrica Peficles
(TEP} power stations, two 230 MW petcoke-fi -fired generating facilities in Tamuin, Mexico that
commenced commercial operatlons in the second quarter of 2004. On October 13, 2004 Sithe
transferred™all ‘of the shares“of Sithe Internatlonal Inc. and it 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. Effectrve January 26, 2005 Sithe International's name was changed to Tamum
Internatlonal Inc T * .

Accountmg Prior to the Conso!rdation of Sithe on March 31 2004. Generation had accounted for
the-investment ‘in Sithe as an unconsolidated equity meéthod 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 oniMarch 31, 2004 was $49 million. For the year ended December 31, 2004
Exelon recorded $2 mllnon of equrty method losses from Srthe prior to its consolrdatlon L

.

Consolrdatron of Srthe as.of March 31 2004: The consohdatlon of Sithe at March' 31, 2004 was
accounted for as a step acquisition pursuant to purchase accounting.policies. Under the provisions of
FIN 46-R, the operating results- of Sithe were .included-in Exelon’s results of operations- beginning
April 1, 2004, . 3., R o ,
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Sale of TEG and TEP.On November. 6, 2006, TamuinInternational Inc. (TI1), @ wholly: owned
subsidiary of Generation, entered into a purchase and sale agreement to’ sell its 48.5% 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 to‘have
a material impact on net income. In connection with the transaction, Generation-enteredvipto a
‘guaranty agreement under which Generation guarantees the timely payment of TII's obligations to the
subsidiary of AES expressly covered under. the purchase and sale agreement. Generation would be
required to perform in the event that Tll does not pay any obligation covered by the guaranty that lis not
otherwise subject to a’dispute résolution process. Generation’s maximum obligation under the
guaranty is $95 million. Generation has not recorded a lability associated with this guarantyl The
exposures covered by this guaranty are anticipated to expire in the second half of 2008 and beyoﬁd.

1.
E ‘J .

Sale of Ownership Interest in Boston Gpnerating;LLC.(E.eron' and Generation). NP

.. On May 25/ 2004; Geheration completed the' sale, transfer and assignment of ownership lof its
indirect wholly owned subsidiary, Boston Generating, which owns the companies that own Mystic 4-7,
Mystic 8.and 9 and Fore River,ge,r]eratir'\g' facilities, to a special purpose entity owned by the lenders

" under Boston Generating’s $1:25 billion credit f_acil_ity'(Bost'cjn'Géner_ating Credit Facility). J

- The sale'Wwas pursuant to a settiement agréement reached with Boston Generating's lenders on

February 23, 2004. FERC approved the sale of Boston Generating on May 25, 2004. Responsibility for

- plant operations and power marketing activities were transferred to the lenders’ special purpose|entity

on September 1, 2004. - S -

- . - . t

Boston Generating was reported in the Generation segment of Exelon's consolidated ﬁn']anciéi
statements prior to its sale. At the date of the sale, Boston Generating had approximately $1.2 billion in
assets, primarily consisting of property, plant and equipment, and approximately $1.3 bitlion of liabilities
of which approximately $1.0-billion:was debt outstanding under-the Boston Generating Credit Fécility.
As of the date of transfer, these amounts were eliminated from Exelon and Generation’s Consolidated
Balance Sheéts. As a result of Boston Generating's liabilities being greater than its assets at the time
of the sale, transfer and assignment of ownership, Exelon and Generation, recorded a.gain c:>f -$85
million ($52 million net of income taxes) in other income and deductions within the Consolidated
Statements of Operations in the second quarter of 2004.. - e o .

In’ Connection with'the sale; Exelon and Generation recorded a liability associated with an existing
guarantee by its subsidiary Exelon New England Holdings, LLC (Exelon New England) of fuel purchase
obligations of Boston Generating. At December 31, 2006, the liability associated with this guafrantee
was $14 million. Due 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 invdlvemeqt.assdciéted
with the operations of Boston Generating and, as a result, the results of Boston Generating ha:ve 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 -
guarantee. ™ e N : B -

C o
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Exelon.and Generation's Consolldated Statements of Operatlons include the foilowmg results
related to Boston Generatmg :

\ ) 3 it . . . . r P

. . . L. A .- s '

o ) _ . 2004
Operating revenues ............. e e I T T .. $248
Operatingloss ............. A . SRS el e (49)
Netincomet@ . ... . ... RN R T S i e e 21

{a) . Net income for 2004 inctuded’ an after tax galn of $52 million relaled to the sale of Boston Generatlng in the second quarter
of 2004,

3 ok 1o

3. Discontinued Operations

On January 31, 2005, subsidiaries of Generation:completed a series of transactions that resulted
in Generation’s, sa!e of its investment in Sithe. See Note 2—Acquisitions and Dispositions for additional
information regardmg the disposition of Sithe. In addltlon,,dunng 2003 and 2004, Exelon sold or wound
down substantially all components of Exelon Enterprises Company, LLC (Enterpnses) "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
Sithe} Consolidated. Statements of Operations and Comprehensive Income Results related to these
entltles were as follows: o . , -

‘Sithe ® Enterprises  AllEnergy Total

2006

Total operating revenues ........................ o — $(1) $— s
Operating loss ... .. o i e e e e R — . . — - 2
Income (loss) | before i mcome taxes and rnlnonty mterest e . 6 . (@ .. — 4

{a) Net income for 2006 mcluded a pre-tax gain on the szle of Sithe as a result of the expiration of certain tax mdemnlr cations
and the collectlon of a receivable arising from the sale of Sithe that had been fully reserved.

2005 ' . e Sithe @ _Enterprises ®  AllEnergy Total
Total operatingrevenues ........... L T Lo, %30 $18 « .. $— $48
Operatingincome (loss) .............................. . 5 . (8) ‘ 1 (2)
Income (loss) before income taxes and minority interest . . .. .. - N 4 I 1 17

(a) Sithe was sold on January 31, 2005. Accordingly, results only include one month of, operatrons See Note 2—Acquisitions
and Dispositions for further information regarding the sale of Sithe. ,
(b} Excludes certain mvestmenls ' o o : L ’
I N . . - N R : . * [

004 ' : - . : Sithe ™ Enterprises ™ AlEnergy Total
Total opérating revenugs .. ... 0. 0............. AU $227 - $154° ° $8  $389
Operating loss ........." PR, S (7) wt(B7) +(2)  (66)
Loss before income taxes and minority interest ............ (58) B @ (65)

P S— f ¢ .

(a) Includes Sithe's results of operations from Apri! 1, 2004 through December 31, 2004. See Note 2—Acquisitions and
Dispositions for further information regarding the sale of Sithe.

{b) Excludes certain investiments.
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For the year ended December 31, 2006, Exelon’s and: Generation's Consolidated'_Statementls of
Operations and: Comprehensive Income included $4 million of income (after tax) from discontinued
operations related to Sithe,, which represented an adjustment to the gain on sale as a result ofithe
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... . - ' C B ST

s A ¥ e y HA A e

4, Regulatory Issues” + " . B

The legislatively mandated’ transition and rate freeze period in linoi§ ended in January 2(?67.-
Associated with the end of this rate freeze, ComEd is engaged in various regulatory and legislative
proceedings to establish rates for'the po’st-2006 period, whigh'arg more fully described below.

Hinois 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 Ca:se);'
On January 24, 20086, the ICC, by a unanimous vote, approved a reverse-auction competitive bidding
process for procurement.of eléctricity by ComEd after the end of the transition period. This apprd_val,
currently under. appeal before the lllinois 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
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 compet@tive
bidding process is administered by an independént’auction manager, with oversight by the ICC staff.
On December 6, 2006,% the ICC §taff 're}leasqd'its report on the auction, which generally spoke faVorzl:lbly
of the process and the cutcome. The report recommended the continuéd 'use of the reversé-auctiorp'fof
future electric power procurement. In order to mitigate the effects of changes in"future piices,‘elec'trfcity
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 1CC-approved reverse-auction process will establish & 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 lllinois Appellate Court. While
ComEd is generally supportive of the order in the Procurement Case, ComEd has objected .tojthe
requirement for an after-the-fact prudence-review. On June 2, 2008, the llinois Attorney General filed a
petition with the lllinois Supreme Court asking the Supreme Court to hear the matter on direct app'eal;'
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 -Hlinois Attbr:ney
General filed 'a petition with the lllinois Appellate Court asking for a stay of implementation. of the ICC
order in the Procurement Case pending the Illinois Appellate Court's decision on the appeals. That
request was denied on August 23, 2006. On December 29, 2006, the linois Appeliate Court -derl'tied
the lllinois Attorney General's request for a stay of implementation of the ICC order in the Procurerqent
Case. On January 11, 2007, the Illingis Supreme Court denied the Illinois Attorney General's motion for
a stay. The appeals before the lllinois Appellate Court are stili pending. . at <]

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.
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Auction’participants bid on several different products including 17-, 29-and 41-month-contracts that will
be:“blended" together and used. to serve: 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 who 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 tariffs,
electricity that would have been procured through the hourly auction is currently being purchased in the:
PJM Interconnection, LLC (RJM) administered wholesale electricity. markets. . .., |

ComEd has entered into suppller fonNard contracts W|th all 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
Corporationi{Ameren} auctions). In.the ComEd auction, Generation won 35% of the fixed price auction
The fotlownng table presents the clearing prices for each product set in the first auctlon for ComEd

Lot . : .. PR PURE I o

e L FriceperMWh o .
Product - T 17-month contract 29-month contract 41-month contract
Annual . ...t P %9012, - NIA - 0 N/A
Blended FEP P RN e $6396 ) $6400 - $6333 ‘

.The fo[lowmg table presents the tranches won by each suppller for the ComEd auct|on Supphers
won b:ds for tranches. or shces of electrlcny ‘and are requnred to, supply a fixed percentage of the total
load. regardless of that level. of load. Each supplier. is required to provide a. vanable quantrty of power
based an the tranches won e o o

! o .. N
R * Annual  Blended Blerded ' Blended
Product17- Product 17- Product 29: Product 41-
month month month month
M AT e e ., ,»_contract contract contract- contract
American Electric Power Service Corporatron ceeie e 5 o3 e — C—=n
Conectiv Energy Supply; Inc. . [, .1 .ne :..--._ I | — a8 sl oy
Constellation Energy.Commodities Group, Inc.... .. .. 22 o= Nt w3y —
DTE Energy Trading, Inc :...... e e e e 03 3.-. -4, . =
Edison Mission Marketing & Tradmg, Inc M et A9y T 22 G —
Energy America, LLC ..o .. 0.0l e =t e = v, =%
Exelon Generation Company, LLC+. ... .xo..... ... 1 .= W 38:.0. .89
FPL: Energy Power Marketingylnc . .. .. .. Taoate. . e I e e
J.Aron & Company. = ;. .......... — . . A5 a0 kL —
J.P. Morgan-Ventures Energy Corporation ... ...... o= L2 o s 4y 1
Morgan Stanley Capital Group, Inc ... .. 0 d 7 6 . —1. —_
PPL EnergyPlus, Inc ................ T e — = . 6 . 6 ... - 2
SempraEnergyTradlngCorp.,..*.‘..-.........:.... Lot BLL — vo— i —
WPS Energy Services, Inc ...... ..o . a0 =0 Y w3 —
P T _§_§ _9_2 E '\E
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.The next auction is scheduled:for January 2008 for:the. period June 2008 through May 2009 (and
up to May:2011 for portions of the biended product).- Auctions will be held annually thereafter covering

the next June to May twetve-month and thlrty -six-month penods
|

Rate Freeze Extensron Proposal (Exelon and ComkEd). On February 24, 2006 House “Bill 5766
(HB 5766) was mtroduced in the lllinois ‘General. Assembly and was referred to the Rules Commlttee
HB. 5766, if enacted would extend the transmon period rate freeze in llinois until at Ieast 2010 On
October 9, 2008, an amendment was filed to Senate Bill 1714 (SB 1714) WhICh was substantlvely the
same as HB 5766, and thé House Etectnc Utility. Over5|ght ‘Committee, by a 9'to 4 vote,. with one

member votmg present approved the amendment to SB 1714. Various similar bills and amendments
followed, as did ‘compromise” Ieg:slatlon that would not freeze rates but would, mandate mterest—free
phase-lns of the increases and require contnbuttons of $33 mrlllon for customer assustance renewable
energy and effi iciency programs Rate freeze Ieglslatlon which was amended to’include a rollback of
rates to. 2006 levels and was “strongly . supported by the Speaker of the IIImOts House of
Representatlves (House), was passed by the House on January 7, 2007, but was not called for a vote
in the” IIImoss Senate (Senate) before ‘the end of that |eglstat|ve session on “January 9, 20075 The
“compromise” Ieglslatlon strongly advocated by the Senate President and supported by the Senate
and House minorities, was passed by the Senate in that tegtslatlve session, but it was not calledlfor a
vote in the House That legislative session ended,on January 9, 2007 without any Ieglslatton hav:ng
passed both the House and the Senate. All Ieglslataon pending at the close of the legislative’ sessmn on
January g, 2007 exptred A _new session’is underway and legislation 5|m|Iar to_previously proposed
Ieglslatron has been . remtroduced ComEd is unable to predict the final dtsposmon of any Ieglslatlon
that may be presented durlng 2007 to roltback rates ‘change the end of the mandated tranS|t|0n and
rate freeze period in IIl|n0|s or otherwise. ComEd beligves a rate roliback and freeze if enacted |nto
law would have serious detrimental_effects on Minois, ComEd and consumers of electncuty M
Ieglslatlon similar to the “compromlse bill prewously passed by the Senate to phase-ln the rate
increases is enacted, there would be material adverse effects on Exelon’s and ComEd's results Yof
operations.and.cash flows as the “compromise” bill did not provide for the recovery. of carrying charges
See “Post-2006 Summary” below for further. detail. ComEd believes such legislation, if enacted into
law, will violate Federal law and the .U.8. Constitution; and ComEd is prepared to wgorously challenge
any such legislation in court. v P S Y e

Resrdentral Rate Stabmzation Program (Exelon and ComEd) Ina December 20, 2006 order,
the ICC approved a program proposed by ComEd to mlttgate the |mpact on ComEd's resudenttal
customers of ComEd s'transition from almost a decade of reduced and frozen rates to rates that reﬂect
the current cost of provndmg service. The program |ncludes an “opt-in” feature to give residential
customers the ch0|ce to partlclpate in the program. Average annuat residential. electrlc rate mcr'eases
would be capped at 10% in each of 2007, 2008 and 2009 for customers choosmg to partlcnpate]m 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 Jcarrylng charge of 3. 25% If
ComEd’s rate mcreases are less than the caps.in.2008 and 2009 ComEd would begm to recover
deferred amounts up to the caps with ' carrying costs. The' program 'would terminate ‘upon a force
majeure event, upon a ComEd bankruptcy,- or if ComEd’s senior unsecured credit ratings. from the
three major credit rating agencies fail below .investment grade.- Th|s order also strongly encouraged
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but did not require, ComEd to make contributions to environmental and customer assistance
programs—see-“Renewable Energy F|I|ngs below. This order is subject to rehearmg and appeal

lllinois Rate Case (Exelon and ComEd) On August 31, 2005 ComEd filed a rate case wrth the

ICC to comprehensrvely review its tariff and to adjust ComEd 's, rates for delivering electricity effective
January 2007 (Rate Case) ComEd proposed a revenie increase of $317 ‘milion. The ICC staff and
several intervenors in the Rate Case, mcludlng the {llinois Attorney General, suggested and provided
testimony that ComEd's rates for delivery ervices should be reduced. The commodity component of
ComEd's rates will be established by the reverse—auctton process in accordance with the ICC rate
order in the Procurement Case. On June 8, 2006, the administrative law judges (ALJs) issued a
proposed order recommendlng a'revenué increase of $164 million which mcIuded ComEd's request for
recovery of several items that previously were. recorded as expense. On July 26, 2008, the ICC |ssued
its order in the 'Rate Case which approved a delivery services revenue mcrease of approximately
$8 million of the $317 m|II|on proposed | revenue increase requested by ComEd. The tICC order
approved ComEd’s requested recovery of several items which previously were ‘recorded as expense.
However, the ICC disallowed rate base treatment (return) for ComEd’s prepald pension asset and
dlsaltowed the recovery of certain administrative and general expenses These disallowances d|d not
result in an immediate write-off becausé 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—Commltments and
Contrngencres for further information. The ICC subsequently granted in part requests for rehearing of
ComEd ‘and various other parties. On December 20, 2008, the ICC issued an order on rehearing that
increased the amount prewously approved by approximately $74 million, mcludlng a partial return on
the pension asset, for a ‘total rate mcrease of $83 m|II|on ComEd and various ‘other partles have
appealed the rate order to the courts: It is unllkely the appeal will be resolved until the second half of
2007 at the earllest In the event the order is uItlmater changed the changes shoutd be prospectlve
only. :

- Real-Time Pricing Program (Exelon and ComEc't).’tn 2006, the ICC‘approved a real-time pricing
program which will offer residential customers an alternative to standard flat-rate utility- billing. Starting
in 2007, residential customers registered’in the program will be able {0 control their electricity -bills by
using less power during higher-priced time periods. . a

Original Cost Audit (Exelon and ComEd). In the Rate Case, the ICC ordered an “original cost”
audit of ComEd's distribution assets. The ICC order did hot find that any portion of ComEd's delivery
service assets should 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
provides that the ICC- appointed auditors determine whether the costs of ComEd s distribution assets
were properly recorded on ComEd’s financial statements at their ongmal costs. The result of this audit
will be addressed through a separately docketed proceedrng The original cost audrt report’is expected
to be finalized in 2007 with an ICC proceedlng to follow the issuance of the repért. This proceeding
may extend into 2008. ComEd is unabte fo predlct the results of this audit but does not befieve the
results of the audlt erI have a material impact on CornEd s financial position or results’ of operatlons

Customers’ Affordable Reliable . Energy. (Exelon and ComkEd). In July. 2006, ComEd
implemented Customers’ Affordable Reliable Energy (CARE), an initiative to help customers prepare
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for electricity rate increases coming-in 2007 after the expiration of.the rate:freeze in lllinais. In addrtlon
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 rate increase on
customers bills: ComEd spent approxrmately $9 million for CARE in'20086. R ‘
: Sy K DR B LV DL T ‘ -
Renewable Energy Filings (Exelon and ComEd) The ICC, in a January. 24 2006 order ordered
its staff to.initiate three separate rulemakings regarding demand response programs, energy effi crency
programs‘and renewable energy resources. These rulemakings have proceeded with ComEd’s actrve
partrcrpatron On QOctober 12 2006, the ICC voted 5 to 0 to drsmrss the three rulemakrng proceedrngs

!

On Apnl 4 2006 ComEd filed with the. ICC a request for ICC approval to purchase ‘and recerve
recovery( of costs assomated with the-output of a portfoersof»competrtrvely procured wind resources of
approximately 300 MW. The filing supports the ICC's, resolution-of July,19, 2005 whrch endorsed the
llinois Governor's proposal for a voluntary initiative in which electric supptlers 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 PIan) -~This filing covers the first years
wmd-only procurement associated with the Plan ComEd asked, and the ALJ agreed;.to continue. these
proceedrngsruntrl February 2007. .. oaLngoe. :

. . . e . B
' - b IR S ML "u"?'.

' In the ICC’s December 20, 2006 order approvjrng ComEd S, re‘srdentral rate stabtlrzatron program';
the. ICC also strongly encouraged but did not requ1re,, ComEd to make contnbuttons totallng $30
mrIIron to envrronmental and customer assrstance programs ComEd |s“currently evaluatrng this
request ComEd has 60 days, from the date of thls order to file.a proposal for.the programs it plans to
fund or |mplement The ICC has 150 days to approve or modrfy the proposal ComEd is currently_
evaluating the manner in which it may Coffer renewable energy programs at the ICC’s encouragement
ComEd has included energy- -effi crency and demand .response,programs as a part of its ComEd CARE
initiative, sponsored to assist customers wrth mrtrgatrng |mpacts of hrgher pnces begrnnmg in. 2007 and
may undertake additional demand response energy efr iciency and renewable energy related rnrtratrves
in the future however such mrtratrves wrll Ilkely be dependent on. the resolutlon of other regulatory and
tegrslatrve |ssues mentroned prevrously R T PR e e

y .

Post-2006 Summary (Exe.'on and ComEd) ComEd cannot predrct the' results of any rehearrngs
or appeals in the Rate Case or the Procurement Case or whether’ the [linois General Assembly mrght
pass rate roll back and freeze legrslatlon ‘or take other actron that could have a materiat effect on the,
outcomé of the regulatory process If the price. ‘which ComEd is ultlmately aIIowed to bill to customers
for electricity is below ComEd’s cost to procure and deliver eléctricity, ComEd expects that it will suffer
adverse consequences, which could. be .material. Exelon ‘and ComEd believe, that these potentral
matenal adverse consequences could mclude but may not be limited to, reduced earnings for Exelon
and ComEd further reduction’ of ComEds credit ratrngs Irmrted or lost access for ComEd to credrt
markets to finance 'operations and capital mvestment and Ioss .of ComEd’s capacaty to enter into
brtateral Iong -term energy procurement contracts whrch may force ComEd to. procure electrrcrty at
rnore volatrle spot market ‘prices, all of which could lead ComEd to seek protectron through a
bankruptcy filing. Moreover to the extent ComEd is not permltted to' recover its. costs .ComEd’s abrlrty
to maintain and |mprove service may be diminished and its ability” to maintain rehabrlrty may be
impaired. In the nearer term, these prospects could have adverse effects on ComEd's liquidity ' if
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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 customers
through rates is significantly affected, all or a portion of ComEd's business could be required to 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 Operations 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. Finally, the
impacts and resolution of the above items could léad to an additional impairment of ComEd's goodwill,
which would be significant and ‘at least partially offset the extraordinary gain dlscussed above. See
Note 8—Intang|ble Assets for fu:ther :nformatlon related to ComEd’s goodwill. .

Return on Common Equ:ty Threshold (Exelon and ComEd) Under lilinois 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 customers.
The threshold rate of return on common equity is based on a two-year average of the Monthly Treasury
Bond Long-Term Average Rates (20 years and above) plus 8.5% in the years 2000 through 2006.
Earnings for purposes -of ComEds threshold include ComEd's net income calculated in accordance
with GAAP and reflect the amortization of regulatory assets. Under Ilinois 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 earnings sharmg provision through 2006.
Beglnmng in 2007 thlS prows:on |s no longer appllcable to ComEd:

Delivery Service Rates {Exelon and ComEd) On March 3, 2003, ComEd entered into, and the
ICC subsequently entered orders that implémented, an agreement (Agreement) with various Illinois
retall market participants and other lnterested parties that settled, among other things, delivery service
rates and the market value index proceeding and facilitated competitive service declarations for large-
load 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 recelved from customers who took
electricity from a_competitive eléctric’ generatlon supplier or under the’ purchase power option (PPO)
through 2006. The Agreement also allowed customers to lock in current CTCs for multiple “years.
ComeEd collected $40 million, $105 million and $169 miltion in CTC revenues during 2006, 2005 and
2004, respectlvely CTC collectlons ended with the transition on January 1, 2007.

Open Access Transmission Tariff (Exelon and ComEd). On November 10, 2003, FERC issued
an order allowing ComEd to put into effect, subject to refund and rehearing, new transmission rates
designed to reflect 'nearly $500 mulllon of infrastructure investments made since 1998; however,
because of the lllingis retail rate freeze and the method for caiculating CTCs, the increase has not
significantly increased operating 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 estabhshed new rates that became effective May 1
2004.

wt
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.. "Partial Settlement béfore the PAPUC (Exelon and PECO). As a result of the termination of }he
Merger Agreement, the provisions.of the PAPUC order and partial settlement approving the Merger will
not become effective and will not be applicable to PECO or the other parties to the settlement. :

PR

. Rate Limitations (Exelon and PECO). Pursuant to a settlement. agreement with. the-PARUC
related to the merger.of Exelon, Unicom:Corporation and PECO on October 20, 2000 (PECO/Unicom
Merger); PECO ‘was. subject to agreed-upon electric service rate“reductions of $200 mil!ion!, 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 settlerpent
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, 2008, and
is subject to rate caps on its energy rates through December 31, 2010. '

Through and Out (T&0) Rates and Seams Elimination Charge/Cost AdjustmentlAésignmen_t '
(SECA)} (Exelon, . ComEd. and PECO). In November 2004, FERC issued .two orders authori‘zing
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 tfransmission, service scheduled out of, or across, their

respective . transmission systems and ending within pre-expansion territories of PJM or Mideest
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 |oad-serving entities
and paid to transmission owners within PJM and MISO over a transitional period from,December 1,
2004 through March 31, 2008, subject to refund, surcharge and hearing. As load-serving entities,
ComEd ‘and PECO were also-required to pay SECA rates during the transitional period-based of1 the
benefits they received from the elimination of T&O rates of other transmission owners within P.}M and
MISO. Since the inception of the SECA rates in December 2004, ComEd has recorded approximately
$49 million of SECA collections net of SECA charges, inciuding. $5 million during the year efnded
December 31,2006, while PECO has recorded $11 million of SECA charges net of SECA collections,
including $4 million during the.year ended December 31, 2006. Management of each of ComEd.and |
PECO believes that appropriate reserves have been established in the event that some porti:on 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 transmission _m?vners
overstated their lost revenues in their compliance filings and the SECA rate design was flawed.
Additionally, the ALJ recommended that the trangmission owners should be ordered to reﬁlei their
respective compliance filings related to SECA rates. ComEd apd PECO have filed exceptions to the
initial". decision, and FERC, .on review, will determine whether or not to accept the |ALJ's
recommendation, There is no timeline for FERC to act on this matter. Settlements have been reached
with various parties. FERC has approved several of these setttements while others are still av{raiting
final execution and/or FERC approval. The ultimate outcome of the proceeding establishing §ECA
rates is uncertain, but ComEd and PECO do not believe ultimate resolution of this matter will be
material o the results of operations or financial position. '

" PJM Transmission Design (Exelon, ComEd and PECO). On May 31, 2005, FERC issued an
order creating an evidentiary hearing process to examine the existing PJM transmission rate de§ign. A
number of parties submitted testimony proposing the replacement of that rate design for existing
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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 transmission 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 proposal, if adopted, would also be expected to produce an adverse impact on Exelon’s pre-tax
operating income. ComEd and PECO, as members of the Responsible Pricing Alliance {(comprised of
most of the PJM transmission’ owners) submitted testimony opposing all changes and urging retentlon
of the existlng rate desrgn at Ieast through January 2008 ‘ : : oL

On July 13, 2006, the ALJ in the -case |ssued an rnitial decision that recommends that FERC
implement the postage stamp rate- suggested ‘by FERC staff, effective as of April 1, 2006, 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 i§ no set timeline for FERC 'to act on this matter. ComEd and PECO carinot’ predict how
FERC will ultamately rule on this matter, including the effective date and if there would bé any rates that
may be subject to refund. ComEd and PECO also cannot estimate thé final impact on either company’s
results of operations and cash flows. However, ComEd antlmpates that all impacts ‘of any rate design
changes effective after December 31, 2006 should be_ recoverable through retail rates. "With ‘the
expiration of PECO's transmission and distribution rate caps 6n December 31, 2006, PECO has the
right to file with the PAPUC for a change in retail ratés'to reflect the rmpact of any change-in-wholesale
transmlssmn rates. ' ' B

' . N v 1] " ’ ' —.7 a»' R

i

Customer Choice (Exelon,” ComEd and-PECO). All of ComEd's retail customers are éligible to
choose a competitive eléctric generation supplier and most non- resxdentlal customers may also buy
electricity from ComEd at market-based prices under the PPO. One competltwe electric generation
supplier was granted approval to serve residential customers in'the ComEd service territory. However,
as of December 31, 2006, they are not currently supplying electricity to any of ComEd's re5|dent|al
. customers. As of December 31, 2006, approxlmately 20,360 non- residential customers, or 28%- of
ComEd's annual 'retail kwWh sales had electédeither the PPO or a competitive' electric generatlon
suppller Customers who receive' energy from a competltwe electric generation supplier contlnue to pay
a dellvery charge. .

All PECO customers - may ‘choosé to purchase energy from a competitive electric generatlon
supplier. As of December 31, 2008, approximately 34,400 customers, - representing approximatety 2%
of PECO's annual kWh sales, had-elected to purchase'their electric energy from a competitive electric
generation supplier. Customers who -receive energy from a competmve efectrlc generatnon suppluer
continue to pay dellvery charges and CTCs '

Initial Hlinois Auctron (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- onth product wqth cleanng prices of $84.95
per MWh

£ . o, v .,
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- Post-2006 .Summary (Exelon and Generation). Genération's PPA 'with .ComEd expired at the
end of 2006. In September 2006, Generation -participated in and. won portions -of the ComEd jand
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 exrsltmg

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 credit worthiness of the- new|and
existing counterparties, including ComEd and Ameren. Addltlonatly, due to the possibility of rate freeze
legislation in lllinois affecting both ComEd and Ameren, Generation may be subject to the rlsk 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 proceedmg could result'in a
dlsruptlon in the wholesale power markets. ' o R . e

Market-Based Rates Matters (Exe.'on and Generatton) On Juty 5 2005 FERC |ssued an order
conditionally approving Exelon’s entities’ continued sales of power at market-based rates. As. part of
that order, FERC instituted a Section 206 proceeding on the basis that Exelon had not addressed the
issue of-affiliate abuse. On April 3, 2006, FERC terminated proceedings under, Section 206 acceptlng
Exelon’s statements that, uiider the regulatory structures in lllinois and Pennsylvania, most of the Ioad
is.served under fixed prices and that no.customer is captive, a scenario that had not changed smceT the

. previous market-based" rates fi Inng in: 2000 and that allewated concerns of af'f' Ilate abuse or recnprocal

dealing. . - . I A : o T e e I

On May 19 2006 FERC issued a Notice of Proposed Rule Makmg (NOPR) on Market—Based
Ratés for Wholesale Sales of Electric Energy, Capacity.and. Ancillary Services by Pubtic.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 required to make its
first filing with the FERC under the new standards in the second quarter of 2007. Exelon‘is not certaln
as to the impact of any new rules that are promulgated asa result of FERC's future.ruling W|th respect
totheNOPR . b L n

.On December 15 2006 Exeton made a Change in Status (CIS) f Ilng W|th FERC The trlggenng
event was the end of the full-requirements PPA between Generation and ComEd and the: resultmg
increase in Generation’s uncommitted capacity.- A CIS filing is required. when there is a rnaterlal
change in status relied upon by FERC when granting market-based rates authority. Exelon’s ﬁllng.
supported by an updated market-power analysis, demonstrated that Exelon continues to be entntled 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 fi Img

- Rehabrhty Pncmg Model (RPM) (Exelon and Generatron) On August 31, 2005, PJM ﬂled its

'RPM with FERC to replace its. current capacity market rules.-The RPM proposal provided for a fonrvard
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: detayI the
effective date of the RPM :until June 1, 2007. On April 20, 2006, FERC iissued an .order generally
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finding aspects of PJM's RPMfiling to be just.and reascnable, but FERC+also established 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, 2006 and FERC issued its order
approving ‘'the settlement, subject to conditions, on December 22, 2006. FERC’s adoption of the.
seftlement proposal of September 2006 is expected to have a favorable impact for owners of
generation facilities, and particularly for-such facilities located in constrained zones. The final revenue
impact of the settlement on Generatlon partlcularty over an extended time period, however cannot be
estimated at this time. . R : : R

e ; ' Pl ‘ e
-+, FERC.has atso denled requests for reheanng of its Apr|| 20 2006 order. The tlme for filing-a
petition for review of FERC's April 2006 order will 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 almost certainly implement RPM in 2007 notwithstanding, as-FERC's orders are rarely
stayed, and therefore almost always remain in effect, pending appellate review. The first auction, which
is scheduled to occur in April 2007, will allow Generation to better estlmate the revénue |mpact for the
penod June1 .2007 through May 31,2008. . - . D : . !

The Energy Po!rcy Act. of 2005 (Exelon Generatron ComEd and PECO) The Energy Policy
Act-of 2005 (the Energy Policy Act), which was signed into‘law on August 8, 2005, implements several
signifi icant changes- intended to.improve electric. reliability, promote investment .in the transmission
infrastructure, streamline electric “regulation, improve wholesale competition, address problems
identified in the western energy crisis and the Enron Corporation collapse, promote fuel diversity and
cleaner fuet sources, and promote greater eftr iciency in electric generation, delivery and use.

¥

The Energy Pollcy Act through amendment of the Federal Power Act also transferred to FERC
ceftain 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'these situations. Additionally, FERC.now has the authority to approve siting of electric transmission
facilities located in national interest electric transmission corridors if states cannot or will not act in a
timely manner to. approve siting. The Energy Policy Act also required the creation of a seif-regulating
electric reliability organization with FERC oversight to enforce reliability rules. On July 20, 2006:
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
rehablllty standards promulgated by NERC and enforced by FERC

.In addltlon the Energy Policy Act extends the Prlce-Anderson Act to. December 31, 2025. See
Note 18—Commitments and Contingenciés for further discussion of the Price-Anderson Act. -«

Additionally, the Energy Policy Act repealed PUHCA effective February 8, 2006. Since Exelon was -
a registered holding company under PUHCA, Exelon and its subsidiaries were subject to a-number of
restrictions. These restrictions involved financings, investments and-affiliate transactions. Exelon had’
an order under PUHCA authorizing financing transactions within certain. limits. Exelon also had an
order .under PUHCA authorizing development activities, the formation.of new intermediate subsidiaries
for internal corporate ‘structuring, .internal corporate reorganizations, and ‘investments:.'in certain
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non-U.S. energy-related subsidiaries. PUHCA also limited the businesses:in .which ‘Exelon c,ould A
engage in and the investments that Exelon could make, and required that Exelon’s utility subsrdlanes
constltuted a srngle System that could be operated in an efficierit, coordinated manner. With the repeal
of PUHCA, Exelon is no tonger subject to those restnctrons However, Section 203 of the Federal
Power Act, as amended by the Energy Polrcy Act and regulatrons thereunde, governs mtercompany
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 affiliaté transactions, and FERC's financing jUFISdICtIOﬂ
resumes to the extent that it was preempted by PUHCA. With ‘the repeal -of PUHCA, the SECs
fi nancrng jurisdiction under PUHCA for ComEd’s and PECO's short-term financings and Generatron s
findncings reverted to FERC. Exelon’s fi nancrngs are not sub;ect to FERC jurisdiction. ,

In February 2006 ‘ComEd and PECO received orders from FERC approvrng their requests for
short-term financing authority with-FERC in the amounts of $2.5 villion and $1.5 billion, respectrvely,
effectrve February 8 2006 through December 31, 2007 '

Generatlon currently has blanket fi nancmg authorrty that it received from FERC wrth its market--
based rate authorrty in November 2000 and, that became. effective again with the repeal of PUHCA As
reported previously; the. pendency of FERC's revrew of Generation's market-based rate. authonty
‘established the possibility that the 2000 blanket fi nancmg authority, could have beén revoked
retrospectrvely See “Market-Based Rates, Matters” "above for further mformatlon Consequently,
Genération _ continued, its, .reliance ,on its SEC fnancrng authonty ‘that was available under the
grandfathenng provrsron of PUHCA 2005. The FERC, proceedrng was termrnated on April 3, 2006
thereby remaving any unoertalnty over Generatron s market based rate and blanket fi inancing authlonty
and Generation subsequentiy informied FERC that Generation is contiriuing its reliance for fi inancing
authonty on.the 2000 blanket fi nancrng authorrty Accordrngly Generation is ho. Ionger avarlrng |tself of
_ the’ SEC financing authority under the .grandfathering prowsnon of PUHCA 2005 and |s nod Ionger
subject to the condrtronsthereunder S - . Sy

To the extent that the SECs junsdlctlon under PUHCA preempted certain aspects of |state
regulationof Exelon, the repeal of PUHCA WI|| permit the states in which Exelon and its subsidiaries
operate'to adopt addmonal regulatlons if they so choose absent any preemptron by FERC.

chense 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 exprratron
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 mtegrated with
the other planned license renewal filings for the Generation nuclear fleet. 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 Bottom 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 Irves of
the stations, which assumes the renewat of the licenses for all nuclear generating stations. As a result,
these license renewals had no impact on the Consolidated Statements of Operations.
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- 5. Accounts Receivable . S < ‘ o !

Customer. .accounts recewable at’ December 31, 2006 and 2005 mcluded estlmated unbrlled
revenues, representing an estimate for the unbllled amount of energy or serv:ces prowded to
customers, and allowance for uncollectlbie accounts as follows

2006 . . ' S . . E 0 v . . . Exelon
URDIlled FEVENUES - .« ..\ s e oo e L .‘.‘ ..... PR $1,077
Allowanceforuncollectlbleaccounts...‘............................... ..... e 91

. PR - (Y
2005 - S = el ' Exelon
Unbilled revenues ...................5....... 0 ..., e A L1 7$1,020
Allowance for uncollectible accounts . ........ PR e e e 77

'PECO is party to an agreement with a fi nanclal |nst|tut|on under which |t can sell or fi inance with
limited recourse an undivided interest, adjusted da||y in up to $225 million of” designated dccounts
receivable through November 2010. At December 31, 2006, PECO had sold a $225 million interest in
accounts receivable, consrstlng of a $208 million” mterest in accounts 'receivable, Wthh PECO

“accounted for as a sale under SFAS No. 140 "Accountlng Yor Transfers and Serwclng of Financial
Assets and Extinguishment of Llabllltles~—a Replacement of FASB “Statement* No. 125," (SFAS
No. 140) and a $17 million mterest in special- agreement accolints, recewable WhICh was accounted for
as a Iong -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 mterest in
accounts receivable which PECO accounted for as a “sale under SFAS No. 140, and a $30 million
interest in speclal agreement accounts recelvable Wthh was accounted for as a long-term. note
payable. PECO retains the servicing responsibility for ‘these’ recewables The agreement requires
PECO to maintain the $225 miliion interest, which, if not met, requures cash, whlch would otherwise be
received by PECO under this program, to be held in escrow until the' requ:rement is met. At -
December 31, 2006 and 2005, PECO met this requirement and was not required to make any cash
deposits. !

Beginning in 2007, this agreement will be sub;ect to the provrsaons of SFAS No! 156 "Accountmg
for Servicing of Financial Assets, améndment of FASB Statement No. 140,” which is not expected to
have a matenal impact to PECO. ) : . -

v . S e - ..
i < e - Al

154




'Becember 31, 2006. .

~

Exelon Corporation and Subsidiary Companies '
Exelon Generation Company, LLC and Subsidiary Companies
. Commonwealth Edison Company, and Subsidiary Companies
‘ PECO Energy Company and Subsidiary Companies

: Com}bi,ne.d_ Notes to Consolidated.Financial Statements—{Continued)
{Dollars in millions, except per share data unless otherwise noted)

6 Property, Plant and Equipment oo . S

The following tables present a summary ‘of property plant and equipment by asset category as of
December 31, 2006 and 2005: | - .. '

,1-

Assét Category ' - - : :
Electric—transmission and distribution . ...... ... .o e $16,385
EleCtric—generation .. ... ... .. .i.ee it e 8,154
Gas—transmnssnonanddlstrlbutlon................................: ...... e 1,537
Common-.. . .. et e e O | 499
Nuclear fuel ... ...t ee e zeeennens R S e © 2,205
Construction work in progress .......... e e e P 861
Otherproperty,plantandeqmpment(a).....:......,...'.'."...j....'..._..‘.'. ..... cee i 384
Total property, plant and equipment ................ o U 30,025
‘Less accumulated depreciation-® . . . .. S T B SR SO L 7,250
Property, plant and equipment, net . -............ .. R A e .. $22,775

{a) For Exelon, also includes corporate operations, shared service entities,: mcludmg Exelon Business Services Coppany
(BSC), Enterprises and investments in synthetic fuel-producing facilities. .For Generation, includes buildings . under lc:apital
lease with a net carrying value of $37 million at December 31, 2006. The orlglnal cost basis of the buildings was $53 Irnllllon
and total accumulated amortization'was $18 million at December 31, 2006 For ComEd and PECO; represents non-utility
property. v ) i

(b) For Generatuon mcludes accumulated amortization of nuclear.fuel of $1,078 mllllon at Decernber 31, 2006.

e, o= ' - -

" December. 31, 2005 R - o T v . _Exelon_
Asset Category - ' oo S L. te -
Electrlc—transm|55|on and. dlstnbutuon R D e e e et e $15,463
Electric—generation .. . ... ... e 8,083
Gas—transmission and distribution .7 ... ... e e 1,483
Common ......... ... oo, e e e e |_476
Nuclearfuel ............ ... ... i, e e 3,148
Construction work in progress . ... .. ... ot aa, S oot | o840
Other property, plant and equipment@ . ... ... ... e e " 360

Total propérty; plant and equipment ..................... e 29,853
Less accumulated depreciation ® .. .. ... .. . . e Cou....uh 7,872
Property, plant and equipment, net ....... e e PP '$2]1,981

(a} For Exelon, also includes corporate operations, shared service entities, including BSC, Enterprises and investments in
synthetic fuel-prodhicing facilities. For Generation, 'includes buildings under capital lease with a net carrying value Iof $40
milfion 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 PECO, represents non-utility property.

{b) For Generation, includes accumulated amortization of nuclear fuel of $2,103 million at December 31, 2005.
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As of December 31, 2006 and 2005, Exelon had recorded the following accumulated deprecnatuon
for regulated and unregulated property, plant and equipment: .

’”

December 31, 2006 December 31, 2005
. Regulated Unregulated Regulated Unregulated
Accumulated depreciation ........................ $3 673 $3,577@  $3, 425 . $4,4470

(a) Includes accumulated amortization of nuclear fuel in the reactor core of $1, 078 million and $2, 103 million as of December
© 31, 2006 and 2005, respectlvety . o

License Renewals. Generatlon s deprecuahon provisions are based on the estimated useful- Ilves of
the stations, which assumes the renewal of the licenses for all nuclear generating stations. As a result,
the receipt of license renewais has no impact on the Consclidated Statements of Operattons See )
Note 4——Regulatory Issues for further information on llcense renewals R

e 1, A

Depreciation Rate Study. In August 2005, PECO f Ied a deprecnatlon 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 lmpact of the new rates was not material.

a- T, e Lo
.

7. Jomtly Owned Electric Utility Plant : T R

. Exelon's, Generatlon s and PECO ] undlwded ownershlp mterests in jomtty owned electrlc plant at
December 31, 2006 and 2005 were as foIIows

3 , .

- Nuclear generation ’ Fossil fuel generation

Peach ‘' Transmisslon/ -
Quad Cities Bottom Salem 2 Keystone Conemaugh Wyman . -Other
Operator ............ Generation Generation . PSEG Reliant * Reliant -: FP&L » (BMe
S Nuclear ' e
Ownership interest . . . . 75.00% 50 00% . 42.59% 20.99%  20.72% * 5.89% =~ ®N
Exelon’s share at ' ' T ’ ‘

December 31, 2006: e . '

"Plant ..., ... $ 4318 . 461% 189 % 182 $..218 ., 2 $62

_Accumulated ' : Lo A

depreciation . . .. 70 246 60 1M1+ 143 "~ 29

- Construction work o : - . C et

.inprogress . ... 34 21 123 13 l2 — . =
Exelon’s share at '

December 31, 2005: - | o v
Ptant ......... . $. * 363% . 449% -1813% 171-% 217 § 2 $62
Accumulated - L S S . : .

depreciation . ... - 67" o241 © 42 .. 107 - 138 1. 28
Construction work Co - T Co I o
in progress . ... 51 22 78 5 1 — —

{a} Generation also owns a proportionate share in the fossil fuel combustion turbine at Salem which is fully deprectated The
gross book value was $3 m|Il|on at December 31, 2006 and 2005.
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{b) PECO has a-22.00% ownership interest in 127 miles ‘of 500,000.voltage lines located.in Pennsylvania and a 42.55%

. ownefship interest in 131 miles of. 500,000 voltage lines located in Delaware and New Jersey.
{c) Generation has a 44, 24% ownershtp interest i in Merrlll Creek Reservonr located in New Jersey wrth a book value of $1 millian’

at December 31 2006 and 2005 o !

Aeorsi , . . o Co N

Exelons Generatrons and PECO's undlvrded ownershlp mterests are fi nanced with therr funds’
and’ all operations are accounted for as if such partrcrpatrng interests were wholly owned facrlltles
Exelon's, Generation’s and. PECO’s share of direct expenses of the jointly owned plants are mcluded in
the corresponding operating. expenses on "Exelon’s, 'Generation’s and PECO’s Consolidated

Statements of Operations. o _ r
.- . .t o . :‘

ey

- " -
1 ~ +

8 IntanglbIeAssets : : ' ] e e | . et
Goodwill (Exelon and ComEd) ! B

“Pursuant -to SFAS No. 142, goodwill is not-amortized, but is subject to .an assessment for
impairment at least annually, or more frequently, if'évents or circumstances indicate that goodwill mlght
be impaired. The impairment assessment is performed using a two-step, fair-value based test. The first
step compares thefair .value of.the reporting "unit to its carrying amount, including- goodwill. If the
carrying.amount of the reporting unit exceeds its fair value, the second step is performed. The second
step requires unrecognized intangible assets to-be valued and then compares the:carrying amount of
the goodwill to the estimated fair:value of the goodwill. If the fair' value of goodwill is:less than the’
carrying amount; an’ |mpa|rment Ioss |s reported as a reduction to goodwrll and a charge to operatlng
expense. ST S ' . . ‘ L

Exelon assesses goodwill impairment at its ComEd operating segment; accordingly, any goodwutl '
impairment charge at ComEd will affect Exelon’s results of operations as the goodwill |mpa|rment test
for Exelon considers, the cash flows of only ComEd. In the assegsment to estimate the fair- vatue of
ComEd, Exelon and ComEd used a probabtlrty—welghted dlscounted cash flow model wrth multrpte
scenarios. The determination of the fair value was dependent on many sensitive, interrelated| and
uncertain variables including changing interest rates, utility sector market performance, czlip|tal
structure, market prices. for power, post-2006 rate regulatory structures, operating and capltat
expenditure requiremerits 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- coutd be material.

The changes in the carrymg amount of goodwrll for the years ended December 3N, 2006 and 2005
were as follows: . _

v H
()
v . . P

Balance as of January 1, 2005 . . . . . A o Y s4705

Resolution of certain tax matters .. ............ ... i I | (23)
Impalrment...._ .............. Frrep s e B RS TERTERRR . (1.207)
Balance as of Jandary.1, 2006 . .. PR . e P . 3475
Resolution of certain tax matters e e P “(5)
Impalrment .................... A MERN I R - |(778)

Balarice 3 of Decembér 3112008 . ...l Sl 32694
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2006 Interim Goodwn'! !mpafrment Assessment Exelon and ComEd perform: the-annual goodwill
impairment assessment in the fourth quarter of each year. However, due to ‘the sngnn‘" jcant negative -
impact of the ICC's July 2006 order in ComEd’s Rate Case to the cash ﬂows anhd-value of ComEd, an
interim impairment assessment was completed during the third quarter of 2006. Based on the results 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—Regu|atory
Issues for further information regarding the:Rate Case.and the Procurement Case: - : i

[ -

e f v oa

2006 Annual Goodwill Impairment Assessment. The annual goodwill impairment assessment was
performed as of November 1, 2006. The first step of the annual impairment analysis, comparmg the fair.
value of ComEd to its carrying value, including goodwill, indicated no addltaonal lmpalrment of goodwnll

2005 Annua! Goodwill Impairment Assessment. The annual goodwill impairment assessment.was
performed as-of November 1,-2005. The first step of the.annual impairment analysis, comparing the fair
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 wasimpaired -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: political environment as of November:1, 2005,
anticipated. increases. in capital expenditures in future .years .and decreases in market. valuahons of
comparable companies that are used to estimate the fair value of ComEd.

Other Intanglble Assets (Exelon) T e rl,—;r Nt :' o :_(.
Exelon's other mtangnble assets, mcluded in deferred deblts and other assets cons:sted -of the
followmg as of*December 31, 2005 S o o Lo
Yoia oy . woof AR ; [P L (T
e o . . A S .- 0 v 1, Accumulated « o
v . . T v Gross Amortization Net
Synthetlc fuel mvestments @ ... L It e i e s 3264, 0 0 5(121) . $143
Intangible pension asset® .. ....... e o e e e e i . 34 — _ - 34
Total intangible’assets ............ S RPN $298 $(121) $177

: (a) See Note 12-—income Taxes for a description of Exelon’s right to acqu:re tax credits through investments in synthetlc fuel-

- producmg ‘facilities. In the second quarter of 2006, Exelon recorded’an’ |mpa|rment charge of $115 million’ (before income

taxes) associated with the full write-off of the intangible asset related to its investmant in synthetic fual-prodiicing facilities. *

(b) See Note 14—Retirement Benefits for a description of the impact to Exelon's Consohdated Balance Sheet as a resull of
v adoptmg SFAS Ne. 158, including the elimination of the |ntang|ble pension asset in 2006

[ R - .-‘-.,

L

For the year ended December 31, 2006, Exelons amortization expense’ refated to mtangrble
assets was $28 million. For the year ended December 31, 2005, the’ mtanglble pensron asset
decreased by $137 million as a result of an annual actuarial valuation associated with Exélon’s. penswn
plans. For the year ended December 31, 2005, Exelon’s amortization. expense related to |ntang|ble
assets was $68 million, of which $4 million has been reflected as a reduction in révenues rélated to the

158




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

energy purchase agreement and the tolling.agreement. For 'the year ended December 31, 2004 '

Exelon’s. amortization expense related to intangible assets was $90 million, of which $32 miltion .has
been reflected 'as a reduction in revenues related to the. energy purchase agreement and the tolling
agreement

Generatlon sold Slthe on January 31, 2005 whrch resulted in the elimination of the .intang lble
assets related to Sithe's energy purchase agreement "and tolling agreement from Exelpns
Consolidated Balance Sheets. See Note 2—Acquisitions and Dispositions for further information
regarding this sa'e. C . -

-

9. Fair Value of Financial Assets.and Liabilities.

Derwatwe Financial Assets and Llabulmes o

Interest-Rate Swaps (Exelon Generatlon ComEd and PECO)

LRPR

The fair values of the Reglstrants interest-rate swaps are determined using quoted exchange
pnces external dealer prices and available market pricing curves. At December 31,72005, Exelon1 had
$240 ‘million of notional amounts of interest-rate swaps outstanding, which were held by ComEd and
were settled on January 17, 2006 for a cash payment of approxlmately $1 million. At Decembe 31,
2006 the Reglstrants did not have any cash-ﬂow hedges outstandlng

"

Fair-Value Hedges The Reg|strants may utilize fi xed-to—ﬂoatrng interest-rate’ swaps from trme to
time as a means to achieve their targeted leve! of variable-rate debt as a percent of total debt At
December 31, 2006 and 12005, ‘Exelon had $50 million and $240 million, respectively, of notlonat
amounts of farr-value hedges outstanding. At December 31, 2005, ComEd had $240 million of notlonal
amounts of fair-value hedges outstanding. Fixed- to-ﬂoatrng mterest-rate swaps are desrgnated 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 underlymg Irabrllty
remains outstanding, changes in the fair value of the swaps‘are offset by changes in the fair vatue of
the hedged liabilities. Any change in the fair value of the hedge as a result of |neffect|veness is
recorded |mmed)|ately in earnings. During 2006 and 2005 no amounts relatmg to falr-value hedges

were recorded in earnings as a result of |neffect|veness '

At December'B':l, 2006_,_4_the fair value asso'ciateld with interestirate swaps.we‘re as fotlc')ws::_

e T ’ : : ’ L N Fair ' -+ -Fair

£ 00y - -Notional i : o : L Value ‘Value:
. Amount  Exelon Pays '“pounterparty Pays 12/31/06 !12131105.
Fair-Value Hedges )
Exelon . ...«........... ..... %50 .3 Month LIBOR— 1419% - - 4.90%. - $(0.4) $—~—

Cash Flow Hedges The Registrants may utllrze interest-rate derivatives to Iock in mterest rate
levels in anticipation of future financings. Forward-starting interest-rate swaps are designated 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
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as a result of ineffectiveness is recorded immediately in earnings. At December 31, 2006 and 2005, the
Registrants did not have any notionai 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 included in other, net within Exelon’s and ComEd's Consolidated
Statements of Operations. Exelon is recordlng the remammg $39 million as addrtronal mterest expense
over the: remammg life-of the related debt . ' . - ;

Energy-Related Derivatives (Exelon, Generation and ComEd) R

Generation utilizes 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 commadity contracts. Additionally, Generatlon enters into certain energy -related denvatlves for
tradlng or speculative purposes -

_ Generatron s energy contracts are accounted for under SFAS No. 133. Non-tradrng contracts may,
qualify for the .normal .purchases and normal sales exemptron to SFAS No. 133. Those that do not
meet the normal purchase and normal sales exemptron are recorded as assets ‘or liabilities on the
balance shéet at fair value. Changes in the denvatlves recorded at.fair value are recognized in
earnings unless specific hedge accounung criteria are met and they are desagnated as cash-ﬂow
hedges, in which case those changes are recorded in OCI, and gains and losses are recognized in
earmngs when the underlying fransaction occurs or are designated as fair-value, hedges in which case
those changes are recognized in current earnings offset by changes in the fair value ‘of the hedged
|tem in current earnings. Changes.in the farr value of derivative contracts that do not meet the hedge
cntena under SFAS No. 133 (or are not desrgnated as such) and proprletary trading donfracts are
recogmzed in current earmngs Generatron also has contracted for access to additional generation and

sales to load-serving entities that are ‘accounted for under the accrual method of accounting, dlscussed
in Note 18—Comm|tments and Contingencies.

1 [N

ComEd has denvatlves related to one wholesale contract and certarn other contracts to manage
the market price exposures to several wholesale contracts that extend into 2007, whichi is beyond the
expiration of ComEd's PPA with Generation. ComEd’s wholesale contract, which previously quallf ied
for the normal sale exception pursuant to SFAS No. 133, has been recorded at fair value _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 procurement auction (See Note 4—
Regulatory Issues) are deemed to be derivatives that qualify for the normal purchase exception to
SFAS No. 133. CormEd does not énter into derivatives for speculatrve or trading purposes

PECO's PPA with Geneération 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 derrvatlves for

speculat!ve or trading purposes.

At, December 31, 20086, Exelon Generation and ComEd had net assets (Irabllltles) of $4596 million,
$499 milifon and $(11) miliion, respectively, on their Consoclidated Batance Sheets for the fair value of
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" energy” denvatlves The following- table prowdes a summary ‘of the fair value balances recorded by

Exelon; Generatlon and ComEd as of December 31 2006 : . - v O N
S e, e . o T T -

December31, . ,',, ‘: ) o L o e . .. . Exelon

2006 '- . ’L. B ’ '. . 'fGeneretIon e ) ‘ ComEd "~ ] ' _ ‘_..'” Energy-

. Cash-Flow Other Proprietary Cash-Fiow Other. - ‘ Related
Derivatives e Hedges . Derivatives  Trading _Subtotal Hedge _ Derivatives Subtotal Other(@ Derlvatl_ves(bl ‘
Current assels- ,$460. 751 ©T§197  $1408 $— ., $— . $—  $10  $1418
Noncurrentassets ANARE 104 ' 52 - 15 ~' T = = = 1N
Total mark-to- market | < ' LT ‘ s T ) 0

.energy cortract | T L P Gt o -

cassefs ........... $564 $803  .§212 51579 ,%— ~$— 810 ., 51,589
Current liabilities : . . .. $(119) © © $(697) * - ' $(187) -$(1.003) F+(B)- ~$ By BN $ (1) . $(1,015)
Noncurrent . . . L P Y .. e
" liabilites ... ... (30)" (33y 8 L agn = = TR ) B (£
Total mark-to-market o N T A R I Y

energy contract . L

liabilitles .. L.... 7. - *$(149) $(730) $(201)  $(1.080) $°(6) $(3) S $ (2 $(1.093)

Totat mark-to-market
energy contract net R ‘ L ‘ - .
assets (liabilities) .". $ 415 $ 73 $ 11§ 499 3 (6) $ (5) $(11) - % 8. 3. 496 -

e 'L RS

(a) Other includes corporate operatlons shared service entities, mcludmg BSC Enterpnses and lnvestmenls in synthetlr‘ fuel-
producing facilities. ‘ ) . " :
(b) Excludes Exelon’s |nterest-rale swaps. o2 - A . (VRS

< . . . . PR ] '

At December 31, 2005 Exefon and Generation had net liabilities of $517 million ‘and $540 mllllon
respectively on their Consolidated Balance Sheets for the fair value of energy derivatives, WhICh‘
'mcluded the energy derivatives discussed below. The following tables provide a summary of the falr
value balances recorded by Exelon and Generatlon as of December 31, 2005: - -

December 31,2005 Generation : " °  Exelon
- . Cash-Flow Other - Proprietary T - Energy-Related
Derivatives . ) .. " Hedges Derivatives Trading Subtotal Other 2. Derivatives ®,
Currentassets ............... - $ .563 $ 327. $ 26 5 916 $— & 916 T
Noncurrentassets ............ 153 9% . 124 286 . 8, . 371
Total mark-to-market energy : ) [,
contractassets ........... . $ 716 §$336 ' $150 $1,202 §$85 $ 1,287
Current habillties AP R (948 - $(316)  $ (18)  §(1,282) $—" (1 282)
Noncurrént liabilities *. . . .. Lo o ~(289)°  (48) (123) (460) (62) (522)
Total mark-to-market energy * | LT T " ‘: o s
contract liabiliies :.......... o $(1,237) '$(364) © $(141) '-‘$(1",742) $(62) o (1 804)

EE - -

" Total mark to-market energy
‘contract net assets’ o N ) .
i (Ilabllltles) ......... e I 11 (521) $ 28) % .9 -"$~i'(5'40) - $ 23""~ '$-i(5.17)‘ '

oL 4 L. R P et R ST . i

\ ; ~ g K b T

(a) Other includes. corporate’ operalrons, shared service entltles including BSC Enterprlses and mvestments in synthetlc fuel-
producing facilities. , b ‘ L L !
()] Excludes Exelon's interest-rate swaps. :
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Normal Operations -and Hedging Aclivities' (Generation). Electricity 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 contracts as well as derivative contracts, mcludmg
forwards futures, swaps and Opt:ons W|th approved counterpames to hedge anhcupated exposures.

Cash-FIow Hedges (Generatfon and ComEd). The tables below prowde details of effective cash-
flow hedges under SFAS No. 133 included on Exelon’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
alt ‘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 roliforward of accumulated OCI
related to cash-flow hedges for 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.

o, - " - Total Cash-Flow Hedge '
Ce - ) OCI Activity, Net of
. . Income Tax
December 31, 2006 . L Generation ComEd Exelon
Accumulated OCI derivative loss at January 1,2006 ....... Y $(314)y  $—  $(314)
Changesinfairvalue ....................: v e S 476 4 472
.Reclassifications from OCl to netincome . .................cooiin..: 8 . ,—. 88
Accumutated OCI derivative gain (loss) at December 31, 2006 .....:.... $ 250 $(4) $246
- :f - . , ., S ' Total Cash-
St S ) to- . ' ‘ - Flow Hedge
R 4 S - A SR . . OCI Activity, Net of
December 31, 2005 o v . . . Income Tax -
‘ ) T Exelon and
. Generation
Accumulated OCI derivative loss at January 1, 2005 e e e e e $(137)
Changes:nfalrvalue...:-..-............_.................:-' ................ , - (533) .
Reclassifications from OClto netincome.. ... ... ... ... ... .. . ... ... ... ..... . 356 .

Accumulated OCI derivative loss at Décember 31, 2005 .......................... - $(314)

At December 31, 2006, Generation and ComEd had net unrealized pre-tax gains (losses) of $415
million and $(6) million, respectively; of cash-flow hedges recorded in accumuiated.OCIl. Based on
. market prices at December 31, 2006, approximately $341 million and ${6) million of these deferred net
pre-tax unrealized gains (losses) on derivative instruments in accumulated OCI are expected to be
reclassified. to earnings during the next twelve months by Generation and ComEd, respectlvely
" 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 commodity cash-flow hedges are
reclassified into earnings when the forecasted purchase or sale of the energy commadity occurs. The
maijority 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.

1
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Generatlons cash-flow. hedge activity impact to pre-tax eamings based on the .reclassification
adjustment from accumulated OCI to earnings was a $146-million pre-tax loss; a $583 million pre-tax loss
and a $475 million pre-tax loss for the years ended December 34, 2006; 2005-and 2004 respectwelyh
' Vol L . T L

i

- . - o ' ok

Other Denvatrves (Exaion Generatron and ComEd) - ' ' T
i

T Exelon Generatlon and ComEd enter mto certam contracts that are derivatives, but do not quallfy
for hedge accountmg under SFAS No. 1337or are not designated 'as cash-flow hedges These
contracts are entered.into to economically hedge and limit the market price risk associated with energy
commodlty prlces Changes in the fair value of these derivative contracts are recognized in current
earnings. For 2006, 2005 and 2004, Exelon, Generation and ComEd recognized. the followmg|net
unrealized mark-to-market gains (losses), realized mark-to- market ‘gains, (Iosses) 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, respectively. -

v e, - . ot BRI T [ I
For the Year Ended December31 2006 " ek ST Generation ComEdf Otherit) ' Exslon

Unrealized mark-to-market gains (iosses) ..... “. . el - $29 . $(8) ' $(15) $ 6
Reahzed mark-to-market gams e e X 74 -3 = 7
Total net mark to market galns (Iosses) st eer s o 3103 ) ﬁ) - $(15) @
(a) See "Energy,-ReIated Derlvatwes above ‘, . DRI B ' h ' i

(b) Other includes corporate operatlons. shared senrlces entltles. lncludlng BSC Enterpnses and |nveslment5 in synthetic fuel-
producmg facnlmes )

[ A | .}._- LI . . P I

For the Year Ended December 31 2005 P I N Tl e Generation Other@ - Exelon
Wnrealized mark-to-markét gains 2. . et RS i v 886 . $24 $1:1O
Reallzed fnark-to-market losses . ISR U S A L (98) —  (98)
N T 1 i

Total net mark-to market galns (Iosses) ..... it e $(12) . 524 $]12

an

R al o n
(a) Other mctudes corporate operatlons shared serwces entltles mcludlng BSC, Enterpnses and mvestments in synthetlc fuel-

producmg facilities. "' . ) . - '

: ) . Exelon’and
For the Year Ended December 31,2004 . ... . .- - TP AT S . Generation
Unrealizéd mark-to-market gains .......z. 00w ... om0 L T S $'18:1
Realized mark-to-market losses .= ...« viia 0L e e e e (183)
Total net mark-to-market losses ... .......... PP SR T T8 @

- . - e o '
' l

Proprietary Tradmg Activities (Generatron) Proprietary, trading ‘includes all contracts entered lnto
purely. toprofit from market price changes-as-opposed to;hedging an exposure and is subject.to Ilmlts‘
established .by Exelon's Risk Management Committee. ~These contracts are recognized, on ithe
Consolidated Balance Sheets at fair value and changes. in the fair value of:these derivative financial
instruments are recogmzed in earnings. The. proprletary trading activities, -which, mcluded tradlng
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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 portfolio but represent a very small portion- of
Generation’s overall energy marketing activities. For 2006, 2005 and 2004, Exelon and Generation
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 entered_into for trading purposes. Gains and losses associated with financial trading are
repoﬂed as revenue in Exelon s and Generatlon ] Consolldated Statements of Operatlons !

. - For the Year Ended December 31,
» o 2006 2005 - . 2004

Unrealized mark-to-market gains .. :...:...... P AN o %814 $187, § 3
Realized mark-to-market losses ............ e (1)~ (3) B )]
Totat net mark-to-market gains ........... ... e 4 $15  §—

+

Credit Risk Associated with Derivative Instruments. The Registrants would be exposed 16 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 attempts 16 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
enabling agreement, the credit department establishes credit limits and letter of credit requirements for
each counterparty, which are defined in the derivatives contracts. Counterparty credlt limits are based
on an internal credit review that considers a variety of factors including the results of a scoring model,
Ieverage liquidity, profitability, credit ratings and risk management capabmtles To the extent that a
counterparty’s credit limit and letter of credit thresholds are exceeded, the countérparty '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. L '

* Under the lllinois auction rules and the supplier forward contracts that Generatioh 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, ComEd or Ameren are
not reqmred to post collateral; however, if market prices rise above contracted pnce levels with ComEd
or Ameren, Generation may be required to post collateral.

* The notional amount of derivatives does not represent amounts 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.
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Non-Derivative Financial Assets and Liabilities -+ ...- .- R N R IO

i, Fair Value As-of December 31, 2006 and 2005, the Reglstrants carrying amounts of cash .and
cash equivalents, accounts receivable, accounts payable and.accrued liabilities-are representatlve 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 current. market pricing
curves R L O R , T ok

The carrying amounts and fair values of Exelon’s financial |labl|llleS as of December 3, 2006 and
2005 were as follows . . . o

P

, " 2006 T fzobé
Sty ' Carrying Fair Carrying Fair
ot S TV O Amount  Value  Amount  Value
Long-term debt o SRS . $9,144 $9,122 $8,166 ~ $8,231'
L.ong-term debt to ComEd Transitional Funding Trust and PETT L = T
(including amounts due withinoneyear) .......... e loto 3051 3,149 ., 3,963 -, 4,132
Long-term debt to other financingtrusts .............. PR 545 ~517 .. 545, 539

- Preferred securities of subsidiaries +............ Cee e . 87 73 .. -87 70’
Credit Risk. Financial instruments that potentially subject the Registrants to concentrations of
credit risk consist principally of cash equivalents and customer accounts receivable. The Regrstrants
place their cash equivalents with high-credit quality financial institutions. Generally, such mvestments
are in excess of the Federal Deposit Insurance Corporation limits. Concentrations of credit risk wrthf
respect fo customer accounts receivablé are limited due to the Registrants’ Iarge number of customers
and, in the case of ComEd's and PECO's energy delivery businesses, their dispersion across many

mduslnes

;
ot

T . . ) Y
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Nuclear Decommissioning Trust Fund Investments (Exelon and Generation) - - . . o

Investments as of December 31, 2006 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 -areé held to fund Generation's. decommissioning obligation™ for” its - nuclear plants.
Decommissioning expenditures are expected to occur primarily after the plants are retired” See Note
13—Asset Retirement Obligations for further information regarding the decommissioning: of
Generatlon ] nuclear plants.

v . , LA - . - 1 o . . 1

The following tables show the falr values gross, unreallzed galns and Iosses“and amomzed cost
bases of the securities held in these trust accounts as of December 31, 2006 and 2005:

December 31, 2006
L ol Amortized Unrealized Unrealized Estimated

Cost Gains Losses Fair Value
~Cashandcashequivalents .. ...........n......... v, %36 L% — e $ +36
U.S. Treasury obligations and direct obllgatlons of U.S. . . T
governmentagencies ............... ... 890 L 36 o 1,026 -
Federal agency mortgage-backed securities . ... e 767 1 - 6 - — 773
Commercial mortgage-backed securltles .............. 82 1 — .83
Corporate bonds ..... Ve P e : 306 . - .7 _ 313
Other debt securities. . . .. C e e e .o 137 . = T, — 137
Marketable equity securities .. .~ .~ . ........ vieen. s 2,810 -0 1,237 0 — Dt 4047
Total available-for-sale securities ... ......... P ..$6.128 © $1,287 - $—- ' $6415
- o December 31,2005 . . ..
Amortized Unrealized Unrealized Estimated
Cost Gains Losses Fair Value
Cashandcashequivalents .. ........................ $ 80 $— - $ 80
U.S. Treasury obligations and direct obligations of U.S.
governmentagencies ............. ... ... 958 T 37 3) 992 .
Federal agency mortgage-backed securities ........... 684 3 (6) 681
Commercial mortgage-backed securities .............. 53 1 (1) 53
Corporatebonds ......... ... ... ... ... ... . ... ..., 303 10 (4) 309
Otherdebtsecurities .. .......... ... ... ... ... ... ... 58 — (1 57
Marketable equity securities ......................... 2,762 683 (32) 3,413
Total available-for-sale securities ... .................. " $4,898 $734 $47)  $5,585
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The available-for-salé debt securities have contractual maturities as follows: - v

~ S . T . w7 December 312008
., E _ . . - o . , von . .Estimated . .
. . o 7 Fair Value .
Debt securities: : E LT . o
Maturities within 1 year ......... P e e e % 1,0{:.
Maturities after 1 year through'Syears ................... ..o U 398
Maturities after 5.years through 10 years-. . ...i ... . ...ovireeieiieianann. 401
Maturrtresafter10yearsd.......~.......;».'...'.'. ........ e 1,523

Total debt securities --. . . . e . AP $2,332

Impairment Evaluation in 2006 and 2005. Beginning in 2008, and in connection with the |ssuance‘
of FSP 115:1, Generation considers all nuclear decommissioning trust fund investments m an
unrealized loss position to be other-than-temporarlly impaired. As a result of certain NRC restnctrons

" Generation is unable to démonstrate its ability and ‘intent to hold the nuclear decommissioning ltrust
fund investments through a recovery penod and accordlngly recognizes any unrealnzed “holding Iosses
|mmed|ately

During the year ended December 31, 20086, Generatlon recorded |mpa|rment charges totalrng $29
million, $1 million and $2 million associated with the decommissioning trust funds of. the former CornEd
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 mrlhon
associatéd W|th the decommissioning trust funds of the former ComEd and the AmerGen umts
respectively. Recognition of the impairment charges associated with the former ComEd and former
PECO plants had no significant impact on nét income for Exelon’s or Generation’s results of operatlons
or financial position. See Note 13 for further discussion’on’the |mpacts to-the Statements of Operatrons
and the Balance Sheets for the former ComEd and former PECO units.

- Prior to 2006, Exelon and Generation evaluated, among other factors, general market condmons
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 |mpa|red
Exelon and Generation’ also considered specific adverse conditions related to. the financial health of
and business outlook for the investee.. Once a decling in fair value was determrned to be other—than-
temporary, an |mpa1rment charge was recorded and a new cost basis was established.

Unrealrzed Gains and Losses. At December 31 ‘2008, Exelori and Generation had "gross
unrealized gaing of $1,287million related to the nuclear ‘decommissioning ‘trust fund mvestments ‘At
December 31, 2005, Exelon and Generation had gross unreatized 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 regu atory
liabilities or accumulated other comprehensive income in Exelon’s Consolidated Balance Sheets and in
‘noncurrent payables to affi liafés or ‘accumulated ‘otheér comprehensive income’ in Generatlon s
Consolidated Balance Sheets at December 31, 2006 and 2005, respectively. o

As of December 31, 2008, there were no available-for-sale -securities held . in. nuclear
decommissioning trust funds-in an unrealized loss position. d , ‘ .
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" The following table provides information regarding available-for-sale .securities. held in nuclear
decommissioning trust funds in an unrealized loss position that were not considered other-than-
temporarily impaired. The following tables show the investments' gross unrealized losses and fair
value, aggregated by investment category and length of time that individua! securities have been |n a
continuous unrealized loss position, at December 31, 2005. R

-

Decemﬁer 31,2005 -

Less than 12 months ; 12 months or more - Total
Fair Unrealized ~ Fair Unrealized . Fair Unrealized
Value Losses Value Losses Value  Losses
U.S. Treasury obligations and direct
- -obligations of U.S. government S S e S .
agencies ..................... F $ 170 $(3) $.24 $(1) .$ 194. $ (4
Federal agency mortgage-backed - . - o N . .
. securities . ........... P ... 387 (4) - 28. (1) = 415 (5)
Commercial mortgage-backed A . .
securities .............. e .15 = 7 (1) 2
Corporatebonds . ..................... 119 (3) 20 - (1 139 4
Other debt securities ........... i e 17 — 22 (1) 39 (1)
Marketable equity securities ............ o 345 (23) 69. . {9) . 414 (32)
Total ........ . e $1,053 $(33) .$170 $(14) $1,223 $(47)_

Sale of- Nuclear Decomm:ssromng Trust Fund lnvestments Proceeds from, the saiea of
decommnssuonmg 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,
Proceéds from Gross Realized Gross Reallzed
. . v 0 © .. r Sales . " Gains Losses
For the year ended December 31! 2006 A $4.793 '$ 58 ! - $(80)
For the year ended December 31, 2005 Lo e N 5,274 o130 81y
For the year ended December 31, 2004 - .l . 2,320 115 - {43)

Amounts reclassified from Exelon’s reguiatory liabilities or accumulated other comprehensive
income_to earnings was determlned 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, respectwely Amounts reclassified from Generation's noncurrent
payables to aff liates or accumulated .other comprehensive income to earnings was determined base
on either the high-cost or average cost basis, and tolaled 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. . . . .

The amounts of net unrealized holding gains that were included in Exelon’s regulatory liabilities or
accumulated other comprehensive income during the period. totated $567 million, $132 million, and
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$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- affi liates or
accumulated other comprehensive income during the period totaled $567 million, $132 mitlion, anq

$293 mllllon for the years ended December 31, 2006, 2005 and 2004, respectwely 200 N -
.' - - f

.~ , - - o - N

10 Severance Accountmgﬂ' : L,

L

' The Reglstrants provrde severance and health and welfare benefits to terminated employeeS'
pursuant to pre-existing severance plans primarily based upon each individual employees years ‘of
service and compensation level. The Registrants account for their ongoing severance planls in
accordance with 'SFAS No. 112 and SFAS No. 88 and accrue amounts associated wrth severance

benefits that are considered probable and that can be reasonably estimated. *~ . -

Following the termination of the proposed -Merger, Exelon. evaluated its orgamzatlonal structure
and resource needs on a standalone basis (see Note 2——Acqursmons and ‘Dispositions -for' further
information on the Merger termination). As a result of that evaluation, management concluded'that
certain positions will be eliminated. Therefore, Exelon recorded $29 million of severance charges in
20086.

" T I T R §
During 2006, ComEd recorded a regulatory asset assocrated with previously incurred severance
costs that ComEd was granted recovery of in the December 20, 2006 ICC order See Note 4—

Regulatory Issues.and Note 18—Commitments and Contingencies. . woE R

" The following tables present total salary continuance severance costs (benel” ts) recorded as an

operating and malntenance expense, dunng 2006, 2005 and 2004: . : Coe T
Salary Continuance Severance Exelon * Ganeration Com[—id - PECO - dthe_r @
Expense recorded—2006 ....... SR $ 21 $ 60 $—° 782 ¢ $130
Expense (income) recorded—2005 ........ {14)d (o) (4)dite) Y . 1 (2)@
Expense recorded—2004 ....... e 32 2 A0 00 3 . W

(a)' Other includes corporate oparallons shared service entmes lncludrng BSC Enterpnses and |nveslment5 in syntheuc fuel-
- producing facilities. ’ o -

{b) Does not include $2.million of severance related to stock-based compensation. * : N

{c) Doss not include $4_ mllhon of severance related to stock-based compensation and $3 million of severance related to SFAS

88B. - .

(d) Represents a reductlon in prewously recorded severance reserves. ]

(e) Excludes severance charges of $5 mllhon relaled to Salem of whlch Generatron owns 42 59% and whrch |s operated by
' PSEG Nuclear, LLC (PSEG Nuclear) A -

- - . X
[ K . PRI 1] e [ i LA '

r

”n

L . R T -

' voe ot - ot o
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- The following table provides a roll forward of the salary continuance-severance obllgatcons from

January1 2005 through December 31, 20086: : - t AR
Salary Contlnuance Obligations - ' ‘.' ' oo T Exelon '.Generatidn ComEd ‘ PEéO _‘ Other
Balance at January 1,2005 ...................c..co.ts $ 69 $16 $28 $7 $18
Severance charges recorded/(reduction in obligation

estimate} .........0 ... .. {(14)d (4). 9y 1 {2)
.Cashpayments ............. et T C-.c) I ) a1y .0 (10)
Balance at January 1,2006 ....... S S - %22 7 $ 8. $1 §% 6
Severance charges- recorded ..... e A N - T 2 13
Cash payments .............. e L 9 . 3) (2 .M (3)
Balance at December 31, 2006 ..... e ... $34 $10 $ 6 2 §16

(a) Other includes corporate operatlons shared service entities, including BSC, Enterprlses and investments in synthetlc fuel-
producing facilities. L

{b) Excludes severance charges of $5 m:lllon related lo Salem of WhICh Generatton owns 42.59% and which |s operated by
PSEG Nuclear

-

11. Debt and Credit Agreements
Short-Term Debt o
' The following tables present the short-term debt actwrty for Exelon during 2006, 2005 and 2004:

. L e L . 2006 2005 2004
Average borrowings .............. I, A ieviaeiiiiieaie..z. b 856 5 935 $149
Maximum borrowings outstanding . . ........ ... ... oo, 1,459 2416 622
Average interest rates, computed on a daily basus I 5.02% - 3.49% 1.37%

Average interest rates, at December 31 .........0 ... 542% 4.59% .2.43%

r . . i) - v
. P

On March 7, 2005, Exelon entered into a $2 billion term loan agreement. The loan proceeds were
used.to fund discretionary contributions of $2 biilion to Exelon’s pension plans. On April 1; 2005,
Exelon entered into a $500 million term loan agreement to reduce this $2 billion term loan. During the
second quarter of 2005, $200 million of this $500 million term loan, as well as the remaining $1.5 billion
balance on the $2 billion 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, 2005, the term loan agreement was amended and restated to
extend the agreement from December 1, 2005 to September 16, 2006. On July 31, 2006, Exelon
amended its $300 million term loan agreement to extend the maturity date to the earlier of
December 31, 2006 or two business days after the effective date of Exelon’s new credit facilities. On
October 30, 2006, Exelon terminated its $300 million term loan agreement. :
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Credit Agreements - ~ v S t : . . e N

On July 186, 2004 Exe!on Generatlon ComEd and PECO entered into a $1 bl||l0n unsecured
revolving credit facility maturing on July 16, 2009 and a $500 million unsecured revolving credit facmty
whlch matured on October. 31, 2006.

\e ity .

! On February 10 through 16, 2006, Generatlon entered into separate additional credit facmtnes |wnth
aggregate bank commitments of $350 million. On September 19, 2006, Generation entered into three
separate 364-day revalving credit facnlmes with aggregate.commitments of $1 bllllon et

On February 22, 20086, ComEd entered into a $1 bllllon senior secured three-year revotvmg crednt
agreement. The credit agreement is secured by First Mortgage Bonds of ComEd in the prmcrpal
amount of approximately $1 billion. First Mortgage Bonds are a first mortgage lien on ComEd'’s utlllty
assets other than expressly excepted property. Additionally, on February 22, 2006, ComEd was
removed as a party to the July 16, 2004 credit facilities. During 2006, ComEd borrowed and fully repald
$240 million under its credit agreement.

'On Qctober 26, 20086, -Exelon; Generation and PECO entered into new-unsecured 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 facuhtles the $1. 95 bnll:on in -
Generatlon bllatera! credit faculltles and Exelon’s $300 million term loan M S

The Reglstrants may use the credlt facnlltles for ‘general corporate purposes, including meetmg
short-term funding requirements and the issuance of letters of credit. The obligation of each Iender to
make any credit extension to a Registrant under its credit facilities is subject to various condltlons
including, among other things, that no event of default has occurred for the Registrant or would result
from such credit extension. A bankruptey filing by ComEd wouid 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.
Al o

"At Décember 31, 2006 the Registrants had the following aggregate bank commitments and available

capacaty under the credit agreements and the indicated amounts of outstanding commercial paper

s ,l. L) ot R —

Aggregate '

. . ot Bank - Available Qutstanding
Borrower : ' .- . Commitment (8¢ Capacity ¥ Commercial Paper
Exelon Corporate ..................c i $1,000 $ 993 - 150
Generation ........... L e ~ 5,000 4820 - - —
ComEd............... e e T 1,000 956 60
F’ECO e e S e PN 600 598 - 95

(a) Represents the total bank commitments to 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
credit. The amount of commercial paper outstanding does not reduce the available capacity under the credit agreements.

L Interest rates on advances under the credit facilities are based on either pnme or the London
Interbank Offered Rate (LIBOR) plus an adder based on the credit rating of the borrower as’ well as the
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total outstanding amounts under the agreement at the time of borrowing. In the cases of.Exelon, PECO
and Generatlo‘n the maximum LIBOR adder is 65 basis pomts and in the case of ComEd, it is 200

baS|s pomts .

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 interest expenses attributable to-securitization debt, certain changes
in working capital, distributions on preferred securities of subsidiaries and, in.the case of Exeion and
Generation, revenues from Sithe and interest on the debt of its project subsidiaries. The following table
summarizes the minimum thresholds reﬂected in the credit agreements for the year ended
December 31, 2006: - . - "y . .

l v "‘ ' Exelon  ‘Generation =~ ComEd " PECO
Credlt agreement threshold L I, .... 250to1 3. 00 to1 225to1 2.00to1

At December 31, 2006 the Regrstrants were in compliance with the foregoung thresholds o

The ComEd credit agreement is secured by first mortgage bonds and |mposes a restnctron 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 retirements” (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 mterest coverage test.
As of December 31, 2006, ComEd was in compllance with this requirement. : . .

. e . [

‘Long-Term Debt

o . The followmg tabies present the outstandlng Iong-term debt at Exelon as of December 31, 2006
and 2005 ' , . . . . C e e,

. LS : *

! Décembar 3,

Maturity’ ——— "
Rates Date 2006 2005
Long-termdebt : '
First Mortgage Bonds'(a) (®v); ' B R '
Fixedrates ........................ e 3.50%-8.375% 2008-2036 $4,261 $3,201
Floatingrates ................................... 3.50%-3.85% 2012-2020 497 497
Notes payable andothert) ... ......:... ... oo, 4.45%-8.00% 2007-2035 3,867 - 3,928
Pollution control notes: . ) L
Floalingrates ......................... e 3.52%-3.97% 2016-2034 520. 520
Notes payable—accounts receivable agreement .......... ' 5.28% 2010 17 ° 30
Sinking fund debentures ......... e 3.875%-4.75% 2008-2011 8 . 10
Totallong-termdebt ... ... ... ... .. .. ... .. .. ... .. .. ... ' 9170 - 8,186
Unamortized debt discount and premium, net ............ : ; ' : (25) (25)
Unamortized settled fair-value hedge, net ....".. ... ... ... s ALY & ) B -
Fair-valué hedge carrying value adjustment, net .......... : ’ — 4]
_ Long-term debt due withinone year .................... . - (248)  (407)
Long-termdebt ....................... e - _ $8,896 $7,759
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e v, U ) .- Maturity Dacember 31, .
' Rates Date . 2006 2005

Long-term debt to financing trusts

' ' Payable to ComEd Transitional Funding Trust . .................... 5.63%- 2007- . o
, . 574% 2008 § 648 $1988
: Payable to PETT ............................................. 6.13%-  2007- -
7.65% 2010 2,403 2975
Subordlnated debentures to ComEd Flnancmg | 8.50% 2027 185 {155
Subordinated debentures to ComEd Financing I & ................ 6.35% 2033 . 206. 208
" Subordinated debentures to PECO Trustlll ........0.......... ..., 7.38% 2028 81 &1
"Subordinated debentures to PECO Trust IV .. -................ ... .. 5.75% 2033 103 103
Total long-term debt to financing trusts - /. . ........................ ) 3,596 4,508
lL.ong-term debt due to financing. trusts due within one year .......... - o (BB1). (B0
Long-term debt to financing trusts ......................... S _ " $3,015 ' $4 ,0'01

{a) ComEd’s utility assets _other than expressly: excepted property and substantially all of PECO’s assets are subject to il the hens
- of their respective mortgage indentures.
{b} Includes first mortgage bonds issued under tha CornEd and PECO morlgage |ndentures securing pollutlon control bonds
and notes.
{¢) Includes capital lease obllgatlons of $44 and’ $46 mllllon at December 3, 2006 and 2005, respectively. Lease- payments of

. $2 million, $2 million, $2 million, $2 million, 32 mlllton and 334 million will be made in 2007, 2008, 2009, 2010, 201 and :

- thereafter, respectively.- v
" {d) Effective July 1, 2003, PECO Trust IV, a f' nancmg subsudtary created in May 2003, was deconsolidated from the fi nanmal
stalements in conjunclion with the adoption of FIN 46. Effective December 31, 2003, ComEd Financing Il, ComEd Fmancmg
Ill, ComEd Transitional' Funding Trust, PECO Trust Ill, and PETT were deconsolldated from the financial statements in
*  conjunction with the adoption of FIN 46-R. Amounts’owed to these financing trusts are recorded as debt to financing trusts

within Exelon's Consolidated Balance Sheets T . s e . IR
, Long- ~term debt, matuntles at Exelon in the penods 2007 through 2011 and thereafter are as
follows Shee e SR T s s : -f
H ‘ P . R S : : , _ Exeton
2007 .. ... P i e e “..... $]248
2008 ... ... e B e e e e AR R I A 898
2009 ... ... .. 0 N et Il Yl + 28
2010 . e e e e T I 1632
2001 .. O O "1,799
Thereafter.... .. .....- . s e e T e . 5,565
Total ............ e B T 89,170
s " "ay - A
' L PO A H IR -1
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Long-term debt to financing trusts maturities at Exelon in the penods 2007 through 2011 and
thereafter are as follows:

~ Year . L _ Cr Exelon
2007 . e e .. $ 581
2008 ... .. e e e e e oo 964
200D L e e e 700
2010 ........... A e SN P . 806,
1 A PN P, e -—
Thereafter ........... S .-
Total ................. P e S S $3,596
lssuances of Long-Term Debt. The following Iong-term debt was |ssued at Exelon ComEd and
PECO during 2006 . . W e
) : Interest '
Company .o : Lo Type ., Rate ..+ Maturity Amount(a)
ComEd ....................... First Mortgage Bonds ~ 5.90% - *‘March 15,2036  $325
ComEd ............ N First Mortgage Bonds * 5.95%' August 15,2016 © 300
ComEd ....................... First Mortgage Bonds . 5.95% August 15, 2016 115
ComEd ............ ... ". First Mortgage Bonds . 5.40% . December 15, 2011 345
PECO .............c i Flrst Mortgage Bonds 5.95% October 1, 2036 ,, ..300

- & 1
(a) Excludes unamomzed bond dlscounts and premmms - -

‘Debt Retfrements and Redemptfons The followmg debt was retired, through tender open market
.purchases optional redemption or payment at maturity, during 2006:

Interest e “ *

Company Type | ‘ Rate - Maﬂ.lrity "© Amount
Exelon....... Notes payable for investments in synthetic R

fuel-producing facilities 6.00% to 8.00% .January 2008 $ 50
Generation .. . Note payable ' 6.33% August 8, 2009 10
ComEd ...... Pollution Control Revenue Bonds -4.40% December1, 2006 . 199
ComEd ..... .. First Mortgage Bonds - - 8.25% . COctober 1, 2006 . .95,
ComEd ...... First Mortgage Bonds ' : 8.375% October 15, 2006 « 31
ComEd ..... . Sinking fund . 3.875%-4.75% - 2008-2011 2.
ComEd ...... ComEd Transitional Funding Trust 563% - June 25, 2007 339
PECO ....... PETT " 6.05% March 1,2007 522
PECO ....... PETT ' , 6.13% September 1,2008° 49
PECO . ....."..Notes payable, accounts recewable ' L
oth T agreement ‘ 5.28% November 12, 2010 1%

ther........ . ‘

See Note 5—Accounts Recelvable for information regardlng PECO’s accounts receivable
agreement. :

See Note 9—Fair Value of Flnanc:al Assets and Liabilities for additional mformatnon regarding
interest-rate swaps.

See Note 15—Preferred -Securities for additional information regarding preferred stock.
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" 12, Income Taxes '« T e e .

- Income tax expense (benefit) from coniinuing operations is comprised of the fdllowing
components: .

For the Year Ended December 31, 2006 ' . . ‘ , Vo - : -Exe]qn,
Included in operations: _ : ' T o A
Federal ) .. e . . . ‘
cCurrent ... e A e v v.., B] 935
~Deferred . ... e epaeaneemeiiasieiiaeaieians | M2
Investment tax credit amorttzatlon ..... TR O Y L))
State ET L A 0 e -
CUCUITENE Lt i e S R ¢
Deferred . ... e e e e (28)
Total income tax expense ..:...........:........ PR L, S ..., 81,206
NE . oL TR N
- : - |
-For the Year Ended December 31, 2005 - - Exelon
Included in operations: R N C RO
Federal , S . R
Current ................ e e e e e e e .- $376
Deferred ................... e e U e el 1AM
“ Investment tax credit aMOrHZAtION .. ... .........vuirir et (13)
State _ : : - h S
L T4 =2 86
Deferred ... e R R R R R .| 84
Total income tax expense ........ e e e 8944
included in cumulative effect of changes in accountlng prlncnples ' : ST 3 o
Deferred ‘ , ; H . A .
Federal ....... e PO e e e S L0, 5(22)
" State .......... L e e e e [ (5)
TOLtal INCOME tAX DROBHL . . o .\ o\ ettt ettt e e e e e et e et e e e e s e e e e e e e $(27)
o Y ‘ - | ’
For the Year Ended December 31, 2004 . i . . L Exelon
Included in operations: k
Federal o . ) ‘ ' ‘
Current ......................... e P e .$406
Deferred ........... e e AP ... {260
Investment tax credit amortization ........... e 1 13)
State , - -
SCurrent L e e e e e e e ... -| 86
Deferred ........... v e e e e (26)
Total income tax expense . ..............cevervenn.. e $713
Included in cumulative effect of changes in accountlng principles:
Deferred
7= LY - | O $ 12
BbaE . .. e | .5
Total income tax expense benefit............. P $ 17
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The effective income tax rate from continuing operat:ons varies from the U.S. Federal statutory
rate prtncnpally due to the following:

For the Year Ended December 31, 2006 * Exelon ®Nch

US.Federalstatutoryrate . ............ .o it it LoeciLen o 35.0%

Increase (decrease) due to: ' . - '
State income taxes, net of Federal income tax benef‘ t o 4.0
Nondeductible goodwill impairmentcharge . . ......... ... ... ... i 3 . 9.7
Synthetic fuel-producing facilities credit .. .................... R . (3.8)
Qualified nuclear decommissioning trust fundincome .. .. ....... ... .............. 0.5 .
Manufacturer's deduction . ... ... e e {0.7)
Tax XBMPEINCOME . . .\ttt ettt e et e et e e e e e e e (0.4).
Nontaxable postretirement benefits .. ... .. e e (0.4)

- Amortization of investmenttaxcredit . . ... . ..o (0.4)
Investment tax credit charge (refund)@ .. ... .............. ... U VS * 1 § RO
Research and development credit charge (refund)@ . .. . .. PN P S o0y
Amortization of regulatoryasset . . ........ ...l e - 0.2

~ Plant basis differences ....................... e e 0.3

-Other . ..o ... ... e e e e e e T 0.9)
Effective income taxrate ................. e e R T T .. 43.1%-
For the Year Ended December 31, 2005 . Exalon (buc)' )
USFederalstatutoryrate.............................................:'."l'f ..... - 35.0%
Increase (decrease) due to: - o -~ P -

State income taxes, net of Federal income tax benefit .. ...........oiiiii.. 58

~ Nondeductible goodwill impairment charge . . . . . P B - 223
Synthetic fuel-producing facilities credit ................. P, P (12.6)
Qualified nuclear decommissioning trust fund income .. ................. AR 0.8-
Manufacturer's deduction . . ... e e e e e e (0.8)
Tax exemptincome ........ e e e e T, - (0.8).
Nontaxable postretirement benefi IS ot e T (0.8)
Amortization of investmenttax credit .. ... ... .. ... . ... ... .., [P - {0.5)
Amortization of regulatory asset. . .............. R ' 0.3

+_Plant basis differences ................ e P R —

COther L B _07

Effective income taxrate ....... e I e e FPEPU 48.8%
« k- 3
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For the Year Ended December 31, 2004 o o - Exelon X
U.S. Federal statutoryrate . . .............. ..... v, 35.0%
Increase (decrease) due to: LT ' : -
State income taxes, net of Federal income tax beneft R N e
Synthetic fuel-producing facilities credit ......... .. SRR TR R (- X
Qualified nuclear decommlssmnlng trust fund income ....... e R (%)
' Tax exemptinCcome . ... .......ouen.ct.. ety SRR, T UT(04)
Nontaxable postretirement benefits . . e L e (03)
Amortization of investment tax credit . ... . .. L A S ()
- Low income housing credit . .....5.. ... e e e Veieee - (04)
Amortization of regulatory asset........... e e .., 03"
. Plant basis differences .". ... . AT SO S SR .. 04’
Other ........oovevveeeaanaonn. [T e .. 06 °
Effective income tax rate ......... B T I e g‘_(_‘l%

(a) See Note 18—Comm|tments and Conungencles for addmonal mforrnatuon
{b) Change between 2005 and 2004 reflects ownership of all synthetlc fuel-preducing faculmes for the full year in 2005
compared to five months in 2004. Change between 2005 and 2006 reﬂects a four month plant shutdown and a 38% credit
phase—out .

(c) Change in effective income tax rate between 2006 and 2005 and between 2005 and 2004 is primarily due to the gaodwull
" impairment charge of $776 million-and $1. 2 bllhon in 2006 and 2005, respectively. ' ‘

. 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, 2006 | ' co o ' Exelon-
Plant basis differences . . .. .. e R R RRIIIAEEE ST $(4,368)
Stranded COSt FECOVENY . ... v onerr e i, {11,236)
Unrealized gains on derivative financial instruments.... .. ... .. e g e (1986)
Deferred pension and postretirement obhgauons ....... e e e | 408
Emission allowances .. ..... O e e (23)

" Decommissioning and decontamination obilgattons A, PP | (38)
«.,» Deferred debt refinancing costs . ..... ..o A ST S (78)
Excess of tax value over book value of. |mpa|red assets @, et e e . 65
Goodwill .. ... ... .. ... .. ... PN PP U 6
OHhEr, NBt L e e .. | 230

Deferred income tax liabilities (net)™. . . . . RO ol . R oo, $(5,230)

Unamortized |nvestment tax credlts_.'.';'.' S !—E A P R 1259

Total deferred mcome tax Ilabllltles (net) and unamortlzed mvestment tax credits .......... $(5,489)

T K PILILA; =F SEF £ (o . o B
' 1 ..?,G L N ‘ L3 ).. . )
. - TG R .. R Yoy o !
"
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For the Year Ended December 31, 2005 ' S Exelon
Plant basis differences . .. ... .. ... L - $(4,291)
Stranded costrecovery .............. .. ... ... {1,465)
. Unrealized losses (gains) on derivative financial mstruments ........ e 195
Deferred pension and postretirement obligations ................ e . 396
Emission allowances .................... e e e

" Deferred debt refinancingcosts .............. e e . (49)
Excess of tax value over book value of impaired assets @ . . ... ................... - 4
Decommissioning and decontamination obligations ......................... e -~ 105
Goodwill ... . . e oLl S P 6

. Other,net ........... e JEP . 326

Deferred income tax liabilities {(net) ............ A e .. $(4,736)

Unamortized investment tax credits * .. ................... e (262)

Total deferred income tax liabilities (net) and unamomzed investmenttax credits .......... $(4,998)

(a) In 2008, includes write-downs of certain Enterprises |nvestments and the impairment of the intangible asset related to the
synthetlc fuel-producing facrlltles and, in 2005, |ncludes tne write- downs of certain Enterprlses investments.

In accordance with regulatory treatment of certain temporary dlfferences, Exelon,. ComkEd and
PECO have recorded net regulatory assets associated with deferred income taxes, pursuant to SFAS
No. 71 and SFAS No. 109, “Accoun‘tmg for income-Taxes” (SFAS No. 109) as presented -below: .

For the Year Ended December 31,

R . 2006 2005 ta)
COMED ...\ttt e e 3 $11 8
PECO ...ttty F . 790 T 781
Exelon ..... e B $801- - $789

(a) See Note'19—Supplemental Financial information for further discussion of Exelon, CornEd and PECOs regulatory assets'
associated with deferred 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 governmental
taxing authorities are not expected to have an adverse impact on'the financial condrtion or results of
operations of Exelon, ComEd or PECO. :

At December 31, 2006 and 2005, Exelon had recorded va!dation allowances of $37 million and
$37 million, respectlvely. and Generation had recorded valuation allowances of apprommateiy $33
million and $34 million, respectively, with respect to deferred taxes ‘associated with separate company
state taxes. . !

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, 2006, the
Mexican net operating loss carryforwards of Generation’s SUbS!dIaFIES are $59 million, which will explre
beginning in 2011. : :
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Investments in Synthetic Fuel- Producmg Facilities (Exelon)

" Exelon, through three separate wholly owned sub5|d|ar|es owns interests in two, I|m|ted |Iclbl|lty
_companies and one limited partnership that own synthetic fuel-producing facilities. Sectlon[45K
(formerly Section 29) of the Internal Revenue Code provides tax credits for the sale of synthetlc 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 Apnl 1",
2008, the IRS publlshed 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 i

The followmg table (in dollars) provades the estimated. phase-out range for 2006 and the amual
average New York Mercantile Exchange, Inc. mdex (NYMEX) prices per, barrel based.on actual pnces
for the year ended December 31, 2006. . :

éstimated

, 2006
Beginning of Phase-Out Range ® ... " ... .. ..o e Ve Ce $60
End of Phase-Out Range ® ........... e P . .. |76
Annual Average NYMEX ............ L [ AP e 66

{a) The estimated 2006 phase-oul 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-out range was
increased by 2% (Exelon’s estimate of inflation) to arrive at the estimated 2006 phase-out range.

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 level and volatility. of il prices. In addition, the-proposed Federal legislation that wouldi have
provided certainty that tax credits would exist for 2006 production was not included in the Tax Increase
Prevention and Reconciliation Act of 2005. As a result of the suspension of production at the synthetlc
fuel-producing facilities and the level of oil prices, during the second quarter of 2006, Exelon recorded
an impairment charge of $115 million (369 million after tax) in operating and maintenance expense in
Exelon's Consolidated Statement of Operations to write off the net carrying value of the :ntangnble
asset related to Exelon’s investments in synthetic fuel- -producing facilities. The net carrying ‘value of the
intangible assets associated with the  synthetic fuel-producing facilities was 5143 mllllon at
December 31, 2005. See Note 8—Intangible Assets for additional information. Due to the reductlon in
oil prices during the third quarter of 2006, the operators.resumed production at the synthetlc fuel-
producing fac:lmes in September 2006 and produced at fuII capacnty through the remalnder of 2008.

Exelon is required to pay for tax credits based on the productlon of. the facilities regardless of
whether or not a phase-out of the tax credits is anticipated. However,"Exelon has the legal rlght 1o
recover a portion of the payments madé to its counterparties related to phased-out tax credlts 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- earned
after-tax credits of $164 miliion to $101 million for the year ended December 31, 2006. The estimated:
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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-out range was increased by 2% (Exelons estimate of |nﬂat|on) to arrive at the
estimated 2006 phase-out range.

in 2005, Exelon and Generation ‘entered 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. 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-producing facilities reduced Exelon’s
net income by $24 million and increased Exelon’s net income by $81 miiilion and $70 million during the
years ended December 31, 2006, 2005 and 2004, respectively. Exelon anticipates that it wifl continue
to record income or losses related to the mark-to-markét gains or losses:on its derivative instruments
and changes to the tax credits earned by Exslon during the period of production due to the volatlhty of
oil prices.

Net income or net losses from interests in synthetic fueI -producing facilities are reflected in the
Consolidated Statements of Operations within incomie taxes; operating and malntenance expense,
depreciation and amortrzatlon expense, interest expense, equity in losses of unconsolidated affiliates
and other net: ¢

There are provus:ons in the agreements between the parties, such as low production vofume
unanimous consents between the parties and defaults by the parties, which would altow or cause an
early termination of the partnerships. If none of the parties to the agreements takes action to termmate
the partnershrps ear!y the parinerships will termmate in 2008 .

The +non-recourse- notes - payable prlnclpal balance was $108: million and $158 mllhon at
December 31, 2006 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. ‘

1999 Sale of FOSSI' Generating Assets (Exelon and COITIEd)

Exalon, through its ComEd subsndlary, has taken certain tax posmons which have heen disclosed
to the IRS, to defer the tax gain on the 1999 sale of its fossil generating assets:-As of December 31,
2006 and 2005, deferred tax liabilities related to the fossil plant sale are reflected in Exelon's
Consolidated Balance Sheets with the majority allocated to ComEd and the remainder to- Generation.
Exelon’s ability to continue to defer all 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 characterization of a sale leaseback transaction into which ComEd
entered in connection with the fossil plant sale is proper pursuant to applicable law. The Federal tax
returns and related tax return disclosures covering the period of the 1989 sale are currently under IRS
audit. The IRS has indicated its position that the ComEd sale-leaseback transaction is substantially
similar to a leasing transaction, a sale-in, lease-out (SILO), the IRS is treating as a “listed transaction”
pursuarnt to guidance it issued in 2005. A listed transaction is one which the IRS considers to be a
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" potentially abusive tax shelter. As a result of the IRS characterization.of the lease transactron as a

listed transaction;. it is likely to vigorously challenge the transaction and has sought to. obtam
information not normally requested in audits. Exelon disagrees with the IRS’ characterization of |ts sale
leaseback as a SILO and believes its position is correct.and will aggresswely defend that posmon upon
audit and any subsequent appeals or litigation. Ced .

In November 2006, ComEd received from the IRS a notice of proposed adjustment dlsatlowmg the

deferral of gain assomated 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 expense related to the deferred 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 negatlvety _

impact Exelon's results of operations by as much as $166 million (after tax) related to interest exp'ense

Exelon's management believes a reserve for interest has been appropriately recorded in accordance ‘
with FASB- Statement No. 5, “Accounting for Contmgencues" {SFAS No. 5); however, the ultlmate
outcome of such matters could result in unfavorable or favorable adjustments to' the results of

' operatlons and such’ ad;ustments could be material. Final resolution of this matter is not anhmpated for
several years, ) . ‘ . R

Pennsylvania Tax Law (Exelon and Generation)

On July 12, 2008, 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 taxable ancome
primarily at Generation. As a result, Exelon recorded an apprommate $10 million tax benefit. fo mcome
taxes i in 2006

Tl #

13. Asset— Retirement Cbligations

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 ficenses. -Generation -currently recovers costs -for
decommissioning nuclear generating stations, previously owned by PECO, through regulated| rates
collected by PECO from PECO customers. Through 2006, Generation recovered costs for
decommissioning nuclear generating stations, previously owned by ComEd, through. regulated] rates
collected from ComEd customers. Under a December 2000 ICC order issued to ComEd, amended
February 2001 {ICC order), amounts for decommissioning are no longer permitted to be collected from
ComEd customers .subseguent to :2006. AmerGen trust funds were originally funded through
collections from customers prior-to the acquisition of the sites. Neither Exelon nor Generatlon are

. permitted to collect any amounts from customers for the decommissioning of the"AmérGen sites. The

amounts recovered from customers are deposited into decommissioning trust funds that have! been
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established as required by law. These trust funds~have. been funded through prior and' current
collections from customers. The trust 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 decommrssrcnlng, will ultlmately be sufficient to
satisfy all required decommissioning-related activities. -

. The following table summarizes the most significant assets and-liabilities associated with nuclear
decommussnomng mcluded in Exelon’s Consolidated, Balance Sheets as of December 31, 2006 and
2005:- .. . C e e ‘. .

December 31, 2006 " Exelon

Property, plant and equipment (asset retirement cost) e e e e e $ 275
Nuclear decommissioning trust funds . ...~ ...~ ... ... e e SR 6.415
Regulatory liability .............:.... e e e e S (1,911)
Asset retirement obligations -. .. . . .. e A S e e L v (3,833)
Long-term payables to affiliates ........... . A . weieeooa NIA
Other comprehensrve income, net‘ R, e R e e L (167)
December 31, 2005 o S . R A o LT _Exelon”’
Property, plant and equrpment (asset ret:rement cost) ..ot e gmise et B B85
Nuclear decommissioning trustfunds . ......... ... . ... .. ... . ... .. e 145,585
Regulatory liability ........ ... .. .. ... . i e e (1,603)
Asset retirement obligations ... ... . . . e (3,921)
Long-term payables to affiliates ........................ P e ....t... N

Other-comprehensive income, net . ............ P L (76)

Nuclear Decommlssmnlng Asset Retlrement Obllgatlons (ARO) (Exelon Generatlon ComEd
and PECO)’ : Lo .

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
separated its generation and other competitive businesses from its regulated energy delivery business
at ComEd and PECO e . : .

"AmerGen assumed responsibility for decommissioning the Clinton, 'Oyster Creek and Three Mile
Island (TMI) unlts upon the orlglnal purchase of. each unit in 1999, 1999 and 2000, respectrvely i

o Generatlon will begln decommissioning actlvmes for each plant once that plant ceases operatlons
Generatrcn currently makes decommissioning paymentsfor its .retired' units; however, those amounts
are not consrdered signifi cant when ccmpared to the total obllgatlon ‘

As of .December 31, 2006. and 2005, Exelon and Generatron recorded nuclear decommrssronmg
obligations totaling $3.5 bllhon and $3.9 billion, respectively; which were determined-in accordance with
SFAS.No. 143. See Note 1——S|gnrﬂcant Accountlng Policies for mformatlon regardmg the apphcatlon of
SFAS No. 143. . ) , ' .
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.Nuclear D'eco.mmissioning Trust Funds and Customer Collections ' o

The trust funds that have been established to satisfy Exelon’s and- Generatlon S Ruclear
decommissioning obligations were originally funded with amounts collécted by customers. In{certain
cnrcumstances these trust funds will contmue to be. funded by future collectrons 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 PECO custoimers, respectively. Any funds remamlng in
these trusts after decommissioning has been completed are required to be refunded to ComEds or.
PECO's customers as appropriate. However, if there are insufficient funds in the trusts assocuated with
the former ComEd units to pay for decommissioning costs, Generation is required to fund that shortfall.
Any potential shortfal! is determined on a plant-by-plant basis, since the trust funds established|for any
partlcutar plant may not be used to fund the decommrssmnlng obllgations of any other plant.

“If there are insufficient funds in the trusts assoaated W|th theformer PECO units, PECO is aIIowed
to collect additional amounts from the PECO customers, subject to certain limitations, as prescnbed by
an order from the PAPUC. Generally, PECO will.not be allowed to collect amounts associated W|th the
first $50 miilion of any shortfall of trust funds compared to decommissioning obligations, as welI 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 restructuring in 2001. Exelon and Generation expect total
decommissioning costs to exceed this threshold and expects to be held responsible for the entire $50 .
m|1||on which is being recognized over the remalnnng Irfe of the assets

’
4

AmerGen is fi nanclally responsnble for the. decommrss:onlng of the. AmerGen plants and retalns
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 customers, nor is there any mechanism by which Generation
can seek to collect additional amounts from customers in order to pay the decommrssromng Eosts of
the AmerGen units. - ' ) _ L e

Through 2006 ComEd was permltted to recover up to $73 million annually from customers
through regulated rates to pay for decommissioning costs. The amounts recovered from customers
were remitted to Generation and deposited.into the trust atcounts to fund the future decommlssmnmg
costs.‘ComEd collected and remitted to Generation:a total of $66 miillion and $68 million, respectwely,
for the years ‘ended, December 31,.2006 and-2005. ComEd is not permitted to collect. any amounts
" after 2006 to pay for-decommissioning costs-based on.the"ICC-order.-Based on the prowsnons of the
CC order and NRC regulations, .Generation is- fi nancnatly responS|ble for the decommrss:omng
obllgatlons related to-the. plants formerly owned by ComEd RN R

PECO ourrently recovers in revenues funds for decommussuomng the former PECO nuclear pIants
through regulated rates. The amounts recovered from customers are remitted to Generatlon and
deposited into the trust accounts to fund the future decommissioning costs. In both 2006 and 2005,
PECO collected and remitted to Generation.$33 million. Every five years, the PAPUC rev:ews the
annual amount that PECO 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
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decommissioning of the former PECO nuclear units. Based on this review,. the PAPUC may adjust
PECO s collection upward or downward. Any shortfall of funding resulting from thls process would be
funded by Generatlon as descnbed above .
As of December 31, 2006 and 2005, nuciear 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 _regard_ing the nuclear decomrﬁissioning trust fund_s as of December 31, 2006 and 2005.

Accountlng Implications of the Agreements with ComEd and PECO
Impact on the Statements of Operat.-ons fee - v R _
As discussed above the ComEd-and PECO customers are entitied 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. However, should .the
decommissioning obligations associated - with the former ComEd units exceed the .related
decommissioning assets, Generation will no longer. maintain a noncurrent affiliate payable related-to

ComEd's corresponding regulatory liability; but- rather .reflect the net ampacts of decommussnomng-

activities related to these plants in the statements of operatlons

Decommissioning impacts, including the accretion of the decommissioning obligation (which is
included 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 adjustment 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 the
statements of operations, as there are no 'regu!atory agreements associated with these units.

. . h] . . oo Ch oo . . LSV . .
- Impact on the Statements of Other Comprehenswe lncome g ' )

-Generation does not reflect any net activity within the statement of other comprehenswe 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 result 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 appllcable tax rates, so that the assomated deferred tax liabilities
can be appropnately calculated and recorded. p . Y
The net unreallzed gains assocuated wnth AmerGen are included in the statement of other
comprehenswe income, since the accountmg treatment described above does not appty to AmerGen' :

+ L
A P <
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Impact on the Balance Sheet ‘ T

The decommssmmng Jiabilities associated.with the former ComEd, former PECO and AmerGen
units are.reflected as ant ARO-in the long-term liability section of Generation's balance sheetI AROs
represent legal obligations associated with the retirement of tangible Iong -lived-assets. Changes in the
ARQ resulting from rewswns to the tlmlng or amount of future undiscounted cash flows are generally
recognized through ' a correspondrng increase or decrease to the carrying value of that plant This
adjustment is reflected in property plant and equipment as an asset retrrement cost (ARC) |and is
amortized on a straight-line’ basis over the life of that plant The noncurrent affiliate payables from
Generation to ComEd and PECO represent the difference between the decommnssuomng “related
assets ‘and .decommissioning-related -liabilities, which ‘are ,required to .be refunded-to ComEds or
PECO's customers as appropriate. ‘ComEd- and PECO have. recorded corresponding- noncurrent
affiliate receivables from Generatlon and correspondlng regulatory Ilabllltles to the applicable
customers.: = - ... P IR . : R

[ - ..'1""' ’ LAY | -'; ;T fore

At December 31 2006 and- 2005 ComEd recorded 'a regulatory Ilablllty for the amount of
decommissioning-related assets in excess of the ARO, totaling $1.8 billion and $1.4 |billion,
respectively. At, December 31, 2006 and 2005, PECO recorded a regulatory |Iabl|lty for the amount of
decommlssmnlng related assets in’ excess’ of the ARO totahng $151° mrlllon and $68 million,
respectively. - B N . : -

v, R ",} R ) R

The followmg table provides a roll forward of the nuclear decommtssmnlng ARO reﬂected on
Exelon’s Consolidated. Balance Sheets, from January 1, 2005 to December 31, 2006:

- .- ' - *

v o : R S Co ' |Exelon
Assef retirement obligation atJanuary1 2005 @ f: R $3,981
Net decrease resulting from updates to estlmated future cash ﬂows e [ AP .| (281)
Accretion expense .. ... U U P . 243
Liability reclassified and disposed-® <.t - on oL L set Ti e e - (8)
Payments to decommission.retiredplants .. ......... oo .. AU PR UEE (14}
Asset retirement’ obl!gatlon at December 31, 2005'@ . e U IR et 3,921
Net decrease resulting from updates to estimatéd future cash flows ... 0. . ...... PR i (604)
ACCTEHION BXPENSE . ..o vu oo e e PP eeree.. | .230
Payments to decommlsswn retired plants R O AP L . (14)
Asset retirement obligation at December 31,2006 .., ... . . touogiin iooieeraye e $3,533

. Y Cy : g
— S i . - - Tagr
(a) Includes amounts not ralated to nuclear decomm:ssroning ’

{b) Represents the reclassification of $(5) miilion primarily related to fossil and hydroelectric generatmg fac:lmes and $(3} million

related to Ilabllmes dlsposed as a resutt of the sale of Srthe on January 31, 2005

g F [ Ry -|t T T L

TR ".'.“t : :'4."' oo roo R AU
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2006 and 2005 ARO Updates : : ' AR

During the second quarter of 2006, Generation recorded a net decrease ln the ARO of
approximately $604 million ‘and pre-tax income of $149 million resulting from rewsmns to estimated
future nuclear decommissioning cash flows, pnmar:ly due to the following:

+ Revised management assumptions concernlng an mcreased_llkellhood of successful nuclear
license renewal efforts due to an increasingly favorable enviranment for nuclear power and,
thereforé, an increased likelihood of operating the nuclear plants through a full Ilcense

" extension penod and

. * . A change in management’s expectatson of when the us. Department of Energy (DOE) will
establlsh a reposutory for and begln accepting spent nuclear fuel.
The impact of the above |tems was to effectively push the estimated future. nuclear
decommissioning cash flows further into the future and, therefore, reduce, the present value of the
ARO. This decrease in the'ARQ resulted.in the following corresponding impacts: - - -

* A decrease in ‘Generation's ARC, which is included in property, plant' and equibme‘nt in
Exelon’s and Generation’s Consolidated Balance Sheets, of approximately $393 million;

+ An increase in Generation's noncurrent payable to ComEd and PECO, which is included in
noncurrent payable to affiliates i in Generatlon s Consolidated Balance Sheets, of apprommately
+ $62 million; : . .

.* An increase in ‘ComEd's and PECO‘s intercompany receivables from Generation, which are
included in noncurrent receivables from affiliates in ComEd's and PECQ’s Consolidated
Balance Sheets, of approximately $36 million and $26 million, respectively, offset by equivalent
increases in ComEd's and PECO's regulatory iiabilities (these changes are also reflected in
regulatory liabilities in Exelon's Consolidated Balance Sheet); and :

« The recognition of other operating income totallng $149 million (pre-tax), which is included in
operating and maintenance expense in Exelon’s and Generation's Consolidated Statements of
Operations and Comprehensive Income, representing the reducﬂon in the ARO in excess of
the exlstmg 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 ARO 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 ARC 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 million and was recorded as a credit to income. However,
since there was no impact to net income for the decommissioning of the former ComEd and PECO
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~-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 million 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. Generatlcn s Consolldated Statements of Operatlons and Comprehenswe Income. :
K -

The net decrease to the ARO resulted pnmarlty from a year-over-year dechne in the cost
escalation factors used to estimate future undiscounted costs, which was partially offset by an mcrease
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 thlt’d -party
- appraisers. Cost studies are generally updated every three to five years in accordance wnth 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 ARO balances for
the former ComEd, the former PECO and the AmerGen units totaled approximately $2,267 mllllon
$1 041 million and $613 million, respectively. - L s

Spent Nuclear Fuel

" Under fhe Nuclear Waste Policy Act of 1982 (NWPA) the U S. Department of Energy (DOE) is, '
responsible for the development of a repository for the dlsposal of spent nuclear fuel (SNF) and hlgh-
level radioactive waste. As required by the NWPA, Generation is a party to contracts with the DOE
(Standard Contracts) to provide for disposal of SNF from its nuclear generating stations. In accordance
with the NWPA and the Standard Contracts, Generation pays the DOE one mill ($.001) per kllowatt-
hour of net nuclear generation for the cost of nuclear fuel long-term disposal.- This fee may be adjusted
prospectlvely in order to ensure full cost recovery. The NWPA and the Standard Contracts reqmred the
DOE to begin taking posséssion of SNF generated by nuclear generating units by, no |ater than
January 31, 1998. The DOE, however, failed to meet that deadllne and its performance will be ]delayed
5|gn|f cantly. The DOE’s current estimate for opening a SNF facmty is 2017. This extended delay in
SNF acceptance by the DOE has led to Generation's adoptlon of dry cask storage at its Dresden
Quad Cities, Oyster Creek and Peach Bottom stations and its consideration of dry cask’ storage at
other stations. X L ) oo e B

The Standard Contracts with the DOE also’ reqmred the payment 't6 the DOE of a cne-tlme fee
applicable to nuclear generatson through April 6, 1983. The fee related to the former PECO unlts 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 delivery of SNF to the DOE. As. of December 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, mcludlng the
one-time fee, were transferred to Generation as part of the 2001 corporate restructunng The
" outstanding one-time fee obligation for the Oyster Creek and TMI unlts remains with the former
owners. Clinton has no outstanding obligation.
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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 DOEs
failure to honor its contractual obllgatlon to begin disposing of SNF in January 1998 :

) . In August 2004, Generatlon and the U S. Department of Justice, in close consultahon with the
DOE reached a settlement” under which the . government will reimburse Generation for costs
associated with storage of spent fuel at Generation's nuclear stations pending DOE's fulfillment of its
obligations. Under the agreement,’in the third quarter of 2004, Generation.received $80 million (353
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, Generation received a
cash reimbursement of $58.5 million, ($35 million after considering amounts due to co-owners of
certain nuclear stations) for costs incurred between October 1, 2003 to June 30, 2005. The $58.5 °

- million reimbursement included a reimbursement of $14.4 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 after considering amounts
due to'co-owners of certain nuclear stations) for costs incurred between July 1, 2005 and June 30,
2006. As of December 31, 2006, the amount of spent fuel storage costs for which reimbursement will
be requested from the DOE under the settlement agreement is $21 million, which is recorded within
accounts receivable, other. This amount is comprised of $10 million, which has been recorded as a

.reduction to operating and maintenance expense, and $3 million, which has been recorded as a
reduction to capital expenditures. The remaining $2 miltion represents amounts owed to the co-owners
of the Peach Bottom and Quad Cities generating facilities. In all cases, annual reimbursements will be
made onIy after costs are incurred and only for costs resulting from DOE delays in acceptlng the fuel.

Non-Nuclear AROs (Exelon Generatlon ComEd, and PECO) .

As of December 31, 2005, the Reglstrants adopted FIN 47, which clarified that a Iegal obligation
associated with the retirement of a long-lived asset whose timing and/or method of settlement 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 condltlonal ARQs at their estimated fa|r values If those fair values
can be reasoriably estimated. :

The following table presents the activity of the non-nuclear AROs reflected on Exelon's
Conso}lidated‘ Balance Sheets from January 1, 2006 to December 31, 2006:

. . - * - Exelon
“Non- nuclear AROs at January 1 2006 ... ..., L [ .. $236
Accretion ® ... e e e e 13
Settlements . 5. ... ... P el I e (2)
Non- nuclearAROsat December31 2008 .. $247

{a) "For ComEd and PECO, lhe majority of the accreilon |s recorded as an increase to a regufatory asset due to the assocuated

- reguiallons .
i -
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Determination of ConditiocnallARQOs ' -

The adoption of FIN 47 required the Reglstrants to update their emstmg inventories; orlglnalty

created for the adoption lof SFAS NG. 143, and to determine which; if any, of the condlttonal AROs
could ‘be reasonably - estlmated The significant conditional AROs identified by ComEd and|PECO
included abatement and’ disposal of equipment and buildings  contaminated - with asbestos and'
Polychiorinated Biphenyls (PCBs). The ‘significant conditional AROs identified by Generation in cluded

plant closure costs associated ‘with its fossil and hydroélectric generatmg stations, including asbestos.

abatement, removal of certaln storage tanks and other decommlsswnmg related actlwtles

P b '
The ability to reasonably estimate a conditional ARO was a matter of management ]udgment
based upon management's ability to estimate a settlement date or range of settlement.dates, a method
or potential method of settiement and probabilities associated with the potential dates and methods of
settlement of its conditional AROs. In determining whether their conditionat AROs could be reasonably
estimated, management considered the Registrant’s past practices, industry. practices, managements
intent and the estimated economic lives of the assets. The management of the Reg|strants con,c_luded

that all significant condltlonal AROs couid be reasonably estlmated - . S C

The Registrants were requrred to measure the conditional AROs at fair value usung the
methodotogy prescribed by FIN 47. The transition provisions of FIN 47 required the Reglstrants 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 assets were
placed into service or acquired or the date that the applicable law or environmenial regulatlon became
effective. The fair values of the conditional AROs were then estimated using asprobability-weighted,
discounted cash flow model with multiple scenarios, if applicable. The present value of futiire estlmated

cash flows was calculated using credit-adjusted, risk-free rates in order to determlne the falr value of

the conditional AROs at the time of adoption 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 settlement dates, settlement methods or assigned probaballtles_

could have had a material effect on the liabilities recorded as well as the associated cumulatwe effect
of a change in accountmg pnnclple and associated regulatory assets recorded

] R

Effect of Adoptmg FIN 47 ,
FIN' 47 required that the Registrants recognize the following .amounts, within, its ﬂnancral

statements upon the adoption of FIN 47: (i) a Ilab|l|ty for any existing condltlonal AROs adjusted for -
cumulative accretion to Decefnber 31, 2005; (i) an ARC capitalized as an increase to the carrylng ‘
amount of the associated long-lived assets; and (iii) cumulative deprec&atlon on the ARC. The transmon.

guidance in FIN 47 required-that its adoption be effected through a cumulative ‘change in accounting
principle measured ‘as the difference between the amounts recogmzed 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 condmonal ARQOs that were reclassn‘" ed to a condmonal ARO
liability upon the adoption of FIN 47. . e o . <
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After considering the transitional guidance included in FIN 47, Exelon, Generation, 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 connection with
its adoptlon In addition, due to the appltcatlon of SFAS No. 71, which i is further described in Note 1—
Slgnif cant Accountlng Pohcres. Exelon, ComEd and PECO recorded regulatory assets of $104 million,
$91 mlillon and $13 million, respectively assomated with the adoption of FIN 47.

The following table presents the line items within Exglon’s Consolidated Statements of Operations
for the year ended December 31, 2005 and the Consolidated Balance Sheets at December 31, 2005
that were: affected by the adoptlon of FIN 47 T ‘

- . ’ an ' ' ' Lt t

. . ) Ex'elon
Consolidated statéments of operations line item: ' ' 2
' Cumulative effect of a change in accounting principle (net of income taxes of $(27)) @ . - $(42)
Consolidated balance sheels line rtems—mcrease (decrease): _
Property, plant and eqmpment net® .......... e e .. $19
Regulatory assets©® .. .............. ... . . e 104
Deferred’income taxes {noncurrent Iiabllrty) e e T (27)
Asset retirement obligations @ .. ... 1. ... [P Ceeaa e e 231
Regulatory liabilities ¢ " e P e P (39)

(a) Represents the difference between the conditlonal ARO, net ARC and regulatory assels and liabilities recorded upon
adoption, .net of income taxes. 4

{b) Represents capitalized ARC of $52 mrllron as an increase to the carrymg arnount of the assomated long-llved assets net of
accumulated depreciation of $33 million on thé ARC. .

{c) Represents an |ncrease to regulatory assets pursuant to SFAS No. 71 for amounts expected to be ‘recovered from
‘customers,

{(d) ‘Represents a liability for existing conditional AROs adjusted for cumulative accretion to December 31, 2005.

{e) Represents removal costs within regulatory |Iabl|ltles at ComEd that were reclassified to the asset retirement-obligations
Jdiability.  , + - . : Lo .y . . .
o) g T S C

See Note 1—Significant Accounting Policies for net income and earnings per common share for

2005 and 2004, adjusted as if FIN 47 had been applied effective during the entirety of those years.

Accountmg Methodology Under FIN 47

. The liabilities assocuated W|th conditional AROs will be adjusted on an ongoing baS|s 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 Exelon’s,
Generation’s, ComEd's and PECO's Consolidated Statements of .Operations and Consolidated
BaiancelSheets -assuming the provisions of SFAS No. 71 continue to apply. N

-'r., ’o.

L The |IabllltIeS recorded related to the ‘conditional AROs of Exelon are-being accreted to thelr full.

- estimated settlement amounts through the estimated ultimate settlement: dates. For ‘Generation, this:
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accretion charge is recorded as an operating and maintenance expense within the Consolidated
Statements of Operations. For ComEd and PECO, 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 long-lived
assets. For Generation, this charge is recorded as depreciation and amortization expense within the
Consolidated Statements of Operations. For ComEd and PECO, most of this depreciation ch'arge s
recorded as an increase to their regulatory assets due to the application of SFAS No. 71.

14. Retirement Benefits -

Defined Benefit Penision and Other Postretirement Benefits—Consolidated Plans

Exelon:

" Exelon sponsors defined benefit pe'ris'ion plans and postretirement benefit plans for essentially all
Generation, ComEd, PECO and BSC employees, except for those employees of Generation's wholly
owned subsidiary, AmerGen, who participate in the separate AmerGen-sponsored defined benefit
pension plan and postretirement benefit plan. Supstantially all Exelon non-union 'employﬁaes and
electing union. employees’ hired on or after January 1, 2001 participate in Exelon-sponsored cash
balance pension plans. Substantially all Exelon non-union employees hired prior to January (1, 2001
were offered a choice to remain in Exelon’s traditional pension plan or transfer to a cash balance
pension plan for'mariagement employees. In 2005, AmerGen offered its employees a choice to remain
in their traditional benefit formula or convert to a cash balance formula. : '

Exelon’s trgditionél ‘and cash balance pension plans and AmerGen's cash balance p'eris:ion plan
are intended to.be tax-qualified defined benefit plans, and Exeton submitted applications to th§ IRS for,
rulings on the tax-qualification of the form of its plans for non-union and electing union employees. On
June 1, 2004, the IRS issued a favorable ruling on the.union cash balance plan. Exelon has not yet
received a ruling, with respect to its non-union plan, and AmerGen'has not yet submitted an apl)pllc;atlon
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

20086, the IRS issued 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 levet of compensation and the actual rate of return on plah assets.
Also, Exelon and AmerGen utilize assumptions about the future, including the expected rate of return
on plan assets, the discount rate applied to benefit obligations, the incidence of mortality, the rlemaining
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 postretirement benefit obiigations is igenerally
recognized over thé expected remaining service life of the employees rather than impediatgly
recognized in the income statement. Exelon and AmerGen use a December 31 measurement date for
their plans. : ' .
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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 to several factors, including contribution levels, assumed discount rates 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 were initially funded through borrowings
under a short-term loan agreement, which were subsequently refinanced with Iong -term senior notes,
as further described in Note 11—Debt and Credit Agreements.

In accordance with SFAS No 158, which became effectlve in the, fourth quarter of 2006 Exelon
and Generation are required to récognize the overfunded or underfundéd status of their defindd bénefit
pension and other postretirement plans as an asset or liability on their balance sheets.as of
December 31, 2006. The impacts of adoptlng SFAS No 158 to Exelon s and Generation'’s
Consolidated Balance Sheets i is descnbed in' more detail below o - .

' In 2006, President Bush S|gned into law the Pensmn Protection Act of 2006 {the Act), WhICh will
affect the manner in which” many companies, including Exelon and Generation,’ admlnlster their
pensron plans. This !egtslatlon will require ‘companies to, among other things, increase the amount’ by
which they fund their pension plans pay higher premiums to the Pénsion Benefit Guaranty Corporatlon
if they sponsor defined benefit pIans amend plan documents and provide addmonal plan disclosures in
regulatory filings ‘and to plan participants. This, Ieglslatlon will be effective as of January 1, 2008."
Exelon and Generation do not anticipate that the Act will have a material effect on their liquidity and
capital resources. Absent changes in plan design as a result of the Act, the Act is not expected to
materlaily impact Exelon’s and Generation’s results of operatlons Exelon and Generatnon are currently
assessmg the |mpact the Act may have on therr plan design, |f any. "’

: The following tables provide a rollfom'ard of the-.changes in the benef“ t obligatlons and plan assels
for the most recent two years for a!i plans combmed . e

t . P T e . i L T

. Other Postretirement

. ; Pension Benefits * Bénefits |
' ' 2006 ©  ~ 2005 2006 2005
Change in benefit obligation: ‘
Net benefit obligation at beglnnlng of year ............ P $10 247 - % 9, 775 $3,297 $2,988
Servicecost....... ... oL 0 oL L e . 157 144 99 + 89
Interestcost ............... . DI 562" 546 - 73183 - 175
Plan participants’ contributions ............. ... ....... i —_— = 22 22
Plan amendments .. .. .. O O ST P - R ¥4
Actuarialloss (gain) ................ e PP . 7. -, 351 . {95).. 239
Curtailments/settlements ............ .. ............ .. T R — -
Special accounting costs ........ s A 3T - = =
Gross benefits paid . . . . . T s e (583) *(574) (184) (199)
Federal subsidy on benefits paid .. ... "o 0. ... AR Tl R b—
Net benefit obligation at end of year L A P $10,396 $10,247 * $3,330 $3,297
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' ' B - - Cx ' Other Postretirement
! " s PR . ) s Pension Benefits - Benefits
! . , ‘e 77, 2006 T 2005 2006 ° | 2005
Change in plari assets: ' ' ' T o _ o
Fair value of plan assets at beginningofyear ............ ... $9,060 $7,014 $1.341 51,246
Actualreturnon planassets ................ i, 1,145 612 168 58
Employer contributions ... . .......... I e e - 23 2,008 165 214
Plan participants' contributions .. c.vote o — 22 22
Gross benefts pald.-\.'...,. R ST EEE (583) (574) (184) {199)
Falr value of plan assets at endofyear................. e $9,645 $9,060 $1.512  $1,341

.

The followmg table provides a- reconmhatmon of benef t 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 recognazed the underfunded status of its defined benef t postretnrement plans
asa Ilablllty on their balance sheets as of December’ 31 2006 )

N T E Lo Other Poslraﬁrel;nent
_ . Pension Benefits Benefits | '
Fair value of plan assets at December 31,2005 ................ $ 9,060 ! $.-1,34:11 :
Net benefit obligations at December 31,2005 .................. 10,247 . 3,297
Funded status {plan assets less plan obllgatlons) ....... PR, (1,187) "= " (1',95;5)_' :
Amounts not recognized - ‘ o : . e
Net actuarial loss ....... e <3339 7 1,245 7
Prior service cost (credit) .................... e 159 . (370)
Net transition obligation .................cooeene — T er 7
Net amount recognlzed ........... e . $2311 . . $(1.014)

The foltownng table provides a reconciliation of the amounts recognlzed in Exelon's Consolidated
Balance Sheets as ¢ of December 31, 2005 for all plans combined: .

4 ' L. Lt ) LA L AP

Other Postretirement

- A ) L Pension Benefits Benefits_
Prepald beneftcost.'....-:..-.~.< ....... TR $ 2,358 $ —i :
Accrued benefitcost ......... TR e C(4T) B {1,014)
Additional minimum tiability ", . .. ... .. 70 (2202 " 4
Intangible asset . ... 0 . 34 S -
Accumulated other comprehensive loss . . ... .. e e <., e 2,968 . - .
Net amount recognized .. .......ooeriueaneiaaiea $ 2,311 $(1,014)*
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The following table presents the mcremental 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 annual
actuarial valuation associated with the benefit plans on Exelon's Consolidated Balance 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 ............. $ 4,428 $ — $ 1,380m $ 5,808
Pensionasset ................. 352 1,586 - '{1,948) - ' —
Other deferred debits and other . .

assets ..................... - 688 ., 92 {126)¢ . 654 .
Total deferred debits and other ) ’ ) . j o

assets ............... el 15,558 1,688 (694) . 16,652
Other current liabilities ... ... .... 1,076 . — Lo 8 1,084
Total current liabilities .......... 15,787 - _ 8 5,795
Pension obligations ............ - 297, (124) 574 747

" Non-pension postretirement A ' .

benefit obligations ........... 1,039 | e — o v 778 T 1,817
Deferred income taxes and i . R S

unamortized investment tax : : L

credits ..., ; 5523 . ‘674 © . (773) .. 5424
Other deferred credits and other. ‘ o

liabilities . ................... 762 — 200 782
Total deferred credits and other L S

liabilitles . ................... 15,404 550 599 16,553
Accumulated other comprehensive '

0SS .. e ] (973) 1,138 (1,302) (1,137)
Total shareholders’ equity .. ... .. 10,137 - 1,138 (1.302) - 9,973

(@) The AML was significantly less at December 31, 2006 as compared to December 31,2005 as Exelon’s most significant
pension plan was funded on an accumulated benef’ t obligation (ABO) basis at December 31, 2006 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 OCI
balance of $2.4 billion attributable to its pension and other postretirement benefit obligations. Exelon subsequently recorded
a regulatory asset of $1.4 billicn and an offsetting reduction on an after-tax basis of AOCI of $866 million representing a
reasonable approximation of the actuarial losses, prior service costs and transition obligations of Exelon s pension and other
postretirement benefil plans that are probable of recovery through rates by Exelen’s regulated utilities 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.’
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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: - ' ' . ‘ '

-1

"“ " Other Postretirement

- S 7 - " Pension Banefits Benefits

" Transition assét ........... AU $ — " $.30
Prior service cost (credit) . . ....... ..o S " 139 7 T 1(149)
Actuarialloss ................. PO e R 1,887 502

TOtal L e e $2026 $383

~ As of December 31, 2006, $15 million and $82 million of the prior service cost 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, 2006, $5 million, $(30)
million and $34 million of the transition abligation, prior service gain and actuarial loss, respectively,
related to other postretirement benefits currently in accumulated other comprehensive income will be
amortized as com'ponen_ts 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 b:eneﬁts
currently in regulatory assets will be amortized as components of periodic benefit’ cost in ZOIO'Q. 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 reg‘ulato‘ry
assets will be amortized as components of periodic benefit costin 2007. - . . . .. - | .

The ABO for.all defined benefit pension plans was $9,502 million and $9,234 million at
December 31, 2006 and 2005, respectively. On an ABO basis, the ptans were funded at 192% at
December 31, 2006 compared to 98% at December 31, 2005. On a projected benefit obligation (PBO)
basis, the plans were funded at 93% at December 31, 2006 compared to 88% at December 31, 2005.

The following table provides the PBO, ABO, and fair value of plan assets for all pension plans with
an ABO in excess of plan assets. : - ' ‘ o

A

A e . : " r " 2 December'31,

. , PR ‘. +n v 2006 | _2005
Projected benefit obligation . . ..., ... oo il $1241 89,457
- Accumulated benefit obligation ... .. ... P A L Soloo oot 1193 | 8,463
Fair value of plan assefs ........ R P . 1,020 | 8,196

.

excess of plan assets. °

The following'-téble 'provicjes the PBO, ABO and fair value of all pension' plans with a PBO in

December 31,
| ' 2006 2005
‘Projected benefit obligation ........ S $10,396 |$9,457
Accumulated benefit obligation . . ... .. R EEETETRTR © @502 | 8,463

Fair value of plan assets. . .. .......ooouvneanerennn. e 9,645 | 8196
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The follbwing_table pravides the components.of the net periodic 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 approximatély. $40 million, $40
m||lron and $33 million, respectively, related.to a Federal subsidy provided under the Prescription Drug
Act. This sub5|dy has been accounted for under FSP FAS 106-2, as described in Note 1—Significant
Accounting Policies. A porftion” of the net periodic benefit cost is capitalized within Exelon s
Consolldated Balance Sheets. :

Other Postretirement

Pension Benefits Benefits _
oL o 2006 2005 2004 2006 2005 2004
Service cost ...... e eeeeo. $ 157 $144 $128 3 99 $ 89 $ 78
interestcost ... ,..... ... = e i....l. 7 562 546 545 183 175 163
Expected return on assets @ S Lo 81Ty (787 (B11)  (105) . (98)  (90)
Amortization of: o S S
Transition obligation (@sset) ..ol R 9 ‘@ 9. 9 10 .
Prlorser\.rlcecost(credit) SERITRRRR et o168 0 16 0 150 ((91) (91 (81)
Actuarialloss ........... " oo 1490 121 73 87, 81 .44
Cur‘laﬂmenifse‘ttlement charges.................... e — 22— - 2
Special accountlng costs ... ... 0l 03 = S0 20— 160
Net perrod:c benefit cost ... ... L i ... ... %76 $ 56 %168 $ 182 $165 $142

Other additional information:
Increase.(decrease) |n other comprehensnve Ioss .
(netoftax) e T $1 138 $ 10 $(392) $—- $— $—

(a) The increase in expected retum on pension assels durmg 2006 and 2005 compared to 2004 was prlmanly attributable.to
‘ discretionary pensmn contributions of $2 billion made during the first quarter of 2005. |,
(b} Represents special health and welfare severance benefits offered to terminated empfoyees These costs were recorded
pursuant to SEAS No. 112. Prior service cost is amortized on a stra|ght Ilne basis over the average remaining service period
" of emp!oyees expecled to receive benefits under the plans. -

© In. 2004, the addlt:onal minimum pension liability was increased by $606 million and Exelon’s
sharehalders’ equnty decreased by $392 million (net of income taxes) as a result of an annual actuarial
valuation associated with Exelon’s and AmerGen's pension plans. In 2005, the additional minimum
pension liability was reduced by $150 miilion 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
. AmerGen's pension plans. In 2006, the additional minimum pension liability was'‘rediiced by $1.7 billion
and shareholders’ equity increased by $1.1 billion primarily as a result of an ‘annual actuarial valuation
- associated with Exelon’s and AmerGen’s pension plans prior to the recording of SFAS No 158.

Al
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The following weighted average assumptions were used to determine the benefit obligations for all
the plans at December 31, 2006, 2005 and 2004: N g : ' . - '

Pension Benefits ’ Other Postretirement Benefits

: . 2006® 2005 2004 2006 ™ 2005. 2004 .
Discountrate .................. 590% 5.60%5.75%  5.85% . . 5.60% 5.?5%
Rate of compensation increase ... 4.00% 4.00%4.00% - 4.00%. .- 4.00% - 4.00% .
Health care cost trend on covered . ‘ : b

charges . .............ioouen NiA  N/A  N/A 9.00% 8.00% 9.90%
C - .. : - decreasingto  decreasing  decreasing
: A S . . ultimate to ultimate . to ultimate
e - . o trend of 5.0% trend of 5.0% trend of 5.0%

\ e in2012 .  in2010 in 2010

{a) Assumptions used to determine year-ehd 2006 benefit obligations will be the assumptions used to estimate the expected
_ " costs of benefits in 2007. ) -

The following weighted average assumptions were used to. determine the net periodic benefit
costs for all the plans for the years ended December 31 2006, 2005 and 2004:

»

oo . RS " . Pension Benefits Other Postretirement Benefits
. o 2.7 2006 2005 2004 2006 2005 ‘2004 |
Discountrate .............. ..... 5.60%575%6.25% - 5.60% 5.75% © 6.25% |
Expected return on.plan assets ... 9.00%9.00%9.00% 8.15%@ 8.30% - 8.33}8.35%(5)
Rate of compensation increase ... 4.00%4.00%4.00% 4.00% 4.00% * 4.00%
. Health care cost trend on covered o
charges ....... e N/A  NIA  N/A 8.00% T 9.00% 10:00%
N S : : - ~ decreasing to decreasingto decreasing to
' ulimate . ulimate " ultimate,
) S trend of trend of trend of
- . ' . 5.0% - 5.0% 4.5%

‘. L in 2010 . in2010 in 2011

(a) Not applicabte for the AmerGen-éponéored other 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 trusts that hold the plan assets. Asset { Liability studies that incorporate
specific plan objectives as well as assumptions regarding long-term capital market retuns and
volatilities 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 outp'erform
fixed-income investments. The long-term nature of the trusts make them well suited to bear the [risk of
added volatility associated with equity securities, and, accordingly, the asset allocations of the trusts
usually reflect a higher allocation to equities as compared to fixed-income securities. Non-U.S.|equity
securities are used to diversify some of the volatility of the U.S. equity market while prc?viding
. comparable long-term returns. Alternative asset classes, such as private equity and real estate, may
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be utilized for additional diversification and return potential when appropriate. 'In the pension tfusts,
Exelon generally maintains approximately 10% of its plan assets in alternative asset classes.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 fixed-income securities. Oh a quarterly basis, Exelon reviews the actual’ asset
allocations and follows-a rebalancing procedure in order to remain within an allowable range of these
targeted percentages. .

L ln selecting the expected rate of return on plan assets, Exelon considers historical returns for the
types of investments that its plans hold. Historical returns and volatilities are modeled to determine
asset allocations that best meet the objectives of the asset / liability studies. These asset aliocations,
when viewed over a long-term historical view of the capital markets, yield an expected return on assets
in excess of 8%. .

Exelon s and AmerGen'’s pension plan weighted average asset aIIocatlons at December 31, 2006
and 2005 and target aIIocatlon for 2006 were as follows -

. Perceﬁt'aga of Plan Assets

- Target Allocation at December 31,

Asset Category = , . . ~at December 31, 2006 2006 2005

Equify securities . .............. T . 7. 60-65% 62% . - 61%
Debt securities .. .. .. e e . 3540 . 34 . 35 .
Realestate ........ i PO T - T O

Total .. e e e . . @% . EE_)%-

Exelon's other postretirement benefit plan weighted average asset allocations at December 31,
-2006 and 2005.and target aliocation for 2006 were as follows:

T .. ) Percentage of Plan Assets

' ‘ Target Allocation at December 31,
Asset Category at December 31, 2006 2006 2005
EQUity SECUTIHIES . ... ..ot 60-65% " 83%  63%
Debt securities .., ......... T e . 35440 . 35 .. - 35
Real estate ...,....... e T —_ L2 - 2
Total ...t e : .+ 100% ¢ 100%
T. .- : . . . . N L. == ., =

Exelons and AmerGen's defined benefi t pensnon plans and postretlrement benef t plans do not :
dlrectly 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 one percentage point change in assumed health care cost trend rates would have the
following effects: -

1] .

+

]

Effect of a one percentage pomt increase in assumed health care cost trend _ S
on total service and interest cost components . ... . oL i e |l $ 45

on postretirement benefit obligation .......... PR e [ wf s 418
Effect of a.one percentage point decrease in assumed health care cost trend :

“on total service and interest cost components .. ... .. S P (37)

on postretlrement benefit obligation . ................. e ; ................... ~ (345)

Estimated future benefit payments to participants in all of the pension plans and postretirement
benefit plans as of December 31, 2006 were:

Other Postr_etirement

Pension Benefits Benefits @
2007 .o e $ 567 $ 167
D008 . e e 569 175
2000 ot e e 569 182 =
2010 ot e L 577 \ 189
2011 ........ . P e 590 196 -
2012 through 2016 . ..o it PR 3,202 1,071
Total estimated future benefits payments through 2016 . .. . .. L $6,074 '7$1,980 °

-

{a) Estimated future benefit payments do not reflect an anticipated Federal subsidy provided through thé Prescnptlon Drug Acil.
The Federal subsidies to be received by Exelon in the years 2007, 2008, 2009, 2010, 2011 and from 2012 through 2016 are
shmated to be SB million, $9 million, $9 million, $10 million, $11 miffion and §71 milfion, respectlvely .

_ Exelon expects to contribute $208 million to the . benef t plans in 2007, of WhICh Ge1e_ration_,
ComEd and PECO expect to contribute. $98 mllhon $50 mllllon and $38 mllllon respectnvely :

LI

' 401(k) Savings Plan (Exelon Generation, ComEd and PECO)

. Exelon, Generatlon ComEd and PECO part:c1pate ina 401(k) savnngs plan sponsored by Exelon
The plan allows employees to contribute a portion of their pre-tax income in accordance with sper:lf ied
guidelines. Exelon, Generation, ComEd and PECO match a percentage of the employee contribution
up to certain limits. The cost of matchmg contnbutlons to the savings plan totaled the following:

For the Years Ended . Exelon Generation ComEd PECO
2006 ......... e S $60  '$30  $17° 36
20056 ..., . P P S St e P o 58 28 -+ 17 6

2004 ..., e S e . 57 27 . 16 - 6

15. Preferred Securities -

At December 31, 2006 and 2005, Exelon was aulhorlzed to issue up to 100 000 000 ,.hares of
preferred stock, none of which was outstandlng AU :
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'

Preferred and Preference Stock of Subsudlarles T '

At December 31, 2006 and 2005, CoriEd prior preferred 'stock and ComEd cumulative preference
stock consisted of 850,000 shares and 6,810,451 shares authorized, respectively, none of which was
outstandmg S Co e o :; .

L
k3

At December 31, 2006 and 2005, cumulative preferred stock of PECO no par value consrsted of
15,000,000 shares authonzed and the outstanding amounts set forth.below. Shares of, preferred stock
'have full voting rights, including the right to cumulate votes in the electlon of durectors :

December 31
.. : . T Y Redémption ) 2006 ' 2005, 2006 - 2005
i Price @ . Shares OQutstanding  Dollar Amount

Series (without mandatory redemption) - . _
$468(SeriesD)......... ... . ...... N $104.00 150,000 150,000 %15 8§15

$4.40 (SeriesC)................. RO ... 11250 274720 274720 27 27
$4.30 (Series B) ... ... .. N PR 102.00 150,000 150,000 15 15
$3.80'(Series A) ....... e 106.00 . 300,000 300,000. 30. 30
Total preferred stock ............................ . 874720 874,720 $87 $87

_— : . 3
(a) Redeemalale. at the option of PECO, at the indicated dollar amounts per share, plus accrued dividends.

16. Common Stock . ‘ o I

‘At December’ 31, 2006 and 2005, Exelon s common stock without par value consnsted of
2,000,000,000 shares authorlzed and 669, 863 391 and 666,369,787 shares outstanding, respectively.
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, 016 519 shares outstandmg At December 31, 2005 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 reSpectwely,
outstanding to purchase ComEd common stock’ The warrants entitle the holders to convert such
warrants into common stock of ComEd at a conversaon rate of one share of common stock for three
warrants:’ At December 31, 2006 and 2005, 25,162 and 25 240 reSpectwer, shares of common stock
were reserved for the conversion of watrants: "

-
Stock Spllt .

On January 27, 2004, the Board of Du'ectors of Exelon approved a 2-for-1 stock Sp|it of Exelon s
common stock. The distribution date was May 5, 2004. The share and per-share amounts have been
adjusted for all periods presented to reflect the stock split. -

Share Repurchases

Repurchased shares are held as treasury shares and recorded atcost. . S et

.. L
P L T, LRI
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Share Repurchase Program. Ifi April 2004, Exelon’s Board of Directors approved-a discretionary
share repurchase program that allows Exelon to repurchase shares.of its common stock on a periodic
bqsis‘in_t_héhéperi_,’ark_ t. The share repurchase program is intended to mitigate, in part, the dilutive
effect 'qfl' shares issued under Exelon's employee stock _c"git‘ionl plél':l and Exelon’s Employ‘g? Stock
Pur_chasé Plan (ESPP). The aggregate value of the shares of common stock repurchased .pﬁ'rsgant*to
the, program canriot exceed the economic benefit received after, January 1, 2004 due to stock option
exercises and share purchases ‘pursuant to Exelon’s ESPP. The economic benefit J(:onsistﬁ of the
direct cash proceeds from purchases of stock and the tax benefits associatéd with exercises of stock

. . . 1
options. The share repurchase program has no specified limit on the number of shares that may be
repurchased and no specified termination date. Any shares repurchased are held as treasury, shares -

unless cancelled or reissued at the discretion of Exelon’s management. As of December, 31, 20086,

. - . . [
12 milfion. 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; respectively, of common.

stock were purchased under the share repurchase program’ for $186 rnillion’ and “$354 million,

respectively.” ‘ e s

) ™" Other Share Repurchases. During both 2005 and 2004, Exg_aldn' rep'ufbh'ased Q:2 'ﬁi!liog‘ shares of
common stock from a retired executive for $8 million and $7 million, respectively. T '
vy - ,. L i . . N o

of "

Tt .

“Undistributed Losses of Equity Method Investments

‘! Exelon, Generation, ComEd and PECO had hndistribqted.lbsé‘,es ‘of equity method investments of.

$391 million, $16 million, $52 million and $51 million, respectively, at December 31,,2006, a]hd‘$_27§-
million, $7 million, $38 million and $41 million, respectively, at December 31, 2005. See the 19—
Supplemental Financial Information for further detait on the Registrants’ equity method investments.
) [ L 1 [,

P
wr

Stock-Based Compénsaﬁon Plans ST e
' “Exélon maintains LTIPs for certain fulltime salafied employees, Seé ‘Note'_1—Significant
Accounting Policies—SFAS No. 123-R for further information. - S S N

U s
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17. Earnings-Per.Share. - e e

Diluted eamings per sharé are'calculated by dividing net income by the t;velgnted average number
of shares of common stock outstanding, including shares to be issued upon exercise of stock options
outstanding under Exelon s stock option plans considered to be common stock’ equivalents. The
following table sets forth the computation of basic and diluted earnings per share and shows the effect
of these stock options on the weighted average number of shares outstandmg tsed in caiculating
dlluted earnmgs per, share

. ; 2006 . 2005 2004
Income from contlnulng operatlons ........ [P $1,590 $951  $1,870

Income (Ioss) from dlscontmued operations .. ... e e L2 14 (29)
Income before. cumulatlve effect of changes m accountmg principles . . ... ... 1 592 965 . 1,841
'Cumutatnve effect of changes in accountmg principles .......... e — (42) 23 -
Net o ) L= X $1,592 $923 $1,864
Average common shares outstanding—basic................ e 670 669 | 661
Assumed exercise of stock-based. awards ......... eeaiaiiaaaa PPN _ 6 7 .8
Average common sheres outstandlng—diluted ...... P 676 676 669

The number of stock-based awards not mclutjed in the calculation of dliutect common shares
-outstandlng due to their antidilutive effect was 3 million for 2006 ‘There weré no stock optrons excluded
'for 2005 and 2004.

18. Commitments and Contingencies
Nuclear Insurance

. The Price-Anderson Act limits the llablllty of nuclear reactor owners for claims that could arise from

a single. incident. As of December 31, 2006, the current limit was $10.76 biilion .and is subject to
change to account for the effects of inflation and changes in the number of licensed reactors. As
required by the Price-Anderson Act, Generation carries the maximum available amount of nuclear
liability insurance (currently $300 million for each operating site) and the remaining $10.46 billion is
provided through mandatory participation in a financial protection pool. Under the Price-Anderson Act,
all nuclear reactor licensees can be assessed a maximum charge per reactor per incident. The
maximum assessment for each nuclear operator per reactor per incident (including a 5% surcharge) is
$100.6 million, 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- ralsmg measures on the nuctear industry to pay claims.

“In addltlon the U.S. Congress could impose revenue-raising measures on the nuclear industry to
pay clalms The Price-Anderson Act was extended to December 31, 2025 under the Energy Policy Act.

Generatlon is @ member of an industry mutual insurance company, Nuclear Electric Insurance
Limited (NEiL) which provides property damage, decontamlnatlon and premature decommlssmnlng
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insurance: for each station for:losses resulting from damagde to its nuclear plants. In the '-ever|1t‘of an
accident, insurance. proceeds must firstibe used for.reactor stabilization and site decontamination. If’
the decision is made to decommission:the facility; a:portion of the.insurance proceeds.will be a|||ocated
to a fund, which Generation is required by the NRC to'maintain, to provide for decommissioning the
facility. Generation is ;unable' to predict the-timing of the availability of insurance proceeds to
Generation and the amount of such proceeds that would bé available. Under the terms of the|Avarious
insurance agreements, Generation could .be assessed up. to$173 million for losses »incurrgq at any
plant insured .by the insurance companies.'In.the event.that.one or more-acts of terrorism cause

accidental property damage within a twelve-month period from. the. first accidental property Hamage

_under one 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 foriall such
losses from reinsurance, indemnity and any .other source, applicable'to.such losses. The $3.¥2kbillion
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 incliemnity.
Generally, a “certified act of terrorism™ is defified in the: Terrorism.Risk Insurance ‘Act to be any act,
certified by the U.S. government, to be an act of terrorism committed on behalf of a foreign pérson ar
interest. . . * . Lo Y R T T

Additionally, NEIL provides replacement power cost insurance in the event of a major aqcidental
outage at a nuclear station. The premium for this coverage is subject to assessment for adverse loss
experience. Generation’s maximum share of any ra'ss_essment is $46 million per year. Rec’ovefy under
this- insurance for terforist 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 extended, as described above. ' v

In addition, Generation participates in the Master Worker Program, which provides coverage for -
worker tort claims filed for bodily injury caused by a nuclear energy accident. This program was
modified, effective January 1, 1998, to provide' coverage to all workers whose “nucle’a:r-related
employment” began on or after the commencement date of reactor operations. Generation will not be

* liable for a retrospective assessment under this new policy; however, in the event fosses 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. . ¢ -owe ot o AP S B

s . T wrt N U PR
For its insured: losses, Exelon ‘is self-insured ‘to the extent that losses are’ within the policy
deductible or exceed the amount of insurance maintained. Such losses could have a material ladverse
effect on Exelon’s financial condition, results of operations and liquidity. ’
e P N Tt e T A

!;:,_l'.’,r_) (RPN [ oo =.
T Ty ThEne ot e ST T R P L

Energy Commitments . S o

Generation’s wholesale operations include the physical delivery and marketing of power Pbtained
through its generation capacity, ‘and long-, intermediate-- and short-term contracts: ‘Generation

faintains a net positive supply of energy and capacity, through ownership of generation’ as%ets-an_d _
power-purchase and lease agreements, to protect it-from the potential operational failure ‘of one of its
owned or cohtracted power denerating units: Géneration-has also contracted for access to additional

generation through bilateral long-term PPAs. These agreemierits are firm commitments related: to
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power generation of specific generation plants and/or are dispatchable'in nature. Generation enters
‘into power purchase agreements with the objective of obtaining low-cost energy supply sources: to
meet its physical delivery obligations. to its customers. Generation ‘has also purchased firm
transmission rights to ensure that it has reliable transmission capacity to physically move its power
supplies to meet customer delivery needs.’ The primary intent and business objective for the use of its
capital-assets and contracts is to provide Generation with physical power supply to enable it to defiver
energy to meet customer needs. Generation primarily- uses financial. contracts -in its wholesale
marketing activities for hedging purposes. Generation also uses financial contracts to manage the risk
surrcundrng trading for profit actlwtles

-

Generation has entered into bilateral Iong -term contractual obligations for sales of energy to load-
serving entities, .including efectric utilities, municipalities, electric cooperatives and retail load
aggregators. Generation also enters into contractual obligations to deliver energy to wholesale market
participants who primarily focus on the resale of energy products for delivery. Generation® provides
delivery of its energy to these customers through nghts for firm transmrssron .

At December 31 2006, Generatron had long-term commitments, relatlng to the purchase from and
sale to unaffiliated utilities and others of energy, capacrty and transmission rights as indicated in the
following tables: : St

oL -Not Capacity Power Only JPower Only Transmlsslon Rights

l

_ . _ .. Purchages® = Sales “Purchases Purchases
2007 oy e ... $ 468 . $5401 $1499 . $ 6
2008 ...l e 425 1,900 475 ' —
2009 .. ... e 398 .647 194 —

2010 ... .. P S et 417 100 . 194 —
2011 e e, 417 —. 106 —
Thereafter. ... ... e 2,960 - 249 —
Total™ ..o ..o $5,085 $8,048 %2717 $ 6

(a) Net capacity purchases include tolling agreements that are accounted for as operatmg leases. Amounls presented in the
‘commitments represent Generation's expected payments under these ‘arrangements at December 31, 2006. Expected
payments include certain capacity charges which are contingent on plant availability.

{b) Transmission rights purchases include estimated commltments in 2007 for additional transmission rights that will be required
to fulfill firm sales contracts.

Starting in 2007 as a result of the first reverse-auction competitive bidding process, ComEd will
procure substantially all of its supply under supplier forward contracts with vanous supplsers See
Note 4—Regulatory Issues for further mformatron

PECO has a Iong-term PPA wath Generation under whlch PECO obtains substantlally all of its
electric supply from Generation through 2010. The price for. this electricity .is essentially equal to the
energy revenues eamned from customers as specified by PECO's 1998 settlement of its restructuring
case mandated by the Competition Act. Subsequent.to 2010, PECO expects to procure all of its supply
from market sources, which could mclude Generation. oo
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* oy . P o

Fuel Purchase Obligations

In addition to-the energy- commitments described abo@e,‘ Generation has. commitments to
purchase fuel supplies for nuclear and fossil generation and JPECO has commitments to purchase
natural gas and related transpoitation and storage capacity and services. As of December 31,2006,

these commitments were as follows: .’ , f oo , .
‘ L T o T " Expiration within
: . R . 2012
. N B . _Total ..2007 "~ 2008-2009 2010-2011 and Beyond
Generation .. . ... ORI SR L - $4,516 $830 $1,317  $1,104  $1.265
PECO ....\oneenenn Lo M. 508 217 146 65 . |78

L

Commercial Commitments _ . a0,

. - T * - T a

Exelon’s commercial, commitments as of . December 31, 2006, representing commitments
potentially triggered by future events, were as follows: s '

[

Expiration within

o Total . 2007 2008-2009 2010-2011 andzg;yzond
Letters of credit (non-debt) @ .. ............. .. $171 3169 2 $— $
Letters of credit (long-term debt)—interest s
" coverage ® . .......... D e 15 . 15 — — —
SUrety BONAS © .. ...\ttt 236 96 57 @ — {83
Performance guarantees @ . ................... 296 — — _ T 296
Energy marketing contract guarantees © ......... 223 206. 3 — ] 14
Nuclear insurance premiums ® .. ............ ... 1,710 — . — — 1,710
Lease guarantees @ ......... T e S o 9 - — — - 9
Midwest Generation Capacity Reservation .
Agreement guarantee ® " ... .. .. Tl T e 220 4 - B 8 2
Exelon New England guarantees @ . ............. 14 1 2 2 -9
Total commercial commitments ................. $2696 §491 $72  $10 $2,123

r

(a) Letters of credit-(non-debt}—Exelon and certain of its subsidiaries maintain non-debt letters of credit to provide predit
" support for certain transactions as requested by third parties. As of December 31, 2006, Exelon had 389 millioﬁ_ of
outstanding letters of credit (non-debt) issued under its $6.6 billion credit agreements, Guarantees of $17 million have|been

. issued to provide support for certain letters of credil as required by third parties. . .

{b} Letters of credit. (long-term debt) interest coverage—Reflects the interest coverage portion of letters of credit supporting
floating-rate pollution contro! bonds. The principal .amount of the floating-rate pollution control bonds of $520 million is
reflected in long-lerm debt in Exelon’s Consolidated Balance Sheet. : . ' . .

(¢} Surety bonds—Guarantess issued related to contract and commercial agreements, excluding bic_:l_bonds_.

(d) Performance guarantees—Guarantees issued 1o ensure exscution under specific contracts.

{e) Energy marketing contract guarantees—Guarantees issued to ensure performance under energy commodity contracts,

() Nuclear insurance premiums—Represent the maximum amount that Generation would be required to bay for retrospectivé
premiums in the event of nuclear disaster at any domestic site under the Secondary Financial Protection pool as req'uired

- under the Price-Anderson Act. : =T T

{9) Lease guarartees—Guarantees issued to ensure payments on building leases.. L .

N
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{h) Midwest Generation Capacity Reservation Agreement guarantee—In connection with ComEd’s agreement with the City of
Chicago {Chicago) entered into on February 20, 2003, Midwest Generation assumed from Chicago a Capacity Reservation
Agreement thal Chicago had-entered.into with Calumet Energy Team, LLC. ComEd has agreed to reimburse Chicago for
any nonperformance by Midwest Generation under the Capacity Reservation Agreement Under FIN 45, $2 million is
included as a liability on Exelon’s Consolidated Balance Shests at December 31, 2006.

{i) Exelon New England guarantess—Mystic Development LLC (Mystic), a formet affiiiate of Exelon New Engiand, has a long-
term agreement through January 2020 with Distrigas of Massachusetts Corporation (Distrigas) for gas supply, primarily for
the Boston Generating units. Under the agreement, gas purchase prices from Distrigas are indexed to the New England gas
markets. Exelon Néw England has guaranteed Mystic's financial obligations to Distrigas under the long-term supply
agreement. Exelon New England's guarantee to Distrigas remained in effect following the transfer of ownership interest in

"Boston Generating in May 2004. Under FIN 45, approximately $13 million and $1 million are included as a noncurrent
liability and current.liability, respectively, within the Consolidated Balance Sheels of Exelon as of December 31, 2006 related
lo this guarantee. The terms of the guarantee do not limit the potential future payments that Exelon New England could be
required to make under the guarantee. Other guarantees associated with Exelon New England total less than $1 million.

Leases

Minimum future operatlng lease payments mcludlng lease payments for vehlcles real estate,
computers, rail cars and office equipment, as of December 31, 2006 were:

- . . U Exelon
2007 ... ...l P e e $ 68
2008. .. ... .. ...l e e e e [ 57
2009, ... ... .. e FS S AU e - 53
2000 ... L., U e R, e 49
{0} i S e e e e e e 44
Remainingyears .. .......... ... ... ..., S 455
Total minimum future lease payments e e e A el $7160
(a) Excludes Generation's tolling agreements that are accounted for as contingent opérating lease payments.
The Registrants’ rental expense under operating leases were as follows: ' )
. : L : ' . Exelonis
2006 ....... O B P PO .. $752
2005 ... ...l e e 836
2004 ...l e S S R PR 709

{a) Includes Generation's tolling agreéments that are accounted for as operating leases and are reflected as net capacity
purchases in the energy commitments table above. These agreements are considered contingent operating lease payments
and are not included in the minimum future operating lease payments table’ above. Payments made under Generations
tolling agreements totaled $698 million, $768 million and $645 million during 2006, 2005 and 2004, respectively.

For information regarding capital lease obligations, see Note 11-Debt and Credit Agreements.

Environmental issues s

General. The Registfants'-‘bperations have in the past and may in the future require substantial
expenditures in order to comply with environmental laws. Additionally, under Federal and state
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environmental laws, the Registrants are generally liable for the costs of remediating. environmental
contamination of propérty now or formerly owned by them and of property contaminated by hazardous
substances generated by them. The Registrants, own or lease a number of real estate parcels
including’ parcels on which their -opérations or the operations of others may have resulted in
contamination by’ substances that are considered hazardous under environmental laws. ComEd and
PECO have identified 42 and 27 sites, respectively, where former manufactured gas plant! (MGP)
activities have or may have résulted in actua! site contamination. For almost all of these sites, ComEd
or PECO is one of several Potentially Responsible Parties (PRPs) -which'may be respon5|ble for
ultimate remediation of each location. Of these 42 sites identified by ComEd, the lllinois Enwronmental
Protection Agency has approved the clean up of nine sites and of the 27 sites identified by PECO the
Pennsylvania Department of Environmental Protection has approved the cleanup of 12 sites! Of the
remaining sites. identified by ComEd and PECO, 20 and 10 sites, respectively, are currently .under
some degree of active study and/or remediation. ComEd and PECO anticipate that the majonty of the
remediation at these sites will continue through at least 2015 and 2012, respectively. In addatton the -
Registrants are currently involved in a number of proceedings relating to sites where hazardous
substances have been deposnted and may be subject to additlonal proceedings in the future

ComEd and Nicor-Gas Company, a subsidiary of Nicor Inc. (Nicor), are partles to an mtenm
agreement under which they cooperate in remediation activities at 38 former MGP sites- for which
ComEd or Nicor, or botli, may have responsibility. Under the interim agreement, costs are spllt evenly
between ComEd and Nicor pending their final agreement on allocation' of costs at each site, but either
party may demand arbitration if the parties cannot agree on a final allocation of costs For most ‘of the
sites, the interim ‘agreement contemplates that neither party will pay less than 20%, nor more than 80%
of the final costs for each site. ComEd's accruat for these environmental liabilities is baséd on ComEd s
estimate of its 50% share of costs under the ‘intefim agreement with Nicor. On April 17, 2006; Nicor
submitted a demand for arbitration of the cost allocation for 38 MGP sites. Through December 31,
2006, ComEd has incurred approxlmately $116 million associated wrth remediation of the|sites in
questlon Although ComEd believes that the arbitration proceedings erI not result in-an aIIocatlon of
costs materially different from' ComEd's current estimate of its aggregate remediation costs for MGP
sites, the outcome of the arbitration proceedings is not ceitain and colld result in a matenal mcirease or
decrease of ComEd’s eshmate of its share of the aggregate remediation costs. . A

Pursuant to a PAPUC order, PECO is currently recovering a provision for- envuronmental costs
annually for the remediation of former MGP facility sites, for which PECO has recorded a reguiatory
asset, Based on the final order received in ComEd's Rate Case, beginning in 2007, ComEd will also
recover its MGP remedlatlon costs from customers for which it established a regulatory asset (see
ComEd Rate Case below) See Note 19—Supp|emental Financial Information for further information
regardmg regulatory assets and liabilities.

T b
. .
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.As'of December 31, 2006 and 2005, Exelon hadaccrued the following amounts for environmental
Ilabllltres |n Other Deferred Credlts and Other Llablhtles Wlthll‘l its Consolrdated Balance Sheets

g L - v

e . ' . . . Tota) emnronrnentat mvastlgatlon Portion.of totat related to MGP
e ¥ o T : and remedlatlon reserve mvestlgatlon and remedratlon (a)
December31 2006 .. ... IR s ' $88.°

Deceiber 31,2005 .. [...... P

1

$128 v -$89

(@) Prior to thé third-quartér "2006!ComEd and PECO discounted thieir reserves for MGP investigation and remedratlon The
. change frorn duscountrng to’ undlscountlng was not deemed to be material for either ComEd or PECO.

_ Durlng the first quarter of 2006 a court-approved settlement was completed between PECO angd
various: PRPs with the remediation of a Superfund site commonly referred-to as-the, Metal. Bank or

Cottman Avenue site. As-a result of this settlement PECO reversed a $4 million: reserve-it-had

: prewously recorded related to the site. . - o e PR e TR

. et e Lt : I [ T SR "

The Reglstrants cannot reasonably estrmate whether they will mcurfother 5|gn|t" cant llabrlltles for
additional investigation and remediation costs at these or additional sites identified by the Regrstrants
enwronmental .agencies, or; others or whether such costs will be, recoverable from, third parties,

including’ customers. . . e - . :

3 T ST
;

. Sect:on 316(b) of the Clean Water Act In July 2004 the Umted States Envuronmental Protectlon
Agency (EPA) tssued the final Phase 1l ruIe |mplement|ng Sectson 316(b) of the Clean Water Act The
Clean Water Act’ reqwres that’ the coolmg water intake. structures at electric power plants reﬂect the
best technology available to mtnlmlze adverse envnronmental |mpacts The Phase il rule established
national perlormance standards for reducmg entramment and impingement of aquatlc organlsms at
existing power plants, The rule prowded each facrllty with a number of compllance options and permits
site-specific variances based on a cost-beneﬂt analysns The requirements were intended to be
|mplemented through state Ievel Natlonal Pollutant Dlscharge Ehmrnatlon System (NPDES) permit
" pragrams. All of Generation’ S power generatmn fac:|||t|es with coollng water, systems are subject {o the
regulations. Facﬂltles without closed -cycle recwcutatmg systems (e g., cooltng towers) are potentially
most affected. Those facilities areaClrnton .Cromby, , Dresden, _Eddystone, Fairless Hills, Handley,
Mountain Creek, New Boston, Oyster Creek, Peach Bottom, Quad Cities, Salem and Schuylkill. Since
promulgatlon of the rule, Generation has been evaluating compl:ance options at its affected plants and
meetmg |nter|m compllance deadllnes R ‘ . -

On January 25, 2007 the u. S Second CIrCUIt Court of Appeals |ssued |ts opmlon in'a challenge to
the ﬁnal Phasé II rule brought by.environmental groups and several, states. The court found that with
respect toa number of sigriificant provisions of the rule the EPA either exceeded its authorlty under the
Clean Water Act, failed to adequately set forth its rationale for the rule, or failed to follow required
procedures for public notice and comment. The court remanded the rule back to the EPA for revisions
consistent with the court’s opinion. By its action the court invalidated compliance measures that the
utility industry supported because they were cost-effective and provided existing plants with needed
ftexibility in selecting the compliance option appropriate to its location and operations. For example, the
court found that environmental restoration does not qualify as a compliance option and sute—spemf ic
compliance variances based on a cost-benefit analysns are impermissible. :
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i The court’s opinion has created sugmf icant’ uncertalnty about the specific nature, scope and timing
" of the final. compliance reqwrements It is not yet known whether the EPA; or any of the” rndustry
petitioners; will seek a review by the U.S. Supreme Court: The EPA has not-issued guidance about the
impact- on current cormpliance deadlines, or set’a schedule to undertake the revisions to the rule
necessitated by the court opinion. Due to this uncertalnty, Generation cannot estimate the effect that
compliance with the Phase II'rule requirements will have'on the operation of its generatlng facmtlesiand
its future results of operations, financial condition and cash flows. If the final rule has performance
“standards that require the reduction of cooling water intake flow at the plants consistent wuth closed
loop cooling systems, then the impact on the' operation of the facilities and Exelon’s and Generatlon s

1

future results of operatlons financial posmon and cash ﬂows could be materlal I R R

o T 4 e 4
F N F, ’, . | . . L4 H \, v

S

“*Ina pre-draft permit dated May 13, 2005 and a draft permlt rssued on July 19 2005, as part of the
pendmg NPDES permit renewal process -for Oyster -Creek, the New Jersey Department "of
Enwronmental * Protection * (NJDEP) preliminarily determlned that' -closed-cycle coollng .and
envirohmental” ‘restoration are the only viable compllance opttons for Section 316(b) compllance at
Oyster Creek. AmerGen has’not made a determination regarding how it will demonstrate cornpllance
with the Sectlon 316(b) reguiations and- must evaluate 'the final’ regulatlons issued by the EPA a‘s'a
result of the décigion of. the U:S. Second Circuit Court of Appeals, discussed above. In add:tron the
amount of the' costs required to retrofi t Oyster Creek may negatrvely |mpaot Generahon ] demsnon to ,
renew the operatlng Ilcense - R o ‘ R

¢ 1 ] Lo . . - '.'v_ .l."‘.(?:"; i, :'_ R N e

In June 2001 the NJDEP issued a renewed NDPES ‘permit fér Salem ‘which explred in’ July 2006
allowing for the continued operation of Salem with its existing cooling water system NJDEP adwsed
PSEG in a letter dated July, 12, 2004 that it strongly recommended reducmg cooling water mtake flow
_commensurate with closed cycle c00llng as a compllance optlon for Salem. PSEG submrtted an

: apphcatlon for- a renewal of the permit on February" ", 2006. In the permtt renewal appllcatlon PSEG
analyzed closed cycle coolmg and other options, and’ demonstrated that the contlnuatlon of theIEstuary
Enhancement Program an extensive envu'onmental restoratlon program at Salem, is the 'best
technology to meet the Section’ 316(b) requlrements PSEG continues to ‘operate Salem under the
approved June 2001 NDPES permit while the’ NDPES permlt renewal appllcatlon is belng revrewed if
application. of the final Section 316(b) regulatlons ultlmately requires the retrof“ ttlng of Salem'’s coollng
. water |ntake structure to reduce coollng water intake flow, commensurate W|th closed-cycte coollng.
Exelon's and Generatlon s share ‘of the total cost of the retrot’ t and any resultlng mtenm replacement
power would likely be in excess "of $500 mrlhon and could result in’ mcreased deprecratron expense
related to the retrof t mvestment e . o
Nuclear Generatmg Statron Groundwater On December 16 2005 and February 27, 2|006 the
Hlliniois EPA issued vrolatlon notrces to Generatlon alleglng violations of state groundwater standards as
L a result of historical dlscharges of liguid. tritium from a line at the Braidwood Nuclear Generatlng Statlon
(Braldwood) In November 2005, Generatlon dlscovered that spills from the line™ in 1996, 1998 and
2000 have resulted in'a tntrum pIume in groundwater that |s both on and off the plant site. ﬂevels in
portions.of. the plume exceed Federal limits for dnnkmg water. However samples from. drlnklng water
wells on ,property adjacent to thé plant showed that, with one exceptron tritium levels in these wells
were at levels that naturally occur. The trltlum level in one dnnkmg water weII was etevated above
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levels that occur naturally, but was significantly below the state and Federal drinking water standards,
and Generation believes that this level posed no threat to human health. Generation. has investigated -
the causes of the releases .and has taken.the necessary corrective actions to prevent another
occurrence. Generation notified the owners of 14- potentially affected adjacent properties that, upon
sale of their property, Generation will reimburse-the owners for any diminution in property value caused
by the tritium release. As.of December 31 2008, Generatlon has purchased four of the 14.-adjacent
propertres : i : . ! : S

On March 13, 2006, a class action lawsuit was filed against Exelon, Generation and ComEd (as
the prior owner of Braidwood) in Federal District Court for the Northern District of lilincis on behalf of all
persons who live or own property within 10 miles of Braidwood. The plaintiffs primarily are seeking
compensation for diminished property values. On March 14 and 23, 2006, 37 area residents filed two
separate but identical fawsuits against Exelon, Generation and ComEd in the Circuit Court of Will
County, lllinois alleging property contamination and seeking compensation for diminished property
values. Exelon removed these cases to Federal court, and all three cases were assigned to the same
District Court judge Subsequently, seven plamtlffs withdrew from the cases, and 18 additional plaintiffs
were added. On October 11, 2006, two area residents filed a lawsuit in the U.S. Dlstnot Court for the
Northern District of lllinois against Exelon, Generation and ComEd. The allegations in the complaint
are substantially similar to the lawsuits. described above, and the case has been transferred to the
Judge overseeing the other Federal cases. Generation has tendered its defense of these lawsits to its
insurance carrier, ANI, and ANI has agreed to defend the suits subject to a reservation of rights.
Exelen, Generation and ComEd continue to believe that these lawsuils are without merit and will
continue to vigorously defend them

.. On March 16, 2006, the Attorney General of the State of lllinois and the State’s Attorney for W|||
County, llfinois fited a civil enforcément action against Exelon, Generatlon and ComEd in the Circuit .
Court of Will County relating to the releases of tritium discussed above and alleging that, beginning on
or-before 1996, and with additional events in 11998, 2000 and 2005, there'have been tritium and other
non-radioactive wastes discharged from Braidwood in violation of Braidwood's NPDES permit, the
ilinois Environmental Protection Act and regulations of the lllincis Pollution Control Board. The lawsuit
seeks injunctive relief relating to the discontinuation of the liquid tritium discharge line until further court
order, soil and groundwater testing, prevention of future releases and off-site mlgrat|on and to provide
potable drinking water to area residents. The action also seeks the maximum civil penalties allowed by -
the statute and regulations, $10,000 or $50, 000 for each violation (depending on the specific violation),
and $10,000 for each day during which a violation continues. On May 24, 2008, thé Circuit Court of Will
County, iilinois entered an order resulting in Generation commencing remediation efforts in June 2006
for tritium in groundwater off of plant property. Among other things, the May 24, 2006 order requires
Generation to conduct certain studies and implement measures to ensure that tritium does not leave

plant property at levels in excess of the United States EPA safe drinking water standard. Any civil , |

penalty will not be determined until the consent decree is finalized. Generation is unable to detérmine
the  amount of the penalty that will be sought. Furthermore, the Circuit Court of Wil County may
exercise its discretion in determining the final penalty, if any, taking intoc account a number of factors;
including corrective actions taken by Generation and other mitigating circumstances. Given the
allegations in the lawsuit regarding the number of violatiohs alleged and their duration, the civil penalty
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that .could be imposed may be material, to Exelon’s and Generatrons financial position, results of
operations and cash flows. - .- L : L —

As of December 31 2006 and 2005 Generation recorded a reserve of $3 million and $7 mlllron
(pre-tax) respectively, related to the matters described above, which Generation deems adequate to
cover the costs of remedlatlon and potentlal related correctlve measures. -

PIs

As a result of intensified monitoring and inspection efforts in 2006, Generatron detected small

underground tritium leaks at the Dresden’ Nuclear Generating Station {Dresden) and at thel Byron

~ Nuclear Generating Station (Byron). Neither of these ‘discharges occurred outside the property Ilnes of

the plant, nor does Generation believe. either of these matters poses Health or safety’ threats to -
employees or to the public. Generatton identifi ed the source of the leaks ‘and implemented reparrs On
March 31, 2006 and April 12, 2006 the. Ill|n01s EPA issued a violation notice to Generatlon in
connection with the Dresden and Byron leaks, respectlvely, alleging various violations, mcludmg those
related to (1) lllinois groundwater standards {(2) non-permitted discharges, and (3) each statlons
NPDES . permit. Generation has analyzed the remediation options related to’ these matters and
submitted its response, and proposed remediation plan to the lllinois EPA. On July 10, 20086, the III|n0|s
EPA rejected the remediation plan for Dresden and on July 12, 2008, the lllinois EPA sent a Notlce of
Intention to Pursue Legal Action. On July 17, 2006 the lllinois EPA rejected the remediation plan for
Byron and has referred the matter to the lilinois Attorney General for consideration of .formal |
enforcement action and the imposition of penaltles o . )

Generation is actively discussing the violation notice and Attorney General -civil enforcement
matters discussed above with the lllinois EPA and the Attorneys General for lllinois and the Countres in
which the plants are located. Generatlon expects these matters to be resolved during 2007- )

In response to the detect|on of tritium in water samples taken at the aforementloned nuclear
generating stations, in the first quarter of 2006, Generation Jaunched an initiative across its- nuclear
fleet to systematically assess systems that handle tritium and take the necessary actions to mlnlmlze
the risk of inadvertent discharge of tritium to the environment. On September 28, 20086, Generatron
announced the. final results of the assessment, concluding that no active leaks had been identifi ed at
any of Generation’s 11 nuclear plants and no detectable tritium had been identified beyond any of the
plants’ boundaries other than from permitted discharges, with the exception of Braldwood] as
discussed above. The assessment further concluded that none of the tritium concentrations |dent|t' ed
in the assessment pose a health or safety threat to the public or to~Generation’s employees or
contractors. Generation management does not believe the costs of any additional work arising fromathe
assessment would be matenal to Exelon s or Generatron s fi nanmal position, results of operatrons or
cash flows. : v : : '

Generation recorded $16 million in operating and maintenance expenses and $11 million in caprtal
expenditures during the year ended December 31, 2006, as compared to recording $8. m|II|on in
operating and maintenance expenses during the year ended December 31, 2005, retated to matters
arising from groundwater issues at its Nuclear Stations.

.« - et
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Exelon, Generation or ComEd cannot determine the outcome of the above-described matters but
believe their ultimate resolution should not, after consideration of reserves established, have a
significant impact on Exelon's, Generatlons or ComEd s fi nancral position, results of Operatlons or
cash ﬂows . .

On December 22 2006 ‘as a gesture of goodwrll and corporate C|t|zensh|p, Gerieration contnbuted
$11.5 million into an escrow account to assist the Godley Public Water Drstrtct with the installation of a
new public drinking water system for the Village of Godley. |

Cofter Corporation. The EPA has advised Cotter Corporatton (Cotter) a former ComEd .

i subs:dlary. that it is potentially liable in connection with radlologlcal contamination at a site known as

| ) the West Lake Landfill in Missouri. On February 18,.2000, ComEd sold. Cofter to an unaffiliated third

party. As part of the sale, ComEd agreed to indemnify Cotter for any liability incurred by Cotter as a

result of any liability arising in connection with the West Lake Landfill. In connection with Exelon’s 2001

corporate restructuring, this responsibility to mdemmfy Cotter was transferred to Generation. Cofter is

alleged to have disposed of approximately 39,000 tons of ‘soils mixed with 8,700 tons of leached

bariurn sulfate at the site. Cotter, along with three other companies identified by the EPA as PRPs, has

submitted a draft feasmlllty study addressing options for remediation of the site. The PRPs.are also

engaged in discussions with the State of Missouri and the EPA. The estimated costs of the anticipated

remediation strategy fof the site range up to $24 million. Once a remedy is selected, it is expected that

: the PRPs will agree on an allocation of responsrbrhty for the costs. Generation has accrued what it
beliéves to be an adequate amount to cover its anticipated share of the liability.

" Voluntary Greenhouse Gas Emissions Reductions: Exelon announced on May 6, 2005 that it
has established a voluntary goal to reduce its greenhouse gas-(GHG) emissions by 8% from 2001
levels by the end of 2008. The 8% reduction goal represents a decrease of an estimated 1.3 million
metric tons of GHG emissions. Exelon will incorporate recognition of GHG emissions and their
potential cost into its business analyses as a means to promote internal irivestment in climate: reducing
activities. Exelon made this pledge under the United States EPA's Climate Leaders program, a
voluntary industry-government partnership addressing climate’ change Exelon befieves that its planned
GHG management efforts, including increased use of renewable energy, its current energy’ efficiency
initiatives and its efforts in the areas of carbon sequestration, will allow it to achieve this goal. The
anticipated cost of achieving the voluntary GHG emissions reduction goal'will not have a materral effect
on Exelon’s future results of operatrons t‘ nancial condltlon of cash flows. *

Air Quality Regulation. Pursuant to EPA regulatlons that will 1mpose Ilmlts on certam future
emissions by generation stations, the co-owners of the Keystone generating station formally approved
on June 30, 2006 a capital plan to install SO, scrubbers at the station for which Exelon’s share, based
on its 20.99% ownership interest, would be approximately $150 million over the life of the contrel
project.

Litigation and Regulatory Matters .
Exelon, Generation and PECO . | . "

Reverse-Employment Discrimination Claim. On April 4, 2005, one employee of PECO and four
employees of Generation commenced suit in the United States District Court for the Eastern District of
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Pennsylvania, alleging that they were subjected to a practlce of reverse age and race dlscnmlnatlon

which denied promotional opportunities to older white male employees, purportedly in vrolatlon of
various Federal antidiscrimination statutes and the Pennsylvania'Human Relations' Act. The plallntlffs )
filed the action individually.and on behalf of a putative.class that included all white males currently or
previously employed with any Exelon companies in the United States who were at least 40: years old
on April 4, 2003 and who either apptied for or were eligible-to.apply for supervisory positions in March _
2003 and thereafter, continuing to the present day, and were not selected for those positions. Exelon

PECO and Géneration filed an answer-denying all liability. Additionally, since the initial claim was filed,

the plaintiffs’ attorneys have identified two additional PECO employees and three additional Genelratlon
employees whom they are representing with similar claims, one of whom filed a- separate reverse age
and race discrimination lawsuit in -the United. States District. Court for ;the Eastern Dlstrlct of
Pennsylvania on July 28, 2006.

On June 12, 2006, the five named plaintiffs filed an amended complalnt and a motion seeklng
certification of a class comprising all white male employees of Exelon, its subs:dlanes ‘affi Ilates and .
operating units. On behalf of the class, the plaintiffs sought to enjoln certain of- Exelon s diversity efforts .
that they, claim resulted in ramally discriminatory hiring, promation, retention, termlnatlon and
compensation practices, but no monetary damages. On June 29, 2006, Exelon PECO and Generatlon
filed an answer to the amended comptaint agaln denymg all I|ab|!|ty N

* On September 14, 20086, the court denied the plaintiffs’ request for class certifi catlon In October
2006, PECO and Generation reached a settliemént with all parties to this matter. The amount}of the
settlement was paid in- December 2006 and did not have a matenal |mpact on Exelon’s, PECOs or
Generation’s f‘ nancial condltlon results of operattons or cash ﬂows !

NS

1

. PJm Bn'hng Dispute. In December 2004 Exelon filed a complalnt wrth FERC agalnst PJM and
PPL Electric (PPL) alleging that PJM had overcharged Exelon from April 1998, through May 2003 asa
result of a bitlling error. Specrﬂcally, the complaint alleges that PJM mistakenly identified PPL’ s Eiroy
substation transformer as belonging to Exelon and that; as a consequence, during times of congestlon
Exelon's bills for transmission congestion from PJM erroneously reflected energy that PPL- took from
the Elroy substation and used to serve PPL load. _ oo .

On September 14, 2005 Exelon and PPL fi led a proposed settlement of thls matter. wnth FERC if
the settlement was approved by FERC, Exelon would have received a total of $40 million, plus :nterest .
over the next four years from two funding sources: (a) $33 million from PPL and (b) $7 ml||I0l'l from
PJM market participants. In an order issued March 21, 2008, FERC rejected the proposed settlement
and set the matter for hearing, pnmartly because the proposed settlement would have requrred PJM
market participants to bear $7 million of the $40 million settlement plus interest. The order found that
PPL should pay for energy received ‘that was billed to other partles but alldws PPL and thelmarket
partrcapants to question what portlon of the settlement PJM mlght bear and what offsettmg deductions
might be made in feducing the payment _ ," . (R )

On March 30, 2006, Exelon and PPL filed with FERC a second proposed settlement agreement
superceding the first, under which Exelon would receive a total of- $40 million, plus interest, over the
next five years through credits provided by PJM, which would be funded through a surcharge |mposed
by PJM through its tariff. solely on PPL, with no amount being pald by other PJM participants. * .
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=1 0n November 9, 2006, FERC issued an order accepting the second proposed settlement.
agreement, with. modifications related to the characterization of the PJM charge to PPL as a
" transmission charge. On December 11, 2008, PPL and Exelon.made a compliance filing accepting the
modifications i FERC's order and. altering both.the settlement amount and the timing of payment. In.
this third settlement agreement, PPL agreed to directly pay Exelon approximately $42 million in a lump
sum payment (comprised. of $38 million.of erroneous charges, plus interest of $4 million), which will not
be-characterized as a transmission-charge. It is anticipated that approximately 75% and 25% of the
proposed settlement amount. will be received by Generation and PECO, respectively. FERC approval
is-required for this.third settlement agreement to become effective. FERC established a comment
period. that ended January 11, 2007. FERC will issue an order. either accepting, accepting with
modifications, or-rejecting the third settlement agreement sometime after the explratlon of the comment
period.

Exelon expects this mafter 10 be favorably résolved during* 2007; however, pending FERC
: approval of the’ proposed settlement ‘agreement, as well as resolution of any third-party mterventlons
Exelon Generatlon and PECO have not recorded any receivables assocaated W|th this matter

‘Real Estate Tax ‘Appeals'. PECQ‘and Generation each have been challenging real estate taxes
assessed on_certain nuclear plants. PECO is involved in litigation in which it is contesting taxes
assessed in 1997 under the Pennsylvania Public.Utility Realty Tax Act of March 4, 1971, as amended
(PURTA) and has appealed local real estate assessments_for 1998 and 1999 on the Peach Bottom
Atomic Power Station (York County, PA) (Peach Bottom). Generation is involved in real estate tax
appeals for 2000 through 2004 regarding the valuation of its Peach Bottom plant.and is in the process
of evaluating appraisals and preparing for negotiations. Generation was also previously involved in an
appeal regarding the valuation of its LaSalle Nuclear plant. On March 9; 2006, the fllinois Circuit Court
for'LaSalle County approved the property tax settlement agreement agreed upon in late 2005 between
all'taxing bodies with jurisdiction over the plant.-and Generation. The settlement agreement resolved all
pending-litigation.concerning assessments on the property and-sets the'assessments for the tax years
2005 through.2008. ‘The ultimate outcome of such matters, however, remains uncertain and could
resu]t in unfavorable or favorable impacts to the consolidated financial statements of Exelon, PECO
and' Generation. PECO and Generation believe their reserve balances for exposures associated with
reai estate taxes as of ‘Decémber 31, 2006 and’ 2005 reflect the’ probable ~expected outcome of the
Iltigatlon and appeals proceedmgs in accordance with’ SFAS No. 5

F}

- . ' ' .
‘ . . P

"Exelon'and Gen'eration‘ . - N oL s

Asbestos Personal In;ury Claims. In the second quarter of . 2005,. Generation. engaged
mdependent actuaries to, determine if, based on historical claims data and other available mformatlon
a reasonable estimate of future losses could be calculated assomated with asbestos- related personal
injury actions in certain facilities that are currently owned by Generation or were previously owned by
ComEd and PECO. Based -on the actuaries’ analyses, management’s review of current and expected
losses, .and 'the view of counsel regarding the. assumptions used in estimating the future losses,
Generation recorded an undiscounted $43 million pre-tax charge for its estimated portion of all
estimated future asbestos-related personal.injury claims estimated to be presented through:2030. This
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amount did not :nclude estimated legal costs assocuated with handling these ‘matters, which could ‘be
material.. Generation’s management determined that it was not reasonable to estimate future asbestos-
related personal injury claims past 2030 based on-only three years of historical ctaims datarand the
significant amount of judgment required to .estimate this liability. The $43 million pre-tax charge was
recorded as part of operating and maintenance expense in Generation’s Consolidated Statements of
Operations ‘and Comprehensive Income in 2005 and reduced net income by $27° million after- tax.
During 2006, Generation performed a periodic.update to this reserve, which did not result in ajmaterial
adjustment. '

At December 31, 2006 and 2005, Generation had reserved approx|mate|y $48 million in total for
asbestos- related bodily injury claims. As of December 31, 2006, approximately $10 mltllon of this
amount relates to 131 open claims presented to Generatlon while the remamlng $38 I"nll|t0l’l of the
reserve is for estimated future asbestos- related bodlly injury claims anticipated to’ arlse through 2030
based on actuarial assumptions and analysis. Generation. plans to obtam annual updatels of the
estimate of future losses. On a quarterly basis, Generatlon monitors actual expenence against the
number of forecasted claims to be received and expected claim payments

. Qir'spill Lrabrhty Trust Fund Claim. In December, 2004, the two Salem nuclear generation units
were taken offline due to an oil spill from a tanker in the Delaware River near the facilities. The uhits,
which draw water from the river for cooling purposes, were taken offline for approximately two weeks to
avoid intake of the spilled oil and for an additional two weeks. relating to start up issues. ansmg from the
oil spill shutdown The total shutdown period resulted in lost sales from the plant. Generatlon and
PSEG have filed a joint claim for losses and damages with the Oil Spitl Liabiiity Trust Fund. In January

2007, Exelon submitted a revised damages. calculation to the.Qil Spill Liability Trust Fund |dent|fy|ng
approximately $21 million in specific damages and losses. As this matter represents a contlnqent galn
Generation has not recorded any,income and expects th:s matter to be resolved in 2007. . ;

' ‘Exelon and Com&d . ' S :

ComEd Rate Case. ComEd requested recovery of amounts as part of |ts August 2005 Rate Case ,
which have previously been recorded as expense. Spemﬂcally, ComEd requested the followung (all
amounts pre—tax) o )

» recovery of approximately $87 million related to losses on extmgwshment of Iong -term debt as
part of ComEd’s 2004 Accelerated Llablllty Management Plan;

_+ recovery of $40 million of prewously incurred MGP costs;
«. -recovery of $158 million of prewously mcurred severance costs; and

- = recovery of 5 million of expenses prewously mcurred |n the Procurement Case

As discussed in Note 4—Regqulatory Issues, ComEd received a final order from tht ICC on
- July 26, 2008, which approved recovery of certain of these costs. Exelon and ComEd had anttcnpated
recording a one-time benefit to reverse these prior charges and Exelon and ComEd did recogmze a
one-time benefit during the third quarter of 2006 of approximately $130 million (pre-tax) related to the
losses on.the extinguishment of long-term debt, MGP costs and Procurement Case costs where the
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recovery mechanism was spemﬁcally identified by the ICC final order. While ComEd believed the intent
of'the Rate Orderwas to allow ComEd recovery of the previously incurred severance costs through its
administrative and.general (A&G) expenses, ComEd requested.clarification from the ICC.on rehearing
related to‘the amount of A&G expenses it should be allowed to recover. The ICC agreed.to rehear
ComEd's A&G'costs, as well as:several other items referred to in Note, 4—Regulatory Issues. In'its
December 20, 2006 order on rehearing, the ICC confirmed ComEd's ability to recover the previously
incurred severance costs, and ComEd recorded a regulatory asset of $158 million at that time.

Exelon

Pension Claim. On July’11, 2006, a former employeé of ComEd filed a purported class action
lawsuit against the Exelon Corporation Cash Balance Pension Plan (Plan) in the Federal District Court
for-the Northem District of llinois. The complamt alleges that the Plan, which. covers certain
management employees of Exelon’s subsidiaries, calculated lump sum distributions in’a manner that
does not comply with' the Employee Retirement Income Security Act (ERISA). The plaintiff seeks
compensatory relief from the Plan on behalf of participants who received lump sum distributions since
2001 and injunctive relief with respect to future lump sum distributions. i remains to be"determined
whether this case will proceed as a class action,and how many Plan participants may be part of the
proposed class, if a class is certified. However, the lawsuit i is not expected to have a materlal fi nancial
|mpact on Exelon

e

Savings Plan Cla.'m On September 11,-2006, five individuals clalmlng to be participants in the
Exelon Corporation Employee Savings Plan, Plan #003 (Savings Plan), filed a putative class action
lawsuit in the United States District Court for the Northern District of lllincis. The complalnt names as
defendants Exelon, its Director of Employee.Benefit Plans-and Programs, the Employee Savings Plan.
Investment Committee, the Compensation and. the Risk ‘Oversight Committees of Exelon’s Board -of
Directors and members of those 'committees. The complaint alleges that the defendants breached
fiduciary duties under ERISA by, among other things, permitting fees and expenses to be incurred by
the Savings Plan that allegedly were unreasonable and for purposes other than to benefit the Savings
Plan and participants, and failing to disclose purported “revenue sharing” arrangements among the
. Savings Plan’s service provuders The plaintiffs seek déclaratory, equitable and monetary: relief on
behalf of the- Savings*Plan and participants, including -alléged investmerit losses. Exélon 'cannot
determine the outcome of the above-described claim but the impact to Exelon’s results of operations
could be material: . . :

Exelon, Generation, ComEd and PECO
General. The Registrants are involved in various other htrgatlon matters that are being defended
and handled in the ordinary course of business. The Registrants mdintain accruals for such costs that
are probable of being incurred and subject to reasonable estimation. The ultimate outcomes of such
matters, as well as the matters discussed above, are uncertain and may have a material adverse effect
on the Registrants’ financial condition, results of operations or. cash flows.:

13 y Ty
LR S . §

Fund TransferRestnctlons o . N

Under applicable law, Exelon may borrow.or receive. any extensuon of credit or mdemmty from its
subsidiaries. Under the terms of Exefon’s intercompany money pool agreement,Exelon can.lend: to,
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" but not borrow from the money poot Additionally, under applicable’ Federal.law, Generation, ComEd
and, PECO can pay dividends only from retarned undistributed or current earnings. Under illingis law,
CornEd may not pay any dividend on its stock unless among other thmgs “[its] earnings and|earned
surplus are sufficient to declare and .pay same after provrsron is made for reasonable and| proper
reserves,” or unless it has spemf ic, authorrzatlon from.the ICC.. ComEd has also agreed in connection
with fi inancings arranged through ComEd Fmancmg I and ComEd Fmancnng [ (the Flnancmngrusts)

that.it will not declare dividends, on any shares of its caprtal stock in the event that (1) it exercises its
right to exténd the interest payment periods on the subordlnated debt secuntres ‘issued| to the
Financing Trusts; (2) it defaults on its guarantee of the payment of dtstnbutlons on the preferred trust
securities of the Financing Trusts; or (3) an event of default occurs under the Indenture under whtch
the subordinated debt securities are issued. PECO's Articles of Incorporatron prehibit payment of any
dividend on, or other distribution to the holders of, common stock if, after giving effect thereto, the
capital of PECO represented by its common stock together with its retained earnings is,"in’ “the
aggregate, less than the involuntary liquidating value of its..then outstanding -preferred  stock. At
December 31, 2006, such capital was $2.8 billion and amounted to about 32 times the liquidating value
of the outstanding preferred stock of $87 million. Additionally, PECO may not detlare dividends‘on any
shares' of its capital stock in the event-that® i(1). it exercises.its right to extend the interest payment

~ periods on-the subordinated debentures which were issued to' PECO Energy Capital; L.P. (PE|C L.P.)

or PECO Trust IV; (2) it defaults on its guarantee of the payment of distributions on the Serles D

Preferred Securities of PEC L.P. or the preferred trust securities of PECO Trust IV; or (3) an event of

default *occurs under the Indenture .under which -the “subordinated debentures are issued. ‘At

December 317 2006: and 2005, Exelon had retained earnings of $3.4' billion ‘and $3:2 |b||l|on

respectively, which included Generation-undistributed earnings of $1-8 billion and $1.0 billion, ComEd

retained deficit of $(193) million and $(81) million, PECO retained earnings of $584 million and $649
million, respectively. At December 31, 2006 and 2005, Exelon's common equity to total capltallzatron
ratio was 43% ‘and 39%, respecttvely "At December 31, 2006 and 2005, ComEd’s retained’ deﬁcrts
incltded unappropriated retained deficits of $(1.6) billion and $(1.2) ‘billion, respectively, pamally offset

by $1 4 billion and $1 1 blllron respectwely, of retalned earnings approprlated for future dmdends
4., T

- ¥

LIS TP

Jointly. Owned Electric Utlltty Plant = . T . V_ R N

.On January 28, 2004, the NRC issued a letter: requesttng PSEG to conduct a review of its|Salem
facrllty of which Generation owns 42.58%, to assess'the workplace' environment- for ra|smg and
addressing safety issues. PSEG responded to the letter on ‘February 28, 2004 and had mdependent
assessments of the work environment at both facilities performed. Assessment results were prowded
. to the NRC in May. 2004. The assessments concluded that Salem was safe for continued operatron
but also identified-issues that need’'to be addressed At an 'NRC public’ meeting on June 16,/ 2004,
PSEG outlined its action plans to address these |ssues which focuson safety conscious work
environment, the corrective action program ‘and work management PSEG provided the -NRC -alreport
of its progress and the progress of its actions to resolve identified issues at public meetlngs |n 2004
and 2005. On August 31, 2008, the NRC ‘provided PSEG with a letter restoring normal oversrght levels
regarding safety-conscious work ' environment ® issues, based' on - substantial and sustainable
improvements in.this area. .

[ -
+ - B . . ., ! . O R
e * . t. N ! . N B
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AmerGen Contingency Payment .

"In connection with the purchase of Unit No. 1-of the TMI facility by AmerGen in 2000, AmerGen
entered into an agreement with the seller whereby the seller would receive additional consideration
based upon future purchase power prices through 2009. Under the terms of the agreement,
approximately $11 million and $11 million had been accrued at December 31, 2006 and 2005,
respectively. The amount accrued as of Decembér 31, 2006 will be payable to the former owners of the
TMI facility in the first quarter of 2007 and the "amount accrued as of December 31, 2005 was paid in
the first quarter of 20086. These payments represented contlngent consuderatlon for thé original
acquisition and have accordingly been reflected as an increase to the long-lived assets associated with
the TMI facility, and are being depreciated over the remaining useful life of the facility. :

Income Taxes

Refund Claims. ComEd and PECO have entered into several agreements with a tax consuitant
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 either
be positive or neutral depending upon the-outcome of the refund claim with the IRS. These potential
tax benefits and associated fees could be material to.the financial position, results of operations and
cash flows of ComEd and PECO. If a settlement is reached, a portion of ComEd's -tax benefits,
including any associated interest for periods prior to the PECO/Unicom Merger, would be recorded. as
a reduction of goodwill under the provisions of EITF Issue 93-7, “Uncertainties 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 20086, the Joint Committee on Taxation (Joint Committee) completed its review and granted
approvai for PECO's income tax refund claims for investment tax credits. A majority of the investment
tax credits claimed in the refund related to PECO's formerly owned generation. property. The asset
transfer agreement between PECO and Generation provides that PECO 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 result, the investment tax credit refund and
associated interest of $19.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 unamortized
investment tax.credits and related tax, impacts of $10 million (after tax) as a charge to their
Consolidated Statements of Operations. The unamortized- investment tax credit recorded at Exelon,
PECO and Generation will be amortized over the remaining depreciable book lives of the transmission,
distribution and generation property 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 resuit
of the approval of the refund 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, $16
million and $(10) million for Exelon, PECO and Generation, respectively.

In 2006, 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
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2006, 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 generatlon
property. Consistent with the investment tax credit refund clarms pursuant to the asset transfer
agreement between PECO and’ ‘Generation, ‘PECO recorded the ‘current tax and interest benet’ ts and
Generation recorded the future deférred tax effects.’As a result, a research and developrnent 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 Operatlons 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 mitlion, $18 million, and $(11) mrllron for
Exelon, PECO, and Generation respectively. '

Other Refund Clarms Jn 2001, ComEd and PECO filed requests with the IRS 1o change therr tax
method of accountmg for certain capﬂahzed overhead costs. To date, the IRS has not granted its
consent.to either ComEd or PECO to make that change and thus the. ‘requests remain pendirig.| Thus
far the IRS has sharply disagreed with the proposed method, despite that the fact that prrcr RS
guidance supports it. Recently the IRS informally indicated that it might issue settlement guudellnes to
bring resolution to the matter. ComEd and PECO are unable to estimate the_ultimate outcome of any

“ - refund claims resulting from a settlement and will account for any amount received in the perlod the

matter is $ettled with the IRS. ComEd and PECO have entered into an agreement with a tax consuttant
related to the filing of this tax accounting method change request. The fee for this agreement is
contingent upon receiving consent and is based upon a percentage of the refunds recovered from the
IRS, if any. The ultimate net cash impacts to ComEd and PECO related to this agreement will erther be
positive or ‘neutral depending upon the outcome of the refund claim with the IRS. These potentlal tax
benefits and associated fees could be material to the financial position, results of operatlons and cash
'ﬂows of ComEd and PECO: :

~ In addition, ComEd and PECO have filed several tax refund claims wrth Federal and state taxmg,
authontres ComEd and PECO are unable to estimate the ultimate outcome of these refund claimsjand

will account for any amount received in the period the matters are settled with the Federal and state

taxing authorities. To the extent ComEd is successful on any of its refund claims a portion of the tax

and mterest beneﬂt will be recorded to goodwrll under the provisions-of EITF 93- 7 e oo

o 107 s der e

3. Other 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 generatmg assets. See Note 12—Income, Taxes for further

information. . . ‘ .o .

’
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-19. Supplemental Financial Information - -
Supplemental ‘ln'come Statement Information

The followmg tables provude additional information about Exelon’s Consolidated Statements of
Operations for the years ended December 31, 2006, 2005 and 2004.,

For the Year Ended December 31, 2006 - ' . ) ' Exelon

Operating revenues (@ - SR K ' ' e
Wholesale ...... e A T oo 8 3627
Retail electricandgas ® ... ...... T L e LU0 11,318
Other . ... . SO 710
Total operating revenues ........... . P FU $15,655

(a) Includes operating revenues from affiliates. |
(b} Generalron s retail electric and gas operatmg revenues consnsl sulely of Exelon Energy Company. LLC

For the Year Ended December 31, 2005 . . _ ' : Exelon |

Operating revenues @ N . . o
Wholesale ............... P Y. e $ 3,381
Retail electricand gas ® ... ... ... .. R e e e 11,305
Other .................. e e e R - . 671
Total operatingrevenues ... .-............ Tl e S o u e 815,357

Y .- ot . - .+ . ’

(a} Includes operating revenues from affiliates. |
{b) Generation's retail electric and gas operating revenues consnst solely of Exelon Energy Company, LLC.

For the Year Ended December 31, 2004 T . ’ ) ‘ . Exelon
Operating revenues () ' ' ' o e
Wholesale . ... e e $ 3,275
Retail electnc and gas O e e e . 10,290
TOther L P B . 568
Total operatingrevenues ........................ T e e e e e T $14,133

B : Lo . ) '
(a) Includes operating revenues from affi Ilates . ’
{b) Generation's retail electric and gas operating revenues ‘consist sorely of Exelon Energy Company, LLC.

For the Year Ended December 31, 2006 T . S AR E);e!on
Depréciation, amortization and accretion' _ o

Property, plant and equipment @ .. ... ... .. ... oL, e e .. $ 854
Regulatory assets .. ... . . e e e e 605
Nuclearfuel ® . ... ... .. ......... e e e e e e a1
Asset retirement obligation accretiont ............. ... P e 235
Amortization of intangible assets ...................... e R T PRI R 27
Total depreciation, amortization and accretion . ... ... ... .. ... . . i i $2,132

{a) Includes amortization of capitalized software costs.
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(b} Included in fuel expense on the Registrants' Consolidated Statements of Operations.’ i

{c) 'ncluded in operating and maintenance expense on the Registrants’ Consoclidated Statements of Operations.

For th.e Yeoar Ended December 31, 2005

Depreciation, amortization and accretlon .
Property, plantand equipment @ ... ... .. % 816
Regulatory assets . ........... ... .o Lt e 454
Nuclear fuel () - e e e e PN 385
Asset retirement obllgatlon accretion R EE R 243
Amortization of intangible assets ...l L 69
1
Total depreciation, amortlzat:on and accretlon .......... e i e $1,967
(a) Includes amortization of capitalized software costs. o
{b) Included in fuel expense on the Registrants’ Consolidated Statements of Operalions.
(c) Included in operating and maintenance expense on the Reglstrants Consclidated Statements of Operatlons '
For the Year Ended December 31, 2004 m
" Depreciation, amortization and accretion ' .
Property, plant and equipment @ . . . ... e $ 835
Regulatory @ssets ... ... .. . e e e AL 418
Nuclear fuel ) 1,380
Asset retirement obligation accretion € .. ... ... L SN 210
Amortization of intangible assets . .......... ... 90
Total depreciation, amortization and accretion .. ... .......uweeeeearn . P T...71$1,933
— e — A " -
(a) Includes amortization of capitalized software costs. ’ .-
. (b) Included in fuel expense on the Registrants' Consolidated Statements of Operanons
{¢) Included in operating and maintenance expense on the Registrants’ Consolidated Stasemerits of Operations.
For the Year Ended December 31, 2006 ) » .| Exeton
Taxes other than income - ' .
Utility (@) e s R i $484
Realestate ...-........ ... P TR R RRES 154
Payroll .. e e e 106
L0 11 1= ) O O 27,
Total taxes otherthan iNnCoOmMEe . . .. oo it i e $771

{a) Municipal and state’ ulility taxes are also recorded in revenues on lhe Reglstrants Consohdated Statements of Operlatlons

{b) PECO reflects a reduction in tax accruals of $12 million related to sales and use tax and state franchise tax adjustm

I '
A '
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For the Year Ended Dacember 31,2005 . . - - .. . Exefon
Taxes other than income e ‘ . : :

Uy 48 U $477
Realestate . .. .. ... ... e e e e e e 121
Payroll ... .. e ... 103
Other® . ................... e U 27
Total taxes other than income .......... e $728

(3) Municipal and state uility taxes are also recorded in revenues on the Registrants' Consolidated Statements of Cperations.
(b} PECO reflects a $17 million reduction in 2005 of pnor year capital stock tax accmals as aresult of a favorable decision from
the Pennsylvania Board of Finance and Revenue. .

For the Year Ended December 31, 2004 ' ) Exelon
Taxes other than income .7 T ‘ : '

Utility @ . ................... F O S P S $439
Realestate ............................. e e e e e L 146
PayrOll . . e e e e 95
Other ... ... R ..... 30
Total taxes other than INCOME . ... ... e e e e i $710

(é) . Municipal and state utiri:y' taxes are also recorded in revenues on the Registrants’ Consolidated Statements of Operations.’

For the Year Ended December 31, 2006 ' ' ’ T * Exelon
Income (loss) in equity method investments : '

Financing trusts of ComEd and PECO @ .. ... ...... e e e e $ (19)
TEGandTEP(b)...............‘..I ...... e PO PO P (7
Synthetic fuel-producing facilities ...........0.......... ... e P (83)
NuStart Energy Development, LLC .. ... .. e e e e e e (2)
Total income {loss} in equity method investments . ............... e MY

(a) Financing trusts were deconsolidated as of December 31, 2003.
(b) Includes losses incurred after acquisition of a 49.5% interests in TEG and TEP in October 2004, On February 9, 2007,
Generation sald its ownersh:p interests in TEG and TEP. See Note 2—Acqmsmons and Dispositions for additional

information.

For the Year Ended December 31, 2005 ’ " . o Exelon
Income (loss) in equity method mvestments

Financing trusts of ComEd and PECO® * .. ... 0. i $ (30)
TEGandTEP(b’.............................:.......' ............... e . {1
Synthetic fuel-producing facilities .. ....... . .. . . . i e e (104)
Communications joint ventures and other investments . ... . ... e 1

Total income (loss) in equity method investments ... ......... e D Ty $(134)

(a) Financing trusts were deconsolidated as of December 31, 2003,
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{b} Includes losses incurred after acquisition of a 49.5% interests in-TEG and .TEP in October 2004. On February 9,-2007,
Generation sold its owner5h|p rinterests in TEG and TEP. See Note 2——Acquusmons and Dispositions for| additional

. information. . . P
For the Year Ended Decembor 31, 2004 - . — C ‘Exelon
Income (loss) in equity method investments
Finangcing trusts of ComEd and PECO @ ., .. .. T it 8 (44
11 (T=T1 L e . {11)
TEG and TEP (@ . i e e s . M N )
Synthetic fuel-producing facilities . ......... ... ... .. oiia e . (84)
Affordable housing projects © . ... ... ... ... .. il P T P I ).
Communications joint ventures and other investments ............ el te e )]
Total income {Joss) in equity method investments ... ..., SO L P | $(154)

(a) Fmancmg trusts were deconsohdated as ol December 31, 2003. e
(b) Includes losses incurred prior to Sithe's consolidation as of March 31, 2004 and Iosses from Sithe's mvestments in TEG and
TEP prior to their sale in October 2004. See Note G-Acqmsmons and Dispositions for additional information. -

{c) Prior lo the sale of investments on October 15, 2004 and November 12, 2004. o ’ b
{d) includes losses incurred after acquisition of a 49.5% interests in TEG and TEP in October 2004, ‘On February 9, 2007,
. Generation sold its ownership interests in TEG and TEP. Ses Mote 2-Acquisitions and’ Dispositions for; additional

mforrnatnon
For the Year Ended December 31, 2006 : - t v . . -+ +1 Exelon
Other, net . S o Ce :
Investment income . . . . . .. A O PP AT S P ST -$ 8
Regulatory recovery of prior loss on extmgmshment of Iong term debt @ . | v 87"
Gain on disposition of assets, net . ... ..., L3
Decommissioning-related activities T ' .. e
Decommissioning trust fund income ® . ... ... .. .. e e 150
Decommissioning trust fund income—AmMerGen ® .. ... . - 39
Other-than-temporary impairment of decommissioning trust funds@ . ................. y| +:(32)
Contractual offset to non-operating decommissioning-related activities© ... .. .. e | ~(122)
impa’:rment of investments and otherassets . ................... s e e . (2)
" Net direct financing lease income ........... J e e oA 23
AFUDC, eQUItY ... ...oiitiein e i P A . 3
Recovery of tax credits related to Exelon’s investments’in synthetlc fuel- producmg facilities . .| R
Interest income associated W|th investment tax credit and research and development credlt
refunds® ... ... .. ..., A Lol PR | 21
L (3 1= O | 15
Total Other, Nt . ... ... I 266

" {a} See Note 4—Regulatory Issues for further discussion of the loss on extlngwshrnent of long-term debt. Recovery of these
' costs was granted in the July 26, 2006 ICC rate order.
(b} Includes investment income and net realized gains.
{c) . Includes the elimination of non-operating decommissioning-related activity for those wunits that.are subjecl to regufatory
accounting, including the elimination of decommissioning trust fund income and other-than-temporary impairments for
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' :gertain nuclear units. See Note 13—ASset Retirerent Obligations and Note S—Fair Value.of Financial Assets and Liabililies
for more information regarding thé regulatory accounting applied for certain’nuclear units.
(d) Includes other-than-temporary impairments for 2006 totaling $29 milion, $1 million and $2. million on nuclear
decommissioning trust funds for the former ComEd units, the former PECO units and AmerGen unlts raspectively,

(e) _See Note 18-—Commitments and Contmgencnes for additional information. wre o 2T o
For the Year Ended December 31,2005 - T . " i . Exelon
Other, net - : - o
INvesStment INCOME .. .. o e .08 9
Gain on dispositionof assets, net .......... ... ... . ... .. . . e ~12
Decommissioning-related activities : e N
Decommissioning trust fund income (&) . .. e L, - S . - 135
Decommissioning trust fund income—AmerGen ................... R L
Other-than-temporary impairment of decommissioning trust funds© ... ... .... .. PR ' (22)
Contractual offset to non-operating decommmsmnmg -related activities® . ........ ... ... {115)
Net direct financing Eease ncome ..., [ L . 22
AFUDC, equity .......n:. .0 0l L 7
Other ..... [N P S e e e e e e e i e om0 9
Totalothernet.........’..........‘ ................ AP R S P . $134

, (a) Includes investment income and net realized gains. :
{b} Includes the elimination of non-operating decommissioning-related actlwty for those-units that are subject to regulatory
“accounting, including the elimination of decommissioning trust fund income and other-than-temporary impairments for
certain nuclear units. See Note 13—Asset Retirement Obligations and Note 9—Fair Value of Financial Assets and Llablhtres

for more information regarding the regulatory accounting applied for certain nuclear units. B I “t
(¢} Includes other-than-temporary impairments for. 2005 totaling $20 million and $2- mlllron on nuclear decommnssnon_mg trust
funds for the former ComEd units and AmerGen units, respectively. . o R ) o
| ) For the Year Ended December 31,2004 Lo S . Exelon
Other, net . . T v .
Investmentincome . .......... .7 ... ... e P e ween o $0 7
Net loss on early extinguishment of debt % . ..o ... e e D len. A(130)
Gain on disposition of assets, net@ ... ... ... ... ....... et e S B
Decommissioning-related activities o . R T 2
Decommissioning trust fund income ® ., ... . v s 194
Decommissioning trust fund income—AmerGen ® .. ... ... .. .. Mt .., e .- 43
Other-than-temporary impairment of. decommissaonmg drust funds @ e e (268)
Contractual offset to non-operating decommlssmnmg -related activities© . ............. - .66
_ Impairment of investments and otherassets ............. e e «(14)
" Net direct financing lease income ........... e S 21
AFUDC, equity ............cc.oviiiini.. S e L 4
Other ......... e e e e e e e e e e 26
Total other, net .."....... I P J .. % 60

- . e

(a) Generation includes. $85 million gam on sale of Boston Generatlng See Note 2—Ach|srtlons and D|sp05|t|ons for additional
information. o T . . pm T . : ' [
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. (b) Includes investment income and net reatized gams : . wo-
(¢). Includes the elimination of non-operating decommissioning-related actlwty for those units that are subject to regulatory
, accounung including the elimination of decommissioning trust fund income and other-than- temporary |mpa|rments for
“certain nuclear units. See Note 13—Asset Retirement Obligations and Note 9—Fair Value of Finanicial Assets and Lrab:llnes
- for more information regarding the regulatory accounting appliéd for certain nuclear units. - . s :
(d) - Includes other-than-temporary impairments for 2004 totaling $255 million, $5 million and $8 mifion on nuclear
decommissioning trust funds for the former ComEd units, the former PECO units and the AmerGen units, respectively.

* - e . ~ - = .- A

Yo s . L . L R i

Sup'p!emental Cash Flow Information ) . B

. As a result of adopting FIN 47 as of December 31 2005 Exelon Generatlon ComEd and PECO
Arecorded an ARC, which was capitalized as an increase to.the ctarrying amount ‘of tong-lived assets
associated with liabilities recorded for conditional AROs. Of the total ARC, $29 million, $22 mulhon $5
million and $2 million resulted in a non-cash investing activity for Exelon; Generation, ComEd and
PECO, respectively, as of December 31, 2005.. See Note 13—Asset Retiremenit Obhgatlons for,
additional information on the adoption of FIN 47. In addition to this non-cash actrwty the. followmg table

provides additiona! information about Exelon's Consolidated Statements of Cash FIows for the Years
ended December 31, 2006, 2005 and 2004. o
For the Year Ended December 31, 2006 I R -
. ] % - - I 4 -
'‘Cash paid during the year l el -
Interest (net of amount capitalized) .......... PP e, $ o664
- Income taxes (net of refunds) ........ e e weeneneeeen 11,044
Impalrment charges C S o, . ! A o :‘. R }
" Impairmentof goodwill ........ ... . ... ... ... s e $ 776
. Impairment of intangible assets . .. .. e e [P 115
s Other Lo B e oo | 3
Total impairment charges ........ i IR i 5 894
Other non-cash operating activities ' R
Pension and non-pension postretirement benefits costs ............ e $ 258
" Provision for uncollectible accounts .. ......... ... ..., R e _ 94
" Equity in losses of unconsolidated affiliates ............ R I M S 111
Other decommissioning-related activities .......... R LTI ot 2 I CP Y 4 (131)
. Amortization of energy related options . ....... e P PRI g ees | 107
- ~ Amortization of deferred revenue.. . ... ........ e P A DRI (- <),
Spent nuctear fuel interest expense . . . .. .. s e S g e 44
Non-cash accounts recewable activity . ... ... T TRy (63)
Write-off Merger-related capitalized costs @) . .............. 0. ..o IR coc1 46
2006ICCrateorders® .................... SR e e e | (288)
OtNEr . oo e + . 105
Total other non-cash operating activities . . .. .............. ot S 1% 197"

{a) Represents the Merger-related capitalized costs paid prior to 2006.
(b) See Note 4—Regulatory Issues.
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Changes in other assets and liabilities ’ ) Lo
Other current assets ............................. e e

Non-cash investing and financing actlwtles

Change in asset retirementcost ......... ... .. ... ........... S e =

Declaration of dividend not paid as of December 31, 2006 ........ e
Purchase accounting adjustments .. .............0......... PR P
Resolutlon of certain tax matters and PECO/Unicom merger severance adjustment . .. ...

For the Year Ended December 31, 2005

Cash paid during the year

Interest (net of amount capltéhzed) e e e R X

Income taxes (net of refunds) ... ...... PP PR

Other non-cash operating activities ' ' o

Pension and non-pension postretirement benefitscosts ................ T :

Provision for uncollectible accounts ........... .. ... ... ... .. R AR
Equity in losses of unconsolidated affiliates ... ...................... e
Gains on sales of investments and wholly owned subsidiaries ... .................... ;.
Net realized gains on nuclear decommissioning trustfunds .. ........................
Other decommissicning-related activities ......... [P :
Amortization of energy related options ....... e e e e ‘
Other ... ... . D

Changes in other assets and liabilities .
Othercurrentassets ........ ... ... ... . i P e

Non cash investing and fi nancmg activities . )

- Change in asset retirementcost . ...................... DU e S '
Consolidation of the voluntary employee beneficiary association trust . .. ... ... ... o
Resolution of certain tax matters and PECO/Unicom merger- : S

severance adjustment . ... ... .. e e e R T A
Purchase accounting adjustments ... ............o et
- Saleofasset ............... R e e
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Impairment charges . S TR S

‘ For the year ended-December 31, 2005, the impairment charges .amount of $1.2 billion in Exélon’s
- and ComEd's Consolidated Statements of Cash Flows relates to the impairment of goodwill. '

For the Year Ended December 51, 2004 l . : ‘ . CP éxelon '
Cash paid during the year - - g )
Interest (net of amount capitalized) ............... ..o $ 888
Income taxes (netofrefunds) .......................... AU ol A 205
Other non-cash operatmg activities ’ .
Pension and non-pension postretirement benefits costs ................... AR . $310
Provision‘for uncollectible accounts ............ N Y U N - 14
Equity in losses of unconsolidated affiliates ................ RN [P S A X
- Gains on sales of investments and wholly owned subsndlanes .............. e oL {162)
Net realized gains on nuclear decommissioning trust funds .. ......... S e . {72)
Other decommlssmnmg -related activities ............. P P U . 169
Other .. e e e {24)
“Total other non-cash operatmg activities e [ . $461,
Changes in othe'r'assgts and liabilities _ " o _ .
Othercurrentassets .............. ... ... ... .00 I e e el § 46
Other noncurrent assets and liabilities ........... AL PR A e .0 119
Total change in other assets and liabilities .. ... e Grresaiaen . . $165,

Non-cash investing and financing activities

Change in asset retirement cost . ...........c.oenieininannnn.. P Lol $829
Resolution of certain tax matters and PECO/Unicom merger severance adjustment NI 14
Purchase accounting adjustments ...............0 . ... . ... ... .00 e oo 36
Disposition of Boston Generating @ ... ... e e e ceo 102
Note cancelled in conjunction with the acquisition of Slthe Internatlonal from Sithe . 1- 92
Consolidation of Sithe pursuantto FIN46-R . ...... .. ....... ... .... e ,Z .. .|. .- 85
Non-cash issuance of common stock ......... e P i Ll 26
Issuance of note payable to acquire synthetlc fuel interests ... ... PP b 22
Capital lease obligations . . ... ... .. . e SO DRI

(a) See Note 2-—Acqm5|tions and Dispositions for additional information regardmg the dusposmon of Boston Generatmg
. [ i

Impairment charges . ; .

For the year ended December 31, 2004, $10 mnlllon of the $11 mllhon nmpalrment charges amount
in Exelon’s Consolldated Statements of Cash Flows relates to the impairment of investments held by
Exelon. '
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Supplemental Balance Sheet Information . -

The following tables provide additional information about Exelon's assets and liabilities as of
December 31, 2006-and 2005. .. - :

December 31, 2006 ' ’ _‘ v . ' Exelon
_Investments - : T

Equity method investments: . ) .

Direct financing leases .. .... § e e e e e e $529
"Financingfrusts @ . ... ... ... L L P P 84

TEGand TEP &) .. e e e .. 8
Keystone 9 . . . e 8
Conemaugh® ... ............... e P P N 7
NuStart Energy Development, LLC . ... .. e ULV L. 1
Total equity method investments .......................0 S e ... - 710

Other investments: ' : o o .
Employee benefit trusts and investmients® ... ......... N P e 97
Other .. Lol . 3

Total investments ........ PN e L - $810

(a) lncludes investments in financing trusts which were not consolidated within the financial statements of Exelon al
December 31, 2006 pursuant to the provisions of FIN 46-R. See Note 1—S|gmfcam Accountmg Pohc:es for fuﬂher
discussion of the effects of FIN 46-R.

-(b) Generation acquired 48.5% interests.in two facilities in Mexico on Oclober 13, 2004, and on February 9; 2007, Generation

sold its ownership interests in TEG and TEP. See Note 2—Acquisitions and Dispositions for additional information,
{c) The Registrants’ investments in these marketabIe securities are recorded at fair market value. )
(d)- Keystone Fuels, LLC {Keystone) |
(e} Conemaugh Fuels, LLC (Conemaugh)

December 31, 2005 . ' e o " Exelon
Investments PR Cor .
Eqwty method investments: _ o : - -
Direct financing leases ............ S ST L e - $507
Financing trusts @ , ., . ., SN [P . U 107
TEGand TEP® - . ... ............. P Ceee 80
Keystone ....... e S e P 7
CoNEmMAUgN . . . e e e . B
Energy services and other ventures P LR R TR P R 4
Total equity method investments .. .0 ... .. ... . ottt e 721
Other investments: o ‘ ’ L
Employee benef t trusts and investmentst . .. .. e e 92
Total investments . ... ... [ U P $813

(a) Includes investments in inancing trusts” which were not consdlldated within the financial statements of Exelon at

December 31, 2006 pursuant to the provisions of FIN 46—R Ses Note 1—Significant Accountmg Policies for further
discussion of the effects of FIN 46-R.

228




. 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 fo Consolidated Financial Statéments—{Continued)
{Dollars in millions, except per share data unless othenui.se noted)

(b} Generation acquired 48.5% interests in two facilfities in Mexico:.on October. 13, 2004, and on February 9, 2007, Generation
sold its owners}]ip interests in TEG and TEP. See Note 2—Acquisitions and Dispositions for additional information. | .
{c) The Registrants’ investments in these marketable securities are recorded at fair market value.

»

Like-Kind Exchange Transaction (Exelon). Prior to the PECO/Unicom Merger, Ull, LLC (formerly
Unicom Investments, Inc.) (UIl), a wholly owned subsidiary of Exelon, entered into a like-kind
exchange transaction pursuant to which approximately $1.6 billion was invested in passive gen"lerating
station leases with two separate entities unrelated to Exelon. The generating stations were Ieas'ed back -
to such entities as part of the transaction. For financial accounting purposes, the mvestments are
accounted for as direct financing lease investments. Uil holds the leasehold interests in the generatlng
stations in several separate bankruptcy remote, special purpose companies it directly or |nd1rectly
wholly owns. Under the terms of the lease agreements, Ull received a prepayment of $1.2 bllhon in the
fourth quarter of 2000, which reduced the investment in the leases. The remaining payments are
payable at the end of the thirty-year leases and there are no minimum scheduled lease payments to be
received over the next five years. The components of the net mvestment in the dlrect fi nancmg Ieases

were as follows: _ . . o
' 1 December 31,

7 oo o ‘ i, .. _2006 2005
Total minimum lease payments . ... ... ... ... it i $1.492| $1,492
Less:unearned iNCOmE .. ... i e e 963 985
Net investment in direct financingleases ............... R . $ 529} $ 507

The following table provides additional information about Exelon s liabilities at December 31, 2006
and 2005. )

December 31, 2006 - ' .|, Exelon
Accrued expenses

Compensation-related aCCruals @ . ... ... ... ... ....ueeneni e L. e 419
Taxesaccrued .. ... ... ... ... ... ... PR DI DU DR Sk 365
Interest @CCrued . .. ... ... e . 307
Severance accrued .. .. ... ... T il 34
Other accrued expenses ...... JE e W e e o .. 55
Total accrued expenses .............. N O e 81180

[

{a) Primarily inctudes accrued payroll, bonuses and other incentives, vacation and benefits.

December 31, 2005 e o Exelon
Accrued expenses ' .

Compensation-related accruals @ .. . ... ... e e A $ 377
Taxesaccrued . ................. e e b 256
Interestaccrued . ..... .. ... .. .. .. . . i i, P 258
Severance accrued ........... e e e ~ L 22
Other accrued exXpenses. . . ...« v v er v eaenaennn e e e e L. 92
Total accrued expenses ........... e e | . $1,005

(a) Primarily includes accrued payroll, bonuses and other incentives, vacation and benefits.
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The following table provides'information regardlng counterparty margin dep05|t accounts as of

December 31, 2006 and 2005. * -+ T+ _
December 31, 2006 C N o S ) _ Exelon
Other current assets T T T L
Counterparty collateral deposits paid .. ,....:........ e e, $ 26
- Option premiums ....... e P e .. 179
Other current liabilities e, e L
Counterparty collateral depos:ts recewed A e e e P L 273
December 31, 2005, k Exelon
Other current assets s - . .
Counterparty collateral deposﬂs pald e e st e ... $285
Other current liabilities . | TR .
Counterparty collateral deposits recewed ..... e e Ceee 101

The. followmg table provides additional information about accumulated other comprehensive
income (loss) recorded (after tax) within Exelon's Consolidated Balance Sheets as of December 31,

2006 and 2005. ‘ . : S
December 31, 2006 . . ‘ ‘ ) .« . o ‘ , Exe.lpn
Accumulated other comprehenswe income (loss)

- Minimum pension liability- ................ e e ke ee ey, B (224)
Adjustment to initially apply SFAS No. 158 .......................................... - (1,302)
Net unrealized gain (loss) on cash-flowhedges .................... ... .. .. ... . ..., o222
Unrealized gain on marketable securities . ....... ... ... ... ... o, . 169
State income taxrate alignment .. ......... ... . ... .. ST EE RN PRSI (2)
Total accumulated other comprehensive income (loss) ... .... PN RS '$(1,137)
December 31, 2005 ' Exelon
Accumulated other comprehensive i mcome (loss) . _
Minimum pension liability ............ ... .. ... ..., S .o $(1,362)
Net unrealized gain (loss) on cash-flowhedges ........................ e . (337)
Unrealized gain (loss) on marketable securities .~..." . 0. .. W U L) 75
Total accumulated other comprehensive INCOME (I0SS) .. v v vvveeee e W $(1,624)

. L
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The following tables provide information about Exelon’s regulatory assets -and llab:htles as of

December 31, 2006 and 2005.

Dacember 31, 2006

Regulatory assets ,

Competitive transition Charge ... ... ... .ot
Pension and other postretirementbenefits ................ e
Deferredincometaxes . ......... ... ... i e e e
Debtcosts ............... L I S SN Pl e o e
Severance . .......... S AT e

Conditional asset retirement obligations . ... ... ... . ... . . '-
MGP remediation costs* .............. [ e SR el '

Non-pension postretirement benefits ................ P N e L
Rate casecosts -......... e e e e e e e P
DOE facility decommissioning .. .«....... i i e T e
Procurement casecosts . .......... e e Yo e
Other - .............. U B TR A, . e

Total regulatory assets .................. '.'_.‘. e P Cees FRRTPRI

" December 31, 2006

Regulafory liabilities

NuGlear deComMmMISSIONING .. . ... .. ittt .

Removal costs . .. .. .. e R e e
Other .............. e R e e e

Noncurrent regulatory liabilities .. ........ ... ... . .. .. . ... e e

Over-recovered energy costs current liability .............. AU AP e e '

Total regulatory Ilabllltles R S RETRRP

December 31, 2005

Regulatory assets : . :
Competitive transition charge. ...... e e [ e
Deferred income taxes . . ... P PO e e
DEDE COSES ...\ttt et e e T
Conditional asset retirement obligations . .................... P
Non-pension postretirement benefits . ... .. .. PR A
Recoverable transition costs ........... e e
MGP remediationcosts .............,. e e feee e e
DOE facility decommissioning . ... ......... el e PR

t -

Other ... ... e e e R
Noncurrent regulatory assets . ............ e e

Deferred energy costs currentasset ... 5....... ... T PR

Totalregulatoryassets..; ............... DS S e L

Exelon

$2,982
1,380
801
209
158
109

73

39

Exelon

$3,632

789

142

104

45
43
26
13

40

4,734
39

$4,773
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December31,2005 . .. . nooo 0. .. .. . 4. Exelon

Regulatory liabilities - ' L L A
Nuclear decommissioning . ... 0 ... ... e I e $1,503,
Removalcosts ............... e e . e 1,015

Total regulatory liabilities ......................... RO el $2,518
' CTCs. These charges represent PECO's stranded costs that the PAPUC determined would be'
recoverable through regulated rates. These costs are related to the deregulation’of the generation
portion of the electric utility business in Pennsylvania. The CTCs include intangible transition property
sold to PETT, an unconsolidated subsidiary of PECO, in connection with the securitization of PECO’s
stranded cost recovery. These charges are being amortized through December 31,2010 with a return
on the unamortized balance of 10.75%. L v . . :
Pens.'on and other postret.-rement benefits, This amount represents regulatory assets related to
the recognition of the underfunded status of Exelon's defined benefit postretirement plans as a liability
on.its balance sheet in accordance with SFAS No. 158. The regulatory asset is amortized in proportion
to the recognition of prior service costs (gains}), transition obligations and actuarial losses attributable to
ComEd's pension plan and ComEd's and PECO's other postretirement benefit plans determined by the
cost recognition provisions of SFAS No. 87 and SFAS No. 106. Exelon believes it is probable that -
these ‘items will be recovered through rates by ComEd and PECO in future perlods See Note 14—
Retlrement Benefits for further detail.

" Deferred income taxes. These costs represent the difference between the method by which the
regufator aliows for the recovery of income taxes and how income taxes would be recorded by
unregulated entities. Regulatory assets and liabilities associated with deferred income taxes, recorded
in compliance with SFAS No. 71 and SFAS No. 109, include the deferred tax effects associated
principally with liberalized depreciation accounted for in accordance with the rate- -making policies of the
ICC and PAPUC, as well as the revenue impacts thereon, and assume continued recovery of these
costs in future rates. See Note 12—Income Taxes for further information.

e,

PR

Debt Costs. The reacquired debt costs represent premiums pald for the early extlngurshment and
refinancing of long-term debt, which is amortized over-the life of the new debt issued to finance the
.debt redemption. Interest-rate swap settlements are deferred and amortized over the period that the
related debt is outstanding. Recovery of early debt retirement costs, which wili be amortized over the
life ‘of the related retired debt, was granted to ComEd in the July 26, 2006 ICC rate order See Note 4—
Regulatory fssues.

Severance costs. These costs represent prewously mourred severance costs that ComEd was
granted recovery of in the December 20, 2006 ICC rehearing order. Recovery is over 7.5 years. See‘
. Note 4—Regulatory Issues.
J . . v . -
+'Conditional asset retirement .obligations. These costs represent future. removal costs
associated with retirement obligations which will be collected over the remaining Irves of the underlying
assets. See Note 13-—Asset Retlrement Obligations for further information.
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MGP remediation costs. Recovery of these items was granted to ComEd in the July 26, 2006
ICC rate order. See Note 4—Regulatory Issues, For PECO, these costs represent estlmated
MGP related envnronmental remediation costs at PECO whlch are recoverable through regulated gas
rates The penod of. recovery will depend on the tlmtng of the actual expendltures )

Non-pension postretirement benefits. These cosis at PECO are the result of transitiontng to
SFAS No. 106 in 1993, which are recoverable in rates through 2012,

5 ..‘ 3 . * hE e .

Rate case costs. Recovery of these items was granted to ComEd in the July 26, 2006 ICC rate
order.. Recovery is over three years See Note 4—Regulatory Issues. . :
DOE facrlrty decommrssronrng These- costs represent PECO s share of recoverab!e
decommissioning and decontamination costs of the DOE nuclear fuel enrichment facilities establlshed
by the National Energy Policy Act of 1892, A

Procurement case costs. Recovery of these items was granted to. ComEd in the July-26, 2006
ICC rate order. Recovery is over threé years. See Note 4—Regulatory Issues.

‘ Nuclear decommissioning. These amounts represent future nuclear decommissioning costs that
exceed (regulatory, asset) or are less than (regulatory liability) the associated decommlssmnlng trust
fund assets. Exelon believes the trust fund assets, including prospective earnings thereon and any

- future collections from customers, will equal the associated future decommissioning costs at the time of

decommlssmnlng See Note 13—Asset Retrrement Obllgatlons for further information.

" Removal costs These ‘amounts” represent funds recelved from customers to cover the futurg
removal of property, plant and equipment.

Deferred (over-recovered) energy costs current asset (habrhty) These costs represent fuel
costs recoverable (refundable) under PECO's purchase gas adjustment clause.

Recoverable transition costs. These charges, related to amounts that would have been
unrecoverable but for the recovery mechanism, such as the CTC allowed under the lllinois
restructuring act, are amortized based on the expected return on equity of ComEd in any glven year.,
ComEd fully recovered these charges by the end of 2006. See Note 4-—Regulatory Issues for
discussion of recoverable transition cost amortization.

The regulatory assets related to pension and other postretirement benefit plans, deferred income
taxes, non-pension postretirement benefits, MGP remediation, severance, Procurement Case and
Rate Case are not earning a rate of return. Recovery of the regulatory assets for condltlonal asset
retirement obligations, debt costs, recoverable transition costs, DOE facility decomm|55|on|ng and
deferred energy costs are earning a rate of return.
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20 Segment Informatlon

o

Exelon has three operatlng segments Generatmn ComEd and PECQO. Exelon evaluates. the
performance of its business segments | based on net income. An analysis and reconcﬂlatmn of Exelon’s
operating segment information to the respectwe information in the consolidated financial statements

are as follows

234

Lo to. - Intersegr;nel"li -

Generation ComEd PECO Other® Eliminations Consolidated
Total revenues ®): oo - B .
20006 ... .. $9,143  $6,101 $5,168 $ 807 - $(5,564) $15,655
2005 ... 9,046 6,264 - 4910 . 694 (5,557) 15,357
2004 ... e . -7,703 5803 4,487 670 (4,530) 14,133
Intersegment revenues: ' - o e <
2008 ... ... oL %4742 0 % 7 $..8 & B0O7 $(5564) $§ —
2005 ... .. 4,848 8 8 693 (5,557) —
2004 ... ... . 3,841 18 9 669 (4,537) —
Depreciation and amortlzatmn T ’ ) . : :
2006 ... ... . T $ 279 $:430 $ 710 $ 68 § $ 1,487
2005 ............ e . 254 413 566 101 — 1,334
2004 ..., e 286 410 518 81 — 1,295
Operating expenses ®; _ ‘ , .
2006 ........ e $6,747  $5,546 $4,302 $1,103  §$(5,564) $12,134
2005 ........ e e Lo 7194 6,276 3,861 859 (5,557} 12,633
2004 ...... AR e 6,664 4’186 3473 B42 ' (4,531) 10,634
Interest expense, net : :
2008 ... .. e $ 158 $ 308 $ 266 $ 152 % 9) $ 880
2005 ........... e e 128 291 279 131, — 829
2004 .. 103 349 303 L8671 12 828




_ Exelon Corporation and Subsidiary Companies
Exelon.Generation Company, LLC and Subsidiary Companies
Commonwealth Edison Company and Subsidiary Companies
PECO Energy Company and Subsidiary Companies - -
Comblned Notes to Consolidated:Financial. Statements——-(Contlnued)
(Doltars mumnlhons except per share data unless otherwise noted)
, . .. Intersegment P e
_ Generation ComEd PECO . ' Otherw  Eliminations - Consolidated -
Income taxes: e ‘ ) -
2006 . ... '$ 866 $ 445 $ 180 $ .(285) § — $| 1,206
2005 ....... ..., e 709 383 247 (375) — 944
2004 ... .. e 401 457 249 (394) — 713
- Income (loss) from continuing : . , 1 .
operations _ e R T
2006...... e e -$ 1403 § (112) § 441 $ '(142) $° <= ¢ "°§ 1:590
2005.0..... e PR 1,108 (676) 520 (2) — . ] -951
2004 ... .0 ..., e 657 676 455 82 - — 1,870
Income (loss) from - ’ Y
dlscontlnued operatlons - ' R L L T S
2006 I I I TP IR SRR $ 4 $ - . $ . $ 'rl-'(2) - $, : __. b $ - 2
2005 .. ... 19 — — 5 .. = . 14 -
2004 ... . {18) — = (13) — . (29)
Cumulative effect of changes - L R
in accounting prmcnples L
2006 . .. $ — $§ — § — §. — . % — S
2005........ S (30) (9) {3) C— — CI5(42)
2004 .. ... 32 (9) — 23
Net income (Ioss) . o o _
2006 ...... .0 ..., e $1407 $ (112) $ 441°°% (144) $~ —  '$ 1,592
205, -1,098 (685) 517 (7y;:, —,. .|, .923
2004 .. ... 673 676 455 60 .- =~ 1,864
Capital expenditures: ' ) s -
2006. ... .. $1109 & 911 § 345 § 53 '$Y — ' '$ 2418
2005. . ... . 0 i 1,067 776 298 24 — T 2,165
2004 ... ... 960 721 - 225 15 et 1 921
Total assets: . _ : :
2006 .. .7 ... ..l ... -$18,909 $17,774 $.9,773 $14,295 $(16 432) - $44 319
2005 ......, SRR 17,724 17,491 10,086 13,079 (15583) -142,797

(a) Other includes corporate operatlons shared service entmes mcludlng BSC, Enterprises and investments in syr thefic fuel-
producing facilities. ~ : .

(b} -Utility taxes of $241 million, $247 million and $234 mllhon are mcluded in revenues and expenses for 2006 2005 and 2004,
respectively, for ComEd. Utility taxes of $244 miltion, $230 million and $205 million are mcluded in revenues and expenses
for 2006, 2005 and 2004, respeclwely, for PECO,

21. Related Party Transactions

Effective December 31, 2003, ComEd Financing |l, ComEd Financing lll, ComEd Funding, ComEd
Funding Trust, PETT, PECO Energy Capital Corporation and PECO Trust lll were deconsolzdated from
the financial statements of Exelon in conjunction with the adoption of FIN 46-R. Effective July 1, 2003,
PECO Trust IV was deconsolidated from the financial statements of PECO in conjunction with the
adopt:on of FIN 46 Prior periods were not restated.
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Exelon Corporation and Subsidiary Companies

Exelon Generation Conipany, LLC and Subsidiary Companies

Commonwealth Edison Company and Subsidiary Companies
PECO-Energy. Company and Subsidiary Companies

" Combined Notes to Consolidated Financial-Statements——('Continueci)

{Dollars i

n-millions, except per share data unless otherwise noted)

The fi nancnal ‘Statements of Exelon include related -party transactions as presented in the tables

below

For the Years Ended
December 31, *

. ) 2006 2005 2004
Operating revenues from affiliates
. ComEd Transitional Funding Trust . ... .. o i i $ -3 % 3 $ 3
0 I 7 . 9" . 10
Total operating revenues from affiliates ............................. $ 10 $ 12 § 13
Interest expense to affiliates, net i S
ComEd Transitional Funding Trust .. ... ... ... .............. $ 47 3 66 $ 85
ComEdFinancing!l ..................... e 13 13 13
ComEdFinancing lll .. ........... ... . 13, 13, 13
PET T L e e e e e 1E§0 212 235
CPECO TrUst Il o e e e 6 6 6
PECO Trust IV ... e e G- 6 . 6
B 2= S P M _— "
Total interest expense to affiliates, net . .......................... ... $ 264 "$316 § 357
Equity in earnings {losses) of unconsolidated affiliates : o
S ComEdFunding LLC ... ... ... $ (10) $ (14) $ (20)
ComEdFinancing lll . ....... ... — - -1
o (9 (18 {25
TEGand TEP .. ... o e e 7y . (1 (3)
SIRE .o — — (11)
Investment in synthetic fuel-producing facnlmes ....................... (83)y (104) (84)
Affordable housing ...~ ......... A — — D)
Other ... (2) 1. (3
Total equity in earnmgs (1osses) of unconsolldated affi Ilates ............ $(111) $(134) $(154)
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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’

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

22. Quérte'ﬂ{;‘nata (Unaudited)

The data shown below includes all adjustments which Exelon considers necessary for a fair
presentation of such amounts:

[

Income (Loss)

4 ' . ‘ ‘Before the,
‘ ' Cumulative Effect
of Changes In
: . Operating Accounting . Net income
- Operating Revenues Income {Loss) Principles (Loss)
' ‘ ’ ) ' 2006 2005 - 2006 2005 2006 2005 2006 2005
Quarter ended: ‘ T .
“March31 ................... $3,861 $3561 $ 818 § 931 %400 $ 521 $400 § 521
June30 ........ PR 3,697 3,484 1,202 |, B97 644 514, 644 514
September 30 @ .., .. e 4,401 4,473 438 1,312 (44) 725 (44) 725
December 31 @ *............. 3,696 - 3,838 1,063 (416) 592 (795) 592" (837)

(a) Results of operations for the third quarter of 2006 and the fourth quarter of 2005 included a $776 million* and $1.2 billion,
respectlvely lmpanrmenl of ComEd's goodwill. . .

Earnings (Losses)
. . ' per Basic Share
, . Before the

Average = ' Cumulative
Basic Effect of -
Shares Changes in L
Outstandin Accounting Net Income (Loss)
(in millions Principles per Baslc Share
- . . - 2006 2005 2006 2005 2006 . 2005
Quarter ended: .
March31 ... ... .. . e ..., 669 666 $060 $078 (%060 $0.78
Cdune 30 L e e e 670 670 .096  0.77 0.96 0.77
September30®@ ... . ... .. ... o i 671 670 (0.07) 1087 (0.O7) 1.08
,December31(a).................: ............... _ 672 668 0.88 (1.19) 088 (1.25)

(a) Results of operations for the third quarter of 2006 and the fourth quarter of 2005 included a $776 million and $1 2 bulllon
. o respectively, |mpa|rment of CornEdsgoodwaII

Earnings (Losses)
per Diluted Share

} . Before the
Average * Cumulative
Diluted Effect of
Shares Changes in
Qutstandin Accounting Net Income {Loss)
(in millions Principles per Diluted Share

2006 2005 2006 2005 | 2006 2005

 Quarter ended: ) |
March 31 .. 675 675 $059 $077 $059 $0.77

JUNE 30 .. 676 677 095 076 095 076
September 30 @) ... ... ..., 671 677 (0.07) 1.07 (0.07) 1.07
December 31 @ ... 677 668 0.87 (1.19) 087 (1.25)

(a) Results of operatlons for the third quarter of 2006 and the fourth quarter of 2005 included a $776 million and $1.2 billion,
respectively, impairment of ComEd’s goodwill.

238




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 Financial Statements—{Continued}
(Dollars in millions, except per share data unless otherwise.noted)

Receivables from affiliates {current)

ComEd Transitional Funding Trust . ... ... ... ... ... ... ... .. i

Investments in affiliates .. .
ComEdFundingLLC .. .............. S
ComEd FInancing .. ... oo e e e e
ComkEd Financing III .......................... S

CPETT o e
. PECO Energy Capltal Corporatlon .................... e
PECO TrUSt IV ... e e
TEGand TEP ...... P B e

. NuStart Energy Development e .......... e e '

O Nl e e
Total investmentinaffiliates .......... ... ..o ol e

Receivable from affi Iiatés {noncurrent)

ComEd Transitional Funding Trust . .................cooiiioiiin.n, R

Payables to affiliates. (current)
ComEd Transitional Funding Trust .. ............... ittt
ComEdFinancing Il . ... . i e
ComEd Financing Il .......... e e
PECO Trustill ............... e S

- Total payables to affiliates (current) . . e,

Long-term debt to ComEd Transitional Funding Trust, PETT and other financing
trusts (including due within one year)
ComEd Transitional Funding Trust . . ... e e e e
ComEdFinancing Il ... ... e
v . ComEd Financing lll ................ e e e e
PECO Trust Il ... e e
PECO TrustIV ... .. PR e e e e e e

Total long-term debt due to financingtrusts . . .............. .. ... ...l
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December 31,

2006

2005
$-"14

18
10
6
63
4

90




'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 Financial Statements—{Continued)
{Dollars in millions, except per share data unless otherwise noted)

The following table presents the New York Stock Exchange—Composute Common Stock Prices
and d|V|dends by quarter on a per share basis:

2006 ~ - - ' 2005

Fourth Third Second First Fourth - Third Second First
Quarter Quarter Quarter Quarter Quarter Quarter Quarter | Quarter

High PrCe .« v v e $63.62 $61.98 $58.86 $59.90 $56.00 $57.46 $52.01| $47.18

Lowoprice .............. ... 5783 5674 .5113 5279 46.62 4960 4414 4177
Close. . ... A e 61.80 6054 5683 5290 5314 5344 51.33| 4589

Dividends ......:......... ,0400 0400 0400 0400 0400 0400 0.400 0.400

23. Subsequent Events
On January 15, 2007, ComEd paid $145 million to retire its 7.650% notes at maturity.
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