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FINANCIAL HIGHLIGHTS

In millions except per share amounts 2008 2007

Common Stock Data

Reported GAAP loss earnings per share 7.34 4.50

Loss from discontinued operations 0.01

Special items 10.91 0.09

Earnings per common share from continuing operations

and before special items adjusted earnings per share2 3.57 4.60

Dividends declared
per common share 1.91 1.74

Average shares outstandingassuming dilution 179.1 182.5

Market price per shareyear-end 25.09 $102.53

Financial Data

Total revenues 19818 21193

GAAP net loss income 1314 822

Loss from discontinued operations

Special items after-tax 1954 16
Net income from continuing operations before special items2 640 839

Total assets 22284 21742

Total debt 7690 5041

Total common equity 3181 5340

Capital expenditures 2223 1665

Certain prior-year amounts have been
reclass/led to conform with the current year presentation

Includes merger termination Series Prefrrred Stock conversion and
strategic

alternatives costs impairment losses and other costs impacts ofMaryland

Settlement agreement mark-to-market losses on certain non-qualiing hedges emission allowance inventory write-down workfirce reduction costs and

earnings from our synthetic fi4el processing facilities

Represents measure that is not determined in accordance with generally accepted accounting principles GAAP Howevet we believe the impact of

discontinued
operations accounting changes and

special items obscures trends in our results and that it is usefid to consider our results excluding these items

2006 Earnings Our GMP earnings per share were $5.16 Excluding income from discontinued operations of$1 04 and
special

items of $0.51 our earnings

per share were $3.61

1-Year Total Return To Shareholders CoNTENTs

Constellation Energy

SP 500
Letter to Shareholders

SP 500 Utilities Index

LeadershipTIi$68.54

$60.84
Understanding Our Form 10-K

$25.29

Glossary 12

12/31/07 0108 0208 0308 0408

Form 10-K 13

Over the past year an investment of 00 in Constellation Shareholder Information Inside Back Cover

Energy stock on Dec 31 2007 was worthwith dividends

reinvested$25.29 on Dec 31 2008



Dear Fellow Shareholders

The global economic crisis which

began in 2008 affected your company

in profound ways We had to make

dramatic shifts in strategy reshape the

management team and fundamen

tally change the mix of our earnings

power Both the credit markets and

the commodities markets experienced

sudden and sharp changes in 2008

and required prompt action and

transformation at Constellation Energy

We have emerged chastened but also

confident in our new business model

and the opportunities that we can

pursue
in the energy marketplace To

understand the effects of 2008 it is

useful to look back over longer period

to put
events into perspective

Our company has been challenged in

many ways in the past decade and
yet

it remains leader in many sectors of

the energy market with excellent people

and an excellent mix of physical assets

Ten years ago in 1999 the
energy

market in our home state of Maryland

restructured from regulated model to

competitive model and many states

across the nation also opened their

electricity markets to competition

To facilitate the restructuring process

in Maryland we agreed to six-year

rate freeze for our Baltimore Gas and

Electric BGE residential electric

customers This
cap kept residential

power prices below market rates at

time when commodity fuel costs were

rising
and it also reduced the profit

ability of both our utility and our

generation fleet To compensate we

pursued growth strategy
around the

emergence of competitive markets

across the United States We have

strongly advocated the wisdom of

competition in energy markets ever

since During this period our increased

earnings power allowed us to build and

purchase new generation plants We

also developed the leading competitive

platform to sell electricity to large

commercial and industrial customers

In many respects ours was contrarian

strategy
and while we enjoyed many

years
of

strong results weve also

encountered headwinds Commodity

prices
increased dramatically since

2001 and the price of electricity did

not keep up with the cost of fuel inputs

The rate caps
in Maryland eventually

expired and BGEs residential customers

were faced with large percentage

increases in their bills in 2006 Adding

to the price pressure on power were

the investments we needed to make to

meet or exceed improved air emission

standards and reduce the carbon

footprint of our activities Given the

rising commodity prices and higher

costs for environmental upgrades

power prices have increased significantly

compared to the below-market levels

under rate caps During the transition

to market prices it has been difficult for

many of our constituencies to under

stand or appreciate
the merits of

restructuring
and competitive energy

markets even though BGEs rates have

always beenand continue to bein

line with or below our peers
in the

MidAtlantic and Northeast regions

As we developed our strategic platform

to address the competitive markets we

became leader in the marketing and

trading of commodities particularly

electricity gas
and coal Our success

in this business eventually led us to

conclude that we should have larger

platform and larger balance sheet to

maintain the growth potential of these

businesses To that end we agreed in

December 2005 to merge with FPL

Group partnership which would have

created one of the nations largest gener

ators of clean power with our combined

fleet of nuclear and renewable power

plants Unfortunately the timing of

this merger collided with the end of

residential rate caps in Maryland and

the resulting political and regulatory

firestorm ended our efforts to merge

with FPL

After the collapse of the merger we

engaged in 2007 and through 2008 in

number of steps to achieve similar

strategic result including exploring the

sale or joint venture of our commodities

activities We also sought out and

achieved settlement with the State

of Maryland which was intended to

achieve
greater regulatory and political

stability by putting the
angst

of the

controversial 1999 restructuring process

behind us



While our businesses were growing

nicely through this period they were

also dependent on healthy credit

market to support them Market-based

trading activities require capital on

both direct and contingent basis

Contingent capital has to be available

to adjust for commodity price swings

and potential rating agency actions

among other reasons When we

entered the unprecedented global

credit crisis of 2008 commodity prices

had already been experiencing their

own unprecedented level of volatility

The combination of the two forces

precluded our ability to consummate

strategic action to broaden and

stabilize our balance sheet since our

likely partners
all experienced similar

pressures
The credit environment had

suddenly frozen in fashion where it

was difficult to support
the

existing

business on our own

The violence of the markets in the fall

of 2008 was unlike
anything anyone in

the financial markets had ever experi

enced There was no doubt need

to react urgently and instinctively It

was crisis and many decisions had

to be made in market environment

which was changing by the hour In the

face of financial institutions collapsing

around us we needed to address the

potential ramifications of credit rating

downgrade and the inability to protect

ourselves against it We therefore made

the decision to preserve the franchise

in the best way we had available while

maintaining the option to achieve

higher value ifconditions warranted

it That path was to sell Constellation

Energy to an entity which had the

strongest perceived financial where

withal as well as an established strategic

interest in the energy business On

Sept 19 we entered into an acquisition

agreement with MidAmerican Energy

Holdings Company subsidiary of

Warren Buffets Berkshire Hathaway At

the time MidAmerican was unmatched

as financial and strategic partner Its

credibility in the markets allowed us to

maintain our strong customer franchises

and stabilize our platform As the credit

markets continued to erode between

September and December we worked

diligently to reduce risk from our

platform and downsize our commod

ities businesses which required the kind

of credit
support no longer available in

the market

In early December our partner
in the

new nuclear business EDF Group

launched bid to acquire one-half of

our nuclear fleet in the form of
joint

venture Our Board of Directors made

the determination that EDFs offer

was superior to MidAmericans and

we successfully terminated the merger

agreement
with MidAmerican This

was the kind of outcome we anticipated

might happen with the passage of time

after the crisis in September and we

were pleased that the successful bidder

was not only our established partner

but the largest and most financially

sound nuclear
operator in the world

This series of events in the latter half of

2008 had high degree of transactional

complexity but believe that when we

complete the EDF transaction later this

year
well find ourselves in

very strong

place

The decade-long history since restruc

turing began has presented many

obstacles but also many opportunities

We grew our commodities businesses in

response to competitive market oppor

tunities and then rapidly downsized

them as the capital markets collapsed

The success of these businesses over

those
years however allowed us

to invest and build several other

important more enduring businesses

We purchased three nuclear plants

to establish fleet built the largest

competitive retail and wholesale power

businesses in the country established

leading platform to pursue
the new

nuclear renaissance and developed

cleaner and more efficient fleet of fossil

and renewable generation plants These

surviving businesses along with our

regulated utility BGE have allowed us

to increase our fundamental earnings

power by 50 percent
since 2001

These gains and the broadening of

our earnings base are particularly

meaningful when our long-term

performance is compared to the broader

market overall From November 2001

when became CEO through the first

quarter
of 2009 our stock performance

falls in the middle of all SP 500

companies The middle of the pack is

not where we want to be long-term



but this example illustrates that our

expanded earnings base endured the

worst of an unprecedented financial

meltdown in reasonably good fashion

Over time we believe this strong

stable earnings power will translate

into
greater

stock value Everyone at

Constellation Energy has worked hard

to adjust the mix of our earnings and

thereby adjust to new world where

risk premiums on capital deployed have

increased dramatically

Having provided that background and

context let me review the perftrmance

for 2008 For the
year

one-time events

and special items primarily drove the

lions share of the losses Excluding

the MidAmerican merger termination

costs and other special charges our

2008 adjusted earnings would have

been $3.57 per
share During the

year

our employees continued their focus

on operational excellence despite the

market upheaval Our nuclear units

generated record 32 million megawatt

hours of electricity in 2008 and we

were among the industry leaders with

fleet capacity of 94.7 percent Early

this year we set world record for

pressurized water reactor with the

692nd consecutive day of operation for

Calvert Cliffs Unit

Were now nine months into compre

hensive strategic realignment and we

have sharply reduced our exposure to

commodity price risk We have signifi

cantly pared back the
scope

of energy

trading activities Earlier this
year we

divested our London-based coal and

freight
business and our wholesale

natural gas business As result of these

activities we expect to receive $1 billion

in collateral to support our ongoing

businesses Our de-risking activities will

continue through this
year

Our strategic realignment will shift

the companys business model to more

stable risk-adjusted earnings The main

driver of our profitability has been

and will continue to be our fleet of

high-value plants including our nuclear

units in
energy

markets such as PJM

and New York The output from our

plants is largely unsold for 2011 and

beyond When the economy recovers

and energy prices rise in the years

ahead these plants should drive stable

earnings growth BGE is the second

cornerstone of our earnings foundation

providing stable earnings during this

recessionary cycle and poised for growth

when economic activity returns to more

normal levels Our wholesale and retail

customer supply businesses
represent

the third earnings driver These

companies will continue to be leaders

in the sector this
year

and should

contribute about third to our overall

earnings
in 2009

Our key strategic priority for the
year

is to close the EDF transaction and

the process is on track Weve already

received two key federal approvals

including the U.S Committee on

Foreign Investment in the United

States CFIUS and the Federal Energy

Regulatory Commission FERC and

were in the review process
with other

federal and state regulatory agencies

We still anticipate closing this trans

action in the third quarter of this year

can say
without hesitation that

the EDF joint venture is in the best

long-term interest of our investors

It allows the company to remain

independent and publicly traded

preserving the potential for long-term

share
price appreciation when the stock

market recovers The EDF joint venture

also complements our option to pursue

the renaissance of nuclear power This

can become an exciting
element of our

strategic plan because this should be the

right time in history to be among the

leaders in developing low-carbon
energy

resources such as new nuclear facilities

Its also clear however that the lingering

recession continues to take toll on our

performance and that of virtually every

sector of our economy Whats encour

aging though is that even in the midst

of this economic malaise were seeing

many positive signs that the
energy

and environmental agendas are moving

in the right direction in Maryland

Washington D.C and across the

nation These agendas translate directly

into business opportunities and our

company in some respects
is ahead of

the curve and well positioned These

are just
few examples

BGE residential customers are

embracing new tools to help them

manage and reduce energy usage



The utility has enrolled more Our commercial energy customers 2008 was year
of unprecedented

than 90000 customers in its

PeakRewardsSM program which

was launched in May of 2008 and

provides bill credits to customers

who select smart thermostat or

switch to cycle their central air

conditioners
during times of peak

demand BGE is also launching full

suite of
energy efficiency programs

to serve residential commercial and

industrial customers BGE plans in

the months ahead to seek Maryland

Public Service Commission authori

zation and federal stimulus funding

through the American Reinvestment

and Recovery Act of 2008 to launch

multi-year Smart Grid initiative

throughout the service territory

Building on the highly successful

results of our pilot program last

summer Smart Grid would empower

all customers to manage their
energy

consumption and peak demand in

response to real-time pricing and

usage
information Smart Grid

would also enable new applications

including growing development

of renewable
energy

and smart

charging of future
plug-in electric

vehicles BGE
anticipates

that over

time these and other transformational

initiatives would reduce peak demand

by as much as 1700 megawatts

significantly offsetting the need to

construct new more expensive power

generation facilities These programs

would significantly modernize the

grid enhance reliability and directly

address key environmental initiatives

such as climate change

are committing to energy conser

vation and renewable technologies

Constellation NewEnergy is finding

great interest in its demand response

programs in which customers receive

payments from grid operators to curb

energy usage during peak periods In

2008 Constellation Energy Projects

Services our energy
services unit

deployed eight new solar installa

tions at customer sites in five states

including the first solar project for

Maryland state agency the Maryland

Environmental Service Altogether

we own nearly five megawatts of

distributed solar generation projects

nationwide and believe this can be

growth area for the company if the

proper
federal and state incentive

programs are put
in place

The most dramatic signs of
progress

on the policy front are associated with

new nuclear as even one-time critics

are now embracing this proven and

safe technology as the most efficient

and effective way to address global

climate change These projects have

the potential to create thousands

of construction jobs hundreds of

permanent plant positions and

improve grid reliability new unit

three at Calvert Cliffs would
generate

1600 megawatts of non-greenhouse

gas-emitting electricity enough to

power 1.3 million Maryland homes

market upheaval and extraordinary

challenge Our results were disap

pointing However we took prompt

and prudent steps to respond to the

exceptional circumstances As result

we have largely regained our footing

and secured an excellent partner for

our nuclear business in EDE In short

period of time weve made considerable

progress on promising growth plan for

2010 and beyond

would ask our shareholders to assess

Constellation Energys long-term value

proposition and to view the 2008

results in the context of the collapse

of credit markets and this unrelenting

global economic downturn The

building blocks of our growth plan

are largely in place and will further

solidifr when we close our joint venture

with EDE Your management team

and Board believe that Constellation

Energys values and people remain

strong
and those two elements will

continue to be crucial as we face

the future

April 16 2009

Mayo Shattuck III

Chairman President and

Chief Executive Officer
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UNDERSTANDING OUR FORM 10-K

One of our priorities at Constellation Energy is to provide you with clear easy-to-read and easy-to-understand information about

our company We want you to know what we do how we do it and how were doing This special section is intended to be

guide describing and summarizing some of the information contained in our Form 10-K and providing page numbers where

more details can be found Our complete Form 10-K follows this special section

Breaking Down Our Form 10-K

Our Form 10-K has four
parts

Part In-depth descriptions of our businesses

Part II Our financial performance the information in which investors are usually most interested

Part III Directs readers to other filings made with the Securities and Exchange Commission for details about our Board of

Directors executive compensation auditor fees stock ownership information and other matters

Part listing of financial statement schedules and exhibits

Over the next several
pages we provide descriptions and summaries of some of the major topics included in Parts and II

Part Our Businesses

Part of our Form 10-K provides details about our businesses

Our merchant
energy business

Our regulated utilityBaltimore Gas and Electric Company

Our other nonregulated businesses

Also included is information about our environmental matters employees properties and executive officers

Heres Where You Look in Part Highlights of What Youll Find

Business Overview We have merchant energy business and regulated utility also discuss the

significant events of 2008 that led to our transactions with MidAmerican Energy

Holdings Company EDF Group and our previously announced divestitures We also

discuss our strategy for the next one to two years

Note This
special section is intended so be guide You can find nsorc derails abner all these issues in oar Focus 10-K wlsrch follosvr this

special section



511 Merchant Energy

Business

Our business

We develop own and operate electric generation facilities located in various regions

of the United States We sell power and natural gas to both regulated and nonregu

lated wholesale and retail marketers and consumers of energy products We provide

energy products and services to meet the load-serving obligations of our wholesale and

retail customers We provide risk management services for energy and energy-related

commodities

Fuel sources

Our electricity generated by fuel type in 2008 nuclear 63 percent coal natural gas

and oil 33 percent renewable and alternative percent

Our competition

We encounter competition from companies of various sizes with varying levels of

experience and financial and human resources and differing strategies

Ivlerchant
energy

business operating statistics for the last three
years

Gross margin from our merchant
energy

business decreased $262 million from 2007

This decrease in
gross margin primarily reflects the impact of substantial

volatility
of

commodity prices during 2008 on the portfolio management
and trading activities of

our Global Commodities operation

2026 1A Risk Factors

We are subject to regulations concerning air quality water quality and the disposal of

ha.zardous substances Over the next three years our total estimated
capital require

ments for environmental matters are approximatel\ S400 million

We had approximately 10200 employees at year-end 2008

There are number of risks related to our businesses the industries in which

operate and our pending transactions with EDF Group that could adversely affect our

financial results

2728 lroperties Our
offices

We have both owned and leased properties Our corporate offices are in Baltimore

Maryland We have marketing offices throughout North America and we also lease

space internationally

Our energy-producing prope ties

osan approximately 9100 megawatts
of electric generating capacity at plants direr

sified by fuel
type

and located
strategically throughout the United States and canada

29 Executive Officers of

the Registrant

Our executive officers have diverse mix of energy financial and other experience in

competitive and regulated markets

12 15 Baltimore Gas and Our bussess

Electric Company Were an electric transmission and distribution utility and natural gas distribution

utility with service territory that includes the City of Baltimore and parts of Central

Maryland

Electric and gas operating srathticsJ2rr the last thee years

Revenues by type distribution volumes to our customers and the number of customers

1516 Other Nonregulated

Businesses

16 19 Environmental Matters

We offer energy solutions to residential commercial industrial and
government

customers We are also developing new nuclear energy projects through our UniStar

Nuclear Energy LLC joint venture with EDF Group

Note This special section is intended to boa
guide

You cun find more details about all these items in our Form 10-K which follows this
special section



UNDERSTANDING OUR FORM 10-K

Part II Our Financial Performance

Part II contains managements discussion and
analysis of our results of operations and financial condition and our audited financial statements It

compares our results from 2008 with those from 2007 and our results from 2007 with those from 2006

The sections in Part II include

Introductory ItemsThe Basics

Managements Discussion and AnalysisThe Context

Financial StatementsThe Numbers

Notes to the Financial StatementsThe Details

Introductory Items

The Basics Includes information about our common stock prices and dividends and historical financial data

Heres Where You Look in Part II
Highlights of What Youll Find

3031 5.Marketfor

Registrants Common

Equity Related

Shareholder Matters

Issuer Purchases

of Equity Securities

and Unregistered Sales

of Equity and Use of

Proceeds

Our dividend iujbrmation

We declared dividends of $1.91 pet share in 2008 We announced an annual dividend

rate of $0.96 per share in February 2009

Our stock price

We include the high and low price of our common stock by quarter for the last two

years

Managements Discussion and Analysis

The Context Our management discusses in detail the financial results and condition of our company and the way we managc our business

Heres Where You Look in Part II Highlights of What Youll Find

Introduction and We summarize how we have organized our discussion and analysis

Overview

34 35 Strategy are pursuing strategy of operating nuclear and non-nuclear generation facilities

developing new nuclear facilities providing ener and energy-related products and

sen ices thtuugh our Customer Supply activities and delivering electric and gas services

through our regulated Maryland utility We are also seeking to ilsclease available

liquidity and reduce our business risk and expect to be in transition period over the

next one to nvo years

Business fLnsirunmcnt Lnergs markets have been volatile over the l.sst several sears with
significant changes in

natural
gas

coal and power prices In 2008 the collapse of the credit markets led to

substantially reduced liquidity and actions that we took to immediately raise capital

We continue to be subject to extensive federal and state regulation and our operations

are affected by weather and other factors

34 Managements

Discussion and

Analysis of Financial

Condition and Results

of Operations

3540

Note Thit tpecisl tection is intended to be guidn v00 can find mace details afloat all theta items in one Farm 10-K mhich tnllowr this sFrcial section



2008 ssgi4/lcant events include

Our execurion and subsequent termination of the merger agreement with

MidAmerican Energy Holdings Company

Our investment
agreement

with EDF Group

Announced divesrirures of the following

majority of our international commodities operation January 2009

our Houston-based
gas trading operation February 2009

Collapse of credit markets and
volatility

of commodity prices

Wotkforce reductions

Emission allowance regulation Clean Air Interstate Rule court decisions

Acquisitions of the following

gas-fired peaking plant in Utah

uranium marketing services company in the United Kingdom

partially completed gas-fired combined-cycle power generating facility in Alabama

Asset sales of the following

portion of our working interests in proved and unproved gas properties in Arkansas

our working interest in oil and natural gas producing properties in Oklahoma to

Constellation Energy Partners LLC related party

our working interests in proved natural gas reserves in Wyoming and our equity

investment in certain entities that own interests in proved natural gas reserves and

unproved properties in Texas and Montana

Several issuances of long-term debt

Execution ofMarvland settlement agreement

4762 Results of Operations The detailed discaosion ofour earnings

Our overall net loss Lot 2008 was $1 .314/i million decrease of$2 135.9 nfillion from

net income of 5821.5 million in 2007 driven mostly by merger terminatiun preferred

stock t.onversion and
strategic

alternatives costs impairment losses and other costs and

the impact of the Maryland settlement agreement credit to residential electric customers

Our merchant energy ncr loss for 2008 was 1357.4 million decrease of $2035.7

million from net inLome of $678.3 million in 2007

Our regulated electric ncr income for 2008 was $l .1 million decrease of $96.8 million

from 2007 Our regulated natural gas net income for 2008 was $37.2 million an

increase of $8.4 million from 2007

63 69 Financial Condition Go/c flow

Cash used in our operations was $1274.3 million in 2008 and was primarily due to an

increase in net collateral and margin posted

Security ratings

All of our security ratings are investment-grade

Net available
liquidity

Collateral downgrade

We had net available liquidity of $2.3 billion at December 31 2008 and January31

2009 Based on contractual provisions at December 31 2008 and January 31 2009

one level downgrade of our senior unsecured debt would require us to provide additional

collateral of $1.8 billion

Note Thit epechi teccion it
ineenaea cc bet

guiae voo can fina mote detailt about oil them item in cue Poem is-K which tollowe chit tpecial onion



UNDERSTANDING OUR FORM 10-K

7279 Risk Management We are exposed to various risks Our risk management program relies upon an effective

system of internal controls and the Audit Committee of our Board of Directors

periodically reviews compliance with our risk parameters limits and trading guide

lines Additionally our risk
management committee consisting of members of senior

management is responsible for establishing policies and reviewing procedures for the

identification assessment measurement and
management of risks as well as for the

monitoring and reporting of risk
exposures

Our Financial Statements

The Numbers We provide separate financial statements for Constellation Energy and BGE This section also includes our managements reports on

our financial information and the effectiveness of our internal controls as well as our auditors
reports on our financial information and its report on

the effectiveness of Constellation Energys internal controls

Heres Where You Look in Part II
Highlights of What Youll Find

80 Financial Statements Reports of

and Supplementary Management

Notes to Our Financial Statements

The Details We explain the
processes events actions projects issues and

specifics
that produce the amounts reflected in our financial statements

Heres Where You Look in Part II Highlights of What Youll Find

Our management accepts responsibility for the information and representations in our

financial statements and concludes that our and BGEs internal control over financial

reporting was effective as of December 31 2008

86

Consolidated Our net loss for 2008 was $1314.4 million which included $1204.4 million of
merger

Statements of Income termination and
strategic alternatives costs and $741.8 million of impairment losses and

Loss other costs

Consolidated Our cash and cash equivalents at December 31 2008 were $0.2 billion decrease of

Statements of $0.9 billion from year earlier

Cash Flows

8891 BGE Financial

Statements

We include financial statements for BGE because it is

separate registrant required to

file
reports

with the SEC

92 Note Significant Accounting methods that we use and how theyre applied throughout our businesses

105 Accounting Policies along with the new accounting standards issued and adopted

10 Note This special section is intended to be
guide You can find more details about all these items in our Farm 10-K which follows this special section



114 Note Information Our revenues net loss income and other financial information are broken our by

115 by Operating Segment operating segment \Ve also discuss the divestitures announced in 2009 majority of

our international commodities business and our Houston-based gas trading business

116 Note Investments Our investments are mainly financial investments related to out suclear ommis

119 sioning trust funds We also hold investments in certain variabli merest tities

120 Note Intangible At December 31 2008 our carrying amount of goodwill was S4.6 million after

Assets impairment losses recorded in 2008 and our total net intangible assets subject to

amortization were 5369.6 million

ote Regulatory At December 31 2008 our total regulatory assets net 4.4 iii whi

ssets net included $536.3 million deferred for future collection tF rate tal zation in

provided for in Maryland legislation

123 Note Pension We provide detailsobligations assets assumption details and company

126 Postretirement Other contributionsabout our employee benefit plans

Postemployment

and Employee Savings

Plan Benefits

ote Credit Our short-term borrowings debt that matures vithin ar torn dai its ed

acilitics and Short- may include bank loans commercial
paper ant bank lii ci dit ur ni avai sic

rerm Borrowings liquidity was $2.3 billion as of December 31 08 and ir 31 09

129 Note At December 31 2008 our total capitalization was 58.5 billionS5.l billion in

133 Capitalization long-term debt 520.1 million in minority interests 190.0 million in preference stock

and S3.2 billion in common shareholders equit\ We also pro.ide details about our

debt our preference stock and common stock

134 Note 10 Taxes We provide information about our income tax xpense benefit net deferre income tax

136 liability and unrecognized tax benefits

137 Note Leases We provide details about the
capital

and operating leases in vs hich we enter

138 Note 12 provide details about our commitments incial guarantees contingen Cs

142 Commitments environmental matters legal proceedings invo ng us and out insurance co rage

Guarantees and

Contingencies

We explain how we manage commodity price and interest rate exposures
and we

disclose the hierarchy of our fair value measurements as required under SFAS No 157

Fair Value Measurements which we adopted on January 2008 and the fair va1u of our

financial instruments

We entered into an investment agreement with EDF Group We agreed to terminate

our merger agreement
with MidAmerican Energy Holdings Compan \XTe acquired

uranium marketing services company in the United Kingdom gas-fired peaking plant

in Utah and partially completed gasfired comhincdc dc power generating facility in

Alabama

154 Note 16 Related Party We sold our working interest in oil and natural gas producing wells in Oklahoma to

Transactions Constellation Enersty Partners LLC

Our merchant energy business provides BCE with portion of the energy it needs we

provide BCE with the services of certain corporate functions and BGE participates in

our benefit plans

\Xe break out our financial resultsand those ofBGLb quarter for the last roso

cars

143
149

Not 13

Derivatives and Fair

Value Measurements

152
153

Note 15 Merger and

Acquisitions

155
156

Note 17 Quarterly

Financial Data

Unaudited

Note This
special section is

insended so baa
guide You can find more details about all these isems in our Poem 10-K which follows shis

special section 11



GLOSSARY

Aggregator company intermediary or agent

that combines the energy needs of multiple

customers and then buys or provides the
energy

and services needed

Asymmetry Collateral Results from our

actions to be economically hedged as well

as market conditions or conventions for

conducting business in which certain

transactions require the posting of collateral

while other transactions do not

British Thermal Unit BTU basic unit used

to measure natural gas the amount of natural

gas needed to raise the temperature of one

pound of water by degree Fahrenheit

Collateral pledge of
specific property usually

cash or letters of credit to protect against risk of

default

Customer Supply Business The portion of our

business that provides energy and related value-

added services to wholesale and retail customers

in competitive markets

Decoupling The
recovery mechanism approved

by the Maryland Public Service Commission to

adjust electric and
gas revenues to eliminate the

effect of abnormal weather and usage patterns

on distribution volumes for residential and small

commercial customers

Dekatherin DIII standard measurement

of natural gas 10 therms or million BTUs

Deregulation In the industry the process by

which regulated markets become competitive

markets giving customers the opportunity to

choose their
energy supplier

Distribution The delivery of
energy to

locations where customers use itincluding

homes businesses and industrial facilities

Economic Value at Risk EVaR statistical

measure that helps estimate the
sensitivity

of our

total portfolio to changes in market
prices

Federal Energy Regulatory Conunission

FERC The U.S
agency that regulates inter

state energy activities

Full Requirements Service product offering

that handles all of customer energy needs

through combined service that may include

generating or buying energc managing load and

power purchase agreements scheduling delivery

managing risk settling accounts and other

related activities

Generating Capacity The amount of
electricity

that can be produced by specific generating

facility

Generation The
process of transforming other

forms of energycoal natural gas uranium oil

wind water or suninto electricity

Global Commodities Business The portion

of our business that
manages contractually

owned physical assets including generation

facilities natural
gas properties international

coal sourcing and
freight operations provides

risk
management services and trades energy and

energy-related commodities

Hedging Entering into transactions to manage

various types of risk such as commodity price

risk

Independent System Operator An

independent regulated entity established to

manage regional transmission
system in

non-discriminatory manner and to help ensure

the
safety

and
reliability

of the bulk power

system

Load-Serving The process of providing

customers with the energy they need

Mark-to-Market The valuation of security

commodity or financial instrument to reflect

current market values

Maryland Public Service Commission The

agency responsible for regulating public utilities

doing business in Maryland

Megawatt MW million watts of
electricity

enough electricity to light 10000 100-watt
light

bulbs for one hour

Nudear Regulatory Commission NRC The

U.S agency that
regulates commercial nuclear

power plants and the civilian use of nuclear

materials

Origination The initiation of wholesale energy

purchases and sales that may include value-

added services along with the energy

Peak Load measure of the maximum

amount of
electricity delivered at point in time

Porthlio Management and Trading Using

energy and energy-related commodities to

manage our portfolio of purchases and sales to

customers through structured transactions and

trading energy and energy-related commodities

to deploy risk
capital

Regional Transmission Organization RID
group of companies with

responsibility
for the

planning and use of power transmission lines in

geographic region

Regulated Business The portion of our

business whose primary operations and prices

are set and controlled by the rules and activities

of state utility commission

Securities and Exchange Commission SEC
The U.S

agency charged with protecting

investors maintaining fair orderly and efficient

markets and
facilitating capital

formation

Standard Offer Service In Maryland the

obligation of utilitysuch as Baltimore Gas

and Electric Companyto supply electricity to

residential customers and to serve as the provider

of last resort POLR for those customers who

have not chosen an alternate supplier

Tolling Contract An agreement where buyer

pays plant owner fixed amount per
month

to have the
right

to convert fuel provided by the

buyer into electric energy

Transmission The sending of electricity at high

voltage usually on lines running along high

towers from generating plants to substations

where it is then reduced to lower voltage that

is delivered to homes businesses and industrial

facilities

Unit Contingent Power Purchase Agreement

contract with
power plant operator where

the buyer receives the
specified output from the

plant unless the plant is not operating

Value at Risk VaR statistical measure that

helps evaluate risk by showing how much the

value of our derivative assets and liabilities

subject to mark-to-market accounting may

change under various circumstances

12
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Forward Looking Statements

make statements in this report that are considered

forward looking statements within the meaning of the

Securities Exchange Act of 1934 Sometimes these

statements will contain words such as believes

anticipates expects intends plans and other

similar words We also disclose non-historical information

that
represents managements expectations which are

based on numerous assumptions These statements and

projections are not guarantees
of our future performance

and are subject to risks uncertainties and other

important factors that could cause our actual

performance or achievements to be materially different

from those we project These risks uncertainties and

factors include but are not limited to

the timing and extent of changes in commodity

prices and volatilities for energy and energy-

related products including coal natural gas oil

electricity nuclear fuel freight and emission

allowances and the impact of such changes on

our liquidity requirements

the liquidity and competitiveness of wholesale

markets for
energy commodities

the conditions of the capital markets interest

rates foreign exchange rates availability of

credit facilities to support
business

requirements liquidity and general economic

conditions as well as Constellation Energy

Groups Constellation Energy and Baltimore

Gas and Electrics BGE ability to maintain

their current credit ratings

the effectiveness of Constellation Energys and

BGEs risk management policies and procedures

and the
ability

and willingness of our

counterparties to satisfy their financial and

performance commitments

the ability to complete our strategic initiatives

to improve our liquidity and the impact of

such initiatives on our business and financial

results

losses on the sale or write-down of assets due to

impairment events or changes in management

intent with regard to either holding or selling

certain assets

the ability to successfully identify finance and

complete acquisitions and sales of businesses

and assets

the likelihood and timing of the completion of

the pending transaction with EDF Group and

related entities EDF the terms and conditions

of any required regulatory approvals for the

pending transaction potential impact of

termination of the pending transaction and

potential diversion of managements time and

attention from our ongoing business during this

time period

the effect of weather and general economic and

business conditions on energy supply demand

prices and customers and counterparties

ability to perform their obligations or make

payments

the ability to attract and retain customers in

our Customer Supply activities and to

adequately forecast their energy usage

the timing and extent of deregulation of and

competition in the energy markets and the

rules and regulations adopted in those markets

uncertainties associated with estimating natural

gas reserves developing properties and

extracting natural gas

regulatory or legislative developments federally

in Maryland or in other states that affect

deregulation the price of energy transmission

or distribution rates and revenues demand for

energy or increases in costs including costs

related to nuclear
power plants safety or

environmental compliance

the ability of our regulated and nonregulated

businesses to comply with complex and/or

changing market rules and regulations

the ability of BGE to recover all its costs

associated with providing customers service

operational factors affecting commercial

operations of our generating facilities including

nuclear facilities and BGEs transmission and

distribution facilities including catastrophic

weather-related damages unscheduled outages

or repairs unanticipated changes in fuel costs

or availability unavailability of coal or gas

transportation or electric transmission services

workforce issues terrorism liabilities associated

with catastrophic events and other events

beyond our control

the actual outcome of uncertainties associated

with assumptions and estimates using judgment

when applying critical accounting policies and

preparing financial statements including factors

that are estimated in determining the fair value

of energy contracts such as the
ability to

obtain market prices and in the absence of

verifiable market prices the appropriateness of

models and model inputs including but not

limited to estimated contractual load

obligations unit availability forward

commodity prices interest rates correlation and

volatility factors

changes in accounting principles or practices

and

cost and other effects of
legal

and

administrative proceedings that may not be

covered by insurance including environmental

liabilities

Given these uncertainties you should not place

undue reliance on these forward looking statements

Please see the other sections of this report and our

other periodic reports filed with the Securities and

Exchange Commission SEC for more information on

these factors These forward looking statements

represent our estimates and assumptions only as of the

date of this report

Changes may occur after that date and neither

Constellation Energy nor BGE assumes responsibility to

update these forward looking statements



PART
Item Business

Overview

Constellation Energy is an energy company that

includes merchant energy business and BGE

regulated electric and
gas public utility in central

Maryland References in this report to we and our
are to Constellation Energy and its subsidiaries

collectively References in this report to the regulated

businesscs are to BGE
Our merchant

energy business is primarily

competitive provider of energy-related products and

services for variety of customers It develops owns

and operates electric generation facilities located in

various regions of the United States Our merchant

energy business focuses on serving the energy and

capacity requirements load-serving of and providing

other energy products and risk
management

services for

various customers

BGE is regulated electric transmission and

distribution
utility company and regulated gas

distribution utility company with service territory that

covers the City of Baltimore and all or part
of 10

counties in central Maryland BGE was incorporated in

Maryland in 1906

Our other nonregulated businesses

design construct and operate renewable
energy

heating cooling and cogeneration facilities and

provide various energy-related services

including energy consulting for commercial

industrial and governmental customers

throughout North America

provide home improvements service heating

air conditioning plumbing electrical and

indoor air quality systems and provide natural

gas to residential customers in central

Maryland and

develop new nuclear plants in North America

through our joint venture UniStar Nuclear

Energy LLC with subsidiary of EDF Group

As capital- and asset-intensive business

Constellation Energy was significantly impacted by

events in the financial and credit markets during 2008

This has resulted in substantial ongoing changes to our

business

Over the past few years our merchant
energy

business which includes our trading operations and

international commodities
operation grew rapidly As

that business
grew so too did its need for capital

particularly to fund the business collateral requirements

We had previously met these collateral requirements

through the use of cash and lines of credit and we

believed that we could meet any unexpected short-term

capital needs by maintaining significant amount of

available liquidity primarily from our unused credit

facilities Furthermore by maintaining an investment

grade credit rating we believed we would continue to

be able to access the capital markets if additional

liquidity needs arose

The growth of our merchant
energy

business and

its increased need for collateral coupled with significant

volatility
in commodity prices in 2008 required us to

post substantial amounts of incremental collateral to our

counterparties The asymmetrical nature of the

Customer Supply business collateral posting

requirements compounded the magnitude of the

problem negatively impacting our overall liquidity We
discuss the asymmetrical nature of our collateral in

more detail in Item Managementi Discussion and

AnalysisCollateral section

To address these liquidity issues in 2008 we

explored series of strategic initiatives to improve our

liquidity and reduce our business risk In the first half

of 2008 we began to pursue the sale or joint venturing

of our highly capital-intensive commodities business

based on the concern that our balance sheet could not

support
the significant growth of this business

long-term We embarked on process and solicited bids

from interested parties and although interest levels were

high following the collapse of Bear Stearns and the

significant difficulties encountered by other major

financial institutions we determined we would not get

reasonable value for our business In August 2008 we

began efforts to sell our upstream gas properties and

our international commodities operation which

includes our coal sourcing freight power natural
gas

uranium and emissions marketing activities outside the

United Stares In November 2008 we announced we

had begun efforts to sell our gas trading operation We
have made

progress on many of these initiatives as

discussed in more detail in the Divestitures section

In September 2008 rapid and extreme increase

in
volatility

of U.S and global credit and capital

markets caused us to face severe near-term uncertainty

about our ability to maintain sufficient liquidity to

continue operating our business The rating agencies

downgraded Constellation Energys credit ratings

because of concerns over our liquidity The downgrades

in turn required us to post additional collateral

assurance to some of our counterparties and since we

could not access the capital markets this further

reduced our available liquidity At that time we had not

made significant progress
with our strategic initiatives to

generate
substantial reductions in our collateral

requirements or substantial improvements in our

liquidity As result we sought an immediate

substantial investment to ensure our ability to continue

operating our business and in mid-September we

ultimately agreed to transaction with MidAmerican

Energy Holdings Company MidAmerican that

involved an immediate $1 billion preferred equity

investment by MidAmerican in us followed by an all

cash sale of our company to MidAmerican for

$4.7 billion In early December 2008 we received an

unsolicited offer from EDF Group and related entities



EDF to acquire membership interest in our nuclear

generation
and operation business Our Board of

Directors determined the EDF proposal to be in the

best interests of our shareholders Therefore on

December 17 2008 we and MidAmerican terminated

the planned transaction and we simultaneously entered

into series of transactions with EDF

The EDF transactions do not involve the sale of

Constellation Energy but rather the sale of

membership interest in our nuclear generation and

operation business resulting in the Company continuing

to operate on standalone basis The transactions that

we agreed to with EDF include the following

EDF will purchase from Constellation Energy

49.99% membership interest in our nuclear

generation and operation business for

$4.5 billion subject to certain adjustments at

closing and an additional $150 million of cash

received in 2008

EDF is providing Constellation Energy with up

to $2 billion of additional liquidity pursuant to

put arrangement that will allow us to require

EDF to purchase certain non-nuclear

generation assets

EDF invested $1 billion in Constellation

Energy by purchasing 10000 shares of our 8%

Series Preferred Stock Series Preferred

Stock These shares will be surrendered to us

when EDF purchases its membership interest in

our nuclear generation and operation business

and the $1 billion will be credited against the

$4.5 billion purchase price

EDF provided us with $600 million interim

backstop liquidity facility
and

Prior to closing we will transfer to our nuclear

generation and operation business transactions

with negative mark-to-market value not to

exceed $700 million in the aggregate using

10% discount rate This transfer will occur in

manner that is to be determined and to be

mutually acceptable to Constellation Energy

and EDE

For additional information related to these

transactions with MidAmerican and EDF see Note 15

to Consolidated Financial Statements For additional

information related to the issuance of the Series

Preferred Stock see Note to Consolidated Financial

Statements

Over the next one to two years we expect to be in

transition period during which we will focus on

executing the following objectives that we believe will

strengthen the Company

continuing to implement strategic initiatives to

reduce collateral and liquidity needs of our

merchant energy business including selling

certain assets and operations as discussed

further in the Divestitures section

working to close the sale to EDF of 49.9 9% of

our nuclear generation and operation business

as expeditiously as possible

continuing disciplined approach to the

management
of collateral and liquidity

including

pricing new business to reflect the full cost

of capital in the current economic

environment and possibly requiring

deposits from new retail customers that do

not meet pre-existing credit conditions

balancing cash generation with earnings

growth and

maintaining liquidity cushion in excess

of credit-rating downgrade collateral

requirements

focusing on Constellation Energys core

strengths of

owning developing and operating nuclear

and non-nuclear generation assets

providing reliable regulated utility service

to customers

leveraging our expertise in managing

physical risks inherent in our Generation

and Customer Supply operations and

maintaining strong supply relationships

with retail and wholesale customers

continuing to reduce the scale of and re-focus

the activities of our Global Commodities and

Customer Supply operations through the

following actions

using the Global Commodities
group to

support our Generation and Customer

Supply operations

placing less reliance on proprietary trading

and

investing capital in areas where we are able

to generate appropriate risk-adjusted

returns

maintaining credit metrics consistent with

investment grade ratings

We believe that focusing on the near-term

execution of the above objectives will allow us to

preserve
the

flexibility to respond to long-term

opportunities For further discussion of the above

matters and how they have impacted us and our

strategy please refer to Item tvIanagement Discussion

and Anaysis

Divestitures

In 2009 we made progress on many of the strategic

initiatives we identified in 2008 to improve liquidity

and reduce our business risk These initiatives included

selling our international commodities operation which

primarily includes our coal sourcing freight power

natural
gas uranium and emissions marketing activities

our gas trading operation and our upstream gas

properties



In January 2009 we entered into definitive

agreement to sell majority of our international

commodities operation In February 2009 we entered

into definitive agreement to sell our Houston-based

gas trading operation Simultaneously we signed letter

of intent to enter into related transaction with an

affiliate of the buyer under which that company would

provide us with the gas supply needed to support our

retail gas customer supply business while reducing our

credit requirements We
expect that both of these sales

will close by the end of the second quarter of 2009

subject to certain regulatory approvals and other

standard closing conditions Upon closing of these

transactions we expect to recognize an aggregate pre-tax

loss of not more than $200 million based on current

commodity prices The actual amount of the loss will

be affected by the final consideration exchanged which

is based on the timing of the close and by changes in

commodity prices The impact on cash is not expected

to be material

Collectively we expect both divestitures to return

to us approximately $1 billion of currently posted

collateral In addition we expect these divestitures to

further reduce our downgrade collateral requirements by

approximately $400 million These reductions are based

on current commodity prices the final terms of the

transactions and the timing of collateral to be returned

up to the close of the transactions and as result are

subject to change We discuss our downgrade collateral

requirements in Item Management Discussion and

AnalysisCollateral section

While we sold certain of our upstream gas

properties in 2008 we continue to evaluate the sale of

our remaining upstream gas properties while monitoring

market conditions for opportunities to obtain

appropriate value for these upstream gas properties

Unlike our international commodities operation and our

gas trading operation there are no material collateral

needs associated with the remaining properties

minimizing the need to divest these immediately

Operating Segments

The percentages of revenues net income loss and

assets attributable to our operating segments are shown

in the tables below We present information about our

operating segments including certain other items in

Note to Consolidated Financial Statements

Unaffihiated Revenues

Holding

Company
Merchant Regulated Regulated and Other

Energy Electric Gas Nonregulated

80% 14% 5% 1%

83 12

83 11

Net Income Loss

Holding

Company
Merchant Regulated Regulated and Other

Energy Electric Gas Nonregulated

103% 3%

83 12

77 16

Total Assets

Excludes income from discontinued operations in

2007 and 2006 as discussed in more detail in

Item Financial Statements and Supplementary

Data

The increase in Holding Company and Other

Nonregulated assets is primarily related to

approximately $1.6 billion of intercompany

receivables from the merchant energy business

primarily related to the allocation of merger

termination and Series Prefrrred Stock conversion

costs to these businesses and $1.0 billion of restricted

cash related to the issuance of Series Prefrrred Stock

to EDE These funds are held at the holding company

and are restricted fur payment of the 14% Senior

Notes held by MidAmerican The 14% Senior Notes

were repaid in full in January 2009

2008

2007

2006

2008

2007

2006

2008

2007

2006

Merchant

Energy

62%

73

75

Regulated

Electric

21%

Regulated

Gas

6%

Holding

Company
and Other

Nonregulated

11%

20

17



Merchant Energy Business

Introduction

Our merchant energy business generates
and sells power

and gas to both regulated and nonregulated wholesale

and retail marketers and consumers of energy products

manages
all commodity price risk for our nonregulated

businesses enters into structured
energy contracts and

trades energy We conduct these activities across all

regions in the United States and internationally

Our merchant energy business includes

power generation and development operation

that owns operates
and maintains fossil and

renewable generating facilities and holds

interests in qualifying facilities fuel processing

facilities and power projects in the United

States

nuclear generation operation that owns

operates and maintains nuclear generating

facilities

customer supply operation that primarily

provides energy products and services to meet

the load-serving obligations of wholesale and

retail customers including distribution utilities

cooperatives aggregators and commercial

industrial and governmental customers and

global commodities operation that manages

contractually controlled physical assets

including generation facilities natural
gas

properties international coal sourcing and

freight operations provides risk management

services and uranium marketing services and

trades energy and energy-related commodities

In 2008 we began pursuing number of strategic

initiatives that will impact our merchant energy business

in 2009 and future years We discuss these strategic

initiatives and how they have impacted our merchant

energy
business

segment
and our strategy

in Item

Management Discussion and Analysis We also discuss

certain asset and operations divestitures in the

Divest itures section

During 2008 our merchant energy business

supplied approximately 26600 megawatts

MW of
aggregate peak load to distribution

utilities municipalities and commercial

industrial and governmental customers

provided approximately 407000 million British

Thermal Units mmBTUs of natural gas to

commercial industrial and governmental

customers

delivered approximately 25.4 million tons of

coal to international and domestic third-party

customers and to our own fleet and

managed 9136 MW of generation capacity as

of December 31

We analyze our merchant energy business in terms

of Generation Customer Supply and Global

Commodities activities

Generationencompasses all of our generating

assets

Customer Supplyencompasses our

load-serving operation that provides energy

products and services to wholesale and retail

electric and natural gas customers

Global Commoditiesencompasses our

marketing risk management and trading

operations global coal sourcing and logistics

services and upstream and downstream natural

gas
services

Generation

We own operate and maintain fossil nuclear and

renewable generating facilities and hold interests in

qualifying facilities and power projects in the United

States and Canada totaling 9136 MW We also provide

operation and maintenance services including testing

and start-up to owners of electric generating facilities

The output of these plants is managed by our Global

Commodities operation and is hedged through

combination of power sales to wholesale and retail

market participants Our merchant
energy

business

meets the load-serving requirements of various contracts

using the output from our generating fleet and from

purchases in the wholesale market

We present details about our generating properties

in Item Properties

Nuclear

The output of our nuclear facilities over the past three

years is presented in the following table

Calvert Cliffs Nine Mile Point Ginna

Capacity Capacity Capacity

MWH Factor MWH Factor MXTH Factor

MWH in millions

2008 14.7 96% 12.8 94% 4.7 94%

2007 14.3 94 12.3 90 4.9 98

2006 13.8 90 12.8 93 4.1 93

represents
our proportionate ownership interest

We sell significant portion of the output from

our Nine Mile Point Nuclear Station Nine Mile Point

and our R.E Ginna Nuclear Plant Ginna under

unit-specific power purchase agreements We discuss

these arrangements on the next page Our Global

Commodities operation manages
the remainder of our

generation output



In December 2008 we entered into the

Investment Agreement with EDF under which EDF

will purchase 49.99% membership interest in our

nuclear generation and operation business which owns

our three nuclear facilities We discuss the Investment

Agreement in more detail in Note 15 to Consolidated

Financial Statements

Calvert Cliffs

We own 100% of Calvert Cliffs Unit 873 MW and

Unit 862 MW Unit entered service in 1974 and

is licensed to operate until 2034 Unit entered service

in 1976 and is licensed to operate until 2036

Nine Mile Point

We own 100% of Nine Mile Point Unit 620 MW
and 82% of Unit 933 MW of Unit 2s total 1138

MW The remaining interest in Nine Mile Point Unit

is owned by the Long Island Power Authority LIPA
Unit entered service in 1969 and is licensed to

operate until 2029 Unit entered service in 1988 and

is licensed to operate until 2046

We sell 90% of our share of Nine Mile Points

output to the former owners of the plant at an average

price oi nearly $35 per megawatt-hour MWH under

agreements that terminate between 2009 and 2011 The

agreements are unit contingent if the output is not

available because the plant is not operating there is no

requirement to provide output
from other sources The

remaining 10% of our share of Nine Mile Points

output is managed by our Global Commodities

operation and sold into the wholesale market

After termination of the power purchase

agreements revenue sharing agreement with the

former owner of the plant will begin and continue

through 2021 Under this
agreement

which applies

only to our ownership percentage of Unit

predetermined strike price is compared to the market

price for electricity If the market price exceeds the

strike price then 80% of this excess amount is shared

with the former owners of the plant The
average strike

price for the first
year

of the revenue sharing agreement

is $40.75 per MWH The strike price increases two

percent annually beginning in the second year of the

revenue sharing agreement
The revenue sharing

agreement
is unit contingent and is based on the

operation of the unit

We exclusively operate Unit under an operating

agreement with LIPA LIPA is responsible for 18% of

the operating costs including decommissioning costs

and construction costs of Unit and has representation

on the Nine Mile Point Unit management committee

which provides certain oversight and review functions

Ginna

We own 100% of the Ginna nuclear
facility Ginna

consists of 581 MW reactor that entered service in

1970 and is licensed to operate until 2029 We sell 90%
of the plants output and capacity to the former owner

for 10
years ending in 2014 at an average price of

$44.00 per MWH under long-term unit-contingent

power purchase agreement The remaining output is

managed by our Global Commodities operation and sold

into the wholesale market

Qua1/3iing Facilities and Power Projects

We hold up to 50% voting interest in 18 operating

energy projects that consist of electric generation

primarily relying on alternative fuel sources fuel

processing or fuel handling facilities Sixteen of the

electric generation projects are considered qualifying

facilities under the Public Utility Regulatory Policies Act

of 1978 Each electric generating plant sells its
output

to local
utility under long-term contracts

Customer Supply

We are leading supplier of energy products and

services to wholesale and retail electric and natural
gas

customers

In 2008 our wholesale competitive supply

operation served approximately 12500 peak MWs of

wholesale full requirements load-serving products

During 2008 our retail competitive supply activities

served approximately 14100 MW of peak load and

approximately 407000 mmBTUs of natural gas

Our wholesale customer supply operation

structures transactions that serve the full
energy

and

capacity requirements of various customers such as

distribution utilities municipalities cooperatives and

retail aggregators that do not own sufficient generating

capacity or in-house supply functions to meet their own

load requirements

Our retail customer supply operation structures

transactions to supply full energy and capacity

requirements and provide natural gas transportation

and other energy products and services to retail

commercial industrial and governmental customers

Contracts with these customers generally extend from

one to ten years but some can be longer To meet our

customers load-serving requirements our merchant

energy business obtains
energy

from various sources

including

our generation assets

exchange-traded and bilateral power and natural

gas purchase agreements

unit contingent power purchases from

generation companies

tolling contracts with generation companies

which provide us the right but not the

obligation to purchase power at price linked

to the variable cost of production including

fuel with terms that generally extend from

several months to several years but can be

longer and

regional power pools



Global Commodities

Our Global Commodities operation manages

contractually owned physical assets including generation

facilities natural gas properties international coal

sourcing and freight operations provides risk

management services and uranium marketing services

and trades energy and energy-related commodities This

operation provides the wholesale risk
management

function for our Generation and Customer Supply

operations as well as structured products and energy

investment activities and includes our merchant energy

business actual hedged positions with third parties

Structured Products

Our Global Commodities operation uses energy
and

energy-related commodities and contracts in order to

manage our portfolio of energy purchases and sales to

customers through structured transactions Our Global

Commodities operation assists customers with

customized risk management products in the power

gas coal and freight markets e.g generation tolls gas

transport and storage and global coal and freight

logistics

Energy Investments

Our Global Commodities operation has investments in

energy assets that primarily include coal sourcing

activities joint interest in an entity that owns dry

bulk cargo vessels and natural gas
services We discuss

each of these investments below

Coal and International Services

We participate in global coal sourcing activities by

providing coal and coal-related
logistical

services for the

variable or fixed supply needs of global customers We

own 50% interest in shipping joint venture that

owns and operates five freight ships for the delivery of

coal and other dry bulk freight products In 2008 we

delivered approximately 25.4 million tons of coal to

global customers and to our own generation fleet

Additionally we entered into power natural gas freight

uranium marketing and emissions transactions outside

of the United States

Natural Gas Services

Our Global Commodities operation includes
upstream

exploration and production and downstream

transportation and storage natural gas operations Our

upstream
activities include the acquisition development

exploration and exploitation of natural gas properties

as well as an approximately 28.5% interest in

Constellation Energy Partners LLC CEP limited

liabiliry company that we formed CEP is principally

engaged in the acquisition development and

exploitation of natural gas properties
Our downstream

activities include providing natural gas to various

customers including large utilities commercial and

industrial customers power generators
wholesale

marketers and retail aggregators

In 2008 2007 and 2006 we acquired working

interests in gas producing fields We discuss these

acquisitions in more detail in Note 15 to Consolidated

Financial Statements In 2008 we divested working

interests in certain of our gas producing fields We

discuss these divestitures in more in detail in Note to

Consolidated Financial Statements

Portfolio Management and Trading

We trade energy
and energy-related contracts and

commodities and deploy risk capital in the management

of our portfolio These activities are managed through

daily value at risk and stop loss limits and liquidity

guidelines and could have material impact on our

financial results

In managing our portfolio we may terminate

restructure or acquire contracts Such transactions are

within the normal course of managing our portfolio

and may materially impact the timing of our

recognition of revenues fuel and purchased energy

expenses
and cash flows

We use both derivative and nonderivative contracts

in managing our portfolio of
energy

sales and purchase

contracts Although substantial portion of our

portfolio is hedged wc are able to identily

opportunities to deploy risk capital to increase the value

of our accrual positions which we characterize as

portfolio management

Active portfolio management
is intended to allow

our merchant energy business to

manage and hedge its fixed-price energy

purchase and sale commitments

provide fixed-price energy commitments to

customers and suppliers

reduce exposure to the volatility
of market

prices and

hedge fuel requirements at our non-nuclear

generation
facilities

We discuss the impact of our trading activities and

value at risk in more detail in Item Management

Discussion and Analysis

Our portfolio management
and trading activities

involve the use of physical commodity inventories and

variety of instruments including

forward contracts which commit us to

purchase or sell energy commodities in the

future

swap agreements which require payments to or

from counterparties based upon the difference

between two prices for predetermined

contractual notional quantity

option contracts which convey the right to buy

or sell commodity financial instrument or

index at predetermined price and



futures contracts which are exchange traded

standardized commitments to purchase or sell

commodity or financial instrument or make

cash settlement at specified price and future

date

Through the third quarter of 2008 our portfolio

management and trading activities increased due to the

significant growth in scale of our customer supply

energy investments and structured products operations

However in the fourth quarter of 2008 we began to

take steps to reduce the risk and scale of our portfolio

management and trading activities
Energy trading

activities will be scaled back and will be used primarily

to hedge our generation assets and Customer Supply

operations All of these efforts will materially reduce

portfolio management and trading activities

contribution to our future operating results

Fuel Sources

Our power plants use diverse fuel sources Our fuel mix

based on capacity owned at December 31 2008 and

our generation based on a.tual output by fuel
type

in

2008 were as follows

Natural Gas

Oil

Renewable and Alternative

Dual

includes solai geothermal hydro waste coal and

biomass

Switches between natural gas and oil

X/e discuss our risks associated with fuel in more

detail in Item Management Discussion and Analysis
Risk Management

Nuclear

The supply of fuel for nuclear generating stations

includes the

purchase of titanium concentrates and uranium

hexafluoride

conversion of uranium concentrates to uranium

hexafluoride

enrichment of uranium hexafluoride and

fabrication of nuclear fuel assemblies

We have commitments that provide for sufficient

quantities of uranium concentrates and uranium

hexafluoride enrichment requirements and the

fabrication of ftiel assemblies to meet expected

requirements for the next several years at our Calvert

Cliffs Nine Mile Point and Ginna nuclear generating

facilities

The nuclear fuel markets are competitive and

prices can he volatile however we do not anticipate any

significant problems in meeting our future supply

requirements

In 2004 complaints were filed against the federal

government
in the United States Court of Federal

Claims seeking to recover damages caused by the DOEs

failure to meet its contractual obligation to begin

disposing of spent nuclear fuel by January 31 1998

These cases are currently stayed pending litigation in

other related cases

In connection with our purchases of Nine Mile

Point and Ginna all of the former owners rights and

obligations related to recovery
of damages for DOEs

failure to meet its contractual obligations were assigned

to us However we have an obligation to reimburse the

former owner of Ginna for up to $10 million of any

recovered damages for such claims

Storage of Spent Nuclear FuelOn-Site Facilities

Calvert Cliffs has license from the NRC to operate an

on-site independent spent fuel
storage

installation that

expires in 2012 Sufficient
storage capacity exists within

the plant and currently installed independent spent fuel

Fuel

Nuclear

Coal

Storage of.Sent Nuclear FuelFederal Facilities

One of the issues associated with the operation and

decommissioning of nuclear generating facilities is

disposal of spent nuclear fuel There are no facilities for

the reprocessing or permanent disposal of spent nuclear

fuel currently in operation in the United States and the

Nuclear Regulatoty Commission NRC has not

licensed any such fiscilitics The Nuclear Waste Policy

Act of 1982 NWPA required the federal government

through the Department of
Energy DOE to develop

repository for the disposal of spent nuclear fuel and

high-level radioactive waste

As required by the NWPA we are party to

contracts with the DOE to provide for disposal of spent

nuclear fuel from our nuclear generating plants The

NWPA and our contracts with the DOE require

payments to the DOE of one tenth of one cent one

mill per kilowatt hour on nuclear
electricity generated

and sold to pay
for the cost of long-term nuclear fuel

storage and disposal We continue to pay those fees into

the DOEs Nuclear Waste Fund for our nuclear

generating facilities The NWPA and our contracts with

the DOE required the DOE to begin taking possession
11

of spent nuclear fuel generated by nuclear generating

units no later than January 31 1998

The DOE has stated that it may not meet that

obligation until 2020 at the earliest This delay has

required that we undertake additional actions and incur

costs to provide on-site fuel storage at our nuclear

generating facilities including the installation of on-site

dry fuel storage capacity as described in more detail

below

Capacity

Owned Generation

42% 63%

30 32



storage
installation modules to be able to contain the

full contents of the core until 2015 Efforts are

currently under way to renew the independent spent

fuel installation license and expand its capacity to

accommodate operations through 2034 Nine Mile

Point and Ginna are developing independent spent
fuel

storage installations at each of those facilities which we

expect to be completed in 2012 and 2010 respectively

Nine Mile Point and Ginna have sufficient storage

capacity within the plant until the expected completion

of the on-site independent spent fuel storage

installations

Cost for Decommissioning Nuclear Facilities

We are obligated to decommission our nuclear power

plants after these plants cease operation Our nuclear

decommissioning trust funds and the investment

earnings thereon are restricted to meeting the costs of

decommissioning the plants in accordance with NRC

regulations and relevant state requirements We develop

our decommissioning trust fund strategy based on

estimates of the costs to perform the decommissioning

and the timing of incurring those costs When

developing our estimates of future fund earnings we

consider our asset allocation investment strategy rates of

return earned historically and current market

conditions

Our nuclear decommissioning trust fund assets are

At December 31 2008

In millions

Calvert Cliffs 346.9

Nine Mile Point 460.3

Ginria 199.1

Total $1006.3

Every two years the NRC requires us to

demonstrate reasonable assurance that funds will be

available to decommission the sites Our next NRC

submittal will occur in March 2009 Due to recent

declines in the financial markets the fair value of our

trust funds decreased $324.5 million net of

$18.7 million of contributions made to the trusts

during 2008 As result of this decline the NRC may

require us to provide additional financial assurance for

certain of our plants decommissioning trusts

Previously we have provided parental guarantees as

additional financial assurance but alternatively the

NRC could require other forms of financial assurance

including letters of credit surety bonds or additional

cash contributions to the trusts

Decommissioning activities are currently projected

to be staged through 2083 Any changes in the costs or

timing of decommissioning activities or changes in the

fund earnings could affect the adequacy of the funds to

cover the decommissioning
of the plants and if there

were to be shortfall we would have to provide

additional funding

Calvert Cliffs

When BGE transferred all of its nuclear generating

assets to our merchant energy business it also

transferred the funds accumulated to pay for

decommissioning Calvett Cliffs In March 2008

Constellation Energy BGE and Constellation Energy

affiliate entered into settlement agreement
with the

State of Maryland the Public Service Commission of

Maryland Maryland PSC and certain State of

Maryland officials The settlement agreement
became

effective on June 2008 Pursuant to the terms of the

settlement
agreement

BGE customers will be relieved of

the potential future
liability

for decommissioning

Calvert Cliffs Unit and Unit BGE will continue to

collect the $18.7 million annual nuclear

decommissioning charge from all electric customers

through 2016 and continue to rebate this amount to

residential electric customers as previously required by

Maryland Senate Bill which was enacted in June

2006 We discuss the Maryland settlement
agreement

in

more detail in Note to Consolidated Financial

Statements

Nine Mile Point

The sellers of Nine Mile Point transferred

$441.7 million decommissioning trust fund to us at the

time of sale In return we assumed all liability for the

costs to decommission Unit and 82% of the costs to

decommission Unit

Ginna

The seller of Ginna transferred $200.8 million in

decommissioning funds to us In return we assumed all

liability
for the costs to decommission the unit

Coal

We purchase the majority of our coal for electric

generation under supply contracts with mining

operators and we acquire the remainder in the spot or

forward coal markets We believe that we will be able to

renew supply contracts as they expire or enter into

contracts with other coal suppliers Our primary

coal-burning facilities have the following requirements

Approximate

Annual Coal

Requirement

tons

as follows

Brandon ShoresUnits and

combined

CraneUnits and combined

WagnerUnits and

combined

3500000

850000

1100000



We receive coal deliveries to these facilities by rail

and barge Over the
past

few
years we expanded our

coal sources through variety of methods including

restructuring our rail contracts increasing the
range

of

coals we can consume and finding potential other coal

supply sources including limited shipments from various

international sources While we primarily use coal

produced from mines located in central and northern

Appalachia we are capable of switching to coal from

the Western United States or imported coal to manage

our coal supply The timely delivery of coal together

with the maintenance of appropriate levels of inventory

is

necessary to allow for continued reliable generation

from these facilities

As discussed in the Environmental Matters section

our Maryland coal-fired generating facilities must

comply with the requirements of the Maryland Healthy

Air Act HAA which requires reduction of sulfur

dioxide SO2 nitrogen oxide NO and
mercury

emissions We are installing emission control equipment

at each of our Maryland coal-fired facilities The new

equipment and HAA emission reduction requirements

will influence the characteristics of the coals that we

burn in the future

All of the Conemaugh and Keystone plants annual

coal requirements are purchased by the plant operators

from regional suppliers on the
open

market The sulfur

restrictions on coal are approximately 2.3% for the

Keystone plant and approximately 5.3% for the

Conemaugh plant The Keystone owners are installing

emission control equipment at Keystone which will

result in sulfur restriction of 5.3% Although we

expected the Keystone and Conemaugh facilities would

have to comply with Pennsylvania mercury regulations

beginning in 2010 in January 2009 the Pennsylvania

Commonwealth Court held that those regulations were

invalid based on February 2008 federal court decision

that struck down the Federal Clean Air Mercury Rule

CAMR The Commonwealth of Pennsylvania has

indicated that it may appeal the courts decision At this

time we cannot predict the ultimate outcome of these

proceedings or its effect on our financial results

The annual coal requirements for the ACE
Jasmin and Poso plants which are located in

California are supplied under contracts with mining

operators These plants are restricted to coal with sulfur

content less than 4.0%

The primary fuel source for Panther Creek and

Colver
generating facilities is waste coal These facilities

meet their annual requirements through existing reserves

of mined and processed waste coal and through supply

agreements with various terms

All of out coal requirements reflect historical

generating levels The actual fuel quantities required can

vary substantially from historical levels depending upon

the relationship between
energy prices and fuel costs

weather conditions and
operating requirements

However we believe that we will be able to obtain

adequate quantities of coal to meet our requirements

Gas

We purchase natural
gas storage capacity and

transportation as necessary for electric generation at

certain plants Some of our gas-fired units can use

residual fuel oil or distillates instead of
gas Gas is

purchased under contracts with suppliers on the spot

market and forward markets including financial

exchanges and under bilateral agreements The actual

fuel quantities required can vary substantially from year

to year depending upon
the relationship between energy

prices and fuel costs weather conditions and operating

requirements However we believe that we will be able

to obtain adequate quantities of gas to meet our

requirements

Oil

From 2006 through 2008 our requirements for residual

fuel oil No amounted to less than 0.5 million

barrels of low-sulfur oil per year Deliveries of residual

fuel oil are made from the suppliers Baltimore Harbor

and Philadelphia marine terminals for distribution to

the various
generating plant locations Also based on

normal burn practices we require approximately

8.0 million to 11.0 million gallons of distillates No
oil and kerosene annually but these requirements can

vary substantially from
year to year depending upon the

relationship between energy prices and fuel costs

weather conditions and operating requirements

Distillates are purchased from the suppliers Baltimore

truck terminals for distribution to the various

generating plant locations We have contracts with

various suppliers to purchase oil at spot prices and for

future delivery to meet our requirements

Competition

We encounter competition from companies of various

sizes having varying levels of experience financial and

human resources and differing strategies

We face competition in the market for energy

capacity and ancillary services In our merchant energy

business we compete with international national and

regional full-service
energy providers merchants and

producers to obtain competitively priced supplies from

variety of sources and locations and to utilize efficient

transmission transportation or storage We principally

compete on the basis of price customer service

reliability and availability of our products

With respect to power generation we compete in

the operation of energy-producing projects and our

competitors in this business are both domestic and

international
organizations including various utilities

industrial companies and independent power producers

including affiliates of utilities financial investors and

banks some of which have greater financial resources

10



States are considering different types
of regulatory

initiatives concerning competition in the power
and

gas

industry which makes competitive assessment

difficult Many states continue to support or expand

retail competition and industry restructuring Other

states that were considering deregulation have slowed

their plans or postponed consideration of deregulation

In addition certain previously restructured states are

considering re-regulation of their retail markets While

there is significant activity in this area we believe there

is adequate growth potential in the current deregulated

market

As the market for commercial industrial and

governmental energy supply continues to grow we have

experienced increased competition on regional basis in

our retail competitive supply activities The increase in

retail competition and the impact of wholesale power

prices compared to the rates charged by local utilities

has in certain circumstances reduced the margins that

we realize from our customers However we believe that

our experience and expertise in assessing and managing

risk and our strong focus on customer service will help

us to remain competitive during volatile or otherwise

adverse market circumstances

Merchant Energy Operating Statistics

2008 2007 2006

Gross Margin In millions

Generation $1956 $1700 $1490

Customer Supply
765 889 764

Global Commodities 260 654 656

Total Gross Margin $2981 $3243 $2910

Generation In millionsMWH 50.9 51.6 59.1

Includes output from gas-fired plants until sale in December 2006

Operating statistics do not
reflect

the elimination of intercompany transactions
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Baltimore Gas and Electric Company
BGE is an electric transmission and distribution utility

company and
gas

distribution
utility company with

service territory that covers the City of Baltimore and

all or part
of ten counties in central Maryland BGE is

regulated by the Maryland PSC and Federal Energy

Regulatory Commission FERC with
respect to rates

and other aspects of its business

BGEs electric service territory includes an area of

approximately 2300 square miles There are no

municipal or cooperative wholesale customers within

BC service territory BCEs
gas service territory

includes an area of approximately 800 square miles

BGEs electric and gas revenues come from many

customersresidential commercial and industrial

Electric Business

Electric Competition

Deregulation

Maryland has implemented electric customer choice and

competition among electric suppliers As result all

customers can choose their electric
energy supplier

While BGE does not sell
electricity to all customers in

its service territory BGE continues to deliver electricity

to all customers and provides meter reading billing

emergency response and regular maintenance

Standard OJJŁr Service

BGE is obligated to provide market-based standard offer

service SOS to all of its electric customers who elect

not to select competitive energy supplier The SOS

rates charged recover BGEs wholesale power supply

costs and include an administrative fee The

administrative fee includes shareholder return

component and an incremental cost component As

discussed in Item Management Discussion and

AnalysisRegulated Electric Business section BGE

resumed collection of the shareholder return portion of

the residential SOS administrative charge which had

been eliminated under Maryland Senate Bill from

June 2008 through May 31 2010 without having to

rebate it to all residential electric customers BGE will

cease collecting the residential shareholder return

component again from June 2010 through

December 31 2016

Bidding to supply BGEs SOS occurs from time to

time through competitive bidding process approved by

the Maryland PSC Successful bidders which may
include subsidiaries of Constellation Energy execute

contracts with BGE for varying terms

commercial and Industrial Customers

BGE is obligated to provide several variations of SOS to

commercial and industrial customers depending on

customer load

For those commercial and industrial customers for

which SOS originally had been scheduled to expire at

the end of May 2007 BGE must continue to provide

SOS indefinitely on substantially the same terms as

under the then existing service except that wholesale

bidding for service to some customers will be conducted

more frequently

BGEs obligation to provide SOS to its largest

commercial and industrial customers expired in 2005

However BGE continues to provide an hourly priced

SOS to those custonsers

Residential Customers

As result of the November 1999 Maryland PSC order

regarding the deregulation of electric generation in

Maryland BGEs residential electric base rates were

frozen until July 2006 However Maryland Senate Bill

enacted in June 2006 delayed full market rates for

some residential customers until June 2007 with the

remainder of residential customers going to full market

rates in January 2008 Pursuant to settlement

agreement entered into with the State of Maryland the

Maryland PSC and certain Maryland officials in March

2008 BGE provided residential electric customers

approximately $189 million in the form of one-time

$170 per customer rate credit We discuss the Maryland

settlement agreement in more detail in Note to

onsolidated Financial Statements and the market risk of

our regulated electric business in more detail in Item

Management Discussion and AnaiysisRisk Management

section

Electric Load Management

BGE has implemented various programs for usc when

system-operating conditions or market economics

indicate that reduction in load would be beneficial

These progranss include

two options for commercial and industrial

customers to reduce their electric loads

air conditioning and heat punsp control for

residential and commercial customers through

both programmable thermostats and load

control devices and

residential water heater control

These
programs generally take effect on summer

days when demand and/or wholesale prices are relatively

high and had the effect of reducing BCEs system peak

load by 236 MW during the summer period in 2008

BGE is developing other programs designed to

help manage its peak demand improve systens reliability

and improve service to customers by giving customers

greater
control over their energy use

BGE has concluded an advanced metering pilot

program and is utilizing the results to develop strategy

for full deployment of the advanced metering program

BGE is also continuing pilot program to evaluate

pricing options designed to incentivize customers to

12



decrease
energy use during peak demand periods

Additionally in 2007 BGE initiated limited

conservation program that provides incentives to

customers to use energy
efficient products and to take

other actions to conserve energy The Maryland PSC

recently approved full portfolio of conservation

programs for implementation in 2009 as well as

customer surcharge to recover the associated costs We

also discuss the demand
response

initiatives in Item

Management Discussion and AnalysisRegulation

MarylandMaryland PSC section

Transmission and Distribution Facilities

BGE maintains approximately 250 substations and

approximately 1300 circuit miles of transmission lines

throughout central Maryland BGE also maintains

approximately 24500 circuit miles of distribution lines

The transmission facilities are connected to those of

neighboring utility systems as part of PJM

Interconnection PJM Under the PJM Tariff and

various agreements BGE and other market participants

can use regional transmission facilities for energy

capacity and ancillary services transactions including

emergency assistance

We discuss various FERC initiatives relating to

wholesale electric markets in more detail in Item

Management Discussion and AnalysisFederal Regulation

section

Electric Operating Statistics

2008 2007 2006

Revenues In millions

Residential $1695.9 $1514.9 $1092.1

Commercial

Excluding Delivery Service Only 604.0 577.4 733.4

Delivery Service Only 222.8 217.0 149.4

Industrial

Excluding Delivery Service Only 31.3 31.6 46.8

Delivery Service Only 27.1 27.8 26.2

System Sales and Deliveries 2581.1 2368.7 2047.9

Other 98.6 87.0 68.0

Total $2679.7 $2455.7 $2115.9

Distribution Volumes In thousandsM WI-I

Residential 13023 13365 12886

Commercial

Excluding Delivery Service Only 3957 4364 6325

Delivery Service Only 11739 1921 9392

Industrial

Excluding Delivery Service Only 242 287 467

Delivery Service Only 3002 3175 2988

Total 31963 33112 32058

Customers In thousands

Residential 1108.5 1103.1 1093.3

Commercial 117.6 116.7 115.5

Industrial 5.3 5.5 5.2

Total 1231.4 1225.3 1214.0

Primarily includes network integration transmission service revenues late payment charges miscellaneous service

fees and tower leasing revenues

Operating statistics do not rflect the elimination of intercompany transactions

Delivery service only refers to BGE1 delivery of electricity
that was purchased by the customer from an alternate supplier
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Gas Susln.ss

he wholesale price of natural gas as .t ti riittiidit is

toil siihjet to regulation All RI gas ciiSlottterS hate

lie lit lull to purchase gas front .ilrernitlve
Silfif

rhiCi

including subsidiaries of iiiisitIt.ttitiii lirelgv

corrriniies Lii deliver gs to ill customers within its

service territory his delivery service is
negiil.ited

by lie

Nlarvkotd PS

.I also un Vide cilsionict sculi itteer reading

111
rig emergency response reguhu nra it ci 1.1111 ird

balairung services

\liliroxitttrelv SO of the
g.is

deliseted iLs

chisrrtbtitiiiti systtrii Is for listottlcrs tlio hi.lse
L.ls

frtirtr ilterrl.itise suppliers hese tistorticts lie h.itged

fees no recover the 10515 mit urs ii deliver the

ustoirter gas through out dtsr nmhumr ott system

rrrirker hi.sed rates tic etir vt 11cc ht.ittistni
.ippl es

to cutsnmrniers that buy their gas from I. tidet iii is

met ht.intistnt ds aittial cost of
gas is otttp.ticd to .1

rrrtrkci index measure of rile market pre of gas ii

given period he tltfferetit hersveert ls itt mu 051

and the rit.i rker index Is shared equal iv let ss eel

sharchm riders rid itsO line rs ft list set iii \e

price contracts fot it least hut riot itiore hot

209i of foretasted svstetti supply retlliirctitetits lot

tiowittg i.e. tonstorage gas for the Novetithet

through M.urtht period These fixedpuce cOiitnt is

11111 stihet ti shlarilig
iitudt he iir.urket bused lies

Incentive rrieihiairisIrl

nteets Its n.tltir.il gus load
requitretimetit

through finn pipeline rn.inspiirr.urmiii itoh stot.ite

cnmni leirrerrts

iirrcrir liPelitit
firm

rarispirm.ttiin

eittttltioettts ill serve irs firm loads are 338053

dek.irhrertiis 11 II per day

ciirtcttt tri.isiirriinr storage entitlements are

11 pr cliv lo siipplenrenr its gas supply at

totes if heavy ssitircr derii.ittujs and to he ivail.ihlc in

ciii p1 ci nergert ies .if ft-i ti
rig gus siiplhv has

Imqocfied triror.ui gas fat fits for the

liquefaction .ittd storage iii natural
gas with

ott1 storage t.up.it
try of 09297 nH and

LOIS
.ii.it itS of II .501 1111 .ittd

.i

iiop.iuie
aim facility .ord nutted tavern with

tiH storage ip.ict eq uivalcti to S6q 200

1111 .iiid daily capacity of 85001 1111
.1- his tiiichc-i cotiirj_ stiffli tent vohitrics of

propiimc for rhc opet it ott of rite
prop.uttc air fat ilitv arid

is .mp.uhle of
hi1tiefvitig

stiffit ciii vohottes of naruiral
gas

duroig the suittttiei titoturhis for
open.uti iris of its

liquefied iiututal gus fat his duritig peak winter periods

htistoric.mllv has Ileeti able to arrange

shroit let oi coittt.uc is ot ext hu.itigc .igrccrrtcnts
with other

gas onttpao es 01 lie event of sitortterm disruptions no

gus supplies ill itteet .iddti ionai den-rand

011 also
pilot pates uu rIte oirerst.ile markets Iw

teic.tsliig pipeltite .ipat ii or bundling pipch Capat 0v

oh
g.ls

foi off svsrettm sales ffsvsmem gas sales are

loss ouo gui ret sales of gas to wholes.tle suppliers of

oral gas at hugs fuotti Itest at wit its are shared

her wccnt sf1
.u

rchi dde rs .1 rid uisr iii rs II ma kes these

salts as par if
pi tigrarri to hal.uric its supply of and

list of 0.0 ur.il gas
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Gas Op.ratlng Statistics

istrjbution Volumes in rhousapwLcl IH
Residential

Excluding Ielivery Service Only

Scrvice Only

Commercial

Excluding Edivcry Service Only

lelivcry Service Only

Industrial

Excluding lclivery Service Only

lclivcry Service Only

System Sales and Deliveries

OfT-System Saks

Fr.nchls.s

13GE has 000exclusive electric and gas franchises to use

streets and other highways that arc adequate and

sufficient to permit it to engage in its presem business

Conditions oi the franchises arc satisfactory

Othr Nonr.gulat.d Buslnssses
UnI$tar NucI.ar

In 2005 we formed UniStar Nuclear LLC UniStar

joint cnterprisc with AREVA N1 Inc AREVA to

introduce the advanced design Evolutionary Powcr

Reactor to the U.S market Upon conversion to U.S

electrical standards the technology will he known as the

U.S EPR

In August 2007 we formed joint venture

UniStar Nuclear Energy I.LC UNE with EIE We
have 50% ownership interest in this joint venture to

develop own and
operate new nuckar projects in the

United States and Canada EIF
initially

invested

$35 million of cash in UNE and we contributed our

interest in UniStar and other UniStar-related assets

which had hook val tic of $49 million and the
right

to develop new nuclear projects at our existing nuclear

plant locations In the event that the joint venture is

terminated the remaining equity of UNE..ifter certain

expenses will be divided equally between Constellation

Energy and
pursuant to the joint venture

agreement

In 2008 ElF contributed an additional

$175 million to UNE based upon reaching certain

licensing milestones El will contribute up to .10

additional $100 million to UNE for total of

$625 million upon reaching additional licensing

2008 2007 2006

Revenues In mlIons

Residential

Excluding Iclivery Service Only 567.8 552.0 490.2

Service Only 19.0 19.0 20.6

Commercial

Excluding Ielivcry Service Only 161.8 154.1 148
Ielivery Service Only 46.4 41.2 35

Industrial

Excluding 1elivery Service Only 8.1 7.8 7.5

Ielivery Service Only 14.5 22.1 19.3

System Sales and leliverics 817.6 796.2 722.4

Off-System Sales 197.7 157.4 168.6

Other 8.7 9.2 8.5

Total $1024.0 962.8 899.5

37675 39199

4119 43l

12205

29289

12464

30.367

650 58

18432 17897

102370 104.895

18782 19963

121152 124858

33019

3948

11683

2565

604

20325

95274

9738

115012Ibtal

in thousandc

Residential 605.0 602.3 597

Commercial 42.8 42.7 42.3

Industrial
1.1 1.2

lotal 648.9 646.2 640.6

Operating statistics do not
reflect

the elimination of intercompany transactions

Ielivery service only refers to BGfl ddvery of gas that uas purchased by the customer from an alternate 5upplier
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lIlestolles .iftet 5510 ii fiit iite fliodoig 55111 he tililde
.1

pro r.o.i bJss In 200M sse onlllhulei .oiditionjl .ssets

whih had
.i

book value of $2 million

Ifl 01111CC 11011 ssitii 1111 0111 Vl1111R Ill we

Iter.i 11111 II IlVsIlll
.f_eel11el1l ss III II IlIldel

which 1.1 is lititited 10 owning no tOlte Ill If

lIlt titsl.nidiIg OflnlloIl 5101 until July 12 .oid is

requi red 10 lie dInes III 11111011 st

ovncd by
it in tue minuet te onhtnetlded by 1111 good

of md not lIke mv lions 1110 seek 011101

of
ltielgv IlIltil lilv In ontle 11111

with the eX litiOlI tile ItlVeslnletil Agleeillenl Ill

cceinber 200ff till llisesti
.igreetilenl was .IlIeiided

to cti.ibl1 Ill coiine 11111 ssith ClInt ItIalRilits

CVCIIIS sill ii
.1 ii.itige ii Iltitrol tr.osd lion to

4CiiFe Sil.ltC5 of 011 0010001 5o dmye lilt

lInitatlt .110.1 to volt 15 5I1.IIes .11 its dist retioll lift

.i.flClidcd ill VCStO1
.lgrcclllcnt

.1151 piuvidc thaI lulluWiiig

1.1 .11
jLiISt

loll Ii If 10 00 kit
genIi 11111

.110.1

oper.it
loll iliSliess II ss ill ILIVe tile

ight to

appoint Inc director to our Ro.ird If Iite lots A.s

Iccniber 2008 I1 lsvned
.lppio.itthiielv

MS

Ii our Olltst.itldltlg 01010 5i0

Un.rqy ProJ.cb and S.Mc.s
We offer

eiergv prl feC Is Id set es to 11 ige

CoflhilieR i.il itiduitri.iI .1111 governtlleol.l lislollIel

lhcsc energy pr0dul.t .1111 serVices incliide

designing 01151 ilk 111g .ltld
peril II1

rettew.ihle energy hell
lug oolotg .1111

ogeilerat Ii il lit es

w.iter and
energy s.ivltlgs projects .1111

perfornl.ine 01111.1101g

etergv Cl iiiLl II
tig

.1111 pu IC UrcIl cr11 set It es

serves to Ctiiltl ti1e rellJhlit of iRhVdul

eleC Irk supply sVStetliS 4111

custon ied 11 na 111 ng ut emit yes

Horns Products and Gas RstalI Mark.tlng

\Xe oiler SCrVftCS to eUstotliers Ill Ma rvla lId tILl Lid tIg

ilotile
ttlprovettlen is

the service of he.it
lug .11 cli Ildit loll 11g

plumbing dectrical .uid indoor air quality

SYstefliS .utid

the sale of natural gas residential 11511 inicrs

Consolidated Capital Requirements
Our total capital requirements for 200ff were

$2.2 billion tills 1ltllOUflt $1.7 billion wi used in

our nonrcgul.uted businesses and $0.5 billion was used

in our regul.lt
ed business We est mate 01 tIlt .iI it .11

requiretilenis will be SI billion ill 200
We nti tItlOtiSl review .ili ill nge lit C.il ta

expenditure programs so act tial expetldit tires 11111% vars

from the estimate above We is 1155 1111 api 1111

requirements ftirt her itt /Woi Manaeolntc IuuvIio

iwI Analysis .1p1t/ Isources 5CC till

Environmental Matters

iw
leVeIOliitlellt involving site sele tion

ellVltoIolientil lsSeSSlleitts Old
CFlit lug

lIst 1111 Il 1111.11 lOll lid
lliet.itioi

lit del tric

at ing .1111 tlft11 iii1it loll kill fts Fe sliieCt 10

StIlls lye etie mul 51 .ite titl 101.11 liv Iii Illet tit tid

11111 use 1.ws ott teglil_ul tolls hot tile beginning

pilases
of tIveloplileiul tI gog operation of

esisli ng Ii lW eleCtrIC
generatitlg .1111 dist rihutioti

f.i lilIes III R115ltlS it1VIlSe llillliiiltld 55011 IlvI rse

liSSs .111
leglll.ll 1111 111.11 uddtess Ill issions md imp.i

to it lilt 55 let prott tiOll of ii.ttiir.il mtid cuittural

tesllililes .111 ielnI.ul oni sv.lste hiindlitig mel

1111 Il1Olilsly inolloor fetletal state .11111 local

ensllollllleiliil ilnII.ilIses 10 tieletIllne
plltellti.il iillpal.s

Ill lii fitt.ui il results As tew l.isvs
regul.it ions are

p10111 iilg.otcd WC aSsess lId
appIll_abili iv and

IIlplelIleIlI the nec essarv iiiodific.it ins to our f.i Ilities

Ill tileir
111111 Oil Ill Itl.1i111.iItl llIlgoOlg ttlpliance ut

.1111.11 txlielilt 115 were .ippnxltl.iielv 5751 iii Ilioti

dllrnlg Ihe fise year
1ietiod

2042008 to oniply 5Sitil

existing etiVnonnlelolI st.itidirds .uttd regulations Our

es 1111.11 ed etivint itten .il

L.i 1111 requ iCtIiCtltS for the

next Iliree VCits .111 .upliroxItti.mtel $331 million iti

200k 550 111111011 iii 201ff 111 $25 million in 2011

AIr Quality

ederal

ile lean Ait ieuted lile Ii.isk flaitlessrk for till

federal .ititi state reglil.t lOll If or
polllitioti

.\itoa/ /1 Pi//Iit ilir Q011/t .Stafldard NAil u.S
Ille AAQS .1 Fl ICru ut nil itv st.Ildi rds .10 thor ied

iitider tile le.iIl Air ACt 111.11 est.ihlish ttl.iximun

.u.ilhleilt iii 0tlltltt.itIOtlS for tlit flllossilg specific

polllit.itits I/otle sniog .1111111 tllOtlOXide lead

p.irticulates SO 4111
ilitrogell

dioxides

In order for stat tI .ich eve 0111 pl lance with the

NAAQS the I.tlvironmetit.ul Prote lion /getic EPA
.idlpied ti11 le.iti Air ltlterst.ute Rule AIR ill M.irch

200S 10 filthIer tediie Il/otie .old flue particulate

poP lu ion hs address
tig

the in terst .111 ran
spi

irt of

ttd rtii issioti from bssi fuel fired gcnerat tig

facilities located
prltil.irily

in the Eastern United States

Iti et etiiher 2008 the uited Statcs oiirt of

A1ipe.ils
for the 115110.1 iii llllittlhii Ill lilt reversed its

July 2008 decisioti to effectively repeal CAIR and

re 1tl tIded tIll Issue III the II film Otls iderat ion As

rcslilt the re1nretiienls of AIR Rill.liti ill ef1 iititil

ti11 PA mkes itt it her .it ion nnot predict what

idditiotiil lielil ill legisl.it lye or regulators actions will

be t.ike It
resplltise

to the Oh rIs dec sit 01 tIm lie PAs

id ililSltIer 111 Al or whet her such may

die1 our fili.ill1 lul teslilts We do ilili believe rht the

tepeul iii AIR Wild result in ttiiteriiil change to our

illissll Ils red lilt 1111 pI.ltl ill
.m

rsla tiel ms the etii scions

111111 ti
reiiir-ilietlts

Ill 11.irvl IAA .uid lean
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Iwer Rule are niore st ri tigen nil applv soc mel

han those under CAl lowever future flanges ii

Al could atlect thi market prices of and

iU ission allowinces which cou ki in
ii .i

he oci

Ii nauc al results We disc 1155 hi in Ipac hat these

rulings had on our 2008 results in /ten A1aagcurnr
lseus5iop and AnaIysssMrrc/an Iierg Busnsj

se_ loll We discuss these rub
ngs in more dei ai in tite

Not /2 to .opI5o/dafrd /iuaua/ Satewu
In March 2008 the EPA adopied st rk icr

NAAQS for oione We are tiilalle to ktcrnlitle the

iii piet hat Con ling wit it the strict ci NAAQS ho

0/one will have on our fuiiancial results out ci the states

in which our generatIng facilities ire Ic at ed .id
ipt

pLits to mcci he new sta tldards

In ccettther 2106 tile United States ourt of

Appeals for the Iist riçi of OlU nibia Crc uit ru led Iii

requirenlent to impose fees on enlissiotls sources based

it the
previous u/one st.iiidcrd Section 185 fees

which had been rescinded by the EPA in May 2105
rem.ii ned

.ippl
icable rd cc se to Veil her 2115 ttd

remanded the issue the
rei ott siderat ion

pet it ion to the United Statcs Supreme ou rt to hear an

appeal was denied in J.i ii uary 2008 he Ii 1.4.5

.111 tulu nced hat it intends to propose nguki tO ills to

address how Section 185 Ices will be handled lii

.iddii con the ex.k ttethcd If
0tltLit itg these fees has

riot beeti established .ind will depend it part ott stile

inpletnetii.ittott regul.it toils hat have flot been

proposed .onseq tiei Iy WC .1 re Li n.iile to est mate the

iilt tiutc financial inpac of Ii is mat ter in
light of the

Li ncertai toy surrounding the an tic ipa ted EPA and state

rulemakings lowever the filIal resolution of this

matter and any kes that are ultimately assessed could

have material
inlpact on ni financial esu Its

In September 2006 the EPA adopted stricter

NAAQS fr particulate matter We are iitiahle to

determine the nipact that
implyi rig

with the si rk icr

NAAQS fr particulate matter wilt base In our

financial results until the stales in which our generating

ficili tics arc located adopt plans to meet the new

standard

Haurdous Air Epnssjonj

In March 2005 the EPA iinaliiad the to reduce

thc emissionS of mercury from coal-fired facilities

through market-based
cap

and trade program CAMR
was to afhct all coal or waste coal fired boilers at ur
generating facilities However in February 2118 the

United States Court of Appeals fr the istrkt of

Columbia Circuit struck down CAMR In response to

this decision the EPA recently announced that it

in tends to develi new ners ci rv ent ssn ct st .1
nd.i rds

under the CAA Any new standards that require the

installation of additional emissions con trot tc II nology
beyond what is required tinder Maryl.inds ilcalihy Air

As .1111 kin ower Iii Ic WI ic ii are disc usss-d below

11cV require us to incur addit tonal costs wiuc ii couki

lIV ntaterc.il effes ot iicr iltuitc ci results

\eu .Sour.- /eflu

Ii comics tion witit its etlhcrsetuctt of the AAs ness

source review rclliirenlects itt 2000 tile EPA
requested

lttfirmatictl relating to ttlodiflcat oils nLisle to

Ri .ctii.fon Shores rule cud W.igttcr pl.iius losatc-d in

Slit yi_iid he i.lA ilsi situ sItlil.it hut itarrower

nfl Itttlitictl
resiciests to twol If ticir newer leilnsvlv.inij

Waste oal biii
titig plalits itt ss hn II we have an

costletsitip litlctest \\c tcspoltded to tile iIi\ in 2XI
.itid is of tile ci of this

report the l.lA has ickr-ii itO

flirt iler action

i\ ui55 iissed Ii JVOfr /2 tO .oiu/dnj hnana/
Stsurnt it i.oi li.i its 1.1 Issiti

.i Nut ice 01

\tol.it loll III tIe it Oi siibsidiirics alleging that tie

Kevstottc
IlfitlI lccated ii lkiittsvlvitii If which we

15511 .i interest performed v.iriclis capital prolects

5V It 111 Lit 1111 phi tig wit It IC flcw silO ri review

lej iii rettleit is

Based oil iiic level of etltssiots lilt rol tit_it tllc

.insl st.ctes arc seekitg iii tew solurce review

ctlfIl sIileill .k ilIlIls WI lelieVC ti.It mitt-ri_il ddition.il

IsIs anti
psi_ilt ies could be iii lirreol .ittd planned

.iIli.il CXptflhitiies cllild he aceler.itcd it the EPA

\5s siisso.issful ill OilS icititic- tiolls regarding ocr

lii lii itS

.5 hire

I.i 111 i.i iou pt of lU ii AA .itld hr wh kb
esi.chllsfl IlIiiii .0111 hUts liis ditlissilit

C.ifIs

tot
siles

If Is sod tIicol tillIt ill Slit sl.ciisi hIs
Ilidillg lillhts

los .ted
dl

11111 If out tis Iii Iss hr rtqiiirenetlts If

the ii Ai\ uhf the tot and mercury

ill issiins .i more stringent .i ti apply sooner than

lose
req red ti ilder Al B. In iddit ion Ien sylvan

it id id pted reglil it io its req cii tlg cc alh red generating

is liii es lo.ited in en nsvl v.i is i.i to reduce mersu ry

stllcssitS As WI I15CU55 lit thr .a1 sectioti

kn nsvlva ia court held it at those regulations were

tlvul id in Ian nary 2009

Several other st.ites in tile northeastern U.S

o.on ii iitie to co Itlsider nb re st ri

ngen and earl icr

NO and merurv etbbi%stdins redLis thOtls thitt those

required utboict AIi IF .\Sli

Maryland also is in tile process of
coitsidering

iI.c

tlgcs to its current op.icitv reglilat ions Coissistefi

with its cotsstnittiieii cc ri-solve longstanding industry

hIS erit thou the regu I_it ions cont in UOLiS Cots pl iance

reojiiiremecis lowevcr we are not vet able to

deterncile the fits.iI form these revised
regiilutiotts svill

take or the
insp.ict

scich revised regulations could have

lOt our itisiitess icr fin.ins ial results
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apital penditure Eaimareslir Quality

Wc expcct to incur additional environmental capital

spending as result of complying with the air quail

Liws
.i

nd regu Lit ions discussed above lo ern ply with

II AA
.i

nd we will install add it tonal air emission

etititrol equipment at our coal-fired generating
facilities

in Maryland and at our coowned coalfired facilities in

Pennsylvania to meet air quality standards We inciudc

in our estimated environmental capital requirements

c.ipii.Il spending for these air quality projects
which we

expect
will he approximately $295 million in 2009

S4 million in 2010 $15 million in 2011 and

$3 million from 20122013

Our estimates ire subject to significant

Li ncert liii ties inc hiding the timing of any
additional

kdcral and/or state regulations or legislation such as

any regulations adopted by the hPA in response to the

court decision striking down CAM the

implementation imctabks for such regulation or

legislation and the specific amount of emissions

reductions that will he required at our fitcilities As

result we cannot bet our capital spending or the

scope or timing of these projects
with certainty and the

tual expenditures scope and timing could dif1r

signifIcantly from our estimates

We believe that the additional air emission control

equipment we plan to install will meet the emission

reduction requirements under HAA and CPR If

addition.il emission reductions still are required we will

assess Va nous compliance .ilt ernat yes and their

rd.it ed lists nd .il though we can not yet
estimate the

additional costs we may incur such costs could be

material

Global Climate Change

Although uncertainty remains as to the nature and

timing of greenhouse gas
emissions regulation there is

an increasing likelihood that such regulation will occur

at the federal and/or state level In the event that

greenhouse gas emissions reduction legislation or

regulations arc enacted we will assess our various

compliance alternatives which may include itistalfation

of .iddit ional environmental controls modification of

operating schedules or the closure of one or more of

our co.il-fired generating facilities Any compliance costs

we incur could have material impact on our financial

results

lowever to the extent greenhouse gas emissions

are regulated through federal mandatory cap and

trade greenhouse gas emissions program we believe our

busincs could also benefit Our generation fleet

urrentlv has carbon dioxide CU2 emission rate

lower than the industry average with more than 60% of

the fleets output coming
from low emitting

nuclear and hydroelectric plants Our global

om mod it es operation has cx perience trading in the

markets fir emissions allowances and renewable energy

credits

In ice orda nce with II AA
req iii re men Maryland

bec .itite bill part iii pant in the No heast Regional

Initiative in April 2007

Jnder the Maryland epa rt men of the

Iti vi in men atict ions 00% of allowa nc-es

associated wit ii Marvltnd power plants which iticlude

plan is owned iw us Atict ions occurred in Sept ember

nd ecentber 20 Although we el ud not incur

material costs in hese .itici ions we could incur material

costs its the ftittire io purchase allowances

tiecessarv to offset missions front our plants

lit add it it tn al forn ia has adopted regulations

req Lii ring oti general ng faci lit ks in Cal him ia to

subni it greenhouse gas emissions dat
.t

to the state

wit ic ii the state iii citds to use to develop .1 plan to

reduce greenhouse gas emissions

We con flue to evaluate the
potent

al in pact of

the FIAA and emissions requirements

.1 nd participation our financial results

In wever our corn pIta nec costs could he material

Water Quality

Ihe Water Act established the basic framework

for feclcri nil state regulation of water poll Lit ion

ci tnt ml .i iid requires .tci lit ies hat ci ischa rge waste or

Storm wit er into the waters of the Jn ted States to

obtain
Ixrtlstts

Wtr lrakr Rgulatson

Ihe Clean Water Act requires cooling water intake

structures to reflect the best technology available fir

rninimiiing adverse environntental impacts In
Itily

2004 the lIA published
fi nil rules under the lean

Water Act fuir existing ficilities that establish

perfornsiiice standards fir meeting the best technology

available fir tliinimiiitig adverse environmental itnp.icts

We currently have seven I.icilitiesafIccted by the

regu
Lit ion In an u.i rv 2007 the In ned St ates oii rt of

Appeals fir the Second irctiit ruled that the EPAs rule

did not properls implement the Clean Water Act

requiremert Is its .1
nunshcr of areas and remanded the

rule to the IPA for recotssicleratiots

In resp inse to Is is ru Ii ng iii uly 2007 the EPA

suspended tile see ottd phase of he regulations pending

further rulemaking and directed the permitting

authorities to estahlish cotitrols for coolitig water intake

structures that reflect the best technology available for

minirni/itig adverse environmetital impacts In

ecember 200 the Jtiited States Supreme

heard an .ippeal
of the Second Circuits decision relating

to the applicat iou of cost-benefit analysis to best

technology .mviilihle decisions and decision is expected

in 2009

itt addition the I.PA is expected to propose

regulations bttt the in ng of those regulations is

uncertain We will evaluate our compliance opt ions in

light
oh the Su

prettie
oti ri md Sec otid rc ii it
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decisions die PAs In Iv ordet id ii iv siie ic to

IPA proposaLs At this time we innot estimate ctiir

till pl tiflCC COStS hut hS told tllitCti.i

Haz4rdous and So/id Wsre

We discuss proceedings relating to ciirnpliaitce
with the

omprehensive Environ men ma Res mw on
çsensat

ott

.ind liability Act in Notr /2 to nco/idatra /lamhi/

Statmpts

Our coaltired general rig
facilities produ

tpprox matelv m%so 3111 halt to lii ti ii ms of

combustion by prod ut ash eai 11 ea he PA

atinouttccd in 2007 its ititeilt intl iii develop tiat ioii.il

standards to regulate iii is mat cr1.11 .15 .1 ilOti ltaia rdou

waste and has ieen developing or totisideritig

regu at ions govcrtt lug
the

pitt etiteti of ash iii mid fi Is

sit rfacc
nipou

ndtnen is sa nd/gt ave1 sii rfa till ties tid

tital mines In addition the Maryland ep.irt imient iii

the Environ men ii tial iied regulat iii is gove till
ilg

tile

disposal storage use and
p1.it etilen if .isli iii ei etililet

2008 Federal regulatioti it.is the potent al to R-sult iii

additional requirements epctid rig
on lie Ipe iii Ui

final federal requirentetits our tottipliath osts 1011

he material

As
.i

result of thcse regulatory propos.Ils uid out

rretl ash
getlerat

ion po jet il ti We .0 CX pIt iu
iig

11111

options for tile
management

of ish ni luduig

totlstrution of .itt ash pla ettietlt Li ility vet lie iiext

five years we est mate that our ipit.ll expenditumes foi

this proje will he
.tpproxlni.ltely

S6 nollloii io

estitlutes.lre subject to sigtmili
.itit iitiCi tutu CS

Itit tiding tile
tit1ltil

of
atiy regulatory iiiaiige is

implemetitation titnetable .utid the ope if lie fui.ul

requiremetlts As
.i

result we t.utltiot ptedit our Pith

spending or the scope atid
inhitig

of tius
prtie WIt Ii

certaitity and the actual expenditures wopc .utid
tinmimig

ould difler
sigttifIi.itiily

frotti on ext lnl.llis

Empioy..s
In eentber 2008 we annniiticcd global worktorr

reduc non of .ipprox m.tt dv 8i \X comp ed .u

portiotl of this reduction in 20DM with the rt-tniitnlt-r

expected to occur in 200 ti con tle wit ii liii

eflorts to sell ott upct rca iii gas p0 pert es .11
1111111 it

tlit .L ot .1 ril.lJOtIIV
of out oltrrnatiotm.il iotiititoditics

11iet.utiofl
.uid our gas tradiig operatiotl

oistell.ltioti nergv and its subsidiaries hid

.11

rox liii cIs- If 20 em ph tyces it ecetn her 20 fM

\l the Nine Mile Poitit facility upproxirn.itelv SOD

lip1 OVCCS are Fe
preseti

ted by the In emit ti tia

Riomlierlonld of IIei trical orkers neal liie l.thor

ootl.It with tills litititti expires it Jtttie 2ff \Xe

believe thit our relatioitship with this utuoti us

5111sf it lOIS hut there atl be no issuratices that this will

Otlilillil 11 ite the .use

Available Information

oiistell.it iou 1.ticrgy itudititains wchsttc at

otistcll.ut iou.Lottl sviiere
topics

of out .ittiiti.tI reports tiui

liii iii 0lx qu.urtcrly reports oti loriti 0Q urrent

reptirts ott 111 iii 0I\ .iiid
.tti

.tttieuidtiictits tour he

iiiuiaitietl free charge Itest reports are posted oii our

ssehxite time saitie day they are filed with the Sl lie

si fli.uolt.uti.s .u
wehsite set.gov where topics of titii

Ii

fS tiI.iy
lie 111.11 tied free of th.i

rge
he wehsi

.tddics.s foi .1 is hge.oni hucse ssehsite addresses ire

lilt tIve t\tll.ll mefementes .ititi the totutents of these

ssehsitesauc not pait of tins lint ID-k

In .utldu ion lie svehsite for onsicllatioti incigy

iitlutks topics of our irporate OVet nutce

Pu ulcuples of Biusuhess Ititegu tv oipor.ute

otiipli.uuiie ltogiauu Insider Ir.iditig Polity Policy and

Iroetiures svithu
tespet ill Related Pet soti r.uns.ut otis

lnfoiiii.itioti ixtlosuue Polity .iutd the ihu.hticrs of the

-\iidii
oiiipttis.ttioti

.011 Nonittiatuig amid .or1lor.uue

OSti ii.uiit tlnoultices of mite Do.ttt.f of oet.tois

pu-s of cult of these do lutlients utiav he printed

Ill svehsitc iii itiav he oht.uiiued Itoni

lltisteli.It lOll i.ui4I IpOti written request to tile

Irate Sec tet.ur

lie Pt lulciples of lusiness Itutcgrutv usa ode of

cm hits liii
.upplies

to .ull of lilt thltc tors uifIi is tilt1

tltlplIIVes niihuthng tile thief exctlttuve off let chit-f

fiii.utit Ial off itet hush hod
.iLtotuthtittg

ofhter 5e will

lily .titieiii.htietuui to 01 Waivers fiotti the

Iuticuples of Otusitiess ltttcgtity .ippliaide to out thief

t-s- hiliVe offiter hnd fItiani.il oIf1er ou huI

Itt ouuuimig ffII.i ti 0111 svebsite
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ltsm Risk Factors

su s/iou/il consider
carefully

the Jo/lowing risks along

with the other information contaied in this irm 10-K

he risks and uicerranres described below are nor the

only ones that may a//cr us Additional risks and

uncertainties aLto may adversely aJJc our business and

operations including t/ose discussed in Item

Managemenr /scusson and Analysis If any a/rise

/islloung events actually occur our business and financial

results could he materially adversely aJjicred

Uconomic conditions and Instability In th
financial mark.ts could n.gatlv.Iy Impact our
buslnss

Our operations are afhcted by local nat ion.il and

worldwide econonric conditions Ihe consequences of

prolonged recession may include lower Ievd of

economic activity and uncertainty regarding energy

prices and thc capital and commodity markets lower

level of economic activity might result in decline in

energy consumption an increase in customers inability

to pay their accounts and lower commodity prices

These impacts may adversely afkct our financial results

and future growth

Instability in the finanLial markets as result of

recession or otherwise may affect the cost of capital

and our .ibiliry to raise capital We
rely on the capital

markets as well as the banking and commercial paper

markets to the extent available to meet our fInancial

ommitmenrs and short-term liquidity needs if internal

finds are not available from our operations We also use

leiters of credit issued under our credit ficilitics to

pport our operations isrupt ions in the api tal and

redit markets as result of uncertainty reduced

.ilternat ives or fitlures of signifIcant financial

institutions could adversely afkct our access to liquidity

needed fkr our businesses including our ability to

secure credit ficilities and refinance debt that comes

due and our ability to complete other alternatives we

are exploring In addition such disruptions could

adversely affect our ability to draw on our credit

ltcilities Our access to funds under those credit

ficilities is dependent on the
ability of the banks that

are p.irt ies to the fscilities to meet their funding

om in it men ts hose ba iiks may not be able to meet

their find ng com in it ments to us if they experience

shortages of capital and liquidity or if they experienc

excessive volumes of borrowing requests roin borrowers

within short period of time lire disruptions in

iapital .ind redit markets tnay also result in higher

interest rates on publicly issued debt securities and

increased costs associated with commercial paper

borrowing and iiinfer bank red it fi lit es

Any disrupt ions could
req iii re us .ike measures

conserve cash until he market stabi li/c or until

.il ernat ive red it rr.Ingemen ts or other fli nd
ng ott

business needs can be arranged Such measures could

include dekrring apital expendit tires firt her hanging

our strategies to reduce Loll.iteral-posting requiremenis

and reducing or eli iii nat
rig

ftit Lire dividend
p.iyttten is

or other discretionary uses of cash he inability to

obt .ii ii he
iq

ii iii it needed meet our lusi ness

requrrentetits or to trbt.iirt su It liquilits In terms that

ire l.iv r.if tic to us wi Id have material adverse ellect

on our business resulis of operations iitd flu_lucid1

condition If etrtities with which we do business .irc

ii tiahle to raise
capi t.il or ac cess tIre .1 edit tii.i rket they

iri.iv be un.ihle to perfortir their
olrlig.irioris or ni.ikc

p.iytrten
ts ii tider

.ugreenlcti is we have wit Ii heir

efau Its by these eti it ies may hive air ad verse clk on

our fina tic al rcsu its

may unabi to ucuts our strategies to

Improv liquidity and r.duc Inv.stsd capital

In an eflort to improve our liquidity and reduce our

husi tress risk we are ii ndert
.i king ti tint be of st rat egk

tot i_it ives to reduce capital spending and uirgoiirg

expenses sc.ile down the
expec ted v.iriabiliry in

lotigterm earnitigs .iiid shortterm colliter.il
iis.ige

.iird

limit our exposure to business activities thur require

contingent capital support lii onitec lit svitlr these

eflrt we have cot ered into
.igrcerricn

is to sd the

rli.ijorirv of our intern_it jolt_il otrrtriodii es
irper.it

ion

.itrd our
g.i.s trading operation and we have signed

letter of intent to corer iou .1 gas supply .irr.ingerrtcrii

to support inir retail
g.is .id nyu cs While we hive

entered into these agreerurerrns the remain siibjec to

regulatory .ipprov.il
and other su.ind.ird losing

conditions .ini.I we colnot proside ins .isstit.iiid hit

these s.iles or other sales will he onriplcied

lii addition if we d.iinnor rxcc uie on our st
r.itegic

itriiiatives succssfiilly
inciiidirtg cottnpleriitg the sales of

our internatiotuh conrtrnklities operation .iiid our gas

trading operation our liquidity will be .idvcrscIv .ifIcted

wit dii would have .i in.iterial adverse eiIci ni oii

husitteys results of opcr.utions and finund i_il cotrditioir

downgrad In our credit ratings could

n.gatlv.ly atf.ct our ability to acc.ss capital

and/or op.rat our whoI.sai and r.tali

comp.tltiv supply busln.ss.s

We
rely on access to capital markets .i.s source it

liquidity caput_ul requireirren ts not sat usficd Iw Icr_it
iulg

cash flows If amy ut our credit rai ungs svcrc to he

nvngraded cspcc u.il lv lxh rnse.si rrtetur gr.idc nur .ihil mv

to raise c_pit_il omu favorable ter ms nui ludurig iii the

cominerd i_il piper rrtarkems it .iv.ul.ihlc oulul Ix luindercul

and our borrowing cosis would inc re.isc Addiriorin.illv the

ituisi tress
pro slXcts ott out win les.ilc .iitd rei.i ii roper ii sc

supply businesses winic in iii ni.ins .ises ieiv HI ille

creditworthitrcs.s of onsrcll_iiiint
l.ircrgv

would be

negatively itrnpac
ted In Iris

rcg.ird we in.nc err ii ii

agreements than coniain
provisiints

dust sviniid require in

io lst .idditiouial collateral iiitt rcdir
i.ituiug

dowttgrade ftiscd in tur.irket coituiitioirs uid orrit ri nu.il

obligatiotis .11 die tithe ot
.i dosvitgr.idc we mild Ix

required ill post coll.iti.r.il in .01 .utruinuni mhit cxceds

iv.uul.ibk
liquuudirv

Also
.o

redir rim irg downgr.iie svouild
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re us or grant co on ccrtar ii our generat in

.issu and pledge mir ownership interest in our nuclear

generation isines.s to lie kndcrs nuder our cred
it

facilities following the closing or uerniint.atirini of our

Investment agreement with 1.1 Sonic of the fa Oirs that

.iflee red it r.i ti
rigs

Ire ash lb ws liquidity the anu toni of

debt as
CuflifOflcflt if ttital

e.qntalii.atuin and
politic.il

legislative and regulatory events Also failure to compktc
itar sales if the ma in ty of our international cottiriixlities

oper.Ition and our ga.s trading operation iukl result in

redn rat
rig

di iwngrade

Chang. in th prlo.s of commodltl.s and initial

margin rsquir.mnb impact our liquidity

rsquir.m.nts

A.s
.i resiilt of lie triune if our litisiltess we ire exposed

to the mp of m.urket II uct ott ions in the
price and

ttauspont.ition costs of detricitv ri.itinril

gas ill
In r.i tin titit tnel ii her om mod tics We seek to iii it

igate

the eliect of these fi ucru.it ions through various hedgi rig

str.itegles
whi Ii tiiav require the

posting of collateral by

both us uitd our
oinitterp.irties Changes itt the prices ii

cotii mod it icc rid iti it at margin requirements Ii ir

xc ha
liget raded cmi tracts can flect the amount of

col l.u et .ul that must he posted depending on the

p.irt
icnil.ur

pOsit ion we hold here are certain

usvtii tttet nies refit
trig to the rise of collateral hat create

liquidity requirements For our merchant
energy business

hese astri ittet rtes .urlse us
.u

result of our act ions to he

eoniimicatfy hedged as well is nitrket conditions or

conventions for
conducting busitiess that result in sonic

tr.ins.uc ttons being oll.ineralied while others arc not As

result
sngtufianit hinges in the prices of ioiiiniiodities

mud
til.irgitu requi reiiien ts for exchangetraded coot ricts

mid requite us to post additional colluicrrl front iniie

s%itiioitt our
ciuititerp.urties having to pos

il lii erul to us svhich could adversely afiec our overall

liquidity auuel
ability to linatice our

oper.uuionus wluiih in

urn oulcl .rdversdv iflec our credit
ratings

Our m.rchant .n.rgy busin.s may Incur

substantial costs and liabliItl.s and .xpos.d
to prtc volatility and count.rparty p.rfonnanc
risk as Isult of Its participation in th
whoi.sal .n.rgy mark.ts

We purchase mod sell power .oid fuel in markets

exposed to significant risks nd udi
rig price volatility for

dci ricity .itiel fuel and the credit risks of coutiterparties

svitiu wiiii it wi enter iiito otitradts

We use various hedging strategies in an eflirt to

ttiltlg.iie many if these risks However hedging

rans.iction5 do not guard against all risks .mnd are not

.ilwuss eflective as they are based upon predictions

ibou fiat re market conditions .1 he inability in bii lure

cfkctivelv hedge assets or fuel or Flower positions

agan tisu ii

.itiges itt irinit mod t% prices interest rates

coinnterp.irtv redit risk or oi her risk tiie.u.sures could

sigttifIc.utitlv
ntiup.iir

future firioi id results

hspocure to /estrlery proe lOIltI/itV We bus inch

sell electricity art both the wholesale bilateral markets

utid
spot iti.urkets svhich

expose us to the risks of
risitig

mind
fillitig Cs iii those tiiurkets atid iiinr ish flows

tti.iy
vary ic cl irel

tigis At
.1 nv

gi
veti ti tue lie witi iles.u Ic

spot market
prnce of dcc irk it Ii ir e.i ii houi is

getier.mllv denerttiitied by the i.ost of supplitig tile ttext

intint of electricity to the market during that hoot lhis

ts highly depettdetit on the
regioti.il genetat ioti tii.irket

In nu.inis isis the tuext tntiit ele tricitv supplied

would be supplied front
gener.it ing stttiotis fueled iw

fossil fucls
printiril coil ti.ittnruI

gas
and oil

.ottseitietttlv the
tipeti tiiirker svhiiilesile

price of

dci Inc tv ntiv reflect the list of coal ti.itural
gas or oil

plus tile cost to otivert the fuel to elec tr it mitch itt

.iptiipri.ite return ott iiiitul lherebire
chiutiges in the

supply .itid cost iii oul tuituir.ul gas and oil ttiiv
itilp.ict

lie
oiiett

tn.u rket cclii ilesule prude of ele rk it

port ioti of outr power getierat
ion fuc ilit us

operates wholly or pirtiull without iotigertn power

iun usc
.igreetileti

is As resIn It iwer fri mi iicse

ftc nlttes is sold urn nlte
spot niirkct or dint

.i
sltorttcrtu

cotu tuet uI basis wInk Ii ii anon Lilly hedged aiiay .u fket

lie dat ili of mar Ii nianc ial resuhs

101 to fiit cot o/.t1/iy urreti Is our

iu mwer generat itt f.ic if it es purchase point itt of hei

fuel through sitort tcrnii contracts in miii the spot

market fuel prices .uii be volutile and the price that

.ini be obtj ned for
pm

wen produced frotti such fuel

tii.iy not change at tile same rate as fuel costs As

resinlt fuel
price chatige.s may adversely aficci our

finiauic anti rcsults

/.xposurm to
coulfrrpariy performance ur

tile-ri ititit ettergs bunsiiiecs enters Ititi trattsnic tions with

ii in ttterimus third
p.urt ies ci itu utioni relerred to as

oil lit

erpart nes fri these urr.i
nugeineni is we are cx posed

to tile ctelIt tnsks of muir luunterparties and the nick

ihlit .iit it fltIte iouilierp.ittues itius fol tIm pei biriti

intider their
imblig.triiitis to make

pasmctits or deliver fuel

ot power fri ihdit ott ssc etuter into virioins whole-sale

tmtisac tiouis
tintolngii Independent Systcttt llcr.utumn

IS itese lS ire exposed to couniterp.urts credit

risks Atty losses relatuig to
counnterp.ury defiults

uutip.ui ntig
LItc IS smrc alloe.uted to unch bonnie by all

it lucr ntua rket
p.m

tic pa tnt in lie hese risks rc

erliuted during ikt iicls if contimodity pricc

flunctu.nuutnns If

outltcrp.urty sserc to default unncl scc

were no lnqunnclatc .ull conitrii ts with that
cnutity our

redit loss woinlcl include tile loss itu s.ultic nif derivative

ii mu uroc rcl orded it fmi vml tic lie
.i nnimun iiwcnj for

set tIed tratisaetnons .mnicl .mdclntioni.il pmyn1uenus if .mtly

hut we cvi iii Id have to nniike um settle mu real ted losses

otu kc nual co ill rains cf.mu Its by sinppl icrs .mitd ot lien

nun tu crpann ncs niiay adversely iflcc liar fi tiinuciil rcsul
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Rsduc.d liquidity in th mark.ts In which

op.rat could impair our ability to approprlat.iy

manag th lsks of our op.ratlons

We arc an active participant in energy markets through

our i.Onlpctit WC energy busi esses he liquidity of

regional energy markets is an luportant fac or in our

ability to manage risks in these
operations Over the

past

several years other market Participants in the merchant

energy
lusiness have ended or signifuiantly reduced their

activities result of several factors including

government invest
igat ions changes in niarket design and

deteriorating credit quality A. result several regional

energy ttiarkets experiettced sigttificaiit
dedine iti

liquidity which in turn has ittpacted our ability to

enter into certain types of ransac ions to manage our

risks fiar settlement periods beyond IS to 24 months

liquidity in the
energy markets can be adversely afkctcd

by various ftc tors inc ludi
ng price volatility

and the

availability
of credit As result future reductions in

liquidity may restrict our ability to manage our risks and

this could tupact our financial results

oftn r.ly on singl suppll.rs and at timos on

singi customsrs .xposlng us to significant

financial risks if .ith.r should fail to p.rform
th.ir obligations

We oftett
rely on single supplier hir the provision of

fiel water and other services required for operation of

ficiliry and at times we rely on single ustonlcr or

few customers to purchase all or significant portion

fa ili ys otit RUt ill some cases under long term

agreements that provide the
support for any projec

debt used to finance the fac iii he fi litre of
any one

ustonler or supplier to fulfil its con ra ual obligat io its

ould negatively itact our fInancial results

otiseqiietttly our financial performance depends ott

the continued periormatsce by customers and suppliers

of tftetr obligations under these agreements

may not fully h.dg our g.n.ratlon ass.ts
custom.r supply activitios or oth.r mark.t

positions against changss in commodity prlc.s
and our h.dging proc.dur.s may not work as

plann.d

lower our financial exposure related to corn mod it

price fluctuations we routinely enter into contracts to

hedge port ion of our purchase and sale outwit men ts

weal her po.t ions fuel
requ retttctt ts inventories of

natural gas coal and other commodities and
comttpetitive

supply obligations As part of this strategy we routinely

utilize fixedprice forward physical purchase and sales

otitracts futures litiattcial
swaps

attd
option contracts

traded in the over-thecouttter titarkets or on exchanges

Iowever we may itt It cover the entire exp su re of our

assets or positions to tttarket price volatility and the

coverage
will

vary over time Fluctuating coni modit

tti.iy negatively ittipac our flitanc ial tcsiilts to the

extent we h.ive utihedged posit
iotis

In addition risk
management

tools and tilet ric.s such

.is d.iily value at risk economic value at risk stop los

limitit .itid
liquidity guidelines arc based on historical price

tlt vettietlts If

price tin wenlents significantly or persistetitly

deviate row ist Inc .11 behavior the Ii nuts niay tiot protect

us front
sigiiiflc.int

losses

our risk
nianagemen 101 tcies ttd proced tires may

not always rk as plan tted As
.i

result of these amid

other fact or we can not red ic wit it

pret isioit he

ittipact
that risk

tli.itlagenlemtt
decisiotis ntav have ott

our fitiitu iii results

Th us of d.rlvatlv contracts in Ui normal

cours of busin.ss could r.sult in financial

loss.s that n.gativ.iy impact our financial

r.sults

We use derivative mist runsents suc it as sWaps opt tolls

ut tires and forwards to tltanage our coin niod it and

fin.iti ial titarket risks aiid to engage in trading

activities We could recognize financial losses as result

of
volatility in tile otarket values of these ontracls or if

.i cOu II terpart Ia Is to per form

In tile absence of tively quoted market
prices

nd
pricing in fortiiat in row cx terital si ni rces the

vil oiiiott of these den vat ive inst ii itieti involves

tti.i
ti.igenieit udgiiieti or use of est iniat es As result

ii.i
iiges iii ite ii tiderlyi tlg .tssu mftt lulls or usc of

il ternat ive v.tl ti.ii ion Ittet hods tuld afkc the
rept

tn ed

fair value of these contracts

Additionally the set leitien of these derivative

list ruitleit Is 01111 reflect realized val tie flat diflcrs

from our estittlates of lair value

Poor mark.t p.rformanc will aff.ct our b.nsftt

plan and nucl.ar dscommlssionlng trust assst

valuos whIch may adv.rs.ly aff.ct our liquIdity

and financial rssuits

At eeeni ber 2008 our qual lied
petlsion

tiltl
igat tons were ippr lxi mat ely $83 tit ill ioti greater

ha ti ite
.i

val tic of our pl.itt .isset he Pcnsion

Protect iou Ac
requires that we

fully
futud out

obl
iga

ions by 20 he perfonmnanc of the capital

miiarkets will afkc tile value of the assets that are held

ill ru st to satisfy our fit ure obl
igat

tts tinder ott

u.i Ii lied pi1 tt pl.i us dccl inc in the market value

of those assets or the fail tire of those assets 11 cant an

.ideq uate return
ttiay

increase ott lii ttd ing req
iii rettleti ts

for these obligations wit Icit niay adversely aflec our

liquidity .inti fiuiatuc al resulis

Wc are req ui red to ma itt tai ii fit tided trusts to

satisfy on ftit re ohl
igat

ott to decom tIl ission oti

ti
lear

power plants dccli mie mit the market val tie of

in ise assets due to poor in vestmetl Pr rmance or

It her hic tors may increase our find
ng requirements for

ihese obligations which may have an adverse cfkct oti

lit liquidity and financial results
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Th op.ration of pow.r g.n.ratlon faclliti.s

Including nucisar facliltiss Involv.s significaM

risks that could adv.rs.Iy aff.ct our financial

suits
We own and operate .i

ti tube tif
power gene rat ion

1icilitics Ihe operation
of power general ion facilities

involves mans risks in tiding start-Lip
risks breakdown

or failure of equipment ratismussion lines substations

or pipelines use of new technology the dependence on

spec
ilk fuel sou tl tiding the transport at ion of

fuel or the mpa of on usual or adverse weal her

conditions in luding natural disasters sti as

hurricanes or envir000lefltal coiupliant_e as well as the

risk of performance below eXpectcd or contracted levels

of output or eflIciencv lhis could result in lost

revenues and/or inere.tsed expenses Insurance

warranties or perfbrmance guarantees may not cover

any or all of the lost revenues or increased expenses

tIC lud log he 1st of repla enieti power portion of

our generation
ficiIities were constructed mati sears

ago
Ider generating eqiti

men tnav require significant

capital expenditures to keep it operat tog it peak

eflicienl his eq ui pnien is al so Ii kel to req tii re

period upgr.id ing
and

tiipr
we men Breakdown or

fti litre of otte of our operating
lit ies may resent the

facility fr tll perh irnt ng
tinder app able wer sales

agreements
whi It itt ert.iin stiu.itiotts loLild result in

terminal ion of the
.igreettieiii

or ml
urring .1

liability fir

liquidated damages

Our g.n.ratlon busln.sa may Incur substantial

costs and iiabllltl.s du to Its own.rahlp and

op.ratlon of nucl.ar g.n.rating facilitias

We own and operate
nuclear power plants wnerhip

and operation of thcse plants exposes us to risks in

add it ion to those that result from owning and operating

noo-tui lear
power generation facilities lhese risks

include normal operating
risks for 01 lear 1a il ty and

the risks of nuclear dent

Nuclear perathig
Risk3 Flie ownership and

operation of nuclear
getierat tog

Ijic ili ties involve routine

operating risks includitig

mechanical or St ro Li r.il problems

inadequacy or lapses in niattitenatIce protMo15

im Ni rnient of react ir opera ion and safety

systemS Lie tO It oman or mechan IC al error

costs of storage handling and disposal of

nuck.i materials 1K ludi ng the vil.tli ity or

unavailability of pertttancnt repository
for

spent nule.ir fuel

regu ito rv .t ions iii hid
tig

shut down of Units

because of
pliblil

safety Loiwerns whether at

plants or other nticlear
operators

limitations ott the .imotints and
types

of

nsti ranl overige ont mercial Is available

til ert tin ties
reg.t

RI
tig

hot Ii tech to Ilogical
tid

Ii nat Ia
.ispel

If del om 01 550 tin ng nuclear

generating
f.icil it ies .ind

environmental risks iticluditig
risks associitef

with changes in etivironniental legal requireinctits

Nuclear Accident Rijks In the event of nucle.i

iccidettt the ost of property damage mCI tither

expenses incurred may exceed our insurance coverage

.Lvailalle front both prtvate sources and an industry

retrospective payment plan In additioti in the event of

an accident at one of our or another participating

insured partys nufear platits we coikl be assessed

retrospective insuranle premiuitts because all tiullear

plant operators
contribute to nationwide .mtastrophic

insurance fund Uninsured losses or the
payment

of

retrospel tive instir.mtke preniiiittts
could each have

.t

tnaterial adverse cflcct on our Ilnani al results

Our g.n.ratlon Inv.stm.nt plans may not

achlsv ths d.sir.d financial r.sults

We tnay expand ott ge tierat ion
.ip.ic

it user the next

several years It rough reasi tig
the

getter.i tig power tf

existitig plattts the rettov.itioli of retired pI.iiits
05511CC

by tis .mttd the CotIst rtictioii ot il quisti
ion of new

platits Ihe renovation developtiteiit cist rti ion .ittd

acquisition of additional
genel.mt

toil
.ip.ti

tv involves

II Li nterotis risks ns p1.t ii tied
Pt

iwet
tipr.i

iCs

construCtion or renovation tilI resuli in lost

overruns lower than expel
ted plant efficiency and

higher operating and other costs With respe to the

retsov.i ton td ret red plants or the const nil lion of new

plants we may ticu sign tfIca ti sums ft ir prd tot riars

engineering pernsitt ing legal and other expetises
before

it catt be established svhether propec is feasible

eco ttotlt icat attractive or apmblt of bei
iig

Ii tia ticed

If we were ti nable to complete the 0051 rtict ott or

renovation of
platt we tit.mv tO ii be able to recover

our investrnetit in the
proeC

itirtherntorc we tots be

uttahle to run attv ttew acquired or renovated plants

efficiently as projected
which could result in

It ighert han proeited oper.it trig
.1111 ot her ists that

adversely affect our financial restilts

Ws arc subj.ct to numrous .nvironm.ntal laws

and r.gulatlons that r.qulr capItal

xp.ndlturss incrcas our cost of op.ratlons

and may .xpos us to .nvironm.ntal IlabliItls

We are subject to extettstve federal slate mod local

envi rott ntettt ml stat ut es rules attd
regtt

I.it outs relating to

air quality water qu.ility waste
tit.itt.igetneni

ssildlif

protection
the tlimnagettieni of iii ir.l resources uid

tile protetiiltt of bonito hc.ilth .utd s.mkts th.mi ould

among other things require idliiioii.tI 1ollittiIt lit nil

equipment
litoit the tise if ci t.titi fuels rest nc the

otitput of certain ftcilit ies or 01 lierwise increase osts

Significant capital expetidit ores operat iiig
atid other

costs are .mssoc imted wit It
ottipl

i.itii wit It eitvironntetlt.tl

requ retuen atid these
XIII

id it Li rs .1 tid 1st could

be otne even toore sign ilk .ini iii the ii litre is restil

of regulatory ch.m tiges

For example there Is ittc
re.msiiig

likelihood that

additional regtil.mtiott
of

greeiiliotise g.ms
emissions ssill
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LI it the federal regional and/or state level wh ii

1oiild Increase our compliance and
operating Costs

We ire subject to liability tinder environmental

l.isvs for the osts of remediating environmental

Intatri nat ion RemcI tattoo act iv ties Include hc

cutup of current facilities and tormcr
propertics

hiding manufactured gas plant operations and oftsite

waste disposal facilities Ihe remediation usts coukl be

sgnilicantly higher than the liabilities recorded Iw us

Also our subsidiaries arc currently involved in

proceedings relating to sites where hazardous substances

have been released and may be subject to additional

Il
01 cell ngs in the 1tit ire

Xc ire subject to
legal proceedings by individuals

alleging injury front
exposure to haiardous subst.ini es

and oiild nI tir liabilities that may be material to our

finiti al results Addition.il proceeditigs 10111 be fikd

ig.i
itt st its itt the hit Lire

We may .ilso be
reqir

red to assu rite en vi roil men al

hiiHlitics itt onneltion with future alquisitions As

tesilli we ttiav be liable for significant etivuronmetital

tetiiediatin losts and other liabilities
arising front the

operation of facilities whkh tuas adversely

iftc1 our finanl iI results

and BOl In particular subJ.ct to

xtnslv local stat and t.d.ral r.gulatlon that

could aff.ct our op.rations and costs

\Xe are sufject to regulation by kderal and state

men t.il cntlties including he IER the

te Mi ryland iill tile ii ill
ty omniissiomis ol other

sr.iteS itt whi1h we have operations Itt addition

li.i

rigi rig govern tuen aI pot icies and regulatory alt JOlt

.111 have sign lii .iii nipact on us Regulat His an
affcci fur example allowed rates of return rcsuircments

plant operat toils rci overy of costs Ii nii tat ions on

dit idemid
p.inlcn Is and the regulation or reregulation

if wliolesak and ret .ul competition including but not

littiited to retail hoice and transmission costs

.l.s ilisirihiiitioii rates are subject to regulation by

the Maryland PSC and such rates arc effcctive utitil tiew

tales .ire approved If the Marland PS does not

Flltr
ise .idequ.tte new rates might not be able to

Ic iser Lertaiti lists it incurs or earn an adequate rate of

ret ii rti In addition linmi ited iategories of costs are

overed iii rough adjustment harges that

penodi.Illy reset to refleu urreiit .ind projected osts

tiabiliiy iii recover material costs not inlluded iii rates or

djList nieti lauses ticluding WI reases iii uticollect ble

usiottier allounts thai ma result from higher gas and

Irk lists old have art adverse cflcct on our or

l\ cash flow and fInancial position

l.nergy legi.slat ion enacted in Maryland in Ju tie

200 itid April 2007 mandated that the Maryland PS
review Marvl.iiids deregulated electricity market

Al till
olgIt

the set lettten agreemetl reached wit Ii lie

It tie of Ma rvland in Marl Ii 2001 terminated certai ri

sr iid rIta
ng to the 9o9 deregulation set lenten the

Ii it of rsli ttd tIl hid
rig

the MarIa rid legislature

iiiI the Marylaiid PS are still undertaking review of

the N1riand electra itlllilstrv and market structure to

otisider virioiis
lilt

iOtis fr providing st.itidard oiler

set vice til resident al Listlltilers iii tiding reregulation

..ItliOO it tills tiit Ptlftt the fIti.il Oitcoiiic if this

review or IllIw sill ii liitllltii niay ifle1t Lit or BGIs
IInatiiil results but it 111111 lie rii.iterial

he
regii

to rv tid
legisla live

prl
ess itiav restrict

iiir .ibihts to grosv earlungs ill lertain of our

btisiiiess 1151 delays iii it fill busitiess
pl Ining and

truisi ilotis uid ril rease out or costs

op.r.t in d.r.gulat.d s.gm.nts of th
I.ctrlc and gas Industrf.s cr.at.d by f.d.rai

and stats rostructuring lnftlatlv.s If comp.tltlv
r.structurlng of th .i.ctrlc or gas Industrl.s Is

r.v.rs.d dlscontinu.d r.strlct.d or d.lay.d
our busln.ss prosp.cta and financial r.sults

could mat.rlally adv.rs.Iy aff.ct.d

Ihe regul.iiory liiyirotitliemit .IppI.ille Ill till electra

.itid nat oral
gas itidust ties his

Liitdergotie substatitial

hanges as result of rest 111 turing initiatives it both

till state ual federil levels Ihese itiiiiItive have had

signifil .iiit
itiI1.l

Ill the nit Lire of till CIII ri and

liar ural
gas

iriiltist ias .uisi till tiiitliier iii which their

part pa ru tid hI tue
ii

liii si lasses We have targeted

titi
lltiiletitse segriieiits

If till del Ira tleI ti.itural gas

industries created by these iiiir at ises

ue no 01 cr0 vii its in liii

rulrgv mid rket
energy

onipamiles hve hiiiri tituifei ia neiseil scriit imiy state

legislat tires regu Litory bodies api Ial nan kets amid

credit
rating agencies his mi reased scrutiny could lead

to siifst..iititl changes in laws and regulatiotis atlecring

us iiiclud
trig

miai ficat to us to mIll bc ion
processes in

LIII pet it ive nj rket and tlcss .0 utl ring standards that

could change rile way we are required Ui record

revetlucs expenses assetl and liabilities Reletit

propos.ils by till
.i rvlatid rid cerr .ii ii mettibers of

till ryli iiif
legi

li tile relat
tig to the st ruct nrc of the

dId ri industry in rsl rid iiiiI VatlOtis
lilt iitiS hir

re regu
Lit ion of till till list rv are exa ni pIes of flow these

l.iws .1111 regiilt its 101 hinge We caiitiit predict the

future
iievelirjltiieiit if tegillatohti or legislation in these

markets or the ultimate lflect that ii is hanging

regulatory envirotlmetlr will have on our business

If com pet it IVI rest riot ri

tig
if the electric and

miitiiril
gas nuarkets is reversed lisotltituied rest ru tell

or delayed or if the recent Maryland PS or legislative

proposals are rn pknicn red in .1 till ii tier adverse to us

lii liii si toss
jiO spe id fi itancial results could be

negat ivelv
flI.i ted

Our financial r.sults may harm.d If

transportation and transmIssIon availability is

llmlt.d or unr.llabl.

Xe have busitiess
rpcr.itioiis hriiugiiout till Jmlited

ItItcs .1111 itirlrriit ioirilly /\s
.1 rI-suIt s%I de1ieiid on

ritlsporri itt irrd roisnilssioil 1.11 lii es iwnied and

oplr.ited by iitiliiies irnh oIlier
etrergy lonlpatlies to

dllnvlr rIte III liii its 01 oid nitutil gas we sell to
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the wholesale 2nd retail markets as well its the natural

gas and coal we purchase to supply some of our

generating
faulities If

transport.itiiIt
ot iransmtssiohl is

disrupted or capacity is inadequate our ibilit to sell

and deliver products may he hindered Such dtsruptions

could also hinder our ability to provide dec tric it coal

or natural gas to our customers or power plants and

may materially adversely .iflect our hnancial results

Our m.rchant .nargy busln.ss has contractual

obligations to c.rtaln custom.rs to provid full

roqulromsnts .rvlc which malt. It difficult to

pr.dlct and plan for load r.qulr.m.nts and may
r.suft In Incr.as.d op.ratlng costs to our

busln.ss

Our merchant energy business has cont ra u.il

obligations to certain List omers to sttppl
lull

requirements servicc to such cULOi1kctS to satisfy
.dL or

portion of their energy rcqwrcnwnts
lhc uncertainty

regarding the amount of load that our merchant energy

business must be prepared to supply to customers may

increase our operating costs significant tinder- or

over-estimation of load
requirements

could result in our

merchant energy business not having enough l5 or

having too much power to cover its load obligit ion in

which case it would be required to ho or sell power

from or to third parties .it prevailing market prices

Ihose prices may not be favorable and thus could

increase our operating coSts and result in tIle possibility

of reduced earnings or incurring losses

Our financial roaults may fluctuat on s.asonal

and quart.rly basis or as r.suft of s.v.r

w.ath.r

Our business is affected by weather ur

overall operating
results maw fbi tulle stihst.itttiillv on

seasonal basis and the pattern
of this fluctuation may

change depending on the nature and location of any

facility we acquire and the terms of any ontra to

which we become party Weather conditions directly

influence the demand lur elect rkitv and tiatiiral gas and

affect the price of energy cotnntodities

demand for dectricitv peaks in winter

and summer and demand for gas peaks in the winter

lpically when winters are warmer than expected .itid

summels are cooler than expe ted demand futr energy is

lower resulting in less electric .ind gas consumption than

hirecasted epending on prevailing ttiarket for

electricity
and gas these and outer ii ttex CLI 0111 ti

may
red tice our revenues and resill us of petit outs Ii rst

and third quarter
financial results itt ptrttc

idir are

substantially dependent ott we.ohcr tiditioii 1111

make period comparisons
less rclev.itii

Severe weather can he lest tilt ive
.iiisitig outages

and/or property damage lIt is oiild
eqii

it its to nc

additional costs atast nphk sve.it Ilel stit It is

hurricanes could impact our or out uustotttet

operating facilities otnnttittic.ltioil svstettts .1111

technology Unfavorable we.it her 01111111 ous iii aw h.ive

material adverse efhct ott our fuitatic il utsulls

fallur in our op.rational syst.ms or

Infrastructur or thos of third partl.s may
adv.rs.Iy aff.ct our financial r.sults

Our businesses are dependent upon our operational

systems to process large amount of data and complex

tr.in.ic lions If

any of our fmnutc tal at cotitttittg
or

other data processing systems fail or have other

significant shortcomings our financial results could be

adversely aftcted Our financial results could also be

.icfvcrsely aflcted if an employee auses our operational

systems to fail either as result of inadvertent error or

by deliberately tampering wjth or mait pulat ng our

operational systems In addition dependence upon

automated systems may further increase the risk that

peril ional system
fl.iws or employee tim IRrt ng or

man ipulat ion of those systems
will result iii 55C5 that

are difficult to detect

We may also be subject to dbruptmoits of our

operational systems arising
front events that arc wholly

or partially beyond our control fin example natural

disasters acts of terrorism epidemics computer viruses

and telecommunications out.tgcs Ihird party systents

11 which we rely
could also stifler operational system

failure Any If these occurrences could disrupt one or

more of ott businesses result in potential liability or

reputational damage or It hcrwisc have an adverse aflcct

on our financial results

Our ability to succ.s.fully id.nttfy compists and

lnt.grats acquisitions Is .ubJ.ct to significant

risks Including th .ff.ct of lncr.as.d

comp.tltlon

We are likely to encou It tcr sign fic.itt tom pet it ion fitr

ac qu isi ion opport
flit ics that may bet note .ivai able lit

tdditiomt we may be unable to identify attr.ictive

.i qii 5t ion opportunit ics at favitr.ihle
pric

es to secure

the financing necessary to ti ndert ake them or to

sue cesslully and timely corn plct
iid ut tegra te Itent

War and throats of t.rrorlsm and catastrophic

v.nta that could r.suft from t.rrorlsm may

Impact our r.sults of op.rations In unpr.dlctabl

ways
We c.utnot predict the nipac

that any hit urc terrorist

.imtic ks may have on the energy industry iii gcilcral
and

on our business in paruc ul.tr In addit toil any retaliatory

titilitary
strikes or sustained military c.intpaign may afkct

operations in unpredictable ways suc It changes in

insurance markets and disrupt ions of tel stppl ics tiid

markets particularly oil he
possibility

.dunc lt.tt

infr.istruc tire facilities such .ts electric
geuicr.ttioii

electric

.ittcl gas tr.insmisslun and distribtitiout facilities would be

direct
targets

of or indirec casualties of lit ic of terror

nay alice our operat Ills

Sm It act ivily may have .imt .idvei sc e1 fee lilt Ite

Jttited States ecottotuty itt general lower 1evc1 if

ceotiolulic .icttvit tttigltt
result itt deeliite mm etiergs

cottstittlltiott
whic It tut.iy adversely .itlec otir fittittc id

results or restrict our future growult luist.ihilit itt the
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fIn.ini al markets as result of termrisnl or war may
.iflcct our stock price and our ability to raisc capital

ar subj.ct to .mploy. worliforc factor

that could aff.ct our busln....s and financial

rosults

We .ire subject to employee workforcc factors including

loss or retirement of key eXecUtives other employees

availability
of qualified personnel colle tive bargaining

agreements with union employees and work stoppage

that could afkct our financial results In particular our

conlpctitive energy businesses are dependent in
part on

recruiting and
retaining personnel with

experience in

sophisticated energy transactions and the functioning of

Lompkx wholesale markets

Our transaction with IDF .ubj.ct to closing

conditions Including ragulatory approvals that
If not satl.fl.d or waIv.d by th appropdat
party will rsult In th transaction not b.lng

compl.t.d whIch may r.suIt In matorlal adv.rs

cons.qu.no. to our busin.. and op.ratlons

On Iecemher 17 200H we announced the execution

of an investment agreement with ElF relating to the

acquisition by E1F of 49.99% ownership interest in

our nuclear
generation

and
operation business lhe

transaction is subject to closing conditions including

the receipt of consents orders approvals or clearances

from various federal state and ntern regulatory

agencies that if not satisfied will
prevent the

transaction from being completed In addition if the

agreement
is terminated by EII .is result of our

breach of the agreement the put arrangement between

us and that provides us with additional liquidity

of up $2.0 bill ion would also term nate

As part of the regulatory approval process

governmental entities may impose terms and conditions

that may not be acceptable to us or EIE which may

give cit her party he
right to cmii nate the investment

agreement Also governmental entities may impose

terms and conditions that arc unfavorable or add

significant additional costs to our future operations

whet her the r.ins.ict ion is wntplei ed or not

substantial delay in obtaining required approvals or the

imposition of tinfsvorahIe terms or conditions in

connection with such approvals could have material

adverse effect on ntir Iusiness or financial restilts and

could also have negative impact on our credit ratings

In addition delays or unfavorable terms could lead us

to become involved in
litigation with one or more

governmental entities or private litigants or may cause

us or EDF to terminate the investment agreement

If tho Inv..tm.nt agr..rn.nt with ID Is

t.rmlnatad will raqulrod to Issu ..nlor

not.s to IDF

If the investment agreement with El is terminated

the Series 13 Preferred Stock acquired by E1F will be

redeemed on the later of the date of term nat ion of the

.igreement or 1ccember .31 2009 for $1.0 billion in

aggregate principal amount of 10% Senior Notes ihe

10% Senior Notes to be issued
upon redemption of the

Series Ii lrefcrred Stock will mature on June .30 2010

Ibis obligation will reduce the cash available to finance

our operations and other business activities and could

limit our flexibility in planning for or reacting to

changes in our business The redent
pt

jon 11 the

Series 13 Prekrred Stock could also have negative

impact on our credit ratings

If th lnv.stm.nt agrs.m.nt with IDP is

t.rminatod and th 10% $nlor Not. arc l.su.d

by us upon r.dsmptlon of th S.rIc Prstrrod

Stock tho 10% $.nlor Not.s will contain

r.strlctlons on th op.ratlon of our busln.ss

Ihe I0Vo Senior Notes to be issued upon redemption of

our Series 13 lrekrred Stock contain various covenants that

will limit our ability to engage in specifit types if

transactions and in operating our business .Anstellation

Ener and certain of its subsidiaries will be subject to

negative covenants that will be consistent with those

included in Constellation F.ner credit facilities which

include limitations on indebtedness incurring certain liens

engaging in certain hind.tniental ch.ingcs the sale of its

assets certain types of restricted payments investments

loans and advances acquisitions and transactions with

afliliates optional payments and modifications to debt

instruments and the js.suance of
capital stock

Th sal of non-nucl.ar g.n.ratlon plant

pursuant to th put arr.ng.m.nt with SDP may
hay an adv.rss .tfact on our financial r..uIts

We have entered into put arrangement with 1.11

that subject to regulatory approval provides Us with

additional liquidity of up to $2.0 billion by allowing us

to exercise .tn option to require
El to aiquire cert.iiIt

specified nonnuclear generation plants at preagreed

prices
the extent we exercise this option we will ito

longer own the plants sold to El and will not be able

to rccognire their financial results which may have an

adverse efkct on our future financial results
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It.m Prop.rtl.s

onstellation Energy occUpies jproxintatdy 970.000

square
feet oi leased and owned oflice space in North

America which includes Its corporate ofhces in

Balunorc Maryland We de nbc our ekctric

generation properties on the next page
We also have

leases for other ofiices and services located in the

Baltimore metropolitan region and for various real

property and facilities relating our generation

projects

.1 OWns its principal headquarters building

located in downtown Baltimore BCE also leases

approximately 50000 square feet of office space In

addition owns propane air and lk1uefkd natural

gas facilities a.s discussed in 1ttn Busine.oGas

Runness sect ion

also has rightsofwav to maintain 26inch

natural gas mains across certain Baltimore Cityowned

property principally parks which expired in 2004

BCE is in the process of renewing the rights-of-way

with Baltimore for an additional 25 years lhc

expiration of the rightsofway does not afkct BCEs

ability to use the rightsofway during the renewal

BCE has electric transmission and electric and
gas

distribution lilies located

in public streets and highways pursuant to

franchises and

on rights-ofway secured fir the most part by

grants from owners of the property

We believe we have satisfactory title to our power

project facilities in accordance with standards generally

accepted in the energy industry subject to exceptions

which in our opinion would not have material

adverse eflict on thc use or value of the facilities

Our merchant energy business owns several natural

gas producing properties We also lease office space in

Australia Canada Indonesia Japan and the United

Kingdom to support our merchant energy business
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Ihe following table describes our generating facilities

Capacity Capacity Owned Primary
Plant Location

--

MW Owned MW Fuel

alvert Cliffs Unit Calvert MI 873 100.0 873 Nuckar

Calvert Cliffs Unit Calvert Co MI 862 100.0 862 Nuckar

Nine Mile Point Unit Scriha NY 620 100.0 620 Nulear

Nine Mile Point Unit Scriha NY 1138 82.0 933 Nuclear

RE Ontario NY 581 100.0 58 Nuckar

Brandon Shores Anne Arundd Co MI 1.286 100.0 .286 To.il

II
Wagner Anne Arundd Co MI 995 100.0 995 Coal/Oil/Gas

Ci Baltimore Co MI 399 100.0 399 Oilf oal

Keystone Armstrong and Indiana Cos lA 1711 21.0 3594 oal

onernaugh Indiana Co PA 1711 10.6 181 Coal

Perryman Har6rd Co MI 355 100.0 355 Oil/Gas

Riverside Baltimore Co MI 228 100.0 228 Oil/Gas

landsome Lake Rockland ivp PA 268 100.0 268 Gas

Notch Cliff Baltimore Co Ml 120 100.0 120 .is

Westport Baltimore City Ml 121 100.0 21

Gould Street Baltimore City Ml 97 100.0 97

Philadelphia Road Baltimore City MI 64 100.0 64 Oil

Safe Harbor Safe Harbor PA 66.7 278 lvdro

Prairie .algary Alberta 85 100.00 85 Ct.s

West Valley West Valley tJl 200 100.00 200

Panther
Nesquehooing PA 80 50.0 41 X.iste oal

olver olver bwnship lA 104 25.0 26 Waste oat

Sunnvside Sunnyside UI 51 50.0 26 Waste oil

ACE Frona CA 102 31.1 32 o.il

Jasniin Kern Co 35 50.0 o.il

Kern Co 35 501 18 Coil

am mot Ii .akes am iot lakes 50.0 hernial

Mammoth lakes Manimot lakes 50.0 hermal

.i moth lakes tm moth ..ikes.A 51.0 cot hermit

Rocklin Placer Co 24 50 12 Biozn.iss

Fresno Ir.sn 24 511 Rus 510.155

hiiese Station Jamestown 20 451 Rioiit.iss

Malacha Muck Valky 32 501 16

SIGS IV Kramer JLintion 33 2.2 Solar

Sl Kramer Junction 24 a.2 Solar

Sl VI Kramer Junction 34 8.8 SuLir

ThtaI Generating /zi-i/iries 12761 91

In Ieeem/er 2008 we etered Into an Inzestnrt Agreement wit/I 111 under uhis/s zoult/ acquire -9 99%

interest in our subsidiary that ho/i/s these nuclear gePierarwn assets discuss the lazes tment Areeznrit In ure letail

in Note to .nso/u1.ated Financial .Stateneitj

In connection wit/s the Inestnet Areeinent with 1II we /ae the option to se/I one or wre oft/sen facilities to

IFfssr aggregate proceeds of up to $2 hi/lion through the earlier of lecenher 20/0 or ti trrn.natwn of i/se

Investment Agreement by El due to our breach

The sup oJt/se ipidividual p/ant capacity megawatts may not equal the total ./ue to tise effects of roupidint

Rejiects our proportionate irerest ii and entitlement to capacity fron Aeystone and .pieuzau/ uhic/ include I1W
of diesel capacity Jsr Aeystone and MW oJdiesel capacity Jar Conenaug/s

In February 2008 we acquired the lillabee
Energy Center partially completed 774 MW gas-fIred coiitbincd cycle

power generation facility
located in Alabama We plan to complete the construct ion of this facility .ind expect it to be

ready for commercial operation in late 2009

As of Iecember 31 2008 we also have 50% ownership interest in waste soal rscessii1g fadlitv located in

Ilazelton Pennsylvania
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It.m L.gal Proc..dlng

discuss our legal proceedings in Note /2 to Lonsoldated Enancial Statements

ftsm SubmissIon of Matt.rs to Vot of S.curfly Hold.rs

Not applicable

Ixecutive Officers of the Registrant

Name

Mayo Shauuck Ill

Michad Wallace

henry Barron

Thomas Brady

Jaities otinaughtin

Paul Allen

Charks Berardesco

Brend.i I. Poultwood

Kenneth eIitttes Jr

Kathleen ide

Beth Pcrltnaii

Jonathan \V Ihayer

Age Present Office

54 hI of the Board since July 2002

lresiderit and Chief Excurive ficer sitie

November 2001 of Constellation Energy

61 Vice h.iirman of Constellation l.iiergv cince

March 2008

58 Executive Vice President of hut

Energy since April 2008 and President hicf

Executive Officer and Chief Nuclear Officer

since Septenuber 2008 of onsteilat ion l.nergy

Nuclear Group

59 Executive Vice President of iinstellat iiiti

Energy since January 2004 and hat rniaii of

lie Board of Baltimore and l.lect nc

Company since April 2007

47 Executive Vice President
.orporate

Aflairs

Public and Environmeittal Policy since

Iebru.try 2009

57 Senior Vice President since January 2004 and

li el Environmental fficer siiicc June 2007

of onstellat ion Energy

SO Senior Vice President Since October 2008

ounsel si mice ctobcr 2008 and

orporate Secretary since July 2004 of

onstellat ion l.nergy

44 Senior Vice President aticl hief Risk Officer iii

onstellat iiuii I.nergy Si tic Jatiuary 2008

58 Seii iiir Vice President of onsmellat toil Energy

nce ctober 2004 and President and li cf

l.xec ut lye fficer iii Bali inure atid i.lec nc

iitnpatuy Si lice molter 284

SO Sen or Vice President iif iinsmeltai ion i.iiergy

sittce September 2005 and hief perat trig

fficer of onstrilat ion Energy Resources since

November 2008

48 Setiiiir Vice President sitice Jatiuary 2004

hid Adnu lust rat ye ffic er sitice Jutie 2007

aiid hief nformat tutu flIcer since April

2002 if onstellat ion Etuergy

37 Setiiiir Vice President itid fuel linancial

fficer of iunstcllat ion
Etiergy si tice tither

2008

Other Offices or Positions Held

During Past Five Years

hairttiati of the Riiard of Baltimore .ind

Ilec nc iitip.itiy

Ireident and Chief F.xecutive Officer--

Constellation Energy Nuclear Group tiC and

Executive Vice lresidcnt- otusmcllation Energy

riuup
I.xecutive atid Chief Nuclear Officer-

luke Energy

None

of tile White hiiuse .ouiicil on

Iiivirotituuental .uality .ittd irectiur if the

White louse Mike of i.tiviriuti ttieiital Piilic

Vice President orporate AfLii rs

iiiistellat iiitu I.nergy

Vice Iresidetut atid Ieputy Counsel---

otistellam ion
I.tuergy

.ittd Associate

un i.ttergy

lobal lead of Strategy Almertuat we tivest mciii

Services Miirgati
fuse otnp.iiiv

Vice Presidetim l.lect nc iansttiissiiiii aiid

istnibutiiitt Baltinuiure as and l.lectric

ottipany

Setuiiir Vice lresidenm Iiiiaiice and .huief

Fittaticiil liicer-- iitustellat ioti I.tuergy

Nuclear Group Chief Iinancial Ofilcer

JmiiStar Nuclear Energy Senior Vice lresidetit

Fituatuce-- ottstellat ott Energy atid hief

Fitiaticial filcer onstellat iou Newt
muergy

Niutte

Vice Presidetit atud Managi tug
rec tiir

Airpiurate Strategy
and eveloptitent

iitistellatiiuti l.tuergy Ieasurer otisteli.im iiiti

Etuergy .itud Senior Vice iresidetit atid iiief

littaiic al fficer Bait more atid i.lec nc

iitnpatiy

Ofilcers are elected by and hold office at the will of the Board of Iircctors and do not serve term of office

as such lhere is no arrangement or understanding between any director or oflicer and any other person ursuant to

which the director or oflìcer was selected
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PART II

lt.m Mark.t for R.gl.trantI Common Iqulty R.lat.d Sharshold.r Matt.r ls.u.r Purcha.. of
Iqufty S.curttls and Unr.gl.t.rd Sal. of Uqulty and U. of Proc..ds

Stock fladlng

Energys cilnon stock is traded tinder

the ticker symbol EG It is listed on the New York

and Chicago stock exchanges

As oi
January 30 2009 there were

common shareholders of record

DivId.nd Policy

Constellation Encrgy pays dividcnds on its omnion
stock after its loard ot Directors declares thettt there

are no contractual limitations on onstellatioti ltlergv

paying common stock dividends

ividends have been paid continuously since 1911

on the corn mon stock of Oust Lit
lluiergv

and their predecessors Ftit tire dividends de1cnd upon
future earnings our financial iondition and oilier

jictors

In ehriua rv 2001 we .i nlioiu need .i quarterly

dividend of $0.24 per sh.i re iusahle April 2009 to

holders record on March tO 2009 This is

tqtiivalelil 10 .10 .inuiii.il r.ite of $0.96
per share

Quarterly divudnd5 were de l.ired on our iommoi
so ek during 2008 and 2117 in the .imoun tsse frt

below

paYs dividends on its iomnlon stock .iher its

Roard of irCctors de hires them there arc no

ontr.i m.d limitations ott II
p.Ivilig omunon stock

di videutds on less

10 dLkr iii terest pasmcuI us on the

6.20% efcrrable Interest Subordinated

ehentures due 2043 .Iuld Ins dekrred interest

remains unpaid or

.1 itV dividends ttd
.1 nv redeni

pi oil payments
due on prekrcni stoL have not been

ptlil

Common Stock Dividends and Price Ranges

2008

First Quarter

Second Quarter

lhird Quarter

Fourth Quarter

linal

In4dcnd

I..ow Declared

Iividend

Declared

$0.475

1.4775

0.4775

0.4775

1.91

Price

High

$107.97

462

85.53

30.17

2007

Price

High I..ow

$81.94

78.74

13.01

21.70

$0435

0.435

0.435

1.435

.74

88.20

95.57

98.2

104.21

$68.78

82.71

76.64

85.81
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Purchases of Equity Securities by the Issuer and Affiliated Purchases

The following table discloses purchases of shares of our common stock made by us or on our behalf for the periods

shown below

Total Number

of Shares Maximum Dollar

Purchased as Amount of Shares

Part of Publicly that May Yet Be

Total Number Announced Purchased Under

of Shares Average Price Plans or the Plans and Programs

Period Purchased Paid for Shares Programs at month end

October October 31 2008 3075 23.96 $750 million

November November 30 2008 2031 24.21 750 million

December December 31 2008 725 25.01 750 million

Total 5831 24.18

Represents shares surrendered by employees to sati.j5i tax withholding obligations on vested restricted stock

In October 2007 our Board of Directors approved common share repurchase program Jbr up to $1 billion of our

outstanding common shares over the 24 months following approval Pursuant to the terms of our Series Prefrrred

Stock we are prohibited from engaging in common share repurchase in an aggregate amount in excess of

$100 million without the approval of the holders of more than 50% of the then outstanding shares of Series Prefrrred

Stock

Unregistered Sales of Equity Securities and Use of Proceeds

The sale and issuance of Constellation Energys 8% Series Convertible Preferred Stock to MidAmerican Energy

Holdings Company was reported previously on Current Report on Form 8-K dated September 22 2008 The sale

and issuance of Constellation Energys 8% Series Preferred Stock to EDF was reported previously on Current

Report on Form 8-K dated December 17 2008 We also discuss these issuanees in Note to Consolidated Financial

Statements
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Item Selected Financial Data

Constellation Energy Group Inc and Subsidiaries

2008 2007 2006 2005 2004

In millions except per share amounts

Summary of Operations

Total Revenues $19818.3 $21193.2 $19284.9 $16968.3 $12127.2
Total Expenses 20821.9 19858.8 18025.2 16023.8 11209.1
Gains on Sales of Assets 25.5 73.8

Loss Income From Operations 978.1 1334.4 1333.5 944.5 918.1

Gains on Sales of CEP LLC equity 63.3 28.7

Other Expense Income 52.3 158.6 66.1 65.5 25.5

Fixed Charges 362.3 305.6 328.7 310.2 326.8

Loss Income Before Income Taxes 1392.7 1250.7 1099.6 699.8 616.8
Income Tax Benefit Expense 78.3 428.3 351.0 163.9 118.4

Loss Income from Continuing Operations and

Before Cumulative Effects of Changes in

Accounting Principles 1314.4 822.4 748.6 535.9 498.4

Loss Income from Discontinued Operations

Net of Income Taxes 0.9 187.8 94.4 41.3

Cumulative Effects of Changes in Accounting

Principles Net of Income Taxes 7.2

Net Loss Income 1314.4 821.5 936.4 623.1 539.7

Loss Earnings Per Common Share from

Continuing Operations and Before Cumulative

Effects of Changes in Accounting Principles

Assuming Dilution 7.34 4.51 4.12 2.98 2.88

Loss Income from Discontinued Operations 0.01 1.04 0.53 0.24

Cumulative Effects of Changes in
Accounting

Principles 0.04

Loss Earnings Per Common Share Assuming

Dilution 7.34 4.50 5.16 3.47 3.12

Dividends Declared Per Common Share 1.91 1.74 1.51 1.34 1.14

Summary of Financial Condition

Total Assets $22284.1 $21742.3 $21801.6 $21473.9 $17347.1

Current Portion of Long-Term Debt 2591.5 380.6 878.8 491.3 480.4

Capitalization

Long-Term Debt 5098.7 4660.5 4222.3 4369.3 4813.2

Minority Interests 20.1 19.2 94.5 22.4 90.9

Preference Stock Not Subject to Mandatory

Redemption 190.0 190.0 190.0 190.0 190.0

Common Shareholders Equity 3181.4 5340.2 4609.3 4915.5 4726.9

Total Capitalization 8490.2 $10209.9 9116.1 9497.2 9821.0

Financial Statistics at Year End

Ratio of Earnings to Fixed Charges N/A 3.84 4.05 3.04 2.71

Book Value Per Share of Common Stock 15.98 29.93 25.54 27.57 26.81

N/ACalculation is not applicable as result of the net loss Jbr 2008

We discuss items that affect comparability between years including acquisitions and dispositions accounting changes and other items
in Item Managementi- Discussion and Analysis
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Baltimore Gas and Electric Company and Subsidiaries

2008 2007 2006 2005 2004

In millions

Summary of Operations

Total Revenues $3703.7 $3418.5 $3015.4 $3009.3 $2724.7

Total Expenses 3521.2 3084.2 2646.3 2612.8 2353.3

Income From Operations 182.5 334.3 369.1 396.5 371.4

Other Income Expense 29.6 26.8 6.0 5.9 6.4
Fixed Charges 139.9 125.3 102.6 93.5 96.2

Income Before Income Taxes 72.2 235.8 272.5 308.9 268.8

Income Taxes 20.7 96.0 102.2 119.9 102.5

Net Income 51.5 139.8 170.3 189.0 166.3

Preference Stock Dividends 13.2 13.2 13.2 13.2 13.2

Earnings Applicable to Common Stock 38.3 126.6 157.1 175.8 153.1

Summary of Financial Condition

Total Assets $6086.2 $5783.0 $5140.7 $4742.1 $4662.9

Current Portion of Long-Term Debt 90.0 375.0 258.3 469.6 165.9

Capitalization

Long-Term Debt $2197.7 $1862.5 $1480.5 $1015.1 $1359.5

Minority Interest 16.9 16.8 16.7 18.3 18.7

Preference Stock Not Subject to Mandatory

Redemption 190.0 190.0 190.0 190.0 190.0

Common Shareholders Equity 1538.2 1671.7 1651.5 1622.5 1566.0

Total Capitalization $3942.8 $3741.0 $3338.7 $2845.9 $3134.2

Financial Statistics at Year End

Ratio of Earnings to Fixed Charges 1.50 2.84 3.60 4.22 3.75

Ratio of Earnings to Fixed Charges and Preferred and

Preference Stock Dividends 1.33 2.42 2.99 3.45 3.08
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Item Managements Discussion and Analysis of Financial Condition and Results of Operations

Introduction and Overview

Constellation Energy Group Inc Constellation Energy is an

energy company that conducts its business through various

subsidiaries including merchant energy business and Baltimore

Gas and Electric Company BGE We describe our operating

segments in Note to Consolidated Financial Statements

This
report is combined report of Constellation Energy

and BGE References in this
report to we and our are to

Constellation Energy and its subsidiaries collectively References

in this report to the regulated businesses are to BGE We
discuss our business in more detail in Item Business section

and the risk factors affecting our business in Item JA Risk

Factors section

In this discussion and analysis we will explain the general

fInancial condition of and the results of operations for

Constellation
Energy and BGE including

factors which affect our businesses

our earnings and costs in the periods presented

changes in earnings and costs between periods

sources of
earnings

impact of these factors on our overall financial

condition

expected sources of cash for future capital expenditures

our net available liquidity and collateral requirements

and

expected future expenditures for capital projects

As you read this discussion and analysis refer to our

Consolidated Statements of Income Loss which
present the

results of our operations for 2008 2007 and 2006 We analyze

and explain the differences between periods in the specific line

items of our Consolidated Statements of Income Loss
We have organized our discussion and analysis as follows

First we discuss our strategy

Then we describe the business environment in which

we operate including how recent events competition

regulation weather and other factors affect our business

Next we discuss our critical accounting policies These

are the
accounting policies that are most important to

both the portrayal of our financial condition and results

of operations and require managements most difficult

subjective or complex judgment

We highlight significant events that are important to

understanding our results of operations and financial

condition

We review our results of operations beginning with an

overview of our total company results followed by

more detailed review of those results by operating

segment

We review our financial condition addressing our

sources and uses of cash security ratings capital

resources capital requirements commitments and

off-balance sheet arrangements

We conclude with discussion of our exposure to

various market risks

Strategy

We are pursuing strategy of operating nuclear and non-nuclear

generation facilities providing energy and energy-related

products and services through our Customer Supply activities

and delivering electricity
and

gas to customers of BGE our

regulated utility located in central Maryland Our merchant

energy business focuses on short-term and long-term purchases

and sales of energy capacity and related products to various

customers including distribution utilities nsunicipalities

cooperatives and industrial commercial and governmental

customers

We obtain this energy from both owned and contracted

supply resources Our generation fleet is strategically located in

deregulated markets and includes various fuel
types

such as

nuclear coal natural gas oil and renewable sources In addition

to owning generating facilities we contract for power from other

merchant providers typically through power purchase

agreements We use both our owned generation and our

contracted generation to support our wholesale and retail

Customer Supply operations

We are also in the forefront of the proposed development

of new nuclear generation in the United States through our

UniStar Nuclear Energy joint venture with EDF Group and

related entities EDF In addition in December 2008 we

entered into an investment
agreement with EDF to sell to EDF

49.99% interest in our nuclear generation and operation

business Investment Agreement EDF brings operational

experience global scale and procurement leverage to the

development of new nuclear plants in the United States and to

the operation of our existing nuclear plants This new joint

venture is expected to close in the third quarter of 2009 subject

to receipt of regulatory approvals

Collectively the integration of owned and contracted

electric generation assets with origination fuel procurement and

risk management expertise allows our merchant
energy

business

to earn incremental margin and more effectively manage energy

and commodity price risk over geographic regions and time Our

focus is on providing solutions to customers energy needs and

our Customer Supply and Global Commodities operations add

value to our owned and contracted
generation assets by

providing national market access market infrastructure real-time

market intelligence risk
management and arbitrage

opportunities and transmission and transportation expertise

Generation capacity supports our Customer Supply and Global

Commodities operations by providing source of reliable
power

supply

We
expect BGE and our Customer Supply operation to

grow through focused and disciplined expansion At BGE we

are also focused on enhancing reliability customer satisfaction

and customer demand
response initiatives

Customer choice regulatory change and
energy market

conditions significantly impact our business In response we

regularly evaluate our strategies with these goals in mind to

improve our competitive position to anticipate and adapt to the

business environment and regulatory changes and to maintain

strong
balance sheet and investment-grade credit quality through

the use of financial model that applies cash flow to reduce

debt
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As result of the significant events of 2008 as discussed in

the Business Environment section we are actively seeking to

increase available liquidity and reduce our business risk Over

the next one to two years we expect to be in transition period

during which we will focus on executing the following objectives

that we believe will strengthen the Company

continuing to implement strategic initiatives to reduce

collateral and liquidity needs of our merchant energy

business including selling certain assets and operations

as discussed further in the Divestitures section in Item

working to close the sale to EDF of 49.99% of our

nuclear generation and operation business as

expeditiously as possible

continuing disciplined approach to the management of

collateral and liquidity including

pricing new business to reflect the full cost of

capital in the current economic environment and

possibly requiring deposits from new retail

customers that do not meet pre-existing credit

conditions

balancing cash generation with earnings growth

and

maintaining liquidity cushion in excess of credit-

rating downgrade collateral requirements

focusing on Constellation Energys core strengths of

owning developing and operating nuclear and

non-nuclear generation assets

providing reliable regulated utility
service to

customers

leveraging our expertise in managing physical risks

inherent in our Generation and Customer Supply

operations and

maintaining strong supply relationships with retail

and wholesale customers

continuing to reduce the scale of and re-focus the

activities of our Global Commodities and Customer

Supply operations through the following actions

using the Global Commodities group to support

our Generation and Customer Supply operations

placing less reliance on proprietary trading

investing capital in areas where we are able to

generate appropriate risk-adjusted returns

maintaining credit metrics consistent with investment

grade ratings

The execution of our strategy in the future will be affected

by our ability to achieve these goals as well as by continued

instability in financial and commodities markets Execution of

our goals including the pending asset divestitures could have

substantial effect on the nature and mix of our business

activities as well as our financial position results of operation

and cash flows

In addition upon closing the transaction contemplated by

our Investment Agreement with EDF we expect to deconsolidate

our subsidiary that owns our nuclear generation assets In turn

this could affect our financial position
results of operations and

cash flows in material amounts and these amounts could
vary

substantially from historical results

Business Environment

Various factors affect our financial results We discuss some of

these factors in more detail in Item BusinessCompetition

section We also discuss these various factors in the Forward

Looking Statements and Item IA Risk Factors sections

During the last year two events significantly influenced our

business environment the collapse of the credit markets and the

extreme volatility
in the energy markets Throughout 2008

volatility
in the financial markets intensified leading to dramatic

declines in equity prices and substantially reducing liquidity in

the credit markets Most equity indices declined significantly the

cost of credit default swaps and bond spreads increased

substantially and credit markets effectively ceased to be

accessible for all but the most highly rated borrowers

Major financial institutions experienced significant financial

difficulty and widespread fears developed about the viability of

any business that required access to credit markets to support

liquidity needs or that required substantial access to the capital

markets to function including Constellation Energy By

mid-September 2008 despite having announced number of

actions to address our liquidity situation we faced sudden and

immediate need to raise equity capital and take other steps to

enhance our overall liquidity As result on September 19

2008 we entered into definitive merger agreement
with

MidArnerican Energy Holdings Company MidAmerican to

acquire Constellation Energy for $4.7 billion which also

provided us with an immediate $1 billion cash infusion In

December 2008 however we terminated the merger agreement

with MidAmerican and entered into an agreement to sell

49.99% interest in our nuclear generation and operation

business for $4.5 billion to EDE Under that agreement
EDF

provided us with $1 billion cash infusion to replace the

investment made by MidAmerican We repaid MidAmericans

$1 billion plus interest in January 2009 We discuss the

termination of the
merger

with MidAmerican and our

transaction with EDF in more detail in Note 15 to onsolidated

Financial Statements

The
volatility

of the global energy markets impacts our

liquidity and collateral requirements as well as our credit risk

We discuss our liquidity and collateral requirements in the

Financial condition section We continue to actively manage our

credit risk to attempt to reduce the impact of potential

counterparty default We discuss our customer counterparty

credit and other risks in more detail in the Risk Management

section

Competition

We face competition in the sale of electricity natural gas coal

and uranium in wholesale energy markets and to retail

customers

Various states have moved to restructure their retail

electricity and gas
markets The

pace
of deregulation in these

states varies based on historical moves to competition and

responses to recent market events While many states continue

to support or expand retail competition and industry

restructuring other states that were considering deregulation
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have slowed their plans or postponed consideration In addition

other states are reconsidering deregulation

Specifically legislatures in number of states are currently

considering to varying degrees legislation to either eliminate or

expand retail choice
programs

In addition many states have

initiated proceedings to reconsider the method of wholesale

procurement for
meeting their utilities default

provider-of-last-resort POLR requirements Both the

reconsideration of retail choice and possible new methodologies

for wholesale procurement could affect our Customer Supply

operations future opportunities to service commercial and

industrial customers and the ability to provide wholesale

products to utilities The outcome of these efforts cannot be

predicted hut they could have material effect on our financial

results

All BGE electricity and gas customers have the option to

purchase electricity and gas from alternate suppliers

We discuss merchant competition in more detail in Item

Businesscompetition section

The impacts of electric deregulation on BGE in Maryland

are discussed in Item Business -Baltimore Gas and Electric

CompanyElectric BusinessElectric
Competition section

RegulationMaryland

Maryland PSC

In addition to electric restructuring which we discuss in Item

BusinessElectric Competition section regulation by the Maryland

Public Service Commission Maryland PSC significantly

influences BGEs businesses The Maryland PSC determines the

rates that BGE can charge customers of its electric distribution

and gas businesses The Maryland PSC incorporates into BGEs
standard offer service rates the transmission rates determined by

the Federal Energy Regulatory Commission FERC BGEs
electric rates are unbundled in customer

billings to show separate

components for delivery service i.e base rates electric supply

commodity charge and transmission universal service

surcharge and certain taxes The rates for BGEs regulated gas

business continue to consist of delivery charge base rate and

commodity charge

Maryland Settlement Agreement

In March 2008 Constellation Energy BGE and Constellation

Energy affiliate entered irno settlement
agreement with the

State of Maryland the Maryland PSC and certain State of

Maryland officials to resolve pending litigation and to settle

other prior legal regulatory and
legislative

issues On April 24

2008 the Governor of Maryland signed enabling legislation

which became effective on June 2008 Pursuant to the terms

of the settlement agreement

Each party acknowledged that the agreements adopted

in 1999 relating to Marylands electric
restructuring law

are final and binding and the Maryland PSC will close

ongoing proceedings relating to the 1999 settlement

BGE provided its residential electric customers

approximately $189 million in the form of one-time

$170 per customer rate credit We recorded reduction

to Electric revenues on our and BCEs Consolidated

Statements of Income Loss during the second
quarter

of 2008 and reduced customers bills by the amount of

the credit between September and December 2008

BCE customers are relieved of the potential future

liability
for

decommissioning Constellation Energys

Calvert Cliffs Unit and Unit scheduled to occur no

earlier than 2034 and 2036 respectively and are no

longer obligated to pay total of $520 million in 1993

dollars adjusted for inflation pursuant to the

1999 Maryland PSC order regarding the deregulation of

electric generation BGE will continue to collect the

$18.7 million annual nuclear
decommissioning charge

from all electric customers through 2016 and continue

to rebate this amount to residential electric customers as

previously required by Maryland Senate Bill which

was enacted in June 2006

BGE resumed collection of the residential return portion

of the administrative charge included in Standard Offer

Service SOS rates which had been eliminated under

Senate Bill on June 2008 and will continue

collection through May 31 2010 without having to

rebate it to all residential electric customers This will

total approximately $40 million over this period This

charge will be suspended from June 2010 through

December 31 2016

Any electric distribution base rate case filed by BGE will

not result in increased distribution rates prior to

October 2009 and any increase in electric distribution

revenue awarded will be capped at 5% with certain

exceptions Any subsequent electric distribution base rate

case may not be filed prior to August 2010 The

agreement does not govern or affect our ability to

recover costs associated with gas rates federally approved

transmission rates and charges electric riders tax

increases or increases associated with standard offer

service power supply auctions

Effective June 2008 BGE implemented revised

depreciation rates for regulatory and financial
reporting

purposes The revised rates reduced depreciation expense

by approximately $14 million in 2008 without

impacting distribution rates charged to customers

Effective June 2008 Maryland laws governing

investments in companies that own and operate

regulated gas and electric utilities were amended to

make them less restrictive with respect to certain capital

stock acquisition transactions

Constellation Energy elected two independent directors

to the Board of Directors of BGE within the required

six months from the execution of the settlement

agreement
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Senate Bills and 400

In June 2006 Maryland Senate Bill was enacted which

among other things

imposed rate stabilization measures that capped rate

increases by BGE for residential SOS service at 15%

from July 2006 to May 31 2007 ii gave
residential

SOS customers the option from June 2007 until

December 31 2007 of paying full market rate or

choosing short term rare stabilization plan in order to

provide smooth transition to market rates without

adversely affecting the creditworthiness of BGE and

iii provided for full market rates for all residential SOS

service starting January 2008 and

allowed BGE to recover the costs deferred from July

2006 to May 31 2007 from its customers over period

not to exceed 10 years on terms and conditions to be

determined by the Maryland PSC including through

the issuance of rate stabilization bonds that securitize

the deferred costs

In connection with these provisions of Senate Bill

In May 2007 the Maryland PSC approved plan to

allow residential electric customers to defer the

transition to full market rates from June 2007 to

January 2008 The percent of customers who chose

to defer are repaying the deferred amounts without

interest over twenty-one
month period which began

on April 2008

In June 2007 subsidiary of BGE issued an aggregate

principal amount of $623.2 million of rate stabilization

bonds to recover costs relating to the residential rate

deferral from July 2006 to May 31 2007 We discuss

the rate stabilization bond issuance in more detail in

Note to Consolidated Financial Statements

In April 2007 Maryland Senate Bill 400 was enacted

which made certain modifications to Senate Bill Pursuant to

Senate Bill 400 the Maryland PSC was required to initiate

several studies including studies relating to stranded costs the

costs and benefits of various options for re-regulation and the

structure of the electric industry in Maryland

In December 2007 the Maryland PSC issued an interim

report addressing the costs and benefits of various options for

re-regulation and recommending actions to be taken to address

an anticipated shortage of generation and transmission capacity

in Maryland which included implementation of demand

response initiatives and requiring utilities to enter into long-term

power purchase contracts with suppliers

The Maryland PSC issued final report in December

2008 In the final report
the Maryland PSC does not

recommend returning the former utility generation assets to full

cost of service regulation but rather recommends incremental

forward looking re-regulation when appropriate to ensure

reliable supply of
electricity or to obtain economic benefits for

customers The report also indicates that the Maryland PSC will

investigate in 2009 whether and on what terms additional

generation should be built in Maryland In addition the

Maryland legislature continues to review the structure of the

Maryland energy
markets and the need for re-regulation We

cannot at this time predict the ultimate outcome of these

inquiries studies and recommendations or their actual effect on

our or BGEs financial results but it could be material

We discuss the market risk of our regulated electric business

in more detail in the Risk Management section

Base Rates

Base rates are the rates the Maryland PSC allows BGE to charge

its customers for the cost of providing them delivery service

plus profit BGE has both electric base rates and gas
base rates

BGE may ask the Maryland PSC to increase base rates

from time to time The Maryland PSC historically has allowed

BGE to increase base rates to recover its utility plant investment

and operating costs plus profit Generally rate increases

improve the earnings of our regulated business because they

allow us to collect more revenue However rare increases are

normally granted based on historical data and those increases

may not always keep pace
with increasing costs Other parties

may petition the Maryland PSC to decrease base rates

BGEs most recently approved return on electric

distribution rate base was 9.4% approved in 1993 BGEs most

recently approved return on gas rate base was 8.49% approved

in 2005

According to the terms of the 2008 Maryland settlement

agreement any future electric distribution base rate case filed by

BGE will not result in increased distribution rates prior to

October 2009 and
any

increase in electric distribution revenue

awarded will be capped at 5/o with certain exceptions Any

subsequent electric distribution base rate case may not be filed

prior to August 2010 The agreement does not govern or

affect our ability to recover costs associated with gas rates

federally approved transmission rates and charges electric riders

tax increases or increases associated with standard offer service

power supply auctions

Revenue Decoupling

Beginning in 2008 the Maryland PSC approved and BGE

implemented revenue decoupling for residential and small

commercial customers to eliminate the effect of abnormal

weather and usage patterns per customer on its electric

distribution volumes This means that BGEs electric distribution

revenues from residential and small commercial customers reflect

weather and usage
that is considered normal for the month

Therefore these revenues are affected primarily by customer

growth The Maryland PSC approved revenue decoupling for the

majority of our remaining commercial and industrial customers

beginning February 2009 We have similar revenue

decoupling mechanism in our gas business

Demand Response and Advanced Metering Programs

In order to implement an advanced metering pilot program and

demand response program BGE defers costs associated with

these
programs as regulatory asset and recovers these costs

from customers in future periods We discuss the advanced

metering and demand response programs in more detail in

Item BusinessBaltimore Gas and Electric CompanyElectric

Load Management
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.1Yectric Commodity and Transmission Charges

We discuss BGE electric commodity and transmission charges

standard offer service including the impact of the enactment

of Senate Bill in Maryland in the Business Environment

RegulationMarylandSenate Bills and 400 section

Gas Commodity Charge

BGE charges its
gas customers separately for the natural gas they

purchase The price BGE charges for the natural
gas is based on

market-based rates incentive mechanism approved by the

Maryland PSC We discuss market-based rates in more detail in

the Regulated Gas BusinessGas Cost Adjustments section and in

Note to Consolidated Financial Statements

Federal Regulation

FERC

The FERC has jurisdiction over various
aspects of our business

including electric transmission and wholesale natural
gas

and

electricity
sales BGE transmission rates are updated annually

based on formula methodology approved by FERC The rates

also include transmission investment incentives approved by

FERC in orders issued in July and November of 2007 We
believe that FERCs continued commitment to fair and efficient

wholesale
energy markets should continue to result in

improvements to competitive markets across various regions

Since 1997 operation of BGEs transmission system has

been under the authority of PJM Interconnection PJM the

Regional Tiansmission Organization RTO for the Mid-Atlantic

region pursuant to FERC oversight As the transmission

operator PJM administers the
energy markets and conducts

day-to-day operations of the bulk power system The
liability

of

transmission owners including BGE and power generators is

limited to those damages caused by the
gross negligence of such

entities

In addition to PJM RTOs exist in other regions of the

country such as the Midwest New York and New England

Similar to PJM these RTOs also administer the
energy market

for their region and are responsible for operation of the

transmission systens and transmission
system reliability Our

merchant energy business participates in these regional energy

markets These markets are continuing to develop and revisions

to market structure arc subject to review and approval by FERC
We cannot predict the outcome of

aisy reviews at this time

However changes to the structure of these markets could have

material effect on our fInancial results

FERC Initiatives

Ongoing ioitiatives at FERC have included review of its

methodology for the granting of market-based rate authority to

sellers of electricity FERC has established interim tests that it

uses to determine the extent to which companies may have

market
power in certain regions Where FERC finds that market

power exists it may require companies to implement measures

to mitigate the market
power in order to maintain market-based

rate authority We believe that our entities selling wholesale

power continue to satis6y FERCs test for determining whether

to grant public utility
market-based rate authority

In November 2004 FERC eliminated through and out

transmission rates between the Midwest Independent System

Operator MISO and PJM and
put in place Seams Elimination

Charge/Cost Adjustment/Assignment SECA transition rates

which are paid by the transmission customers of MISO and

PJM and allocated among the various transmission owners in

PJM and MISO The SECA transition rates were in effect from

December 2004
through March 31 2006 FERC set for

hearing the various compliance filings
that established the level

of the SECA rates and has indicated that the SECA rates are

being recovered from the MISO and PJM transmission

customers subject to refund by the MISO and PJM transmission

owners

We are recipient of SECA
payments payer of SECA

charges and supplier to whom such charges may be shifted

Administrative hearings regarding the SECA charges concluded

in May 2006 and an initial decision from the FERC

administrative law judge AU was issued in
August 2006 The

decision of the AU generally found in favor of reducing the

overall SECA
liability The decision if upheld is expected to

significantly reduce the overall SECA
liability at issue in this

proceeding However the AU also allowed SECA charges to be

shifted to upstream suppliers subject to certain adjustments

Therefore certain charges could be shifred to our wholesale

marketing risk management and trading operation This

decision will be reviewed by FERC We are unable to predict the

timing or final outcome of FERCs SECA rate proceeding

However as the amounts collected under the SECA rates are

subject to refund and the ultimate outcome of the proceeding

establishing SECA rates is uncertain the result of this

proceeding may have material effect on our financial results

Capacity Markets

In April 2006 FERC issued an initial order approving PJMs

proposal to restructure its capacity market which establishes the

method by which we are paid for making generating plant

capacity available to PJM The capacity market or Reliability

Pricing Model RPM was approved by FERC in December

2006 after settlement proceedings FERC in June and November

2007 upheld the RPM settlement in response to requests
for

rehearing An appeal of FERCs decisions on RPM was filed in

January 2008 in the United States Court of Appeals for the

District of Columbia Circuit Currently we cannot predict with

certainty what effect the results of these challenges will have on

our or BGEs financial results

Also in January 2008 in connection with RPM PJM filed

revisions to its capacity market rules to reflect increased

construction costs for new entry of generation CONE which

was rejected by FERC in April 2008 CONE is used in

determining the price paid to capacity resources that clear in the

PJM capacity auction In September 2008 FERC directed PJM
to consider revisions and improvements to RPM to become

effective prior to the May 2009 auction In December 2008

PJM filed proposed tariff changes to RPM with FERC PJM

proposes significant revisions to RPM including the

determination of CONE the participation of
energy efficiency

and demand resources and market power and mitigation rules
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We cannot predict the outcome of the FERC proceeding

However the outcome could have material effect on our

financial results depending on the nature of the resulting

changes to RPM
In May 2008 five state public service commissions

including the Maryland PSC consumer advocates and others

filed complaint against PJM at the FERC alleging that the

RPM produced unreasonable prices during the period from

June 2008 through May 31 2011 The complaint requests

that FERC establish refund effective date of June 2008

reject
the results of the 2007/08 through 2010/11 RPM capacity

auction results and significantly
reduce prices for capacity

beginning as of June 2008 through 20 11/12 We along with

other power suppliers and supplier trade groups have filed

protests to the complaint In September 2008 FERC dismissed

the complaint and in October 2008 the complainants requested

rehearing at FERC We cannot predict the outcome of this

proceeding or the amount of refunds that may be owed by or

due to us if
any However the outcome and any refunds that

are ultimately assessed could have material impact on our

financial results

Three major high-voltage transmission lines have been

announced that could enhance significantly the transfer capacity

of the PJM transmission system from west to east The siting

process
either in the states or at FERC is uncertain as is the

likelihood that one or more of the transmission lines will be

ultimately constructed The construction of the transmission

lines which could depress both capacity and energy prices for

generation located in Maryland and elsewhere in the eastern part

of PJM could have material effect on our financial results

Other market changes are routinely proposed and

considered on an ongoing basis Such changes will be subject to

FERCs review and approval We cannot predict the outcome of

these proceedings or the possible effect on our or BGEs

financial results at this time

NERC Reliability Standards

In compliance
with the Energy Policy Act of 2005 FERC has

approved the North American Electric Reliability Corporation

NERC as the national energy reliability organization NERC

will be responsible for the development and enforcement of

mandatory reliability
standards for the wholesale electric power

system We are responsible for complying with the standards in

the regions in which we operate NERC will have the ability to

assess financial penalties for noncompliance which could be

material

Weather

Merchant Energy Business

Weather conditions in the different regions of North America

influence the financial results of our merchant energy
business

Weather conditions can affect the supply of and demand for

electricity natural gas and fuels Changes in energy supply and

demand may impact the price of these energy
commodities in

both the spot market and the forward market which may affect

our results in
any given period Typically demand for electricity

and its price are higher in the summer and the winter when

weather is more extreme The demand for and price of natural

gas
and oil are higher in the winter However all regions

of

North America typically do not experience extreme weather

conditions at the same time thus we are not typically exposed

to the effects of extreme weather in all parts of our business at

once

BGE

Weather affects the demand for electricity
and

gas
for our

regulated businesses Very hot summers and
very

cold winters

increase demand Mild weather reduces demand Weather affects

residential sales more than commercial and industrial sales

which are mostly affected by business needs for electricity and

gas The Maryland PSC has approved revenue decoupling

mechanisms which allow BGE to record monthly adjustments to

the majority of our regulated electric and
gas

business

distribution revenues to eliminate the effect of abnormal weather

and usage patterns
We discuss this further in the Regulation

Maryland PSCRevenue Decoupling Regulated Electric Business

Revenue Decoupling and Regulated Gas BusinessRevenue

Decoupling sections

Other Factors

number of other factors significantly influence the level and

volatility
of prices for energy commodities and related derivative

products for our merchant energy business These factors

include

seasonal daily and hourly changes in demand

number of market participants

extreme peak demands

available supply resources

transportation and transmission availability and

reliability within and between regions

location of our generating
facilities relative to the

location of our load-serving obligations

implementation 0f new market rules governing

operations of regional power pools

procedures used to maintain the integrity of the physical

electricity system during extreme conditions

changes in the nature and extent of federal and state

regulations
and

international supply and demand

These factors can affect energy commodity and derivative

prices in different ways and to different degrees These effects

may vary throughout the country as result of regional

differences in

weather conditions

market liquidity

capability and reliability of the physical electricity
and

gas systems

local transportation systems and

the nature and extent of
electricity deregulation

Other factors also impact the demand for
electricity

and gas

in our regulated businesses These factors include the number of

customers and usage per customer during given period We use

these terms later in our discussions of regulated electric and gas

operations
In those sections we discuss how these and other
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factors affected electric and gas sales during the periods

presented

The number of customers in given period is affected by

new home and apartment construction and by the number of

businesses in our service territory

Usage per customer refers to all other items
impacting

customer sales that cannot be measured separately These factors

include the strength of the economy in our service territory

When the economy is healthy and expanding customers tend to

consume more electricity and gas Conversely during an

economic downturn our customers tend to consume less

electricity and gas

Environmental Matters and Legal Proceedings
We discuss details of our environmental matters in Note 12 to

Consolidated Financial Statements and Item Business

Environmental Matters section We discuss details of our legal

proceedings in Note 12 to Consolidated Financial Statements

Some of this information is about costs that may be material to

our financial results

Accounting Standards Adopted and Issued

We discuss recently adopted and issued accounting standards in

Note to Consolidated Financial Statements

Critical Accounting Policies

Our discussion and analysis of financial condition and results of

operations is based on our consolidated financial statements that

were prepared in accordance with accounting principles generally

accepted in the United States of America Management makes

estimates and assumptions when
preparing financial statements

These estimates and assumptions affect various matters

including

our reported amounts of revenues and expenses in our

Consolidated Statements of Income Loss
our reported amounts of assets and liabilities in our

Consolidated Balance Sheets and

our disclosure of contingent assets and liabilities

These estimates involve judgments with
respect to

numerous factors that are difficult to predict and are beyond

managements control As result actual amounts could

materially differ from these estimates

Management believes the following accounting policies

represent critical accounting policies as defined by the Securities

and Exchange Commission SEC The SEC defines critical

accounting policies as those that are both most important to the

portrayal of companys financial condition and results of

operations and require managements most difficult subjective

or complex judgment often as result of the need to make

estimates about the effect of matters that are inherently

uncertain and may change in subsequent periods We discuss our

significant accounting policies including those that do not

require management to make difficult subjective or complex

judgments or estimates in Note to Consolidated Financial

Statements

Accounting for Derivatives and Hedging Activities

We utilize variety of derivative instruments in order to manage

commodity price risk interest rate risk and foreign currency

risk The accounting requirements for derivatives are governed

by Statement of Financial
Accounting Standards SFAS

No 133 Accounting Jir Derivative Instruments and Hedging

Activities as amended and interpreted Because of the extensive

nature of its
requirements that

govern both accounting treatnient

and documentation as well as the
complexity of the transactions

within its scope applying SFAS No 133 requires management

to exercise judgment in several areas including the following

identification of derivatives

selection of accounting treatment for derivatives

valuation of derivatives and

impact of uncertainty

As discussed in more detail below the exercise of

managements judgment in these areas materially impacts our

financial statements While we believe we have appropriate

controls in place to apply SFAS No 133 failure to meet its

requirements even inadvertently could require the use of

different
accounting treatment for the affected transactions In

addition interpretations of SFAS No 133 continue to evolve

and future change in accounting requirements also could affect

our financial statements materially We discuss derivatives and

hedging activities in more detail in Note and Note 13 to

Consolidated Financial Statements

Identification of Derivatives

We must evaluate new and
existing transactions and agreements

to determine whether they are derivatives Identifying derivatives

requires us to exercise judgment in interpreting the definition of

derivative in SFAS No 133 and applying that definition to

each individual contract If contract is not derivative we

cannot apply SFAS No 133 and we generally must record the

effects of the contract in our financial statements upon delivery

or settlement under the accrual method of accounting In

contrast if contract is derivative we must apply SFAS

No 133 which provides for several possible accounting

treatments as discussed more fully under Accounting Treatment

below As result the required accounting treatment and its

impact on our financial statements can vary substantially

depending upon whether contract is derivative or

non-derivative

Accounting Treatment

SFAS No 133 permits several possible accounting treatments for

derivatives that meet all of the applicable requirements of that

standard SFAS No 133 requires mark-to-market as the default

accounting treatment for all derivatives unless they qualify and

we affirmatively designate them for one of the other
accounting

treatments Derivatives designated for
any of the other elective

accounting treatments must meet specific restrictive criteria

prescribed by SPAS No 133 both at the time of designation

and on an ongoing basis
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The permissible accounting treatments for derivatives are

mark-to-market

cash flow hedge

fair value hedge and

accrual accounting under Normal Purchase/Normal Sale

NPNS
Each of the accounting treatments that we use for

derivatives affects our financial statements in substantially

different
ways as summarized below

Balance Sheet Income Statement

Mark-to-market Recorded at fair value Changes in fair value

recognized in earnings

Cash flow Recorded at fair value Ineffective changes in

hedge Effective changes in fair fair value recognized in

value recognized in earnings

accumulated other Amounts in accumulated

consprehensive income other comprehensive

income reclassified to

earnings
when the

hedged forecasted

transaction affects

earnings or becomes

probable of not

occurring

Fair value Recorded at fair value Changes in fair value

hedge Changes in fair value of recognized in earnings

the hedged asset or Changes in fair value of

liability
recorded as hedged asset or liability

adjustment to its book recognized in earnings

value

NPNS Fair value not recorded Changes in fair value

accrual Accounts receivable or not recognized in

accounts payable earnings

recorded when derivative Revenue or expense

settles recognized in earnings

when underlying

physical commodity is

sold or consumed

We exercise judgment in determining which derivatives

qualify for particular accounting treatment under the

provisions of SFAS No 133 and its interpretations including

Cash flow and fair value hedgesdetermination that all

hedge accounting requirements are satisfied including

the expectation that the derivative will be highly

effective in offsetting changes in cash flows or fair value

from the risk being hedged and for cash flow hedges

the probability that the hedged forecasted transaction

will occur

Accrual accounting under NPNSdetermination that

the derivative will result in
gross physical delivery of the

underlying commodity and will not settle net

We also exercise judgment in selecting the accounting

treatment that we believe provides the most transparent

presentation of the economics of the underlying transactions

Although contracts may be eligible
for hedge accounting or

NPNS designation SFAS No 133 does not require all such

contracts to be designated and accounted for identically We

generally elect accrual or hedge accounting for our physical

energy delivery activities generation and customer supply

because accrual accounting more closely aligns the timing of

earnings recognition cash flows and the underlying business

activities By contrast we generally apply mark-to-market

accounting for risk management
and trading activities because

changes in fair value more closely reflect the economic

performance of the activity However we also use

mark-to-market accounting for the following physical energy

delivery activities

our nonregulated retail gas customer supply activities

which are managed using economic hedges that we have

not designated as cash-flow hedges so as to match the

timing
of recognition of the earnings impacts of those

activities to the greatest extent permissible and

economic hedges of activities that require accrual

accounting for which the related hedge requires

mark-to-market accounting

Accounting

Treatment

Recognition and Measurement
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As result of making these judgments the selection of accounting treatments has material impact on our financial position

and results of operations These impacts affect several
components

of our financial statements including assets liabilities and

accumulated other comprehensive income Additionally the selection of accounting treatment also affects the amount and
timing of

the recognition of earnings The following table summarizes these impacts

Effect of Changes
in Fair Value on

Valuation

SPAS No 133 requires us to record mark-to-market and hedge

derivatives at fair value which
represents an exit price for the

asset or liability from the perspective of market participant An

exit price is the price at which market participant could sell an

asset or transfer
liability to an unrelated party While some of

our derivatives relate to commodities or instruments for which

quoted market prices are available from external sources many
other commodities and related contracts are not actively traded

Additionally some contracts include quantities and other factors

that vary over time In these cases we must use modeling

techniques to estimate expected future market prices contract

quantities or both in order to determine fair value

The prices quantities and other factors we use to

determine fair value reflect managements best estimates of

inputs market participant would consider We record valuation

adjustments to reflect uncertainties associated with estimates

inherent in the determination of fair value that are not

incorporated in market price information or other market-based

estimates we use to determine fair value To the extent possible

we utilize market-based data together with quantitative methods

for both measuring the uncertainties for which we record

valuation adjustments and determining the level of such

adjustments and changes in those levels We discuss fair value

measurements in more detail in Note 13 to Consolidated

Financial Statements

The judgments we are required to make in order to

estimate fair value have material impact on our financial

statements These judgments affect the selection appropriateness

and application of modeling techniques the methods used to

identify or estimate inputs to the modeling techniques and the

consistency in applying these techniques over time and across

types of derivative instruments Changes in one or more of these

judgments could have material impact on the valuation of

derivatives and as result could also have material impact on

our financial position or results of operations

Impacts of Uncertainty

The accounting for derivatives and hedging activities involves

significant judgment and requires the use of estimates that are

inherently uncertain and may change in subsequent periods The

effect of changes in assumptions and estimates could materially

impact our reported amounts of revenues and costs and could be

affected by many factors including but not limited to the

following

uncertainty surrounding inputs to the estimates of fair

value required by SFAS No 133 due to factors such as

illiquid markets or the absence of observable market

price information

our
ability

to continue to designate and qualify

derivative contracts for NPNS accounting or hedge

accounting tinder the requirements of SFAS No 133

Accounting Treatment

Mark-to-market Cash Flow Hedge Fair Value Hedge NPNS

Assets and liabilities Increase or decrease in Increase or decrease in Increase or decrease in No impact
derivatives derivatives derivatives

Decrease or increase

in hedged asset or

liability

Accumulated other No impact Increase or decrease No impact No impact

comprehensive income for effective portion of

AOCI hedge

Earnings prior to Increase or decrease Increase or decrease Increase or decrease No impact
settlement for ineffective portion for change in

of hedge derivatives

Decrease or increase

for change in hedged

asset or liability

Increase or decrease

for ineffective portion

Earnings at settlement No impact Amounts in AOCI Hedged margin Revenue or expense

reclassified to earnings recognized in earnings recognized in earnings

when hedged when underlying

forecasted transaction physical commodity is

affects
earnings sold or consumed
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potential volatility in earnings from ineffectiveness on

derivatives for which we have elected hedge accounting

and

our ability to enter into new mark-to-market derivative

origination
transactions

Evaluation of Assets for Impairment and Other Than

Temporary Decline in Value

Long-Lived Assets

We are required to evaluate certain assets that have long lives

for example generating property
and equipment and real estate

to determine if they are impaired when certain conditions exist

SFAS No 144 Accounting Jr the Impairment or Disposal of

Long-Lived Assets provides the accounting requirements for

impairments of long-lived assets We are required to test our

long-lived assets for recoverability whenever events or changes in

circumstances indicate that their carrying amount may not be

recoverable Examples of such events or changes are

significant decrease in the market price of long-lived

asset

significant adverse change in the manner an asset is

being used or its physical condition

an adverse action by regulator or legislature or an

adverse change in the business climate

an accumulation of costs significantly in excess of the

amount originally expected for the construction or

acquisition of an asset

current-period loss combined with history of losses

or the projection of future losses or

change in our intent about an asset from an intent to

hold to greater than 50% likelihood that an asset will

be sold or disposed of before the end of its previously

estimated useful life

For long-lived assets that can be classified as held for sale

we recognize an impairment loss to the extent their carrying

amount exceeds their fair value less costs to sell For long-lived

assets that we expect to hold and use we recognize an

impairment loss only if the carrying amount of an asset is not

recoverable and exceeds its fair value The carrying amount of an

asset is not recoverable if it exceeds the total undiscounted future

cash flows expected to result from the use and eventual

disposition of the asset Therefore when we believe an

impairment condition may have occurred we estimate the

undiscounted future cash flows associated with the asset at the

lowest level for which identifiable cash flows are largely

independent of the cash flows of other assets and liabilities This

necessarily requires us to estimate uncertain future cash flows

In order to estimate future cash flows we consider

historical cash flows and changes in the market environment and

other factors that may affect future cash flows To the extent

applicable the assumptions we use are consistent with forecasts

that we are otherwise required to make for example in

preparing our earnings forecasts If we are considering

alternative courses of action to recover the carrying amount of

long-lived asset such as the potential sale of an asset we

probability-weight the alternative courses of action to estimate

the cash flows

We use our best estimates in making these evaluations and

consider various factors including forward price curves for

energy fuel costs and operating costs However actual future

market prices and project costs could vary from the assumptions

used in our estimates and the impact of such variations could

be material

If we determine that the undiscounted cash flows from an

asset to be held and used are less than the carrying amount of

the asset or if we have classified an asset as held for sale we

must estimate fair value to determine the amount of
any

impairment loss The estimation of fair value also involves

judgment We consider quoted market prices in active markets

to the extent they are available In the absence of such

information we may consider prices of similar assets consult

with brokers or employ other valuation techniques Often we

will discount the estimated future cash flows associated with the

asset using single interest rate that is commensurate with the

risk involved with such an investment or employ an expected

present value method that probability-weights range
of possible

outcomes The use of these methods involves the same inherent

uncertainty of future cash flows as discussed above with respect

to undiscounted cash flows Actual future market prices and

project costs could vary from those used in our estimates and

the impact of such variations could be material

Gas Properties

We evaluate unproved property at least annually to determine if

it is impaired under SFAS No 19 Financial Accounting and

Reporting by Oil and Gas Producing Properties Impairment for

unproved property occurs if there are no firm plans to continue

drilling the lease is near its expiration or historical experience

necessitates valuation allowance

Investments

We evaluate our equity-method and cost-method investments

for example CEP and partnerships that own power projects to

determine whether or not they are impaired Accounting

Principles Board APB Opinion No 18 The Equity Method of

Accounting Jir Investments in Common Stock provides the

accounting requirements for these investments The standard for

determining whether an impairment must be recorded under

APB No 18 is whether the investment has experienced loss in

value that is considered an other than temporary decline in

value

The evaluation and measurement of impairments under the

APB No 18 standard involves the same uncertainties as

described above for long-lived assets that we own directly and

account for in accordance with SFAS No 144 Similarly the

estimates that we make with
respect to our equity and

cost-method investments are subject to variation and the impact

of such variations could be material Additionally if the projects

in which we hold these investments recognize an impairment

under the provisions of SFAS No 144 we would record our

proportionate share of that impairment loss and would evaluate

our investment for an other than temporary
decline in value

under APB No 18
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We continuously monitor issues that potentially could

impact future profitability of our equity-method investments that

own geothermal coal hydroelectric fuel processing projects as

well as our equity investments in our joint ventures and CER

including environmental and
legislative initiatives We discuss

certain risks and uncertainties in more detail in our Forward

Looking Statements and Item JA Risk Factors sections However

should future events cause these investments to become

uneconomic our investments in these projects could become

impaired under the provisions of APB No 18

Current California stattites and regulations require

load-serving entities to increase their procurement of renewable

energy resources and mandate statewide reductions in greenhouse

gas emissions Given the need for electric
power and the

statutory and
regulatory requirements increasing demand for

renewable resource technologies we believe California will

continue to foster an environment that supports the use of

renewable
energy and continues certain subsidies that will make

renewable energy projects economical However should

California legislation and regulatory policies and federal
energy

policies fail to adequately support renewable
energy initiatives

our equity-method investments in these
types

of
projects could

become impaired under the provisions of APB No 18 and any
losses recognized could be material

Debt and Equity Securities

Our available for sale investments in debt and equity securities

primarily our nuclear decommissioning trust fund assets are

subject to impairment evaluations under FASB Staff Positions

SFAS No 115-1 and SFAS No 124-1 FSP 115-1 and 124-1
The Meaning of Other- Than- Jmporarv Impairment and Its

Application to Certain Investments FSP 115-1 and 124-1 require

us to determine whether decline in fair value of an investment

below book value is other than
temporary If we determine that

the decline in fair value is other than temporary the cost basis

of the investment must be written down to fair value as new

cost basis For securities held in our nuclear
decommissioning

trust fund for which the market value is below hook value the

decline in fair value for these securities is considered other than

temporary and must be written down to fair value

Goodwill

Goodwill is the excess of the purchase price of an acquired

business over the fair value of the net assets acquired We
account for goodwill and other intangibles under the provisions

of SFAS No 142 Goodwill and Other Intangible Assets We do

not amortize goodwill SFAS No 142 requires us to evaluate

goodwill for impairment at least annually or more frequently if

events and circumstances indicate the business might be

impaired Goodwill is impaired if the carrying value of the

business exceeds fair value Annually we estimate the fair value

of the businesses we have acquired using techniques similar to

those used to estimate future cash flows for long-lived assets as

discussed on the previous page which involves judgment If the

estimated fair value of the business is less than its
carrying value

an impairment loss is reqtured to be recognized to the extent

that the carrying value of goodwill is

greater than its fair value

Asset Retirement Obligations

We incur
legal obligations associated with the retirement of

certain long-lived assets SFAS No 143 Accounting for Asset

Retirement Obligations provides the accounting for
legal

obligations associated with the retirement of long-lived assets

We incur such
legal obligations as result of environmental and

other government regulations contractual
agreements and other

factors The application of this standard requires significant

judgment due to the large number and diverse nature of the

assets in our various businesses and the estimation of future cash

flows required to measure legal obligations associated with the

retirement of specific assets FASB Interpretation FIN 47

Accounting for Conditional Asset Retirement Obliationsan

interpretation of FASB Statement No 143 clarifies that

obligations that are conditional
upon future event are subject

to the provisions of SFAS No 143

SFAS No 143 requires the use of an expected present value

methodology in measuring asset retirement obligations that

involves judgment surrounding the inherent uncertainty of the

probability amount and timing of payments to settle these

obligations and the appropriate interest rates to discount future

cash flows We use our best estimates in identifying and

measuring our asset retirement obligations in accordance with

SFAS No 143

Our nuclear decommissioning costs represent our largest

asset retirement obligation This obligation primarily results from

the requirement to decommission and decontaminate our

nuclear generating facilities in connection with their future

retirement We utilize
site-specific decommissioning cost

estimates to determine our nuclear asset retirement obligations

However given the magnitude of the amounts involved

complicated and ever-changing technical and regulatory

requirements and the long time horizons involved the actual

obligation could
vary

from the assumptions used in our

estimates and the impact of such variations could be material

In view of the significant number of assumptions

underlying the decommissioning cost estimate our estimate of

the future cost of decommissioning is
likely to continue to

change over time For perspective 10% increase or decrease in

our estimate of the future cost of decomnsissioning our nuclear

plants would produce an approximately $96 million change to

our asset retirement obligation and an approximately $11 million

change in our total annual amortization and accretion
expenses

Significant Events
Execution and Subsequent Termination of Merger
Agreement with MidAmerican

On December 17 2008 Constellation Energy and

MidAmerican agreed to terminate the Agreement and Plan of

Merger the parties had entered into on September 19 2008 As

result we paid MidAmerican

$175 million to terminate the merger and

$418 million in lieu of the number of shares of our

common stock that were due to MidAmerican on

conversion of the Series Preferred Stock but that

could not be issued due to regulatory limitations
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Additionally we issued 19.9 million common shares and

$1 billion of 14% Senior Notes to MidAmerican in connection

with the conversion of the Series Preferred Stock

We discuss the termination of the merger in more detail in

Note 15 to Consolidated Financial Statements

Investment Agreement with EDF

On December 17 2008 Constellation Energy and EDF and

related entities entered into series of transactions under which

EDF will purchase from Constellation Energy 49.99%

membership interest in our nuclear generation and

operation business for $4.5 billion subject to certain

adjustments at closing and $150 million of cash

received in 2008 in addition to this purchase price

EDF is providing Constellation Energy with up to

$2 billion of additional liquidity pursuant to put

arrangement
that will allow us to require EDF to

purchase certain non-nuclear generation assets

EDF invested $1 billion in Constellation Energy by

purchasing 10000 shares of our 8% Series Preferred

Stock These shares will be surrendered to us when EDF

purchases its membership interest in our nuclear

generation and operation business and the $1 billion

will be credited against
the $4.5 billion purchase price

EDF provided us with $600 million interim backstop

liquidity facility

Prior to closing we will transfer to our nuclear

generation and operation business transactions with

negative mark-to-market value not to exceed

$700 million in the
aggregate using l0% discount

rate This transfer will occur in manner that is to be

determined and to be mutually acceptable to

Constellation Energy and EDE

We discuss these transactions in more detail in Note 15 to

Consolidated Financial Statements and the Series Preferred

Stock in Note to Consolidated Financial Statements

Divestitures

In 2009 we made progress on many of the strategic initiatives

we identified in 2008 to improve liquidity and reduce our

business risk

In January 2009 we entered into definitive agreement to

sell majority of our international commodities operation

In February 2009 we entered into definitive agreement to

sell our Houston-based gas trading operation Simultaneously we

signed letter of intent to enter into related transaction with

an affiliate of the buyer under which that company would

provide us with the gas supply needed to support our retail
gas

customer supply business while reducing our credit

requirements We expect that both of these sales will close by

the end of the second quarter of 2009 subject to certain

regulatory approvals and other standard closing conditions

Collectively we expect both divestitures to return

approximately $1 billion of currently posted collateral In

addition we expect
these divestitures to further reduce our

downgrade collateral requirements by approximately

$400 million These reductions are based on current commodity

prices the final terms of the transactions and the timing of

collateral to be returned up to the close of the transactions and

as result are subject to change

We discuss these divestitures in more detail in Note to

Consolidated Financial Statements

Current Market Developments

As previously discussed in the Business Environment section

during 2008 the financial markets experienced extreme volatility

and this
volatility greatly reduced liquidity in the global credit

markets The following highlights the impacts of these

developments on us

Several of our debt securities were downgraded by the

major credit rating agencies
and we remain under

review for possible downgrade by Standard Poors

Rating Group and Moodys Investors Service We discuss

our security ratings and downgrade collateral in more

detail in the Securily Ratings and Collateral sections

We were required to post
additional collateral with

counterparties We discuss our collateral requirements in

more detail in the Cash Flows and ollateral sections

We initiated strategic alternatives for our upstream gas

properties our international commodities operation and

our gas trading operation as well as other strategies to

improve liquidity and reduce invested capital We

discuss our strategy in more detail in the Strategy

section

We took various other steps to reduce our exposure to

the credit risk 0f other parties and to improve our own

liquidity We discuss our exposure to credit risk in the

Risk Management section and we discuss our liquidity in

the Available Sources of Funding section

In connection with the proposed merger with

MidAmerican we received $1 billion for preferred stock

issued to MidAmerican on September 22 2008 We

subsequently terminated the
merger

in December 2008

and we repaid the $1 billion which had converted into

14% Senior Notes at the time of the termination of the

merger plus interest to MidAmerican in January 2009

Simultaneous with the termination of the MidAmerican

merger agreement
EDF purchased $1 billion of

preferred stock as part of series of transactions

contemplated by the Investment Agreement
and other

related
agreements

We discuss the termination of the

merger agreement
with MidAmerican the conversion of

MidAmericans Series Preferred Stock as well as our

transactions with EDF in Note 15 to Consolidated

Financial Statements

We recorded significant impairment charges in the third

and fourth quarters of 2008 We discuss these

impairment charges in more detail in Note to

Consolidated Financial Statements

We incurred losses on our pension plan and nuclear

decommissioning trust fund assets We discuss our

pension plan assets in more detail in the Consolidated

Nonoperating Income and Expenses section and our

nuclear decommissioning trust assets in Item
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Commodity Prices

During 2008 the energy markets were affected by large

fluctuations in commodity prices as indicated in the following

table summarizing changes in
spot prices during 2008

Power 33% 8% 30%
Natural gas 44% 5% 30%
Coal 153% 58% 1%
Crude oil 55% 1% 40%

During the third and fourth quarters of 2008 prices for

most commodities including energy commodities fell sharply

after peaking early in July The commodity price environment

contributed to the following impacts on our results

As result of volatile commodity prices we experienced

significant mark-to-market gains during the six months

ended June 30 2008 and significant mark-to-market

losses during the six months ended December 31 2008

We discuss our mark-to-market results in the

Mark-to-Market section

Our total derivative assets increased $526.0 million and

total derivative liabilities increased $103.6 million since

December 31 2007 We discuss our derivative assets

and liabilities in more detail in the Derivative Assets and

Liabilities section

During 2008 we had significant fluctuations in

collateral We discuss our collateral requirements in

more detail in the Cash Flows and Collateral sections

We experienced an increase in our exposure to lower

credit quality wholesale counterparties during the first

half of 2008 and decrease in our exposure to lower

credit quality wholesale counterparties during the latter

half of 2008 primarily due to the
volatility

of coal

prices We discuss our wholesale credit risk
exposure in

more detail in the Wholesale Credit Risk section

One of our domestic coal suppliers was unable to meet

production targets
and filed for bankruptcy As result

in the quarter ended March 31 2008 we incurred

credit loss related to this supplier We discuss the impact

of this event on our results in more detail in the Global

Commodities section

We experienced an increase in our allowance for

uncollectible accounts receivable We discuss our

allowance for uncollectible accounts receivable in more

detail in the Allowance for Uncollectible Accounts

Receivable section

We executed several contract settlements and amended

certain other contracts primarily in the
quarter ended

March 31 2008 to reduce our exposure to supplier

nonperformance risk and/or credit risk We discuss these

transactions in more detail in the Global Commodities

Workforce Reduction Costs

During the third
quarter

of 2008 our merchant energy business

approved restructuring of its Customer Supply operations and

recognized $2.5 million pre-tax charge

During the fourth quarter of 2008 we approved broader

restructuring of our operations and recognized $19.7 million

pre-tax charge

We discuss our workforce reduction costs in more detail in

Note to Consolidated Financial Statements

Emission Allowances

During the second and third
quarters

of 2008 as result of

July 11 2008 decision by the United States Court of Appeals

for the Circuit that vacated the Clean Air Interstate Rule

CAIR and the subsequent decline in market price for our

emission allowance inventory we recorded write-down of our

emissions inventory and recognized partially offsetting gains on

certain forward sales contracts In December 2008 CAIR was

reinstated and the market prices for our emission allowance

inventory increased We reversed portion of the previous write-

downs of this inventory to reflect the subsequent increase in

market prices We discuss this net charge in Note to

Consolidated Financial Statements

Acquisitions

Hilla bee Energy Center

On February 14 2008 we acquired partially completed

gas-fired power generating facility
in Alabama We discuss this

acquisition in more detail in Note 15 to Consolidated Financial

Statements

West Valley Power Plant

On June 2008 we acquired gas-fired peaking plant in Utah

We discuss this acquisition in more detail in Note 15 to

Consolidated Financial Statements

Nuftor International Limited

On June 26 2008 we acquired uranium marketing services

company in the United Kingdom We discuss this acquisition in

more detail in Note 15 to Consolidated Financial Statements

Asset Sales

Working Interests in Gas Producing Property

In 2008 we sold the following

portion of our working interests in proved and

unproved gas properties in Arkansas

our working interest in oil and natural gas producing

properties to Constellation Energy Partners LLC CEP
related party and

our working interests in proved natural gas reserves in

Wyoming and our equity investment in certain entities

that own interests in proved natural
gas reserves and

unproved properties in Texas and Montana

We discuss these asset sales in more detail in Note to

Consolidated Financial Statements

Increases decreases from

December 31 2007

Six months Nine months

ended ended Year ended

June 30 September 30 December 31
2008 2008 2008

section

46



Dry Bulk Vessel

On July 10 2008 shipping joint venture in which our

merchant energy business owns 50% ownership interest sold

one of six dry bulk vessels it owns for gain to us of

approximately $29 million We discuss this sale in more detail in

Note to Consolidated Financial Statements

Financing Activities

In June 2008 we issued the following

$250.0 million of Zero Coupon Senior Notes due June

2023 and

$450.0 million of 8.625% Series Junior Subordinated

Debentures due June 2063

Also in June 2008 BGE issued $400.0 million of 6.125%

Notes due July 2013

In connection with the
merger agreement

with

MidAmerican we issued 10000 shares of 8% Series

Convertible Preferred Stock to MidAmerican Upon termination

of the merger agreement
in December 2008 this Preferred Stock

converted into $1 billion of 14% Senior Notes of Constellation

Energy due December 31 2009 19.9 million common shares

9.9% of our outstanding shares and $418 million in cash

In connection with the Investment Agreement with EDF

Constellation Energy issued shares of mandatorily redeemable

8% Series Preferred Stock for $1 billion which shares will be

surrendered to us when EDF purchases its interest in our

nuclear generation and operation business and will be credited

against the $4.5 billion purchase price or if the transaction does

not close will be redeemed at the later of the termination date

or December 31 2009 for $1 billion of 10% Senior Notes due

June 30 2010 The $1 billion proceeds from this issuance is

restricted for the payment
of our 14% Senior Notes held by

MidAmerican In January 2009 we repaid the 14% Senior

Notes using these proceeds

We discuss our financing activities in more detail in Note

to Consolidated Financial Statements

As
part

of the Investment Agreement
with EDF EDF

agreed to put arrangement under which Constellation Energy

could at its option sell to EDF certain non-nuclear generation

assets having an aggregate
value of up to $2 billion We discuss

the Investment Agreement in more detail in Note 15 to

Consolidated Financial Statements

In addition EDF has also agreed to provide us with

$600 million interim backstop liquidity facility
We discuss this

facility
in more detail in Note to Consolidated Financial

Statements

Maryland Settlement Agreement

In March 2008 Constellation Energy BGE and Constellation

Energy affiliate entered into settlement
agreement

with the

State of Maryland the Maryland PSC and certain State of

Maryland officials to resolve pending litigation and to settle

other prior legal regulatory and
legislative

issues We discuss

this settlement in more detail in Note to Consolidated Financial

Statements

Results of Operations

In this section we discuss our earnings and the factors affecting

them We begin with general overview and then separately

discuss earnings for our operating segments Significant changes

in other income and expense fixed charges and income taxes

are discussed in the aggregate for all segments
in the

Consolidated Nonoperating Income and Expenses section

As discussed in Part Item BusinessOverview section

and in the Strategy and Siniif1cant Events sections Constellation

Energys 2008 operating results were materially impacted by

number of significant events transactions and resulting changes

in the our strategic direction The impact of these items has

affected the comparability of our 2008 results to prior periods

and will alter Constellation Energys operating results in the

future In this section we highlight the 2008 impact of these

items

Overview

Results

2008 2007 2006

In millions after-tax

Merchant energy $1357.4 $679.2 $580.1

Regulated electric 1.1 97.9 120.2

Regulated gas
37.2 28.8 37.0

Other nonregulared 4.7 16.5 11.3

Loss Income from continuing

operations and before cumulative

effects of changes in accounting

principles
1314.4 822.4 748.6

Loss income from discontinued

operations 0.9 187.8

Net Loss Income $1314.4 $821.5 $936.4

Other Items Included in
Operations

after-tax

Impairments and other costs 468.4 12.2

Merger rcrniination and
strategic

alternatives costs

Merger termination costs 1134.4 5.7

Strategic
alternatives costs 70.0

Maryland settlement credit 126.5

Effective tax rate impact of Maryland

settlement agreement 16.0

Impairment of nuclear

decommissioning trust assets 82.0

Emission allowance write down net 28.7

Non-qualifying hedges 70.1 2.0 39.2

Gain on sale of
gas-fired plants

47.1

Workforce reduction costs 13.4 1.4 17.0

Total Other Items $1977.5 11.6 63.6

Change from
prior year $1965.9 75.2
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Merchant Energy Business

Background

Our merchant energy business is competitive provider of

energy solutions for various customers We discuss the impact of

deregulation on our merchant
energy business in Item

2008 VS 2007
BusinessCompetition section

in millions after-tax Our merchant energy business focuses on delivery of

137
physical customer-oriented products to producers and

79 consumers manages the risk and optimizes the value of our

97 owned generation assets and customer supply activities and uses

16
our portfolio management and trading capabilities both to

39
manage risk and to deploy risk capital

26 We are continuing to assess the ongoing capital

33 requirements of the merchant
energy business including

evaluating the
proper size of our Customer Supply and Global

57 Commodities operations and we are pursuing various strategic

19 initiatives for our Global Commodities operation As previously

63 discussed we have made substantial changes in our strategy We
discuss our strategy

in more detail in the Strategy section

12 While we have entered into definitive
agreements

in 2009

for the sale of majority of our international commodities

1966 operation and our gas trading operation the execution of our

35
strategy in the future will be affected by continued instability in

32
financial credit and commodities markets Execution of our

goals could have substantial effect on the nature and mix of

our business activities In particular upon closing the

transactions contemplated by our Investment Agreement with

EDF we expect that our subsidiary that owns our nuclear

generation assets will be deconsolidated In turn this could

affect our financial position results of operations and cash flows

in material amounts and these amounts could vary substantially

from historical results We discuss our asset and operation

divestitures in more detail in Note to Consolidated Financial

Statements

We record merchant
energy revenues and

expenses in our

financial results in different periods depending upon which

23
portion of our business they affect and based on the associated

189 accounting policies We discuss our revenue recognition policies

21

in the Critical Accounting Policies section and in Note to

34
Consolidated Financial Statements

Our Global Commodities operation actively transacts in

energy and energy-related commodities in order to manage our

31 portfolio of
energy purchases and sales to customers through

structured transactions As part of these activities we trade

energy and energy-related commodities and deploy risk capital in

70
the management of our portfolio in order to earn additional

returns We
manage these activities through daily value at risk

and
stop

loss limits and liquidity guidelines and they can have

material impact on our financial results We discuss the impact
of our trading activities and value at risk in more detail in the

Mark-to-Market and Risk
Management sections

2008

Our total net ioss for 2008 exceeded net income for 2007 by

$2135.9 million or $11.84 per share mostly because of the

following

Generation
gross margin

Customer Supply gross margin

Global Commodities
gross margin

Sale of upstream gas assets

2007 sale of CEP LLC equity

Hedge ineffectiveness

Credit losscoal supplier bankruptcy

Merchant operating expenses excluding bad debt

expense primarily labor and benefit costs

Merchant bad debt
expense

Merchant interest expense

Synthetic fuel facilities

Other nonregulated businesses

Total change in Other Items included in

operations per OverviewResults table

Interest and investment income

All other changes

Total Change $2136

2007

Our total net income for 2007 decreased $114.9 million or

$0.66 per share compared to 2006 mostly because of the

following

2007 vs 2006

in millions after-tax

Generation
gross margin 98

Customer supply and global commodities

earnings primarily higher gross margin

partially offset by higher operating expenses

Abscnce of 2006 gain on saleHigh Desert

Gain on sales of CEP equity

Synthetic fuel facilities

Regulated operations primarily impact of Senate

Bill and higher operations and maintenance

expenses

Total change in Other Items included in

operations per OverviewResults table

Interest and investment income

All other changes

Total Change $115
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2008 2007

In millions

Revenues 16772.8 $18744.5 $17166.2

Fuel and purchased energy expenses

Operating expenses

Impairment losses and other costs

Workforce reduction costs

Merger termination and strategic

altcrnarives costs

Depreciation depletion and

amortization

Accretion of asset retirement

obligations

Taxes other than income taxes

Gains on sales of
tipstrearn gas

assets

Gain on sale of gas-fired plants

Loss Income from Operations 1164.2 980.0 946.7

Loss Income from continuing

operations and before cumulative

effects of changes in accounting

principles after-tax 1357.4 679.2 580.1

Loss Income from discontinued

operations after-tax 0.9 186.9

Net Loss Inconse 1357.4 678.3 767.0

Other Items Included in Operations

after-tax

Impairments and other costs 468.4 12.2

Merger termination and strategic

alternatives costs 1204.4 4.3

Impairment of nuclear

decommissioning trust assets 82.0

Emission allowance write-down

net 28.7

Gain on sale of
gas-fired plants

47.1

Non-qualifying hedges 70.1 2.0 39.2

Wotkforce reduction costs 9.3 1.4 17.0

Total Other Items 1862.9 11.6 65.0

Above amounts include intercompany transactions eliminated in our

Consolidated Financial Statements Note provides
reconciliation of

operating
results

by segment to our Consolidated Financial Statements

Revenues and Fuel and Purchased Energy Expenses

Our merchant energy business manages the revenues we realize

from the sale of
energy

and energy-related products to our

customers and our costs of procuring fuel and energy The

difference between revenues and fuel and purchased energy

expenses including all direct expenses represents the gross

margin of our merchant
energy business and this measure is

useful tool for assessing the profitability of our merchant energy

business Accordingly we believe it is appropriate to discuss the

operating results of our merchant energy business by analyzing

the changes in gross margin between periods In managing our

portfolio we may terminate restructure or acquire contracts

Such transactions are within the normal course of managing our

portfolio and may materially impact the timing of our

recognition of revenues fuel and purchased energy expenses and

cash flows

Revenues

Our merchant energy revenues decreased $1971.7 million in

2008 compared to 2007 and increased $1578.3 million in 2007

compared to 2006 primarily due to the following

2008 2007

vs 2007 vs 2006

In millions

Change in Global Commodities mark-to-market

revenues due to unfavorable favorable changes in

power and gas prices 403 71

Change in contract prices
and volume of business

primarily related to our coal and international

freight operation 281 716

Realization of highee contract prices on wholesale

and retail load at our Global Commodities and

Customer Supply operations 658 1152

All other substantially all due to change in gas

procurement activities 1946 361

Total decrease increase in merchant revenues $1972 $1578

Fuel and Purchased Energy Expenses

Our merchant energy fuel and purchased energy expenses

decreased $1710.4 million in 2008 compared to 2007 and

increased $1245.5 million in 2007 compared to 2006 primarily

due to the following

2008 2007

vs 2007 vs 2006

In millions

Change in Global Commodities mark-to-market

expenses related to international coal purchase

contracts 106 18

Change in contract
prices

and volume of business

primarily related to our coal and freight operation 238 733

Realization of higher contract prices on wholesale

and retail purchases at our Global Commodities

and Customer Supply operations 710 813

Decrease increase in
synfuels expenses due to

expiration
of tax credits in 2007 141 36

All other
substantially

all due to change in
gas

procurement activities 1935 354

Total decrease in merchant energy revenues $1710 $1246

Results

13791.4 15501.8 14256.3

1549.4

28.2

In the third quarter
of 2007 we changed the management

2006
of the wholesale procurement function for retail

gas
activities

from our Customer Supply operation to our Global

Commodities operation In connection with this change we

began to prospectively account for the underlying retail gas

1729.7 1791.8 contracts as derivative contracts subject to mark-to-market

741.8 20.2 accounting under which changes in fair value are recorded in

15.4 2.3 revenues as they occur This activity was previously accounted

for on gross basis and recorded in accrual revenues and fuel

1204.4 13.1
and purchased energy expenses The change to market-to-market

287.1 269.9 258.7
accounting for this activity reduced both our accrual revenues

and fuel and purchased energy expenses
in 2008 and 2007

However the change had minimal impact on gross margin

We discuss our merchant energy revenues fuel and

purchased energy expenses
and

gross margin below

68.4

124.3

25.5

68.3

110.2

67.6

120.0

73.8
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Gross Margin

We analyze our merchant energy gross margin in the following

categories

Generation-our operation that owns operates and

maintains fossil nuclear and renewable generating

facilities and holds interests in qualifring facilities and

power projects in the United States and Canada We

present the
gross margin results of this operation based

on 100% hedged assumption for the portfolio related

to both output from the facilities and the fuel used to

generate electricity The assumption is based on

executing hedges at current market prices with the

Global Commodities operation at the end of each prior

fiscal
year

in order to ensure that the Generation

operation is fully hedged Therefore all commodity

price risk is managed by and presented in the results of

our Global Commodities operation as discussed below

Changes in gross margin of our Generation operation

during the period are due to changes in the level of

output from the generating assets and changes in gross

margin between
years are result of changes in prices

and expected output

Customer Supplyour load-serving operation that

provides energy products and services to wholesale and

retail electric and natural
gas customers including

distribution utilities cooperatives aggregators and

commercial industrial and governmental customers We

present the gross margin results of this operation ba.sed

on the gross margin value of new customer supply

arrangements at the time of execution assuming an

estimated level of customer usage and the impact of any

changes in the underlying usage of the customers based

on actual energy deliveries Changes in estimated

customer usage
result from attrition customers changing

suppliers or variable load risk changes in actual
usage

when compared to expected usage All commodity price

risk is presented in and managed by our Global

Commodities operation

Global Commoditiesour marketing risk management
and trading operation that manages contractually owned

physical assets including generation facilities natural
gas

properties international coal sourcing and freight assets

provides risk
management services uranium marketing

services and trades energy and energy-related

commodities This operation provides the wholesale risk

management function for our Generation and Customer

Supply operations as well as our structured products

and energy investments portfolios and includes our

merchant
energy business actual hedged positions with

third parties Therefore changes in
gross margin for this

operation result mostly from changes in commodity

prices and positions across the various commodities and

regions in which we transact

We provide summary of our gross margin for these three

components of our merchant
energy business as follows

2008 2007 2006

Dollar amounts in millions

%of %of %of
Total Total Total

Gross margin

Generation $1956 66% $1700 53% $1490 51%

Customet Supply 765 25 889 27 764 26

Global Commodities 260 654 20 656 23

Total $2981 100% $3243 100% $2910 100%

Capacity

Facility MW Unit Type Location

High Desert 830 Combined Cycle California

Rio Nogales 800 Combined Cycle Texas

Holland 665 Combined Cycle Illinois

University Park 300 Peaking Illinois

Big Sandy 300 Peaking West
Virginia

Wolf Hills 250 Peaking Virginia

This sale impacted our results of operation and cash flows

for 2006 when compared to 2007 We discuss the sale of these

gas-fired generating facilities in Note to Consolidated Financial

Statements

Generation

The $256 million increase in Generation
gross margin in 2008

compared to 2007 is primarily due to the following

$245 million increase from higher energy prices for the

output of our generating assets in the PJM and New

York regions based on prices established at the end of

2007 see Global Commodities discussion below for

impact of price changes during 2008 and

$11 million of higher earnings for lower planned and

unplanned outages at our nuclear and fossil plants

The $210 million increase in generation gross margin in

2007 compared to 2006 is primarily due to approximately

$290 million increase from higher energy prices for the output

of our generating assets in the PJM and New York regions based

on prices established at the end of 2006 see Global

Commodities discussion below for impact of price changes

during 2007 This increase was partially offset by lower gross

margin due to the absence of approximately $80 million of
gross

margin associated with the gas plants that were sold in

December 2006

Customer Supply

The $124 million decrease in Customer Supply gross margin in

2008 compared to 2007 is primarily due to the following

$112 million of lower
gross margin related to

unfavorable price movements and lower volumes in our

retail power operation

In December 2006 we completed the sale of these gas-fired

plants
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$49 million of lower
gross margin related to lower

realization of contracts executed in prior periods and

lower new business originated and realized during the

year at our wholesale power operation and

$27 million of lower mark-to-market results in our retail

gas operation We discuss this in more detail in the

Mark-to-Market section

These decreases were partially offset by approximately

$64 million of higher gross margin related to our retail
gas

operation primarily due to the acquisition of Cornerstone

Energy on July 2007

The $125 million increase in Customer Supply gross

margin in 2007 compared to 2006 is primarily due to

approximately $182 million of higher realization of contracts

executed in prior periods and new contracts executed including

the portfolio of contracts acquired in the southeast United

States primarily for our wholesale and retail power operations

These increases were partially offset by the following

$30 million of lower gross margin related to lower

prices partially offset by higher volumes related to our

retail gas operation and

$27 million 0f lower mark-to-market results in our retail

gas operation
We discuss this in more detail in the

Mark-to-Market section

Global Commodities

We
present

Global Commodities results in the following

categories

Portfolio Management and Tradingour centralized risk

management
service related to energy price risk

associated with our generation fleet wholesale and retail

customer supply business and our structured products

portfolio It also deploys risk capital in traded energy

markets

Structured Productscustomized risk management

products in the power gas
coal and freight markets

e.g generation tolls gas transport
and storage and

global coal and freight logistics

Energy
Investmentsinvestments in energy assets that

primarily include natural
gas properties and joint

interest in an entity that owns dry bulk
cargo

vessels

As previously discussed in the Sign ifi cant Events section the

energy markets were affected by substantial volatility in

commodity prices during 2008 These market impacts are

reflected in the $394 million decrease in
gross margin from our

Global Commodities operation during 2008 compared to the

same period of 2007 primarily due to $698 million of lower

gross margin in our portfolio management and trading activities

partially offset by $208 million of higher gross margin in our

structured products portfolio and $96 million of higher gross

margin in our energy investments portfolio We discuss these

changes below

The $698 million of lower gross margin related to our

portfolio management
and trading operation are due to the

following

$282 million 0f lower gross margin related to our

portfolio of contracts subject to mark-to-market

accounting We discuss these transactions in more detail

in the Mark-to-Market section

$206 million of lower gross margin related to portfolio

management of positions arising from our Generation

Customer Supply structured products and
energy

investments activities due to the impact of unfavorable

changes in prices of power natural gas
and coal on

those positions see the description 0f the effects of

pricing on Generation and Customer Supply activities

$70 million related to write-downs of our emission

allowance inventory to reflect current market price

decreases We discuss this in more detail in Note to

Consolidated Financial Statements

$55 million related to the bankruptcy of one of our

domestic coal suppliers During the first quarter of

2008 as result of default by the supplier we

terminated our derivative contracts with the supplier

reclassified the related asset to accounts receivable and

fully reserved the amount

$43 million related to losses recognized on hedges due

to ineffectiveness and certain cash-flow hedges that no

longer qualified for hedge accounting

On October 31 2008 we discontinued the use of

hedge accounting for derivative contracts that previously

were accounted for as cash-flow hedges within the

international commodities operation From that date

subsequent changes in fair value of those derivative

contracts have been recorded in earnings At

December 31 2008 we concluded that the combination

of the decline in value associated with the previously

hedged transactions together with the related balances

remaining in accumulated other comprehensive income

would lead to the recognition 0f net loss in one or

more future periods As such we recognized loss of

$42 million during the fourth quarter
of 2008

These decreases in
gross margin related to our portfolio

management and trading activities are partially offset by higher

gross margin of

$208 million from gains in our structured products

portfolio consisting of approximately $135 million as

result of the termination and sale of in-the-money

energy purchase contracts coal supply contracts and

freight contracts to eliminate or reduce operation and

performance risk with certain counterparties and

approximately $73 million related to higher realization

of contracts executed in prior periods and

$96 million in our energy investments operation

primarily due to approximately $67 million related to

higher realization of contracts executed in prior periods

and $29 million gain on sale of dry bulk vessel in

our shipping joint venture We discuss this sale in more

detail in Note to Consolidated Financial Statements

The $2 million decrease in gross margin
from our Global

Commodities operation in 2007 as compared to the same period

in 2006 is primarily due to lower
gross margin of $43 million in

our portfolio management and trading operation and

$34 million of lower gross margin in our structured products
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portfolio partially offset by higher gross margin of $75 million

related to our energy
investments portfolio We discuss these

changes below

The decrease in gross margin of $43 million as result of

portfolio management and trading is primarily related to the

following

$139 million related to losses recognized on hedges due

to ineffectiveness and certain cash-flow hedges that no

longer qualified for hedge accounting during the year

$72 million of lower
gross margin related to portfolio

management of positions arising from our Generation

Customer Supply and structured products activities due

to the impact of unfavorable changes in prices of power

natural gas and coal on those positions see the

description of the effects of pricing on Generation and

Customer Supply activities in the preceding sections

These decreases were partially offset by $168 million of

higher gross margin related to our portfolio of contracts subject

to mark-to-market accounting including higher earnings of

$28 million related to increased origination gains primarily

associated with nonderivative contracts that were amended to

reduce
counterparry nonperformance risk resulting in the

contracts becoming derivatives for which mark-to-market

accounting is required We discuss these transactions in more

detail in the Mark-to-Market section

The decrease in gross margin of $34 million for the

structured products portfolio is primarily related to fewer

contract terminations and sales during 2007 as compared to

2006

These decreases were partially offset by an increase in
gross

margin of $75 million from the energy investments portfolio

primarily related to the following

$44 million of earnings related to our natural gas

properties including the acquisition of working interests

in
gas producing fields in Oklahoma We discuss this in

more detail in the Note 15 to Consolidated Financial

Statements and

$31 million due to higher realization from contracts

executed in prior periods and higher new business

originated and realized during the period

Mark-to-Market

Mark-to-market results include net gains and losses from

origination trading and risk
management activities for which

we use the mark-to-market method of accounting We discuss

thesc activities and the mark-to-market method of
accounting in

more detail in the ritical Accounting Policies section and in

Note to Consolidated Financial Statements

As result of the nature of our operations and the use of

mark-to-market
accounting for certain activities mark-to-market

earnings will fluctuate We cannot predict these fluctuations but

the impact on our earnings could be material We discuss our

market risk in more detail in the Risk Management section The

primary factors that cause fluctuations in our mark-to-market

results are

changes in the level and
volatility of forward commodity

prices and interest rates

countetparty creditworthiness

the number and size of our open derivative positions

and

the number size and profitability of new transactions

including termination or restructuring of existing

contracts

As discussed earlier we are currently assessing the ongoing

capital requirements of the merchant
energy business and are

pursuing various alternative
strategies Additionally we have

focused our activities on reducing capital requirements reducing

long-term economic risk and reducing short-term liquidity

requirements These actions may impact the future results of the

merchant energy business particularly the size of and potential

for changes in fair value of activities subject to mark-to-market

accounting

The primary components of mark-to-market results are

origination gains and gains and losses from risk management

and trading activities

Origination gains arise primarily from contracts that our

Global Commodities operation structures to meet the risk

management needs of our customers or relate to our trading

activities Transactions that result in origination gains may be

unique and provide the potential for individually significant

revenues and gains from
single transaction

Risk
management and tradingmark-to-market represents

both realized and unrealized gains and losses from changes in the

value of our portfolio including the effects of changes in

valuation adjustments In addition to our fundamental risk

management and trading activities we also use non-trading

derivative contracts subject to mark-to-market accounting to

manage our exposure to changes in market prices as result of

our gas transportation and storage activities while in general the

underlying physical transactions related to our gas transportation

and
storage and freight activities are accounted for on an accrual

basis We use other non-trading derivative transactions subject to

mark-to-market accounting to manage our exposure to changes

in market prices related to our other activities that are accounted

for on an accrual basis

We discuss the changes in mark-to-market results below

We show the relationship between our mark-to-market results

and the change in our net mark-to-market
energy asset later in

this section
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Mark-to-market results were as follows movements on our sales of wholesale and retail natural

2008 2007 2006

In millions

Unrealized mark-to-market results

Origination gains 73.8 41.9 13.5

Risk management and trading

mark-to-market

Unrealized changes in fair value 159.8 500.8 387.4

Changes in valuation techniques

Reclassification of settled contracts

to realized 48.2 369.3 372.1

Total risk management and trading

mark-to-market 208.0 131.5 15.3

Total unrealized marktomarket 281.8 173.4 28.8

Realized mark-to-market 48.2 369.3 372.1

Total mark-to-market results $233.6 542.7 400.9

Total unrealized mark-to-market is the sum of orination transactions and

total risk management and tradingmark-to-market

Total mark-to-market results decreased $309.1 million

during the
year

ended December 31 2008 compared to the

same period of 2007 primarily due to unrealized changes in fair

value The period-to-period variance in unrealized changes in fair

value was primarily due to lower gains from unrealized changes

in fair value of $341.0 million from risk
management and

trading partially offset by an increase in origination gains of

$31.9 million We discuss the increase in origination gains

below

The net decrease in risk
management

and trading gains of

$341.0 million was primarily due to

$619 million of increased losses primarily related to

power and transmission trading activities in the

northeast PJM and ERCOT regions due to unfavorable

price movements execution of transactions to reduce

our risk position consistent with changes in our strategy

and execution of those transactions in less liquid market

conditions

lower gains of $29 million from our emissions trading

activities due primarily to unfavorable price movements

and

$104 million of increased losses related to unfavorable

price movements on certain economic hedges of accrual

transactions primarily related to gas transportation and

storage and freight activities that do not qualify for or

are not designated as cash-flow hedges

The risk
management and trading results were partially

offset by

$356 million of gains primarily as result of favorable

price movements relating to economic hedges which

substantially increased in value as coal prices decreased

in the fourth quarter of 2008 These positions were

previously accounted for as cash-flow hedges and were

de-designared due to the announced sale of our

international commodities operation and

$55 million of gains primarily related to our wholesale

and retail
gas businesses due to favorable price

Total mark-to-market results increased $141.8 million

during the
year

ended December 31 2007 compared to the

same period of 2006 primarily due to

higher gains from unrealized changes in fair value of

$113.4 million and

an increase in origination gains of $28.4 million

We discuss the increase in origination gains below

The $113.4 million in higher gains from unrealized changes

in fair value was primarily driven by

$73 million of gains related to our emissions trading

activities due primarily to favorablc price movements

$69 million of gains related to our coal and freight

portfolio management and trading activities primarily

due to favorable price movements and

$13 million of
gains related to power transmission and

natural gas in the northeast PJM and ERCOT regions

due to favorable price movements and increased volume

These gains were partially offset by $42 million of losses

related to unfavorable price movements on certain economic

hedges of accrual transactions that do not qualify for or are not

designated as cash-flow hedges primarily relating to gas

transportation and storage and freight activities

Origination gains arose primarily from

transactions in 2008 which are discussed in more

detail below and

transaction in 2007 which is discussed in more detail

below

The recognition of origination gains is generally dependent

on the availability of sufficient observable market data that

validates the initial fair value of the contract Liquidity and

market conditions impact our ability
to identify sufficient

objective market-price information to permit recognition of

origination gains As result while our strategy and competitive

position provide the opportunity to continue to originate such

transactions the level of origination gains we are able to

recognize may vary from year to year as result of the nunsber

size and market-price transparency of the individual transactions

executed in any period

During 2008 our Global Commodities operation amended

certain nonderivative contracts to mitigate counterparty

performance risk under the existing contracts As result of

these amendments the revised contracts are derivatives subject to

mark-to-market accounting under SFAS No 133 The change in

accounting for these contracts from nonderivative to derivative

resulted in substantially all of the origination gains for 2008

presented in the table above

During 2007 our Global Commodities operation amended

certain nonderivative power sales contracts such that the new

contracts became derivatives subject to mark-to-market

accounting under SFAS No 133 Simultaneous with the

amending of the nonderivative contracts we executed at current

market prices several new offsetting derivative
power purchase

contracts subject to mark-to-market accounting The

combination of these transactions resulted in substantially all of

the origination gains presented for 2007 in the preceding table

gas
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as well as mitigated our risk
exposure under the amended

contracts

The origination gains in 2007 from these transactions was

partially offset by approximately $12 million of losses in our

accrual portfolio due to the reclassification of losses related to

cash-flow hedges previously established for the amended

nonderivative contracts from Accumulated other comprehensive

loss into earnings in the absence of these transactions the

economic value represented by the origination gains and the

losses associated with cash-flow hedges would have been

recognized over the remaining term of the contracts which

extended through the first quarter of 2009

Derivative Assets and Liabilities

Derivative assets and liabilities consisted of the following

At December 31 2008 2007

In millions

Current assets 1465.0 760.6

Noncurrent assets 851.8 1030.2

Total assets 2316.8 1790.8

Current liabilities 1241.8 1134.3

Noncurrent liabilities 1115.0 1118.9

Total liabilities 2356.8 2253.2

Net derivative position 40.0 462.4

Composition of net derivative exposure

Hedges $1837.6 937.6

Mark-to-market 1485.9 673.0

Net cash collateral included in

derivative balances 311.7 197.8

Net derivative position 40.0 462.4

As discussed in our Critical Accounting Policies section our

Derivative assets and liabilities include contracts accounted for

as hedges and those accounted for on mark-to-market basis

These amounts are presented in our Consolidated Balance Sheets

after the impact of netting which is discussed in more detail in

Note to Consolidated Financial Statements Due to the impacts

of commodity prices the number of
open positions master

netting arrangements and offsetting risk positions on the

presentation of our derivative assets and liabilities in our

Consolidated Balance Sheets we believe an evaluation of the net

position is the most relevant measure arid is discussed in more

detail below However we present our gross derivatives as

required by SFAS No 157 Fair Value Measurements in Note 13

to Consolidated Financial Statements

The increase of $900.0 million in our net derivative

liability subject to hedge accounting since December 31 2007

was due primarily to $1232 million of unrealized losses

associated with existing hedge positions due to unfavorable price

changes These losses were partially offset by $332 million

related to the settlement of out-of-the-money cash-flow hedges

during 2008 To the extent that these hedges are effective these

unrealized losses will he offset by unrealized gains on the related

hedged transactions that will be realized when those transactions

affect earnings We record any hedge ineffectiveness in
earnings

as it occurs

The following are the primary sources of the change in our

net derivative asset subject to mark-to-market accounting during

2008 and 2007

Fair value beginning of
year

Changes in fair value recorded in

earnings

Origination gains

Unrealized changes in fair value

Changes in valuation techniques

Reclassification of settled contracts

to realized

Total changes in fair value

Changes in value of exchange-listed

futures and options

Net change in premiums on options

Contracts acquired

Other changes in fair value

Fair value at end of
year

Changes in our net derivative asset subject to

mark-to-market accounting that affected earnings were as

follows

Origination gains represent the initial unrealized fair

value at the time these contracts are executed to the

extent permitted by applicable accounting rules

Unrealized changes in fair value represent unrealized

changes in commodity prices the
volatility

of options

on commodities the time value of options and other

valuation adjustments

Changes in valuation techniques represent improvements

in estimation techniques including modeling and other

statistical enhancements used to value our portfolio to

more accurately reflect the economic value of our

contracts

Reclassification of settled contracts to realized
represents

the portion of previously unrealized amounts settled

during the period and recorded as realized revenues

The net mark-to-market derivative asset also changed due

to the following items recorded in accounts other than in our

Consolidated Statements of Income Loss

Changes in value of exchange-listed futures and options

are adjustments to remove unrealized revenue from

exchange-traded contracts that are included in

nonregulated revenues The fair value of these contracts

is recorded in Accounts receivable rather than

Derivative assets in our Consolidated Balance Sheets

because these amounts are settled through our margin

account with third-party broker

Net changes in premiums on options reflects the

accounting for premiums on options purchased as an

increase in the net derivative asset and premiums on

options sold as decrease in the net derivative asset

2008 2007

73.8

159.8

48.2

In millions

673.0

41.9

500.8

369.3

281.8

571.3

19.2

59.4

$454.1

173.4

18.6

19.0

83.8

37.9

$1485.9 $673.0
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Contracts acquired represents the initial fair value of

acquired derivative contracts recorded in Derivative

assets and liabilities in our Consolidated Balance

Sheets

Other changes in fair value include transfers of

derivative assets and liabilities between accounting

methods resulting from the designation and

dc-designation of cash-flow hedges

Effective January 2008 we adopted SFAS No 157 for

our financial assets and liabilities which defines fair value

establishes framework for measuring fair value and requires

certain disclosures about fair value measurements Fair value is

the price that market participant would receive to sell an asset

or pay to transfer
liability

in an orderly transaction between

market participants at the measurement date exit price

Consistent with the exit price concept upon adoption we

reduced our derivative liabilities to reflect our own credit risk As

result during the first quarter of 2008 we recorded pre-tax

reduction in Accumulated other comprehensive loss totaling

$10 million for the portion related to cash-flow hedges and

pre-tax gain in earnings totaling $3 million for the remainder of

our derivative liabilities All other impacts of adoption were

immaterial We discuss SFAS No 157 and how we determine

fair value in more detail in Note 13 to Consolidated Financial

Statements

The settlement terms of the portion of our net derivative

asset subject to mark-to-market accounting and sources of fair

value based on the fair value hierarchy established by SFAS

No 157 are as follows as of December 31 2008

Settlement Term

2009 2010 2011 2012 2013 2014 Thereafter Fair Value

In millions

Level 19.9 19.9

Level 520.0 45.8 196.8 99.9 16.1 0.4 0.6 753.8

Level 312.7 343.9 147.4 38.8 11.2 2.9 4.9 752.0

Total net derivative asset liability

subject to mark-to-market
accounting $812.8 $298.1 $344.2 61.1 $27.3 2.5 $5.5 $1485.9

Management uses its best estimates to determine the fair

value of commodity and derivative contracts it holds and sells

These estimates consider various factors including closing

exchange and over-the-counter price quotations time value

volatility factors and credit exposure Additionally because the

depth and liquidity of the power markets varies substantially

between regions and time periods the prices used to determine

fair value could be affected significantly by the volume of

transactions executed Future market prices and actual quantities

will
vary from those used in recording mark-to-market energy

assets and liabilities and it is possible that such variations could

be material

We manage our mark-to-market risk on portfolio basis

based upon the delivery period of our contracts and the

individual
components

of the risks within each contract

Accordingly we manage the energy purchase and sale obligations

under our contracts in separate components based upon the

commodity e.g electricity or gas the product e.g electricity

for delivery during peak or off-peak hours the delivery location

e.g by region the risk profile e.g forward or option and

the delivery period e.g by month and year

The electricity fuel and other
energy contracts we hold

have varying terms to maturity ranging from contracts for

delivery the next hour to contracts with terms of ten years or

more Because an active liquid electricity futures market

comparable to that for other commodities has not developed

many contracts are direct contracts between market participants

and are not exchange-traded or financially settling contracts that

can be readily offset in their entirety through an exchange or

other market mechanism Consequently we and other market

participants generally realize the value of these contracts as cash

flows become due or payable under the terms of the contracts

rather than through selling or liquidating the contracts

themselves

In order to realize the entire value of long-term contract

in single transaction we would need to sell or assign the entire

contract If we were to sell or assign any of our long-term

contracts in their entirety we may not realize the entire value

reflected in the preceding table However based
upon

the nature

of our Global Commodities operation we expect to realize the

value of these contracts as well as any contracts we may enter

into in the future to manage our risk over time as the contracts

and related hedges settle in accordance with their terms

Generally we do not expect to realize the value of these

contracts and related hedges by selling or assigning the contracts

themselves in total

Operating Expenses

Our merchant energy business operating expenses decreased

$62.1 million during 2008 compared to 2007 mostly due to

lower performance-based labor and benefit costs at our merchant

energy business of $129.2 million partially offset by higher

non-labor operating expenses of $67.1 million which included

approximately $32 million of higher bad debt expense

Our merchant energy business operating expenses increased

$242.4 million during 2007 compared to 2006 mostly due to an

increase at our Global Commodities and Customer Supply

operations totaling $218.4 million primarily related to the

continued growth of this operation and higher compensation

and benefit costs
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Impairments and Other Costs

Our
impairments and other costs arc discussed in more detail in

Note to .nso/dat.d linancial Statemns

WorkJŁrce Reduction Costs

Our merchant energy business
recognised expenses associated

with our workforce reduction efiorts .is discussed in more detail

in Note to Consolidated Financial Statements

Merger irrmnatjo aid Strategic /llternatiu.c Costs

We discuss costs related to th terminated
merger with

MidAmerican the conversion of th Series Prefrred Stock
the Investment Agreement with El1 and our pursuit of other

strategic alternatives in Note to naolidated Financial

.Stateents

Depreciation Depletion and Amortization Expense
Merchant

energy depreciation depletion and alnortitation

eXpenses ni reased SI 7.2 in ill ion in 2008 compa red to 2007

mostly due to increased depict ion expenses related to our

upstream natural
gas operations as .i result of inireaced drilling

and production part tally ofFset by the cessation of operations at

our syn fuel facilities in ei ciii her 2007

Merchant energy depreciation depletion and anion i/anon

expenses increased $11 .2 million in 2007
compared io 2006

mostly due to

$30.9 million related to our upstream natural gas

operations priniaril
due to .icquisitions made in 2007

$6.2 tliillion
prittiaril related to additions to our

nuclear tii il it les nil uding the imnpact of the
uprate at

our ficility in 2006

These increases were liartiall offset by $29.0 million

primarily related to the absenie
depreciation associated with

the
gas plants that were si ild in em her 2006

lzxes Other i/ian Income i.sxes

ixes other than incotne t.ixes iticreased $1 ttiillion in 2008

compared to 2007
pri than ly due to $9.8 iii ill ion in Ii igher

property and franchise taxes at our ion operation
$2.9 in II lion of higher gross re ci

pt .ixesat our ret.ii customer

supply operation .ind SI .4 in ill ion of higher product ion taxes

related to ott upstream gas produi ng properties

Faxes other than ncone taxes decreased $9.8 in ill ion in

2007 compared to 2006 primarily due to $5.8 million lower

gross receipts tax at our retail ustomer sUpply operation and
$4.2 million decrease due to the sale of our gasfired plants

Gains on le of Assets

During 2008 we recognised net gains of $25.5 million

including 4.3 million gain net of the
minority interest gain

of $0.7 million related to the sale of our working interests in oil

and natural gas producing wells in Oklahoma to Constellation

Energy Partners that was completed in the first quarter of 2008
We discuss our gains on s.ile of assets in more detail in

Note to .nso/uhite./ /iiancia/ Sthtrits

R.gulat.d I.cIc usIn.ss
ur regulated electric business is discussed in detail in Item

liismpe.ssE/ectrjc /Usipiess sect ion

Results

2008 2001

In uIlun
Revenues 26797 24S6.1 67
IAeciri iv pirchised for rrc.ik

expeiisrs 1880 .6181.4 h7.8
perituins .iiid iii iIucIi.inc

expciisc-s 380.5 .f

orkforc- rcdiii ion iiist 4.6
lerger erniin.it iiii .iiitl ci

r.iicg

il iern.t yes osts

epic- mon mod .iniortiStion 184.2 1W 181
fixes iiliel him iii ilihie 1.15Cc 139.1 14 14

Income friiiii
per.itioim 91.2 251

Net Iiioniie
1.1 20.2

Qtler Ig.n liii inded in prration

after las

Mirylinsi sell ienicii trili 26.5
fle ice tic hilt-

iiiip.ii
.1

slaryl.mnd ccii Icrncn

.mgreeiliciih 16.0

\57irkfiite reifii ion tosis 2.8
Merger term no in mod

ci
rategie .iltrrnat Yes -mists

Iiii Other Items 1133 18

A/ove amounts include intercompany transactions c/inn mated in our

.pso/da ted Financial Statements Note .4 roiides reeoni-/atjo

of operarin results by wqmgnt to our oso/jdated hnant-ij/

.Statepnm pits

.ctc a/located to rue reulared n/citric busipntc dur 2008

prior to f/me transaction wit/P FlF /7115 bcemi a/locates to tile

men/a ot ePmy .r7pcnr

Net income frotn the regulated electrk business de re.ised

$96.8 iii ill ion in 2008 compared to 2007 pri tn.i ri Iv due to the

iii pai of the Maryland settlement cedit of 26.5 tn ill in

after-tax partially offset by the itnpact on the eflictive tax rate

of the Maryland settlement credit of $1 million and reduced

depreciation and amortiiation expense of $2.0 million after-tax

Nei income from the regulated electric business decreased

$22.3 million in 2007 compared to 2016 primarily due to the

fol
li iwi hg

increased operations and nhaintenan
expenses of

5.0 iii ill ion aft er tax most file to higher labor and

benefits costs

increased depreciation and amontiit ion of $3.6 in ill ion

after-tax and

iticreased taxes other than ncotne t.ixes of $3.2 million

afier- tax

lhe decrease was partially of1et by .in increase in revenues

less
electricity purchased for resale

expenses of $4.4 million

afiertax which includes the impact of Sen.iie Bill redi ts

.ini
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Revnue lecouplsng

Beginning in 2008 the Maryland PSC allows u.s to record

monthly adjustment to our electric distribution revenues from

residential and small commercial customers to eliminate the

2008 2007
effect of abnormal weather and usage patterns per customer on

our electric distribution volumes This means our monthly

electric distribution revenues for residential and small

commercial customers are hascd on weather and
usage

that is

considered normal for the month herefre while thcsc

revenues are affrcted by customer growth they will not be

aflŁcted by actual weather or usage conditions

In millions

19.5

267.8

34.6

36.1

7.5

29.7

Standard Oflr Service

__________________
BGE provides standard offer service for customers that do not

select an alternative supplier We discuss the provisions of

212.4 320.8 Marylands Senate Bill related to residential electric rates in thc

11.6 19.0 Business EnvironmenrRegulatonMaiyland--Senare Bills and

224.0 $39
400 section

Standard oIler service revenues increased in 2008 compared

to 2007 mostly due to higher standard offer service rates

partially ofhct by lower standard offer service volumes

Standard offer service revenues increased in 2007 compared

to 2006 primarily due to an increase in the standard oIler

service rates following the expiration of residential rate freeze

service in July 2006 partially offset by lower standard oiler

service volumes

Residential

onunercial

Industrial

In 2008 we distributed less
electricity to residential and

commercial customers due to milder weather and decreased

usage per customer partially offset by an increased number of

customers We distributed less electricity to industrial customers

primarily due to decreased usage per customer

In 2007 we distributed more electricity to residential

customers due to colder winter weather and an increased

nunsher of customers partially offset by decreased usage per

customer We distributed more electricity to commercial

customers due to increased usage per customer colder winter

weather and an increased number of customers We distributed

essentially the same amount of
electricity to industrial customers

Maryiand Settlement edit

As discussed in more detail in Note to consolidated bnancial

Statements BCE entered into settlement agreement with the

State of Maryland and other parties which provided residential

ekctri customers credit totaling $170 per customer The

estimated settlement of $188.2 million was accrued in the

second
quarter

of 2008 and total of $189.1 million was

credited to customers in the third and fourth quarters of 2008

Rate Stabiliz4rion cnsdi

As result of Senate Bill we were required to defer from

July 2006 until May 31 2007 portion of the full market

rate increase resulting from the expiration of the residential rate

freeze In addition we offered plan also required under Senate

Bill allowing residential customers the option to dckr the

transition to market rates from June 2007 until January

2008

Revenues in 2008 increased compared to 2007 due to

lower rate stabilization credits as result of the expiration of the

rate stabilization plans

In 2007 compared to 2006 revenues increased due to

lower rate stabilization credits provided to residential electric

customers as result of the end of the fIrst deferral period on

May 31 2007 partially offset by the additional dekrrals during

the second deferral period which ended on Iecember 31 2007

Rate Stabilization Recovery

In late June 2007 BCE began recovering amounts deferred

during the first rate deferral period that ended on May 31

2007 In April 2008 BCE began recovering amounts deferred

during the second rate deferral period that ended on

December 31 2007 The recovery of the second rate dcfCrral

will occur over 21-month period that began April 2008 and

ending on 1cccmber 31 2009 Ihe
recovery

of the first rate

stabilization plan will occur over approxinsately ten years

Electric Rewnues

lhc changes in electric revenues in 2008 and 2007 compared to

the
respective prior year were caused by

ist rihut ion volumes

Maryland settlement credit

Reventie decoupling

Standard oIler service

Rate stabilization credits

Rate stabiliiatin recovery

Iimllsclng credits

Senate Bill credits

Iual change in electric revenues from

electric system sales

Other

ital change in electric revenues

15.0

189.1

12.5

79.4

287.3

43.1

9.1

3.3

lstrjbutiop t/umes

Iistribution volumes arc the amount of
electricity that BCE

delivers to customers in its service territory

The percentage changes in our electric system distribution

volumes by type of customer in 2008 and 2007 compared to

the respective prior year were

2008

2.6%
3.6

6.3

2007

3.7%

3.6

0.2
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Financing Credits

Concurrent with the recovery of the deferred amounts related to

the first rate deferral period we are providing credits to

residential customers to compensate them primarily for income

tax benefits associated with the financing of the deferred

amounts with rate stabilization bonds We discuss the rate

stabilization bonds in more detail in Note to Consolidated

Financial Statements

Senate Bill Credits

As result of Senate Bill beginning January 2007 we were

required to provide to residential electric customers credit

equal to the amount collected from all BGE electric customers

for the decommissioning of our Calvert Cliffs Nuclear Power

Plant and to suspend collection of the residential return

component of the administrative charge collected through

residential SOS rates through May 31 2007 Under an order

issued by the Maryland PSC in May 2007 as of June 2007

we were required to reinstate collection of the residential return

component
of the administration charge in rates and to provide

all residential electric customers credit for the residential return

component of the administrative charge Under the Maryland

settlement
agreement which is discussed in more detail in

Note to Consolidated Financial Statements BGE was allowed to

resume collection of the residential return portion of the

administrative charge from June 2008 through May 31 2010

without having to rebate it to residential customers

The increase in revenues during 2008 compared to 2007 is

primarily due to the absence of the credit for the residential

return component of the administrative charge which was

suspended under the Maryland settlement agreement partially

offset by lower distribution volumes

Electricity Purchased for Resale Expenses

Electricity purchased for resale expenses include the cost of

electricity purchased for resale to our standard offer service

customers These costs do not include the cost of
electricity

purchased by delivery service only customers The following

table summarizes our regulated electricity purchased for resale

expenses

2008 2007 2006

In millions

Actual costs $1821.1 $1759.2 $1489.7

Deferral under rate

stabilization plan 287.3 321.9

Recovery under rate

stabilization plans 59.0 28.5

Electricity purchased for

resale
expenses $1880.1 $1500.4 $1167.8

Actual Costs

BGEs actual costs for
electricity purchased for resale increased

$61.9 million for 2008 compared to 2007 primarily due to

higher contract prices to purchase electricity for our customers

partially offset by lower volumes

BGEs actual costs for electricity purchased for resale

increased $269.5 million for 2007 compared to 2006 primarily

due to higher contract prices to purchase electricity for our

residential customers following the expiration of contracts that

were executed in 2000 as part of the implementation of electric

deregulation in Maryland partially offset by lower volumes

ppJrral under Rate Stabilization Plan

The deferral of the difference between our actual costs of

electricity purchased for resale and what we are allowed to bill

customers under Senate Bill ended on December 31 2007

Since July 2006 we have deferred $609.2 million in

electricity purchased for resale
expenses In 2007 we deferred

$287.3 million in
electricity purchased for resale expenses These

deferred expenses plus carrying charges are included in

Regulatory Assets net in our and BGEs Consolidated

Balance Sheets We discuss the provisions of Senate Bill related

to residential electric rates in the Business Environment

RegulationMarylandSenate Bills and 400 section

Recovery under Rate Stabilization Plans

In late June 2007 we began recovering previously deferred

amounts from customers related to our first rate stabilization

plan In April 2008 we began recovering previously deferred

amounts from customers related to our second rate stabilization

plan We recovered $59.0 million in 2008 and $28.5 million in

2007 in deferred
electricity purchased for resale expenses These

collections secure the payment of principal and interest and

other ongoing costs associated with rate stabilization bonds

issued by subsidiary of BCE in June 2007

Electric Operations and Maintenance Expenses

Regulated electric operations and maintenance
expenses increased

$4.4 million in 2008 compared to 2007 mostly due to increased

uncollectible accounts receivable expense of $14.2 million

partially offset by $9.0 million of lower labor and benefit costs

Regulated operations and maintenance expenses increased

$24.8 million in 2007 compared to 2006 mostly due to higher

labor and benefit costs and the impact of inflation on other

costs of $16.9 million customer education in relation to rate

stabilization of $5.3 million and increased uncollectible accounts

receivable expense of $2.9 million

Workforce Reduction Costs

During the fourth quarter of 2008 we executed restructuring

of the workforce We recognized $4.6 million pre-tax charge in

2008 related to this reduction in force

We incurred no workforce reduction costs in 2007 or 2006

Electric Depreciation and Amortization Expense

Regulated electric depreciation and amortization expense

decreased $3.2 million in 2008 compared to 2007 primarily due

to $10.0 million in lower depreciation expense as result of

revised depreciation rates which were implemented on June

2008 for regulatory and financial reporting purposes as part of

the Maryland settlement
agreement The Maryland settlement

agreement is discussed in more detail in Note to Consolidated
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Financial Statements This decrease was partially offset by

additional property placed in service in 2008

Regulated electric depreciation and amortization expense

increased $5.9 million in 2007 compared to 2006 primarily due

to additional property placed in service

Taxes Other Than Income Taxes

Taxes other than income taxes increased $5.3 million in 2007 in

comparison
with 2006 primarily due to increased property

taxes

Regulated Gas Business

Our regulated gas business is discussed in detail in Item

BusinessGas Business section

Results

2008 2007 2006

In millions

Revenues $1024.0 962.8 899.5

Gas purchased for resale expenses 694.5 639.8 581.5

Operations and maintenance expenses 157.3 157.5 144.8

lorkforce reduction costs 1.8

Merger termination and
strategic

alternatives costs 1.4

Depreciation and amortization 43.7 46.8 46.0

Taxes other than income taxes 35.4 36.1 33.8

Income from Operations 91.3 82.6 92.0

Net Income 37.2 28.8 37.0

Other Items Included in Operations

after-tax

Workforce reduction costs 1.0

Merger termination and
strategic

alternatives costs 0.4

Total Other Items 1.0 0.4

Above amounts include intercompany transactions eliminated in our

Consolidated Financial Statements Note provides reconciliation of

operating results by segment to our Consolidated Financial Statements

Costs allocated to the regulated gas business during 2008 prior to the

transaction with EDF have been allocated to the merchant energy

segment

Net income from the regulated gas business increased

$8.4 million in 2008 compared to 2007 primarily due to an

increase in revenues less
gas purchased for resale expenses of

$4.0 million after-tax and reduced depreciation and amortization

expense of $1.9 million after-tax

Net income from the regulated gas business decreased

$8.2 million in 2007 compared to 2006 primarily due to

increased operations and maintenance expenses of $7.7 million

after-tax

2008 2007

In millions

Distribution volumes 5.1 19.3

Base rates 0.1 0.2

Revenue decoupling
6.2 20.1

Gas cost adjustments 20.3 74.4

Total change in gas revenues from
gas system

sales 21.3 73.8

Off-system sales 40.3 11.2

Other 0.4 0.7

Total change in
gas revenues $61.2 63.3

Distribution Volumes

The
percentage changes in our distribution volumes by type of

customer in 2008 and 2007 compared to the respective prior

year were

2008 2007

3.9% 17.7%

3.1 14.6

2.8 11.3

In 2008 we distributed less gas to residential customers

and commercial customers due to decreased usage per customer

partially offset by an increased number of customers We

distributed more gas to industrial customers mostly due to

increased usage per customer partially offset by decreased

number of customers

In 2007 we distributed more gas to residential customers

due to colder weather increased
usage per customer and an

increased number of customers We distributed more gas to

commercial customers due to an increased number of customers

and colder weather partially offset by decreased usage per

customer We distributed less gas to industrial customers mostly

due to decreased usage per customer

Revenue Decoupling

The Maryland PSC allows us to record monthly adjustment to

our gas distribution revenues to eliminate the effect of abnormal

weather and usage patterns per customer on our gas
distribution

volumes This means our monthly gas distribution revenues are

based on weather and
usage

that is considered normal for the

month Therefore while these revenues are affected by customer

growth they will not be affected by actual weather or usage

conditions

Gas Revenues

The changes in gas revenues in 2008 and 2007 compared to the

respective prior year were caused by

Residential

Commercial

Industrial
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Gas Cost Adjustments

We charge our gas customers for the natural
gas they purchase

from us using gas cost adjustment clauses set by the Maryland

PSC as described in Note to Consolidated Financial Statements

However under the market-based rates mechanism approved by

the Maryland PSC our actual cost of
gas

is compared to

market index measure of the market price of gas in given

period The difference between our actual cost and the market

index is shared equally between shareholders and customers

Customers who do not purchase gas
from BGE are not

subject to the gas cost adjustment clauses because we are not

selling gas to them However these customers are charged base

rates to recover the costs BGE incurs to deliver their
gas through

our distribution
system and are included in the

gas distribution

volume revenues

Gas cost adjustment revenues increased in 2008 compared

to 2007 because we sold gas at higher prices partially offset by

iess
gas

sold

Gas cost adjustment revenues increased in 2007 compared

to 2006 because we sold more gas at higher prices

QJjjSystem Sales

Off-system gas
sales are low-margin direct sales of

gas to

wholesale suppliers of natural gas Off-system gas sales which

occur after BGE has satisfied its customers demand are not

subject to gas cost adjustments The Maryland PSC approved an

arrangement
for

part of the margin from off-system sales to

benefit customers through reduced costs and the remainder to

be retained by BGE which benefits shareholders Changes in

off-system sales do not significantly impact earnings

Revenues from off-system gas sales increased in 2008

compared to 2007 because we sold gas at higher prices partially

offset by less gas sold

Revenues from off-system gas sales decreased in 2007

compared to 2006 because we sold gas at lower prices partially

offset by more gas sold

Gas Purchased For Resale Expenses

Gas purchased for resale
expenses include the cost of gas

purchased for resale to our customers and for off-system sales

These costs do not include the cost of gas purchased by delivery

service only customers

Gas costs increased $54.7 million in 2008 compared to

2007 because we purchased gas at higher prices partially offset

by lower volumes

Gas costs increased $58.3 million in 2007 compared to

2006 because we purchased more gas partially offset by lower

prices

Gas Operations and Maintenance Expenses

Regulated gas operations and maintenance
expenses increased

$12.7 million in 2007 compared to 2006 mostly due to higher

labor and benefit costs and the impact of inflation on other

costs of $8.9 million and increased uncollectible accounts

receivable
expense

of $1.2 million

Gas Workforce Reduction Costs

During the fourth
quarter of 2008 we executed restructuring

of the workforce at our operations We recognized

$1.8 million pre-rax charge in 2008 related to this reduction in

force

We incurred no workforce reduction costs in 2007 or 2006

Ga-s Depreciation and Amortization

Regulated gas depreciation and amortization expense decreased

$3.1 million in 2008 compared to 2007 primarily due to

$3.5 million in lower depreciation expense as result of revised

depreciation rates which were implemented on June 2008 for

regulatory and financial reporting purposes as part of the

Maryland settlement agreement The Maryland settlement

agreement is discussed in more detail in Note to Consolidated

Financial Statements

Gas Taxes Other Than Income Taxes

Gas taxes other than income taxes increased $2.3 million in

2007 compared to 2006 primarily due to increased
property

taxes

Other Nonregulated Businesses

Results

2008 2007 2006

In millions

Revenues 253.4 249.8 231.0

Operating expenses 178.2 173.5 173.1

Merger termination and
strategic

alternatives costs 0.5
Workforce reduction costs 0.4

Depreciation and amortization 68.2 53.7 37.7

Taxes other than income taxes 3.0 2.4 2.0

Income from Operations 3.6 20.2 17.7

Income from continuing operations and

before cumulative effects of changes

in accounting principles after-tax 4.7 16.5 11.3

Income from discontinued operations

after-tax 0.9

Net Income 4.7 16.5 12.2

Other Items Included In Operations

after-tax

Merger termination and
strategic

alternatives costs 0.2

Workforce reduction costs 0.3

Total Other Items 0.3 0.2

Above amounts include intercompany transactions eliminated in our

Consolidated Financial Statements Note
provides reconciliation of

operating
results by segment to our Consolidated Financial Statements

Net income decreased $1 1.8 million in 2008 compared to

2007 primarily because the first quarter of 2007 included gain

related to sale of leasing arrangement that did not occur in

2008 and due to increased depreciation and amortization of

$8.7 million after-tax
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Net income from our other nonregulated businesses

increased $4.3 million in 2007 compared to 2006 primarily due

to higher construction volume at our energy projects
business

and gain related to sale of leasing arrangement partially

offset by increased depreciation and amortization of $9.5 million

after-tax

Consolidated Nonoperating income and Expenses

Gains on Sale of CEP Equity

Gains on sale of CEP equity decreased $63.3 million for the

year
ended December 31 2008 as CER an equity investment of

Constellation Energy did not sell additional equity in 2008 as it

had during 2007

In November 2006 CEP completed an initial public

offering of 5.2 million common units at $21 per
unit As

result of the initial public offering of CEP we recognized

pre-tax gain of $28.7 million As result of subsequent sales of

equity by CER which reduced our relative ownership percentage

we recognized pre-tax gains totaling $63.3 million in 2007 We

discuss the issuarices of CEP equity in more detail in Note to

Consolidated Financial Statements

Other Expense Income

In 2008 we had other expenses
of $52.3 million and in 2007

we had other income of $158.6 million The $210.9 million

decrease in 2008 compared to 2007 is mostly due to lower

interest and investment income as result of lower average

cash balance of approximately $850 million and an increase in

other-than-temporary impairment charges related to our nuclear

decommissioning trust fund assets of $156.5 million

Other income at BCE increased $2.8 million in 2008

compared to 2007 primarily due to an increase in equity funds

capitalized on increased construction work in progress
in 2008

Other income increased $92.5 million in 2007 compared to

2006 mostly due to higher interest and investment income due

to higher cash balance

Total other income at BGE increased $20.8 million in

2007 compared to 2006 primarily due to carrying charges

related to rate stabilization deferrals of Electricity Purchased for

Resale expense
We discuss the rate stabilization deferrals in

more detail in the Regulated Electric Business section

Fixed Charges

Fixed charges increased $56.7 million in 2008 compared to

2007 mostly due to higher level of interest expense
associated

with the new debt issuances and higher amortization of debt

issuance and credit
facility costs

Fixed charges at BCE increased $14.6 million in 2008

compared to 2007 mostly due to higher level of interest

expense
associated with the new debt issuances and higher

amortization of debt issuance and credit facility costs

Fixed charges decreased $23.1 million in 2007 compared to

2006 mostly due to lower average
level of debt outstanding

Fixed charges at BCE increased $22.7 million in 2007

compared to 2006 mostly due to interest expense recognized on

debt that was issued in October 2006 and the rate stabilization

bonds issued in June 2007

Income Taxes

Our income tax expense
decreased $506.6 million during 2008

compared to 2007 mostly due to decrease in income before

income taxes which included approximately $1.2 billion of

non-tax deductible merger termination and strategic alternatives

costs partially offset by the absence of synthetic fuel tax credits

which expired in 2007

BGEs income tax expense
decreased $75.3 million during

2008 compared to 2007 primarily due to lower
pre-tax

income

as result of the $189 million Maryland settlement credit

recorded in 2008 We discuss the Maryland settlement

agreement
in more detail in Note to Consolidated Financial

Statements

Our income taxes increased $77.3 million in 2007

compared to 2006 mostly because of an increase in pre-tax

income and decrease in synthetic fuel tax credits of

$20 million

In 2007 the State of Maryland increased its corporate

income tax rate from 7% to 8.25% effective January 2008

The impact of adjusting all existing deferred income tax assets

and liabilities for this change in the period of enactment was not

material to us However this did impact BGE as discussed

below

Income taxes at BCE decreased $6.2 million in 2007

compared to 2006 primarily due to lower pre-tax income

partially offset by the increase in the Maryland state tax rate

Defined Benefit Plans Expense and Funded Status

Our actual return on qualified pension plan assets for the

purpose of computing annual net periodic pension cost in

accordance with SFAS No 87 Employers Accounting for Pensions

was loss of 29.5% during 2008 as compared to our

assumption of an expected annual return on pension plan assets

of 8.75% This loss reflects the substantial declines in financial

markets experienced through 2008 As disclosed in Note to

Consolidated Financial Statements we determine the expected

return on pension plan assets component
of our annual pension

expense using market-related value of pension plan assets that

recognizes asset gains and losses over five-year period As

result of the losses incurred during 2008 our annual pension

expense
will increase beginning in 2009 Also the lower fair

value of our pension plan assets increased our unfunded pension

obligation at December 31 2008 and the related after-tax charge

to Accumulated other comprehensive loss in accordance with

SFAS No 158 Employers Accounting for Defined Benefit Pension

and Other Postretirement Plans SFAS No 158

In addition to the losses experienced on our pension plan

assets during 2008 there has also been decrease in the

discount rate we use to determine our defined benefit plan

liabilities At December 31 2008 our discount rate assumption

decreased to 6.00% from 6.25% in the prior year as result of

decrease in interest rates This will increase our pension and

postretirement benefits expense beginning in 2009 and resulted

in an increase in our unfunded obligation for those plans at

December 31 2008

We disclose the SFAS No 158 funded status adjustment at

December 31 2008 in Note to Consolidated Financial
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Statements In addition effective January 2009 we are

reducing our expected annual return on pension plan assets from

8.75% to 8.50% based on updated analyses of projected future

asset returns As result of the losses experienced on our

qualified pension plan assets during 2008 and the reductions to

our expected annual return on pension plan assets and discount

rate assumptions we expect our annual defined benefit plans

cost will be higher by approximately $15 million pre-tax for the

next five
years In connection with the decline in our qualified

pension plan funded status at December 31 2008 we also

expect to increase our annual qualified pension plan

contributions from the $76 million we contributed in 2008 to

an average
level of

approximately $180 million
per year over the

next five years These expectations about future cost and funding

levels are subject to material revision based on numerous factors

including actual pension asset returns future interest rate levels

impact of available liquidity on amount and timing of

contributions potential changes in regulatory requirements plan

design amendments and demographic experience

Allowance for Uncollectible Accounts Receivable

Our allowance for uncollectible accounts receivable increased

$195.7 million from $44.9 million at December 31 2007 to

$240.6 million at December 31 2008 related to our merchant

energy business and regulated electric and gas businesses

The increase in allowance for uncollectible accounts

receivable from our merchant
energy

business was result of

counterparties with financial difficulties The regulated electric

and gas allowance for uncollectible accounts receivable increased

$13.0 million in 2008 compared to 2007 mostly due to

increased customer bills caused by higher standard offer service

rates and the decreased
ability

of customers to pay their
utility

bills as result of the economic downturn

If the current economic recession continues on prolonged

basis our and BGEs bad debt expense could increase in the

future despite our efforts to mitigate those risks We discuss our

credit risk in more detail in the Risk Management section
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Financial Condition

Cash Flows

The following table summarizes our 2008 cash flows by business segment as well as our consolidated cash flows for 2008 2007 and

2006

Cash flows from operating activities less cash flows from investing

activities $3029.3 $100.9 866.2

Financing Activities

Net issuance repayment of debt includes $1 billion proceeds from

MidAmerican and $1 billion proceeds from EDF
Debt issuance costs

Proceeds from issuance of common stock

Common stock dividends paid

Reacquisition of common stock

Proceeds from initial public offering
of CEP

Proceeds from contract and
portfolio acquisitions

Other

Net cash provided by financing activities

Net decrease increase in cash and cash equivalents

Items are not allocated to the business
segments

because they are managed Jir the company as whole

Certain prior-year amounts have been
reclassified

to conform with the current year presentation

2008 Segment Cash Flows Consolidated Cash Flows

Holdiisg

Company
and Other 2008

In millions

2007 2006Merchant Regulated

Operating Activities

Net loss income $1357.4 38.3 4.7 $l314.4 821.5 936.4

Non-cash merger termination and strategic alternatives costs 541.8 541.8

Other non-cash adjustments to net loss income 816.8 334.2 48.4 1199.4 545.4 223.6

Changes in working capital

Derivative assets and liabilities excluding collateral 750.5 2.0 5.4 757.9 138.2 286.1

Net collateral and margin 962.1 1.8 960.3 49.6 630.6

Other changes
2.9 45.0 135.7 93.6 242.4 239.0

Defined benefit obligations
20.8 53.6 40.5

Other 6.1 35.1 14.5 55.7 54.5 2.5

Net cash used in provided by operating activities 1714.6 292.2 168.9 1274.3 927.8 525.3

Investing Activities

Investments in property plant
and equipment 1425.1 421.5 87.5 1934.1 1295.7 962.9

Asset acquisitions
and business combinations net of cash acquired 309.8 5.5 315.3 347.5 137.6

Investment in nuclear decommissioning trust fund securities 440.6 440.6 659.5 492.5

Proceeds from nuclear decommissioning trust fund securities 421.9 421.9 650.7 483.7

Net proceeds from sale of
gas-fired plants

and discontinued

operations
1630.7

Isstiances of loans receivable 19.0 65.4

Sale of investments and other assets 432.3 12.9 1.1 446.3 13.9 43.9

Contract and portfolio acquisitions
474.2 2.3

Decrease increase in restricted funds 16.6 15.5 941.7 942.8 109.9 7.7

Other investments 23.2 1.5 21.7 45.3 54.8

Net cash used in provided by investing
activities 1314.7 393.1 1035.1 2742.9 2286.5 560.1

4017.2 1358.7 1085.4

3447.7 33.1 242.2

104.8

17.6 65.1 84.4

336.3 306.0 264.0

16.2 409.5

101.3

847.8 221.3

115.5 1.2 5.5

3123.5 165.5 390.7

893.7 $1193.2 $1476.1

The increase in restricted
Jflnds at our Holding Company and Other is primarily related to $1.0 billion of restricted cash related to the issuance of Series

Prejirred
Stock to EDT Thesefflnds are held at the holding company and are restricted Jir payment of the 14% Senior Notes held

by
MsdAmercan The

14% Senior Notes were repaid
in fidi in Januasy 2009
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Cash Flows from Operating Activities

Cash used in operating activities was $1274.3 million in 2008

compared to cash provided by operating activities of

$927.8 million in 2007 This $2202.1 million decrease in cash

flows was primarily due to an increase in net collateral and

margin posted payments to MidAmerican to terminate our

planned merger payments in connection with the conversion of

the Series Preferred Stock and credits rebated to BGE
residential electric customers

Total net cash collateral posted in 2008 increased as

follows

In millions

Net collateral and margin posted December 31
2007 485.3

Return of collateral held associated with

nonderivative contracts 26.3

Additional collateral posted associated with

nonderivative contracts 330.5

Additional initial and variation margin posted on

exchange-traded transactions recorded in

accounts receivable 94.0

Additional fair value net cash collateral posted

netted against derivative assets liabilities 509.5

Change in net collateral and margin posted 960.3

Net collateral and margin posted December 31

2008 $l445.6

Includes approximately $224 million of additional collateral

posted due to certain counterparties that would not accept
letters

of credit issued by certain financial institutions

%l discuss our netting affair value collateral with our derivative

assets liabilities in more detail in Note 13 to Consolidated

Financial Statements

The $960.3 million increase in net collateral and margin

posted during 2008 primarily reflects the following

changes in commodity prices and the level of our open

positions

increases in amounts posted to exchanges to meet initial

margin requirements and changes in the rules governing

exchange margin requirements and

additional collateral posted following our credit rating

downgrades We discuss our security ratings in more

detail below We discuss our downgrade collateral

requirements in more detail in the 6ollateral section

We discuss all forms of collateral in terms of their impact

on our net available liquidity in the Available Sources of Funding

section

The
remaining unfavorable change in cash used in

operating activities in 2008 compared to 2007 was primarily due

to the following

$663.0 million use of cash consisting of $175 million

paid to MidAmericsn related to the termination of the

merger $418 million paid to MidAmerican for settling

portion of the conversion of the Series Preferred

Stock in cash and $70 million paid to various parties

for
merger and other strategic alternatives costs

$189.1 million of credits rebated to residential electric

customers by BGE as result of the Maryland

settlement
agreement and

$49.6 million of additional interest paid

Cash provided by operating activities was $927.8 million in

2007 compared to $525.3 million in 2006 This $402.5 million

favorable change was primarily due to an increase in non-cash

adjustments to net income and favorable changes in working

capital offset in
part by unfavorable changes in net income

Non-cash adjustments to net income increased

$321.8 million in 2007 compared to 2006 primarily due to the

absence of $191.4 million gain on sale of gas-fired plants and

discontinued operations in 2006 change in deferred fuel costs

of $100.5 million related mostly to lower deferrals of
electricity

purchased for resale under the BGE rate stabilization plan and

$98.2 million increase in deferred income tax expense

Changes in working capital had negative impact of

$331.0 million on cash flows from operations in 2007 compared

to negative impact of $677.7 million in 2006 The

improvement in working capital of $346.7 million was mainly

due to $680.2 million change in collateral related to changes

in commodity prices and the level of our open positions and

$147.9 million favorable change in working capital related to

our derivative positions partially offset by $481.4 million

unfavorable change in other components of working capital

Cash Flows from In vesting Activities

Cash used in investing activities was $2742.9 million in 2008

compared to $2286.5 million in 2007 The $456.4 million

increase in cash used in 2008 compared to 2007 was primarily

due to

the increase in restricted cash of $832.9 million

primarily relating to the $1 billion proceeds received

from the issuance of Series Preferred Stock to EDF

that is restricted to pay the 14% Senior Notes The

proceeds from the Series Preferred Stock issuance as

discussed in the cash flows from financing section below

are the source of the funds for the increase in restricted

cash The 14% Senior Notes were subsequently paid in

January 2009

the increase in investments in property plant and

equipment of $638.4 million This increase was

primarily driven by environmental spending of

$467 million for our Brandon Shores coal-fired

generating plant and $48 million in construction costs

at our partially completed gas-fired combined cycle

power generating facility in Alabama

These increased uses of cash in investing activities are

partially offset by the absence in 2008 of $474.2 million of cash

used in 2007 for contract and portfolio acquisitions which we

discuss in more detail below and approximately $432.4 million

of higher proceeds received from sales of investments in 2008

compared to 2007 The proceeds in 2008 include $150 million

of cash received from EDF that we will record as additional
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proceeds for EDFs purchase of 49.99% membership interest in

our nuclear generation
and operation business

Cash used in investing
activities was 2286.5 million in

2007 compared to cash provided by of $560.1 million in 2006

The $2846.6 million unfavorable change in 2007 compared to

2006 was primarily due to the following

the absence of the net proceeds of $1630.7 million

from the sale of gas-fired plants and discontinued

operations received in 2006

$471.9 million increase in contract and portfolio

acquisitions that we discuss in more detail below

$332.8 million increase in investments in property

plant and equipment primarily related to growth within

our merchant segment which includes spending related

to environmental controls at our generating facilities

and

$209.9 million increase in acquisitions primarily

related to our acquisitions of working interests in gas

and oil producing properties
and retail competitive

supply business as discussed in more detail in Note 15 to

Consolidated Financial Statements

Cash Flows from Financing Activities

Cash provided by financing activities was $3123.5 million in

2008 compared to $165.5 million in 2007 The increase of

$2958.0 million was primarily due to the issuance of

$1 billion of mandatorily redeemable Series Preferred

Stock to EDF the proceeds of which are reflected in the

increase in restricted cash as discussed in the cash flows

from investing activities above

$1 billion of mandatorily redeemable convertible

Series Preferred Stock to MidAmerican which was

converted in part in December 2008 into $1 billion of

14% Senior Notes which were repaid in full in January

2009

$250.0 million of Zero Coupon Notes

$450.0 million of 8.625% Series Junior Subordinated

Debentures and

$400.0 million of 6.125% Notes by BGE

Cash provided by financing activities was $165.5 million in

2007 compared to $390.7 million in 2006 The unfavorable

change of $225.2 million was primarily due to cash used for

reacquisition of common stock of $409.5 million net decrease

in cash related to changes in short-term borrowings and

long-term debt of $275.3 million and net decrease of

$101.3 million in proceeds from the initial public offering of

CEP in 2006 This was partially offset by an increase in gross

proceeds from contract and portfolio acquisitions of

$626.5 million which we discuss below

In October 2007 our Board of Directors approved

common share repurchase program
for

up to $1 billion of our

outstanding common shares Subsequent to this approval on

October 31 2007 we entered into an accelerated share

repurchase agreement
with financial institution and on

November 2007 we purchased 2023527 of outstanding

shares of our common stock for $250 million We did not

repurchase any shares under this
program during 2008 We

discuss the share repurchase program
in more detail in Note to

Consolidated Financial Statements

Contract and Portfolio Acquisitions

During 2007 and 2006 our merchant energy business acquired

several pre-existing energy purchase and sale agreements which

generated significant cash flows at the inception of the contracts

These
agreements

had contract prices that differed from market

prices at closing which resulted in cash payments from the

counterparty at the acquisition of the contract We received ncr

cash of $373.6 million in 2007 and $219.0 million in 2006 for

various contract and portfolio acquisitions We reflect the

underlying contracts on gross basis as assets or liabilities in our

Consolidated Balance Sheets depending on whether they were

above- or below-market prices at closing therefore we have also

reflected them on gross basis in cash flows from investing and

financing activities in our Consolidated Statements of Cash

Flows as follows

Year ended December 31 2008 2007 2006

In millions

Financing activitiesproceeds from

contract and portfolio

acquisitions

Investing activitiescontract and

portfolio acquisitions 474.2 2.3

Cash flows from contract and

portfolio acquisitions 373.6 $219.0

We record the proceeds we receive to acquire energy

purchase and sale
agreements as financing cash inflow because

it constitutes prepayment
for portion of the market price of

energy which we will buy or sell over the term of the

agreements and does not represent
cash inflow from current

period operating activities For those acquired contracts that are

derivatives we record the ongoing cash flows related to the

contract with the counrerparties as financing cash inflows in

accordance with SFAS No 149 For those acquired contracts

that are not derivatives we record the ongoing cash flows related

to the contract as operating cash flows

We discuss certain 0f these contract and portfolio

acquisitions in more detail in Note to Consolidated Financial

Statements

Security Ratings

Independent credit rating agencies rate Constellation Energys

and BGEs fixed-income securities The ratings indicate the

agencies assessment 0f each companys ability to pay interest

distributions dividends and principal on these securities These

ratings affect how much it will cost each company to sell these

securities and in certain cases the companys ability to access

the markets to sell securities Generally the better the rating the

lower the cost of the securities to each company when they sell

them reduction in our credit ratings could have an adverse

effect on our access to liquidity sources increase our cost of

funds trigger additional collateral requirements and/or decrease

847.8 $221.3
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the numbet of investors and counterparties willing to transact

with us

The factors that credit rating agencies consider in

establishing Constellation Energys and BGEs credit ratings

include but are not limited to cash flows liquidity business

risk profile stock price volatility political legislative
and

regulatory risk interest charges relative to operating cash flow

and the level of debt relative to operating cash flows and to total

capitalization

At the date of this report our credit ratings were as follows

Constellation Energy

Senior Unsecured Debt BBB Baa3 BBB

Commercial Paper A-2 P-3 F2

Junior Subordinated

Debentures BB Bal BBB
BGE

Senior Unsecured Debt BBB Baa2 A-

Commercial Paper A-2 P-2 F2

Rate Stabilization Bonds AAA Aaa AAA
Trust Preferred Securities BB Baa3 BBB
Preference Stock BBB Baa2 BBB

The ratings in the above table reflect the following outlooks

by the credit rating agencies

Constellation Energy

Standard Poors Rating GroupWatch Negative

Moodys Investors ServiceUnder review for possible

downgrade

FitchRatingsWatch Evolving

BGE

Standard Poors Rating GroupWatch Negative

Moodys Investors ServiceStable

FitchRatingsWatch Evolving

We remain committed to maintaining stable investment

grade credit profile and to meeting our liquidity requirements

We discuss our available sources of funding in more detail below

We discuss the potential effect of
ratings downgrade in

the Available Source of Funding and collateral sections

Available Sources of Funding

In addition to cash generated from business operations we rely

upon access to capital for our capital expenditure programs and

for the liquidity required to operate and support our commercial

businesses Our liquidity requirements are funded by credit

facilities and cash We fund our short-term working capital

needs with
existing cash and with our credit facilities which

support direct cash borrowings and the issuance of commercial

paper We also use our credit facilities to support the issuance of

letters of credit primarily for our merchant energy business

The primary drivers of our use of liquidity have been our

capital expenditure requirements and collateral requirements

associated with hedging our generating assets hedging our

Customer Supply business in both power and
gas and hedging

our coal businesses Significant changes in the prices of

commodities depending on hedging strategies we have

employed could require us to post additional letters of credit

and thereby reduce the overall amount available under our credit

facilities or to post additional cash and thereby reduce our

available cash balance The current disruptions in the credit and

capital markets have made it more difficult for us to raise capital

and access the credit necessary to obtain sufficient liquidity to

meet our business requirements

Fitch- Constellation Energy

Ratings At December 31 2008 we had approximately $6.2 billion in

committed credit facilities available as shown below We have

also included the pro forma effect on our credit facilities which

are reduced or terminated
upon the occurrence of certain events

of closing the EDF transactions

Facility Expiration

In billions

July 2012 $3.85 $2.32

November 2009 1.23

June 2009 0.60

September 2013 0.35

December 2009 0.15

Total $6.18 $2.32

Size offacility may be reduced by proceeds received Jom
certain securities offerings or asset sales

We discuss this
facility provided by EDF in more detail in

Note to Consolidated Financial Statements Terminates at

the earliest of satisfling conditions to exercise the
put on assets

having value of at least $600 million under the put

arrangement discussed in Note to Consolidated Financial

Statements receipt of alternative financing of $600 million or

June 2009

Collectively these facilities currently support the issuance of

letters of credit and/or cash borrowings up to $6.2 billion In

late September 2008 we were unable to issue commercial
paper

to replace maturing commercial paper and meet other

obligations Instead we borrowed $485.7 million under one of

our credit facilities to secure funds At December 31 2008 we

had no commercial
paper outstanding During the month of

January 2009 Constellation Energy issued no commercial paper

We may utilize commercial paper as primary source of

short-term debt if market conditions return to normal

In connection with the Investment Agreement with EDF
EDF has provided us with

up to $2 billion pre-rax or

approximately $1.4 billion after-tax of additional liquidity

pursuant to put arrangement that will allow us to require EDF
to purchase certain non-nuclear generation assets

Our
ability to exercise the put arrangement is contingent

on certain regulatory approvals that we expect will be received

Standard

Poors

Rating

Group

Moodys
Investors

Service

Bonds issued by RSB BondCo LLC subsidiary of BGE

Facility Size

Upon Completion

Facility
of the EDE

Size Transactisisis
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for all assets covered by the
arrangement by April 2009 except

for Safe Harbor Water Power Corporation which is expected by

the third
quarter

of 2009 In addition exercise of the
put option

is conditioned upon third-party consents the absence of
any

material liens on such assets and the absence of material

adverse effect as defined in the Investment Agreement The put

arrangement will expire at the earlier of December 31 2010 or

the termination of the Investment Agreement by EDF in the

event of breach of contract by us

Certain credit facilities of Constellation
Energy contain

provision requiring Constellation
Energy to maintain ratio of

debt to capitalization equal to or less than 65% At

December 31 2008 the debt to capitalization ratios as defined

in the credit agreements were no greater than 57%
Our $1.23 billion credit facility requires us to maintain

consolidated earnings before interest taxes depreciation and

amortization to consolidated interest expense ratio of at least

2.75 when our Standard and Poors senior unsecured debt rating

is BBB- or lower and our Moodys senior unsecured debt rating

is Baa3 or lower

The terms of the Series Preferred Stock allows us to issue

debt without the consent of the holders of the majority of the

Series Preferred Stock only if after issuance of such debt we

maintain ratio of debt to capitalization equal to or less than

65%

Under our $3.85 billion and $1.23 billion credit facilities

we will be required to grant lien on certain generating facilities

and pledge our ownership interests in our nuclear business to

the lenders if the Investment Agreement with EDF has closed or

been terminated and our Standard Poors
Rating Group or

FitchRatings senior unsecured debt credit rating is below BBB
or our Moodys senior unsecured debt credit rating is below

Baa3

BGE

BGE currently maintains $400.0 million five-year revolving

credit facility expiring in 2011 BGE can use the facility to issue

letters of credit or to issue short-term debt through the issuance

of commercial
paper or through direct borrowing against the

facility
In 2008 in

response to the temporary lack of liquidity

in the commercial
paper market BGE drew $370 million on its

$400 million credit facility to secure funds in advance of

maturing commercial paper and other obligations

At December 31 2008 BGE had no commercial paper

outstanding During the month of January 2009 BGE issued no

commercial
paper BGE may utilize commercial

paper as

primary source of short-term debt if market conditions return to

normal

The credit
agreement of BGE contains provision

requiring BGE to maintain ratio of debt to capitalization equal

to or less than 65% At December 31 2008 the debt to

capitalization ratio for BGE as defined in this credit agreement

was 55%

Decreases in Constellation Energys or BGEs credit
ratings

would not trigger an early payment on any of our or BGEs
credit facilities

Net Available Liquidity

The following tables provide summary of our net available

liquidity at December 31 2008 and 2007

As of December 31 2008

Constellation Ibtal

Energy BCE Consolidated

In billions

Credit facilities 6.2 0.4 6.6

Less Letters of credit

issued 3.6 3.6
Less Cash drawn on credit

facilities 0.5 0.4 0.9

Undrawn facilities 2.1 2.1

Less Commercial paper

outstanding

Net available facilities 2.1 2.1

Add Cash 0.2 0.2

Net available liquidity 2.3 2.3

As of December 31 2007

Constellation Total

Energy BCE Consolidated

In billions

Credit facilities 4.1 0.4 4.5

Less Letters of credit

issued 1.8 1.8
Less Cash drawn on credit

facilities

Undrawn facilities 2.3 0.4 2.7

Less Commercial paper

outstanding

Net available facilities 2.3 0.4 2.7

Add Cash 1.1 1.1

Net available liquidity 3.4 0.4 3.8

Net available liquidity decreased during 2008 by

approximately $1.5 billion as follows

In billions

Increase in letters of credit issued $1.8

Decrease in cash 0.9
Increase in cash drawn on credit facilities 0.9
Increase in credit facilities 2.1

Decrease in net available liquidity $1.5

The increase in letters of credit issued and the decrease in

cash was primarily due to increased collateral requirements We
discuss our changes in collateral during 2008 in more detail in

the Collateral section We discuss the impact of the higher cash

collateral posting in the Financial ConditionCash-Flows section
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The change in credit facilities was due to the following

executed new agreement for $1.23 billion in

November 2008

executed an agreement with EDF for credit
support

totaling $600 million in December 2008 which is

discussed in more detail in Note to Consolidated

Financial Statements

executed an agreement for total of $500 million in

June 2008 of which $350 million expires in 2013 and

$150 million expires in 2009 and

the expiration of
facility totaling $250 million in

December 2008

The following table provides our net available liquidity at

January 31 2009

As of January 31 2009

Constellation Total

ConsolidatedEnergy BCE

In bi/Iions

Credit facilities 6.2 0.4 6.6

Less Letters of credit

issued 3.5 3.5
Less Cash drawn on credit

facilities 1.2 0.4 1.6

Undrawn facilities 1.5 1.5

Less Commercial paper

outstanding

Net available facilities 1.5 1.5

Add Cash 0.8 0.8

Net available liquidity 2.3 2.3

Net available liquidity was unchanged at January 31 2009

compared to December 31 2008 However we executed

additional cash draws from our credit facilities of $0.7 billion

primarily due to working capital requirements for our power and

natural
gas settlements

As result of the significant events of 2008 we have made

substantial changes in our strategy to improve our liquidity and

our credit profile including focusing on the following immediate

goals

reducing the collateral and liquidity needs of our Global

Commodities and Customer Supply operations

executing strategic initiatives for our Global

Commodities operation which we discuss in more derail

in the Merchant Energy BusinessBackground section

focusing on our core strengths including owning

developing and operating nuclear and non-nuclear

generation assets providing regulated utility service to

customers and maintaining strong supply relationships

with retail and wholesale customers and

working to close the sale of EDF of 49.99% of our

nuclear generation and operation business as

expeditiously as possible

Our liquidity needs vary as commodity prices change We

regularly evaluate the effects of changing price levels on our

liquidity needs by estimating the impacts of volatile power gas
and coal prices on our price sensitive sources and uses of

liquidity For example energy contracts settling in the current

year may impact our cash flows and changing price levels may

impact our collateral requirements Additionally we consider the

impact of other sources and uses of liquidity including planned

business divestitures anticipated new business capital

expenditures operating expenses and credit charges Also we are

exposed to certain operational risks that could have significant

impact on our liquidity We discuss these risks in more detail in

the Risk Factors section

We believe that the actions that we have taken will he

sufficient to meet our ongoing liquidity requirements over the

next 12 months However if we cannot successfully execute on

our strategies and/or actual changes in commodity prices differ

from our estimates our available liquidity would he negatively

affected which would have material adverse effect on our

financial results and condition

Collateral

Constellation Energys collateral requirements arise from its

merchant
energy business need to participate in certain

organized markets such as Independent System iperators

ISOs or financial exchanges as well as from our goal of

remaining economically hedged in our Generation and power

and gas Customer Supply operations third party coal business

and our trading activities To support wholesale and retail
power

Customer Supply obligations as well as some trading activities

Constellation Energy posts collateral to ISOs Forward hedging
of our Generation and Customer

Supply obligations as well as

our Global Commodities trading activities creates the need to

transact with exchanges such as New York Mercantile Exchange

Intercontinental Exchange and NOS Clearing ASA We post

initial margin based on exchange rules as well as variation

margin related to the change in value of the net open position

with the exchange Constellation Energys initial margin

requirements increased during the third quarter as result of

changes in
exchange rules and decreased during the fourth

quarter as result of portfolio risk reduction and downsizing

activities Daily variation margin postings to each exchange

depend on price moves in the underlying power gas and coal

exchange traded forward and option contracts

In addition to the collateral posted to ISOs and exchanges

we post collateral with certain counrerparties These collateral

amounts may be fixed or may vary with price levels

There are certain asymmetries relating to the use of

collateral that create liquidity requirements for our merchant

energy businesses These asymmetries arise as result of our

actions to be economically hedged as well as market conditions

or conventions for conducting business that rcsuilt in some

transactions being collateralized while others are not including

In our third party coal business we generally buy coal

from suppliers that do not post collateral but we enter

into physical or financial sales contracts that require us

to post collateral

In our Customer Supply operation we generally do not

receive collateral under contractual obligations to supply

power or gas to our customers htit our Global

Commodities operation hedges these transactions
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through purchases of power
and

gas
that generally

require us to post collateral

In our Generation operation we may have to post

collateral on our power
sale or fuel purchase contracts

but our generating plants are not source of collateral

Constellation Energy is required to post
collateral in the

form of either cash or letters of credit In an environment of

stable commodity prices Constellation Energys net collateral

position is relatively stable However during 2008 the energy

markets were affected by large fluctuations in commodity prices

as can be seen in the following table summarizing changes in

spot prices during 2008

Natural gas

Coal

Crude oil

The price variability in 2008 impacted our posting of cash

and letters of credit in 2008 as follows

Additional return of

collateral held associated

with nonderivative

contracts

Additional collateral posted

associated with

nonderivative contracts

Additional return of

initial and variation

margin posted on

exchange-traded

transactions recorded in

accounts receivable

Additional return of fair

value net cash collateral

posted netted against

derivative assets

liabilities 732.3 1241.8 509.5

Source use of cash

collateral 525.9 1486.2 960.3

Letters of credit issued by

returned to us 2522.9 716.6 1806.3

Total use of collateral $1997.0 769.6 $2766.6

During the first half of 2008 increasing power prices

caused certain hedges of our customer supply load to move

Level Below Additional

Current Rating ObligationsCredit Ratings Downgraded to

In billions

Below investment grade $1.8

If there are split ratings among the independent credit- rating

agencies the lowest credit rating is used to determine our

incremental collateral obligations

Based on market conditions and contractual obligations at

the time of downgrade we could be required to post

additional collateral in an amount that could exceed the

obligation amounts specified above which could be material We

discuss our credit ratings in the Security Ratings section We

discuss our credit facilities in the Available Sources of Funding

section

Increases decreases from

December 31 2007

Power

Six months

ended

June 30
2008

Nine months

ended Year ended

September 30 December 31
2008 2008

deeply in-the-money driving up
the cash collateral and letters of

credit posted by counterparties to us However letters of credit

posted to us do not affect our liquidity position At the same

time rising international coal prices required us to post

additional cash and letters of credit to eollateralize out-of-the

money hedges of our international coal sales These two impacts

resulted in net reduction in our use of cash collateral as we

received more cash than we posted However there was

significant increase in our posting of letters of credit

During the second half of the year our use of collateral

postings
remained

fairly constant despite our fourth quarter

portfolio downsizing Portfolio downsizing led to decreases in

the levels of collateral posted to exchanges to support initial

margin requirements as well as the collateral posted to ISOs

However as commodity prices have fallen the hedges of our

customer supply load moved out-of-the money causing us to

33% 8% 30% post significant amounts of cash collateral to our counterparties

44% 5% 30% This collateral outflow for
power positions was partially offset by

153% 58% 1% the collateral inflow since June 2008 on our international coal

55% 1% 40% hedges which have become significantly less out-of-the money as

coal prices have fallen

The net impact of all of these price changes as well as the

portfolio downsizing has resulted in net increase in our use of

collateral of $2.8 billion for 2008

We discuss our use of cash collateral further in the

Financial Condition section and we discuss our letters of credit

usage
further in the Net Available Liquidity section

Customers of our merchant energy business rely on the

In millions

creditworthiness of Constellation Energy In this regard we have

certain agreements
that contain provisions that would require us

to post additional collateral upon
credit rating downgrade in

26.3
the senior unsecured debt of Constellation Energy Based on

contractual provisions at December 31 2008 and January 31

2009 we estimate that if Constellation Energys senior unsecured

123.9 206.6 330.5
debt were downgraded to one level below the investment grade

threshold we would have the following additional collateral

obligations

Six months Six months

ended ended Year ended

June 30 December 31 December 31

2008 2008 2008

345.5 371.8

428.0 334.0 94.0
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Capital Resources

Our actual consolidated capital requirements for the years 2006

through 2008 along with the estimated annual amount for

2009 are shown in the following table

We will continue to have cash requirements for

working capital needs

payments of interest distributions and dividends

capital expenditures and

the retirement of debt and redemption of preference

stock

Capital requirements for 2009 and 2010 include estimates

of spending for existing and anticipated projects We

continuously review and modify those estimates Actual

requirements may vary from the estimates included in the table

below because of number of factors including

regulation legislation and competition

BGE load requirements

environmental protection standards

the type and number of projects selected for

construction or acquisition

the effect of market conditions on those projects

the cost and availability of capital

the availability of cash from operations and

business decisions to invest in capital projects

Our estimates are also subject to additional factors Please

see the Forward Looking Statements and Item JA Risk Factors

sections

Nonregulated Capital Requirements

Merchant
energy excludes acquisitions

Generation
plants $0.3 $0.2 $0.6 $0.4

Environmental controls 0.2 0.5 0.3

Portfolio acquisitions/investments 0.2 0.5 0.2 0.2

Technology/other 0.2 0.2 0.1 0.1

Nuclear fuel 0.1 0.1 0.2 0.2

Total merchant
energy capital

requirements 0.8 1.2 1.6 1.2

Other nonregulated capital requirements 0.1 0.1

Total nonregulared capital requirements 0.8 1.3 1.7 1.2

Regulated Capital Requirements

Regulated electric 0.3 0.3 0.4 0.4

Regulated gas 0.1 0.1 0.1 0.1

Total
regulated capital requirements 0.4 0.4 0.5 0.5

Total
capital requirements $1.2 $1.7 $2.2 $1.7

As of the date of this report we estimate our 2010 capital

requirements will be approximately $1.1 billion This amount

excludes the capital requirements related to our nuclear

generation and operation business that is expected to be

deconsolidated in 2009 as result of the closing of the

Investment Agreement with EDE

Capital Requirements

Merchant Energy Business

Our merchant energy business capital requirements consist of its

continuing requirements including expenditures for

improvements to generating plants

nuclear fuel costs

costs of complying with the Environmental Protection

Agency EPA Maryland and Pennsylvania

environmental regulations and legislation and

enhancements to our information technology

infrastructure

Regulated Electric and Gas

Regulated electric and
gas construction expenditures primarily

include new business construction needs and improvements to

existing facilities including projects to improve reliability and

support demand response and conservation initiatives

Funding for Capital Requirements

The current disruptions in the credit and capital markets as well

as counterparty concerns about our financial condition have

made it more difficult for us to raise capital and access the

credit
necessary to provide sufficient liquidity to meet our

business requirements We discuss our available sources of

funding and strategy to improve liquidity in the Available Sources

of Funding section

Merchant Energy Business

We
expect to fund the capital requirements of our merchant

energy business with internally generated cash and other

available sources To the extent that internally generated cash is

not sufficient to meet those requirements we would seek

additional funding from the money markets capital markets and

lease markets subject to credit conditions and market liquidity

and if necessary from drawdowns on credit facilities

The projects that our merchant energy business develops

typically require substantial capital investment Many of the

qualifying facilities and independent power projects that we have

an interest in are financed primarily with non-recourse debt that

is repaid from the projects cash flows This debt is collateralized

by interests in the physical assets major project contracts and

agreements cash accounts and in some cases the ownership

interest in that project

Regulated Electric and Gas

We
expect to fund capital expenditures associated with our

regulated electric and
gas

businesses with internally generated

cash To the extent that internally generated cash is not

sufficient to meet those requirements we would seek additional

funding from the money markets capital markets including

trust preferred securities or preference stock subject to credit

conditions and market liquidity and if necessary from

drawdowns on credit facilities BGE may also receive equity

contributions from time to time from Constellation
Energy

BGE also participates in cash pool administered by

Constellation Energy as discussed in Note 16 to Consolidated

Financial Statements

2009
2006 2007 2008 Estimate

In billions
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Other NonreguLated Businesses

We expect to fund the capital requirements of out other

nonregulated businesses with internally generated cash To the

extent that internally generated cash is not sufficient to meet

those requirements we would seek additional funding from the

money markets capital markets and lease markets subject to

credit conditions and market liquidity and if necessary
from

drawdowns on credit facilities We may also consider sales of

securities and assets and/or from time to time equity

contributions from Constellation Energy

Contractual Payment Obligations and Committed

Amounts

We enter into various agreements
that result in contractual

payment obligations in connection with our business activities

These obligations primarily relate to our financing arrangements

such as long-term debt preference stock and operating leases

purchases of capacity and energy to support the growth in our

merchant energy business activities and purchases of fuel and

transportation to satisfy the fuel requirements of our power

generating facilities

We detail our contractual payment obligations as of

December 31 2008 in the following table

Payments

2010- 2012-

2009 2011 2013 Thereafter Total

In nilliono

Contractual Payment Oblsarions

Long-term
debt

Nonregulated

Prirtcipal $2501.5 0.5 734.8 2671.2 5908.0

Interest 409.1 315.0 258.1 3009.9 3992.1

Total 2910.6 315.5 992.9 5681.1 9900.1

BGE

Principal
65.0 138.2 639.1 1422.8 2265.1

Interest 134.5 258.1 231.3 1336.6 1960.5

Total 199.5 396.3 870.4 2759.4 4225.6

BCE preference stock 190.0 190.0

Operating leases 314.8 469.5 405.4 591.4 1781.1

Pttrchase obligations

Purchased
capacity

and

enetgy
588.4 282.2 187.5 227.3 1285.4

Fuel and transportation 1648.5 1531.4 71 8.0 1292.2 5190.1

Other 269.1 87.8 40.6 29.3 426.8

Other noncurrent ltabiltttes

FIN 48 tax liability 26.2 102.4 12.8 141.4

Pension benefits 238.7 369.4 385.1 993.2

Postrettremenr and post

employment benefits 40.0 91.8 105.6 237.9 475.3

Total contractual
payment

obligations $6209.6 $3570.1 $3807.9 $11021.4 $24609.0

Amounts in long-term debt reflect
the orginal maturity

d.are and include $697.7 million

of princsoal for
the Zero

Coupon
Senior Notes assuming the notes are not redeemed

prior

to June 19 2023 and the orifinal issue discount accrues until redemption
Investors may

require us to repay
$250.8 million early through remarketingfiatures

Interest on

variable rate debt is included based on forward curve for interest rates

Our operating lease commitments include future payment oblskations under certain
power

purchase agreements as discussed /lsrther in Note 11 to Consolidated Financsal

Statements

Contracts so purchase goods or services that speqfu all sign ficans tenets Amounts related

to certain purchase oblt/atisns are based on future purchase expectatsons
which may

drifir Ibm actual purchases

Our contractual sb4gationo for purchased capacity
and

energy are shown on
gross

basis

for certasn transactions including
both the

fixed payment portsons of tollsng contracts

and estimated variable payments
under unit-contingent power purchase agreements

Amounts related to pension benefits reflect our current 5-year forecast fIr contributions for

our qualified pension plans and particitsant payments/br our nonqualified pension plans

Re/br to Note to Consolidated Financial Statements for more detasl on our pension

plans

Amounts related so postretirement
and

postemployment benefits are for unfianded plans

and reflect present value amounts consistent with the eleterntnation of she related

liabilities recorded in our Consolidated Balance Sheets as discusted in Note to

Consolidated Financial Statements

Off-Balance Sheet Arrangements

For financing and other business purposes we utilize certain

off-balance sheet arrangements
that are not reflected in our

Consolidated Balance Sheets Such arrangements do not

represent significant part of our activities or significant

ongoing source of financing

We use these
arrangements

when they enable us to obtain

financing or execute commercial transactions on favorable terms

As of December 31 2008 we have no material off-balance sheet

arrangements including

guarantees
with third-parties that are subject to the

initial recognition and measurement requirements
of

FASB Interpretation
No 45 Guarantori Accounting and

Disclosure Requirements for Guarantees Including Indirect

Guarantees of Indebtedness to Others

retained interests in assets transferred to unconsolidated

entities

derivative instruments indexed to our common stock

and classified as equity or

variable interests in unconsolidated entities that provide

financing liquidity market risk or credit risk support

or engage in leasing hedging or research and

development services

At December 31 2008 Constellation Energy had total

face amount of $16.4 billion in guarantees outstanding of

which $15.0 billion related to our merchant energy business

These amounts generally do not represent
incremental

consolidated Constellation Energy obligations rather they

primarily represent parental guarantees of certain subsidiary

obligations to third parties in order to allow our subsidiaries the

flexibility
needed to conduct business with counterparties

without having to post other forms of collateral Our estimated

net exposure
for obligations under commercial transactions

covered by these guarantees was approximately $3 billion at

December 31 2008 which represents the total amount the

parent company could be required to fund based on

December 31 2008 market prices For those guarantees related

to our derivative liabilities the fair value of the obligation is

recorded in our Consolidated Balance Sheets We believe it is

unlikely that we would be required to perform or incur any

losses associated with guarantees of our subsidiaries obligations

We discuss our other guarantees in Note 12 to Consolidated

Financial Statements and our significant variable interests in

Note to Consolidated Financial Statements
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Risk Management
Introduction

Constellation
Energy is exposed to market credit operational

and business risks that are fundamental to our business of

providing products and services across the energy value chain

In general the risks in our businesses can be classified as

one of the following

Market Riskrisk related to changes in energy

commodity prices load
requirements location and

supply and marker rules

Credit Riskrisk related to customers or suppliers

inability to fulfill its contractual obligations due to

financial distress

Operational Riskrisk associated with human error or

fisilure of
process and systems or external factors and

Business Riskrisk of unsuccessful business

performance due to changing economic conditions

competition regulatory environment legislation and

economic conditions

These risks exist in our business with varying levels of

exposure and are interrelated and cannot be managed in

isolation

Each of the four risk classifications noted above can be

affected by numerous internal and external forces including

economic conditions

market liquidity

competition

country or sovereign issues

systems or process failure and

fiscal and monetary policies

As result of the extent and diversity of the risks the

Company faces in its business operations we analyze risk at

transaction portfolio business and enterprise-wide levels to

ensure that material risks are identified and managed effectively

We utilize nunierous methods to evaluate and measure risks In

general we evaluate risks in terms of the impact on our

earnings liquidity strategic objectives credit rating reputation

and values We identify and evaluate risks based not only on

their probability of occurring and magnitude of impact on the

financial statements but also with
respect to the potential for

significant or unexpected shifts in market conditions or rules

We recognize the importance of nsanaging risk as key

differentiator in the energy business and view the active and

effective management of the risks in our businesses to be of

paramount importance To fbster culture of risk awareness and

management we employ tisk management framework to

identify assess monitor manage and report risks Our risk

management program is based on established policies and

procedures to manage risks combined with an extensive systens

of internal controls Nevertheless no system of risk
management

can cost-effectively elinsinare all risks to which an entity is

exposed Thus in particular environments the Company may
not be able to mitigate risk

exposures to the level desired and

may have exposures to certain risk factors that cannot be

mitigated

As previously discussed the collapse of the credit markets

and the extreme
volatility

in
energy prices in 2008 significantly

impacted Constellation Energys operating results and financial

condition

We reviewed our risk management approach in light of the

unprecedented market events of 2008 and their implications for

the future and we are updating and strengthening certain of our

policies measures and
processes We are taking active steps to

incorporate the lessons learned in 2008 in our existing risk

management and control frameworks as well as in the structure

and processes of our risk
management organization

These steps include enhancing our collateral and liquidity

stress testing capabilities as well as our data integrity reviews and

systems capabilities and controls For example we have

continued our focus on value at risk VaR as measure of

market risk and supplensented this measure with economic value

at risk EVaR We have also continued our practice of utilizing

stress tests and broader position limits based on market liquidity

and have enhanced these capabilities throughout 2008

In this section we will review the Companys risk in terms

of our

risk
governance

risk controls and

risk exposures

Risk Governance

As has been our practice the Audit Committee of the Board of

Directors periodically reviews compliance with our risk

parameters limits and trading guidelines and our Board of

Directors has established VaR limit As discussed below we

have Risk Management Group RMG that is responsible for

monitoring the key business risks enforcing compliance with

risk
management policies and risk limits as well as managing

credit risk The RMG reports to the Chief Risk Officer who

provides regular risk
management updates to the Audit

Committee and the Board of Directors

We also have Risk Management Committee RMC that

is responsible for establishing risk
management policies

reviewing procedures for the identification assessment

measurement and
management of risks and monitoring and

reporting risk
exposures The RMC meets on regular basis and

is chaired by our Chief Risk Officer and consists of our Chief

Executive Officer our Chief Financial Officer our Vice

Chairman and business unit leaders In addition the Chief Risk

Officer coordinates with the risk management committees at the

business units that meet regularly to identify assess and quantify

material risk issues and to develop strategies to manage these

risks

In an effort to manage market and credit risks

Constellation Energy has established series of limits that reflect

the Companys risk tolerances in the context of the market

environnsent and our business
strategy

In
setting limits the

Company takes into consideration factors such as market

volatility product liquidity business trends and
management

experience The Company maintains different limits at the

corporate and business unit levels Business units are responsible

for adhering to established limits against which
exposures are

monitored and reported Limit breaches are reported in timely

manner to senior management who consults with the business
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unit on an appropriate course of action.--for instance reducing

trading positions

Risk Controls

Risk controls are applied at the level of individual exposures and

portfolios of exposures in each business and to risk in aggregate

across all businesses and major risk types relative to the

Companys risk capacity

Constellation Energys RMG is an independent function

tasked with providing an independent quantification and

assessment of key business risks as well as providing an

evaluation of individual risk components that contribute to the

Companys consolidated risk profile The RMG is also

responsible for establishing risk policies maintaining appropriate

risk controls ensuring compliance with policies and procedures

and monitoring methods according to the risk
parameters

established by the Board of Directors

The RMG consists of five divisions that focus on

specialized area of risk

Wholesale and Retail Credit Risk Management

Wholesale Credit Risk Management establishes guidelines

necessary
for rating counterparties and assigning limits This

group supports
the business units by establishing credit

relationships with various counterparties and facilitating market

liquidity with limits and appropriate credit terms and conditions

The Retail Credit Risk Management group works as partner

with our retail customer-facing operations to manage
credit risks

associated with our retail supply businesses This group evaluates

credit and manages overall credit exposure
for the retail

operation

Credit risk managers are responsible for enforcing credit

policies including monitoring reporting escalating and

mitigating trade violations and limit exceptions

Market Risk Management

Market Risk Management is responsible for effectively

identifying monitoring and reporting on market risk to include

price volatility market liquidity and portfolio risk management

Their key responsibilities are to identify market risk exposures

including commodity interest rate and foreign exchange risk

and to monitor both physical and financial portfolio positions

This
group

also enforces the Market Risk policies and ensures

compliance with these policies including the monitoring

analyzing and escalating of market risk controls such as

exposure limits and price verification results

Collateral Risk Management

Collateral Risk Management is responsible for providing an

integrated view on credit market and company liquidity risks to

manage the Companys collateral position This groups

responsibilities include measuring and monitoring collateral

outflow downgrade collateral needs and collateral use across the

Company Additionally this
group

estimates potential collateral

requirements due to market shifts hedging strategies and

adjustments to the Companys credit ratings Finally Collateral

Risk Management assists the businesses in determining the

strategic use of collateral and the appropriate cost of collateral

for transactions

Operational Risk Management

Each business area maintains responsibility for operational risk

management corporate staff oversees implementation of

common framework for defining measuring monitoring and

reporting operational risks

Risk Infrastructure

Risk Infrastructure supports
the risk

management
divisions and

consolidates risk exposures across the businesses and disciplines

This groups responsibilities include risk and credit systems

design and maintenance risk metric development and

calculation controls structure and enforcement and risk

reporting In addition the Risk Infrastructure Group provides

analytical support to the risk functions validates company

models and verifies liquid and
illiquid

forward price curves and

volatilities Finally this
group performs independent risk

assessments due diligence and risk adjusted valuations of

transactions mergers and acquisitions and large capital projects

Risk Exposures

We manage
risks across our merchant

energy regulated electric

and regulated gas businesses We summarize below the risks we

manage
within each of our businesses

Merchant Energy Business

Our merchant
energy

business is exposed to various risks in the

competitive marketplace that may materially impact our financial

results and affect our earnings These risks include changes in

commodity prices potential imbalances in supply and demand

credit risk and operational risk

Regulated Electric Business

BGE does not own or operate any
electric generating facilities

Therefore BGEs regulated electric business is exposed to market

price risk To mitigate this BGE obtains energy and capacity to

provide SOS through competitive bidding process approved by

the Maryland PSC We discuss SOS and the impact on base

rates in more detail in Item BusinessBaltimore Gas and

Electric CompanyElectric Business section As result of this

process
BGEs exposure to market price risk is limited and at

December 31 2008 our exposure to commodity price risk for

our regulated electric business was not material However BGE

may enter into electric futures options and swaps to hedge its

market price risk if appropriate We discuss this further in

Note 13

BGEs regulated electric business is also exposed to

wholesale credit risk from its suppliers as well as retail credit risk

from its customers Finally BGE is subject to operational risks

including potential impacts from storms and distribution asset

failures
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Regulated Gas Business

BGE acquires all of its natural gas for delivery to customers

from third-party suppliers Therefore BGEs regulated gas

business is exposed to market price risk However BGE recovers

the costs of purchased gas under the market-based rates incentive

mechanism approved by the Maryland PSC Additionally BGE

may enter into gas futures options and
swaps to hedge its price

risk under our market-based rate incentive mechanism and our

off-system gas sales program as appropriate We discuss this

further in Note 13 At December 31 2008 our exposure to

commodity price risk for our regulated gas business was not

material

BGEs regulated gas business is also exposed to wholesale

credit risk from its suppliers as well as retail credit risk from its

customers Finally BGE is subject to operational risks including

potential impacts from storms and distribution asset failures

Risk Exposure Categories

The various categories of risk exposures that we manage include

but are not limited to market risk which includes interest rate

risk security price risk and foreign currency risk credit risk

which includes wholesale and retail and operational risk As

noted above these risks may be common to more than one of

our businesses We discuss each of these primary risk
exposure

categories separately below

Market Risk

We are exposed to the impact of market fluctuations in the price

and transportation costs of power natural
gas coal and other

commodities These risks arise from our ownership and

operation of power plants our customer supply operations and

our origination risk management and trading activities These

commodity price risks arise from

the potential for changes in the price of and

transportation costs for electricity natural
gas coal and

other commodities and

changes in interest rates

number of factors associated with the structure and

operation of the
energy markets influence the level and

volatility

of prices for energy commodities and related derivative products

We use such commodities and products in our merchant energy

business and if we do not hedge the associated financial

exposure this commodity price volatility
could affect our

earnings These factors include

seasonal daily and hourly changes in demand

extreme peak demands due to weather conditions

available supply resources

transportation availability and
reliability

within and

between regions

location of our generating facilities relative to the

location of our load-serving obligations

procedures used to maintain the integrity of the physical

power system during extreme conditions

changes in the nature and extent of federal and state

regulations and

geopolitical concerns affecting global supply of coal oil

and natural gas

These factors can affect
energy commodity and derivative

prices in different ways and to different degrees These effects

may vary throughout the world as result of regional differences

in

weather conditions

market liquidity

capability and
reliability of the physical power and

gas

systems and

the nature and extent of power market restructuring

Additionally we have fuel requirements that are subject to

future changes in coal natural gas uranium and oil prices Our

power generation facilities purchase fuel under contracts or in

the
spot market Fuel prices may be volatile and the price that

can be obtained from
electricity

sales may not change at the

same rate or in the same direction as changes in fuel costs This

could have material adverse impact on our financial results

As part of our overall portfolio we manage
the market risk

of our merchant energy business including electricity sales fuel

and energy purchases emission credits interest rate and foreign

currency risks weather risk and the market risk of
outages

In

order to manage these risks we may enter into fixed-price

derivative or non-derivative contracts to hedge the variability in

future cash flows from forecasted sales and purchases of energy

including

forward contracts which commit us to purchase or sell

energy commodities in the future

futures contracts which are exchange-traded

standardized commitments to purchase or sell

commodity or financial instrument or to make cash

settlement at specific price and future date

swap agreements which require payments to or from

counterparties based
upon

the differential between two

prices for predetermined contractual notional

quantity and

option contracts which convey the right to buy or sell

commodity financial instrument or index at

predetermined price

The objectives for entering into such hedges include

fixing the price for portion of anticipated future

electricity sales at level that provides an acceptable

return on our electric generation operations

fixing the price of portion of anticipated fuel

purchases for the operation of our power plants

fixing the price for portion of anticipated energy

purchases to supply our load-serving customers

managing our collateral requirements and

managing our exposure to interest rate risk and foreign

currency exchange risks

The portion of forecasted transactions hedged may vary

based upon managements assessment of market weather

operational and other factors

While some of the contracts we use to manage risk

represent commodities or instruments for which prices are

available from external sources other commodities and certain

contracts are not actively traded and are valued using other

pricing sources and modeling techniques to determine expected

future market prices contract quantities or both We use our
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best estimates to determine the fair value of commodity and

derivative contracts we hold and sell These estimates consider

various factors including closing exchange and over-the-counter

price quotations time value volatility factors and credit

exposure However it is
likely

that future market prices could

vary from those used in recording derivative assets and liabilities

subject to mark-to-market accounting and such variations could

be material

Power gas coal and other commodity trading risks involve

the potential decline in net income or financial condition due to

adverse changes in market prices whether arising from customer

activities or proprietary positions taken by the Company Price

risk is monitored using VaR and EVaR

VaR

We measure the sensitivity of our mark-to-market energy

contracts of our Global Commodities operation to potential

changes in market prices using VaR VaR is statistical model

designed to predict risk of loss based on historical market price

volatility We calculate VaR using historical variance/covariance

technique that models option positions using linear

approximation of their value Additionally we estimate variances

and correlation using historical commodity price changes over

the most recent rolling three-month period Our VaR calculation

includes all of our Global Commodities operation derivative

assets and liabilities subject to mark-to-market accounting

including contracts for
energy

commodities and derivatives that

result in physical settlement and contracts that require cash

settlement

The VaR calculation does not include market risks

associated with activities that are subject to accrual accounting

primarily our generating
facilities and our customer supply

load-serving activities

The VaR amounts below represent the potential pre-tax
loss

in the fair value of our Global Commodities operation derivative

assets and liabilities subject to mark-to-market accounting

including both trading and non-trading activities over one and

ten-day holding periods

Total Wholesale VaR

For the year ended December 31 2008 2007

99% Confidence Level One-Day Holding

Period

Year end

Average

High

Low

95% Confidence Level One-Day Holding

Period

Year end

Average

High

Low

95% Confidence Level Ten-Day Holding

Period

Year end

Average

High

Low

In millions

The mark-to-market VaR during November and December 2008

was adjusted to eliminate the impact of change in accounting

treatment of coal positions that are expected to be part of the

planned sale of our international commodities operation

We experienced higher average
VaR for the year ended

December 31 2008 compared to the year ended December 31

2007 primarily due to higher number of economic hedges of

accrual positions increased
volatility

of commodity market

prices and an increase in our trading activities discussed below

We discuss our mark-to-market results in more detail in the

Global Commodities section

The following table details our VaR for the trading portion

of our wholesale marketing and risk
management

derivative

assets and liabilities subject to mark-to-market accounting over

one-day holding period at 99% confidence level for 2008 and

2007

Wholesale Trading VaR

For the year ended December 31 2008 2007

In millions

$17.8 $11.0

27.9 17.4

Trading VaR was higher during 2008 as compared to 2007 due to

increased price volatility
and greater amount of risk the Global

Commodities operation group managed during the year

Our trading positions can be used to manage the

commodity price risk of our customer supply activities and our

generation facilities We also engage in proprietary trading

activities though as previously discussed the Company is

pursuing new business strategy and proprietary trading will be

sharply curtailed going forward Trading activities are managed

through daily VaR and stop
loss limits and liquidity guidelines

$19.7

26.1

38.0

19.7

$15.0

19.9

28.9

15.0

$47.5

62.8

91.5

47.5

$20.4

15.4

26.8

8.2

$15.5

11.7

20.4

6.2

$49.1

37.0

64.6

19.7

Average

High
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Due to the inherent limitations of statistical measures such

as VaR anti the seasonaliry of changes in market prices the VaR

calculation may not reflect the full extent of our commodity

price risk
exposure Additionally because our VaR methodology

uses linear approximation method actual changes in the value

of options in our portfolio resulting from significant price

changes may differ from estimates generated using this

methodology As result actual changes in the fair value of

derivative assets and liabilities subject to mark-to-market

accounting could differ from the calculated VaR and such

changes could have material impact on our financial results

While VaR reflects the risk of loss under normal market

conditions stress testing captures the Companys exposure to

unlikely but plausible events in abnormal markets We regularly

conduct economic value stress tests for our market activities

using multiple scenarios that assume stressed changes in both

price level and spreads Additional scenarios focus on the risks

predominant in individual portions of our business segments and

include scenarios that focus on loss of generation customer

demand growth or demand destruction or shift in the

composition of load serving customers

Along with VaR stress testing is important in measuring

and controlling risk Stress testing enhances the understanding of

the Companys risk profile and loss potential and stress losses

are monitored against limits We also use stress testing in

approvals of non-standard transactions and for cross-business risk

measurement as well as an input to economic capital allocation

Stress test results trends and explanations are provided each

month to the Companys senior
management and to the lines of

business to help them better measure and
manage

risks and to

understand event risk-sensitive positions

EVaR

Where VaR is measure of risk for our mark-to-market

portfolios EVaR is measure that attempts to estimate the

sensitivity of our total portfolio economic value to changes in

market prices The EVaR measure includes all positions of our

merchant business including Generation Customer Supply and

Global Commodities operations Each business day the

Company undertakes EVaR calculations that include both its

trading and its non-trading risks EVaR for non-trading positions

measures the amount of potential change in the fair values of

the exposures related to accrual
exposures

EVaR is one-day

measure calculated at 950/s confidence level using year time

horizon At December 31 2008 our EVaR was approximately

$136 million which represents 31% decline from its level of

$195 million in mid-September 2008 when we started reducing

the risk 0f our Global Commodities portfolio At January 31

2009 EVaR has declined further to approximately $90 million

EVaR is statistical risk measurement model subject to

limitations similar to those of VaR

Interest Rate Risk

We are exposed to changes in interest rates as result of

financing through our issuance of variable-rate and fixed-rate

debt and certain related interest rate swaps We may use

derivative instruments to manage our interest rate risks

In July 2004 to optimize the mix of fixed and floating-rate

debt we entered into interest rate swaps relating to

$450.0 million of our long-term debt These fair value hedges

effectively convert our current fixed-rate debt to floating-rate

instrument tied to the three month London Inter-Bank Offered

Rate Including the $450.0 million in interest rate swaps

approximately 9% of our long-term debt is floating-rate

We discuss our use of derivative instruments to manage our

interest rate risk in more detail in IVote 13 to Consolidated

Financial Statements

The following table provides information about our debt obligations that are sensitive to interest rate changes

Principal Payments and Interest Rate Detail by Contractual Maturiiy Date

Long-term debt

Variable-rate debt

Average interest rate

Fixed-rate debt

Average interest rate

2009 2010 2011

Fair value at

December 31
2012 2013 Thereafter Total 2008

Dollars in millions

$273.2 10.0 453.5 736.7

3.73% 1.39% 1.44% 2.24%

$2566.5C $56.9 $81.8 $624.1 $466.6 $3640.5 $7436.4

9.92% 5.68% 5.95% 6.82% 6.06% 6.64% 7.74%

736.7

$6290.3

Jnterest on variable rate debt is included based on the Jrward curve for interest rates at December 31 2008

Fixed-rate debi includes $697.7 million ofprincialJhr the Zero Coupon Senior Notes assuming the notes are not redeemed prior to

June 19 2023 and the original issue discount accrues until redemption

Amount excludes $250.8 million of long-term debt that is periodically remarketed and could require us to repay the debt prior to

maturity of which $25.0 million is classified as current portion of long-term debt in our Consolidated Balance Sheets and in Note to

Consolidated Financial Statements
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Security Price Risk

We are exposed to price fluctuations in financial markets

primarily through our pension plan assets our nuclear

decommissioning trust funds and trust assets securing certain

executive benefits We are required by the NRC to maintain

externally funded trusts for the costs of decommissioning our

nuclear power plants We discuss our nuclear decommissioning

trust funds in more detail in Note to consolidated Financial

Statements

hypothetical 10% decrease in security prices excluding

our pension plan assets would result in an approximate

$105.2 million ieduction in the fair value of our financial

investinelits that are classified as availableforsale securities

excluding cash In 2008 our actual ioss on pension plan assets

was $364.9 million due to significant declines in the markets in

which plan assets are invested We describe our funding

requileniems in more detail in the Defined Benefits Plans and

Funded Status section We describe our financial investments in

mow detail in Note to Consolidated Financial Statements and

our pension plans in Note to consolidated Financial Statements

pciis Currency Risk

Our merchant energy business is exposed to the impact of

foieign exchange rate fluctuations This foreign currency risk

arises fiom our activities in countries where we transact in

currencies other than the U.S dollar In 2008 our exposure to

foieign currency risk was not material We
manage our exposure

to foreign currency exchange rate risk using comprehensive

foteign currency hedging program While we cannot predict

currency fluctuations the impact of foreign currency exchange

rate risk could be material although we expect
it will be

minimal with respect to the Eurodollar or British pound as we

divest our international commodities operation We will

continue to have limited
exposure to the Canadian dollar due to

our gas
and

power operations

Credit Risk

We are exposed to credit risk through our merchant
energy

business and BGEs operations Credit risk is the loss that may

result from counterparties nonperformance and retail collections

We evaluate the credit risk of our Global Commodities

operation and our retail activities separately as discussed below

Wholesale credit Risk

We measure wholesale credit risk as the replacement cost for

open energy commodity and derivative transactions both

mark-to-market and accrual adjusted for amounts owed to or

due from counterparties for settled transactions The replacement

cost of open positions represents unrealized gains net of any

unrealized losses where we have legally enforceable right of

setoff We monitor and
manage

the credit risk of our Global

Commodities operation through credit policies and procedures

which include an established credit approval process daily

monitoring of counterparty credit limits the use of credit

mitigation measures such as margin collateral or prepayment

arrangements
and the use of master netting agreements

As of December 31 2008 and 2007 counterparties in the

credit portfolio of our Global Commodities operation had the

following public credit ratings

At December 31 2008 2007

Rating

Investment Grade

Non-Investment Grade

Not Rated

Includes counterparties with an investment grade rating by at

least one of the major credit rating agencies If split rating

exists the lower rating is used

Our exposure to Not Rated counterparties was

$1.5 billion at December 31 2008 compared to $2.1 billion at

December 31 2007 This decrease was mostly due to decrease

in our portfolios credit exposure to natural gas customers

international coal customers and freight companies that do not

have public credit ratings Although not publicly rated many of

these counterparties are considered investment grade equivalent

based on our internal credit ratings

We utilize internal credit ratings to evaluate the

creditworthiness of our wholesale customers including those

companies that do not have public credit ratings Based on

internal credit ratings approximately $883.7 million or 60% of

the exposure to unrated counterparties was rated investment

grade equivalent at December 31 2008 and approximately

$682.9 million or 33% was rated investment grade equivalent at

December 31 2007 The following table provides the

breakdown of the credit quality of our wholesale credit portfolio

based on our internal credit ratings

Our total exposure net of collateral to counterparties

across our entire wholesale portfolio is $4.5 billion as of

December 31 2008 The
top ten counterparties account for

approximately 32% of our total
exposure

As shown in the table

below no single counterparty concentration comprises more than

10% of the total exposure of the portfolio

If counterparty were to default on its contractual

obligations and we were to liquidate transactions with that

entity our potential credit loss would include all forward and

settlement
exposure plus any additional costs related to

termination and replacement of the positions This would

include contracts accounted for using the mark-to-market

hedge and accrual accounting methods the amount owed or

due from settled transactions less any collateral held from the

counterparty In addition if counterparty were to default

under an accrual contract that is currently favorable to us we

may recognize material adverse impact on our results in the

future delivery period to the extent that we are required to

replace the contract that is in default with another contract at

current market prices To reduce our credit risk with

52% 44%

15

33 49

At December 31 2008 2007

Investment Grade Equivalent

Non-Investment Grade Equivalent

74% 62%

26 38
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counterparties we attempt to enter into agreements that allow

us to obtain collateral on contingent basis seek third-parry

guarantees
of the counterpartys obligation and enter into

netting agreements
that allow us to offset receivables and

payables with forward exposure across many transactions

Our total exposure of $4.5 billion net of collateral

includes accrual positions and derivatives The portion of our

wholesale credit risk related to transactions that are recorded in

our Consolidated Balance Sheets net of collateral totals

approximately $1.7 billion and primarily relates to open energy

commodity positions from our Global Commodities operation

that are accounted for using mark-to-market accounting

derivatives that qualify for designation as hedges under SFAS

No 133 as well as amounts owed by wholesale counterparties

for transactions that settled but have not yet been paid

The following table highlights the credit quality and

exposures
related to these activities at December 31 2008

Rating

Investment grade $1595 $382

Split rating

Non-investment grade
255 53

Internally ratedinvestment

grade 293 60 233

Internally rated

non-investment grade
96 85

Total $2246 $506 $1740

Due to volatility
in the prices of energy commodities and

derivatives the market value of contractual positions with

individual counterparties could exceed established credit limits or

collateral provided by those counterparties If such

counterparty were then to fail to perform its obligations under

its contract for example fail to deliver the power our Global

Commodities operation had contracted for we could incur

loss that could have material impact on our financial results

If counterparty were to default and we were to liquidate

all contracts with that entity our credit loss would include the

loss in value of derivative contracts recorded at fair value the

amount owed for settled transactions and additional payments

if any that we would have to make to settle unrealized losses on

accrual contracts In addition if counterparty were to default

under an accrual contract that is currently favorable to us we

may recognize material adverse impact in our results in the

future delivery period to the extent that we are required to

replace the contract that is in default with another contract at

current market prices These potential losses would be limited to

the extent that the in-the-money amount exceeded any credit

mitigants such as cash letters of credit or parental guarantees

supporting the counterparty obligation

We also enter into various wholesale transactions through

ISOs These ISOs are exposed to counterparty credit risks Any

losses relating to counterparty
defaults impacting the ISOs are

allocated to and borne by all other market participants in the

ISO These ISOs have established credit policies and practices to

mitigate the exposure
of counterparty credit risks As market

participant we continuously assess our exposure to the credit

risks of each ISO

BGE is exposed to wholesale credit risk of its suppliers for

electricity
and gas to serve its retail customers BGE may receive

performance assurance collateral to mitigate electricity suppliers

credit risks in certain circumstances Performance assurance

collateral is designed to protect
BGEs potential exposure over

the term of the supply contracts and will fluctuate to reflect

changes in market prices In addition to the collateral provisions

there are supplier step-up provisions where other suppliers can

step in if the early termination of full-requirements service

agreement with supplier should occur as well as specific

mechanisms for BGE to otherwise replace defaulted supplier

contracts All costs incurred by BGE to replace the supply

contract are to be recovered from the defaulting supplier or from

customers through rates

Retail Credit Risk

We are exposed to retail credit risk through our competitive

electricity
and natural gas supply activities which serve

commercial and industrial companies and through BGEs

electricity
and natural

gas
distribution operations Retail credit

risk results when customers default on their contractual

obligations or fail to pay for service rendered This risk

represents
the loss that may be incurred due to the nonpayment

of customer accounts receivable balances as well as the loss from

the resale of energy previously committed to serve customers of

our nonregulated retail businesses

Retail credit risk is managed through established credit

approval policies monitoring customer exposures and the use of

credit mitigation measures such as letters of credit or

prepayment arrangements
In addition we have taken steps to

augment our credit staff in response to current economic

conditions

Retail credit quality is dependent on the economy and the

ability of our customers to manage through unfavorable

economic cycles and other market changes If the business

environment were to be negatively affected by changes in

economic or other market conditions our retail credit risk may

be adversely impacted

Our retail credit portfolio is diversified with no significant

company or industry concentrations In 2008 reserve levels have

been increased across our retail businesses due to indicators of

deteriorating credit quality and macroeconomic slowdown

BGE is subject to retail credit risk associated with both the

delivery portion of customers bill as well as on the

uncollectible expense or credit risk from the gas and/or electric

commodity portion of the bills of those customers to whom

BGE sells the gas and electric commodity Although both BGEs

delivery and commodity rates include some level of costs for

uncollectible customer accounts receivable expenses
full

recovery

is not guaranteed and BGE is exposed to these potential losses

and related carrying costs

Total

Exposure

Before

Credit Credit

Collateral Collateral

Net

Number of
Exposore

of

Coonterpartirs Countrrparties

Greater than Greater than

Net 10% of Net 10% of Net

Exposure Exposure Exposure

Dr1r rtllirsr

$1213

202
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Operational Risk

Operational risk is the risk associated with human error or

failure of our processes
and systems or external factors We are

exposed to many types of operational risks including the risk of

fraud by employees or outsiders clerical and record-keeping

errors and
computer systems malfunctions In addition we may

also be subject to disruptions in our operating systems arising

from events that are wholly or partially beyond our control such

as natural disasters acts of terrorism and computer viruses

which may give rise to losses in service to customers and/or

monetary losses to us

We own and operate
number of power generation

facilities which utilize diverse mix of fuel sources to include

coal gas oil hydro biomass and nuclear We are exposed to

risk resulting from generating plants not being available to

produce energy
and the risks related to physical delivery of

energy to meet our customers needs If one or more of our

generating facilities is not able to produce electricity when

required due to operational factors we may have to forego sales

opportunities or fulfill fixed-price sales commitments through

the operation
of other more costly generating

facilities or

through the purchase of
energy

in the wholesale market at

higher prices We purchase electricity
from generating

facilities

we do not own If one or more of those generating facilities

were unable to produce electricity
due to operational factors we

may he forced to purchase electricity in the wholesale market at

higher prices This could have material adverse impact on our

financial results

Our nuclear plants produce electricity
at relatively

low

marginal cost The Nine Mile Point facility
and the Ginna

facility sell 900/s of their respective output
under unit-contingent

power purchase agreements we have no obligation to provide

power
if the units are not available to the previous owners

However if an unplanned outage were to occur at Calvert Cliffs

during periods when demand was high we may have to

purchase replacement power at potentially higher prices to meet

our obligations which could have material adverse impact on

our financial results

We are exposed to the risk that available sources of supply

may differ from the amount of power demanded by our

customers under fixed-price load-serving contracts During

periods of high demand our power supplies may be insufficient

to serve our customers needs and could require us to purchase

additional energy at higher prices Alternatively during periods

of low demand our electricity supplies may exceed our

customers needs and could result in us selling that excess energy

at lower prices Either of those circumstances could have

negative impact on our financial results

We are also exposed to variations in the prices and required

volumes of natural
gas oil and coal we burn at our power

plants to generate electricity Therefore high commodity prices

increase the impact of
generator outages and variable load but

as long as the electricity
and fuel prices move in tandem we

have limited exposure to changing commodity prices During

periods of high demand on our generation assets our fuel

supplies may be insufficient and could require us to procure

additional fuel at higher prices Alternatively during periods of

low demand on our generation assets our fuel supplies may

exceed our needs and could result in us selling the excess fuels

at lower prices Either of these circumstances will have negative

impact on our financial results

Item 7A Quantitative and Qualitative Disclosures about Market Risk

The information required by this item with respect to market risk is set forth in Item of Part II of this Form 10-K under the

heading Risk Management
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Item Financial Statements and Supplementary Data

REPORTS OF MANAGEMENT

Financial Statements

The
management of Constellation Energy Group Inc and

Baltimore Gas and Electric Company the Companies is

responsible for the information and representations in the

Companies financial statements The
Companies prepare the

financial statements in accordance with accounting principles

generally accepted in the United States of America based
upon

available facts and circumstances and managements best

estimates and judgments of known conditions

PricewaterhouseCoopers LLF an independent registered

public accounting firm has audited the financial statements and

expressed their opinion on them They performed their audit in

accordance with the standards of the Public Company

Accounting Oversight Board United States

The Audit Committee of the Board of Directors which

consists of four independent Directors meets periodically with

management internal auditors and
PricewaterhouseCoopers LLP

to review the activities of each in
discharging their

responsibilities The internal audit staff and

PricewaterhouseCoopers LLP have free access to the Audit

Committee

Managementc Report on Internal Control Over Financial

ReportingConstelkition Energy Group Inc

The
management of Constellation

Energy Group Inc

Constellation Energy under the direction of its
principal

executive officer and principal financial officer is responsible for

establishing and maintaining adequate internal control over

financial reporting as defined in Exchange Act Rule 13a-l5f
Constellation Energys system of internal control over

financial
reporting is designed to provide reasonable assurance to

Constellation Energys management and Board of Directors

regarding the
reliability of financial

reporting and the

preparation of financial statements for external
purposes in

accordance with
generally accepted accounting principles in the

United States of America

The
management of Constellation Energy conducted an

evaluation of the effectiveness of Constellation Energys internal

control over financial
reporting using the framework in Internal

ControlIntegrated Framework issued by the Committee of

Sponsoring Organizations of the Treadway Commission

COSO As noted in the COSO framework an internal control

system no matter how well conceived and operated can provide

only reasonable-not absolute-assurance to management and the

Board of Directors regarding achievement of an entitys financial

reporting objectives Based upon the evaluation under this

framework management concluded that Constellation Energys
internal control over financial reporting was effective as of

December 31 2008

PricewaterhouseCoopers LL1 an independent registered

public accounting firm has audited the effectiveness of

Constellation
Energys internal control over financial reporting as

of December 31 2008 as stated in their
report on the next

page

Mayo Shattuck III

Chairman of the Boarc

President and Chief Executive

Officer

Managementc Report on Internal Control Over Financial

ReportingBaltimore Gas and Electric Company
The

management of Baltimore Gas and Electric Company
BGE under the direction of its

principal executive officer and

principal financial officer is responsible for establishing and

maintaining adequate internal control over financial
reporting as

defined in Exchange Act Rule 13a-15f

BGEs system of internal control over financial reporting is

designed to provide reasonable assurance to BGEs
management

and Board of Directors regarding the
reliability of financial

reporting and the preparation of financial statements for external

purposes in accordance with generally accepted accounting

principles in the United States of America

The management of BGE conducted an evaluation of the

effectiveness of BGEs internal control over financial
reporting

using the framework in Internal
ControlIntegrated Framework

issued by the Committee of
Sponsoring Organizations of the

Treadway Commission COSO As noted in the COSO
framework an internal control system no matter how well

conceived and operated can provide only reasonable-not

absolute-assurance to
management and the Board of Directors

regarding achievement of an entitys financial
reporting

objectives Based upon the evaluation under this framework

management concluded that BGEs internal control over

financial reporting was effective as of December 31 2008
This annual

report does not include an attestation report of

BGEs independent registered public accounting firm regarding

internal control over financial
reporting Managements report

was not subject to attestation by BGEs independent registered

public accounting firm
pursuant to temporary rules of the

Securities and Exchange Commission that permit BGE to

provide only managements report in this annual
report

Jonathan Thayer

Senior Vice President and Chief

Financial Officer

Kenneth DeFontes Jr

President and Chief Executive

Officer

Kevin Hadlock

Senior Vice President and Chief

Financial Officer
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REPORTS OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Th the Board of Directors and Shareholders of

Constellation Energy Group Inc

In our opinion the consolidated financial statements listed in

the index appearing under Item 15a present fairly in all

material respects the financial position of Constellation Energy

Group Inc and its subsidiaries the Company at December 31

2008 and 2007 and the results of their operations and their

cash flows for each of the three years in the period ended

December 31 2008 in conformity with accounting principles

generally accepted in the United States of America In addition

in our opinion the financial statement schedule listed in the

index appearing under Item 15a presents fairly in all

material respects
the information set forth therein when read in

conjunction with the related consolidated financial statements

Also in our opinion the Company maintained in all material

respects effective internal control over financial reporting as of

December 31 2008 based on criteria established in Internal

ControlIntegrated Framework issued by the Committee of

Sponsoring Organizations of the Treadway Commission

COSO The Companys management
is responsible for these

financial statements and financial statement schedule for

maintaining effective internal control over financial reporting

and for its assessment of the effectiveness of internal control over

financial reporting included in Managements Report on

Internal Control Over Financial Reporting appearing under

Item Our responsibility is to express opinions on these

financial statements on the financial statement schedule and on

the Companys internal control over financial reporting based on

our integrated audits We conducted our audits in accordance

with the standards of the Public Company Accounting Oversight

Board United States Those standards required that we plan

and perform the audits to obtain reasonable assurance about

whether the financial statements are free of material

misstatement and whether effective internal control over financial

reporting was maintained in all material respects Our audits of

the financial statements included examining on 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 Our audit of internal

control over financial reporting included obtaining an

understanding of internal control over financial reporting

assessing the risk that material weakness exists and testing and

evaluating the design and operating effectiveness of internal

control based on the assessed risk Our audits also included

performing such other procedures as we considered necessary
in

the circumstances We believe that our audits provide

reasonable basis for our opinions

As discussed in Note to the consolidated financial

statements in 2008 the Company changed its method of

accounting for the measurement of fair value and classifying

certain collateral balances As discussed in Note to the

consolidated financial statements in 2007 the Company changed

its method of accounting for uncertain tax positions As

discussed in Note to the consolidated financial statements in

2006 the Company changed its method of accounting for

defined benefit pension and other postretirement plans

companys internal control over financial reporting is

process designed to provide reasonable assurance regarding the

reliability
of financial reporting and the preparation of financial

statements for external
purposes

in accordance with generally

accepted accounting principles companys internal control

over financial reporting includes those policies and procedures

that pertain to the maintenance of records that in reasonable

detail accurately and
fairly

reflect the transactions and

dispositions of the assets of the company ii provide reasonable

assurance that transactions are recorded as necessary to permit

preparation of financial statements in accordance with generally

accepted accounting principles and that receipts and

expenditures of the company are being made only in accordance

with authorizations of management
and directors of the

company and iii provide reasonable assurance regarding

prevention or timely detection 0f unauthorized acquisition use

or disposition of the companys assets that could have material

effect on the financial statements

Because of its inherent limitations internal control over

financial reporting may not prevent or detect misstatements

Also projections of any evaluation of effectiveness to future

periods are subject to the risk that controls may become

inadequate because of changes in conditions or that the degree

of compliance with the policies or procedures may deteriorate

We have also previously audited in accordance with the

standards of the Public Company Accounting Oversight Board

United States the consolidated balance sheets of Constellation

Energy Group Inc and its subsidiaries as of December 31

2006 2005 and 2004 and the related consolidated statements

of income loss cash flows and comnson shareholders equity

and comprehensive income for the
years

ended December 31

2005 and 2004 none of which are presented herein and we

expressed unqualified opinions on those consolidated financial

statements In our opinion the information set forth in the

Summary of Operations and Summary of Financial Condition of

Constellation Energy Group Inc and its subsidiaries included in

the Selected Financial Data appearing under Item for each of

the five years in the period ended December 31 2008 is fairly

stated in all material respects in relation to the consolidated

financial statements from which it has been derived

PricewaterhouseCoopers LLP

Baltimore Maryland

February 27 2009
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Th Board of Directors and Shareholder of Ba/timbre Gas and

Electric Company

In our opinion the consolidated financial statements listed in

the index appearing under Item 15a present fairly
in all

material respects the financial position of Baltimore Gas and

Electric Company and its subsidiaries the Company at

December 31 2008 and 2007 and the results of their

operations and their cash flows for each of the three years in the

period ended December 31 2008 in conformity with accounting

principles generally accepted in the United States of America In

addition in our opinion the financial statement schedule listed

in the index appearing under Item 15a presents fairly
in all

material respects the information set forth therein when read in

conjunction with the related consolidated financial statements

These financial statements and financial statement schedule are

the responsibility of the Companys nsanagement Our

responsibility is to express an opinion on these financial

statements and financial statement schedule based on our audits

We conducted our audits of these statements in accordance with

the standards 0f the Public Company Accounting Oversight

Board United States Those standards require that we plan and

perform the audit to obtain reasonable assurance about whether

the financial statements are free of material misstatement Our

audits of the financial statements included examining on test

basis evidence supporting the amounts and disclosures in the

financial statenlents assessing the accounting principles used and

significant estimates made by management and evaluating the

overall financial statement presentation We believe that our

audits provide reasonable basis for our opinion

As discussed in Note to the consolidated financial

statements in 2008 the Company changed its method of

accounting for the measurement of fair value As discussed in

Note to the consolidated financial statements in 2007 the

Company changed its method of accounting for uncertain tax

positions

We have also previously audited in accordance with the

standards of the Public Company Accounting Oversight Board

United States the consolidated balance sheets of Baltimore Gas

and Electric Company and its subsidiaries as of December 31

2006 2005 and 2004 and the related consolidated statements

of income and cash flows for the years ended December 31

2005 and 2004 none of which are presented herein and we

expressed unqualified opinions on those consolidated financial

statements In our opinion the information set forth in the

Summary of Operations and Summary of Financial Condition of

Baltimore Gas and Electric Company and its subsidiaries

included in the Selected Financial Data appearing under Item

for each of the five years in the period ended December 31

2008 is
fairly stated in all material respects in relation to the

consolidated financial statements from which it has been derived

PricewaterhouseCoopers LLP

Baltimore Maryland

February 27 2009
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CONSOLIDATED STATEMENTS OF INCOME LOSS
Constellation Energy Group Inc and Subsidiaries

Year Ended December 31 2008 2007 2006

In millions except per share amounts

Revenues

Nonregulated revenues $16134.0 $17794.6 $16279.0

Regulated electric revenues 2679.5 2455.6 2115.9

Regulated gas revenues 1004.8 943.0 890.0

Total revenues 19818.3 21193.2 19284.9

Expenses

Fuel and purchased energy expenses 15521.3 16473.9 14930.7

Operating expenses 2378.8 2447.4 2165.8

Merger termination and strategic alternatives costs 1204.4 18.3

Impairment losses and other costs 741.8 20.2

Workforce reduction costs 22.2 2.3 28.2

Depreciation depletion and amortization 583.2 557.8 523.9

Accretion of asset retirement obligations 68.4 68.3 67.6

Taxes other than income taxes 301.8 288.9 290.7

Total expenses 20821.9 19858.8 18025.2

Net Gain on Sales of Upstream Gas Assets 25.5

Gain on Sale of Gas-Fired Plants 73.8

Loss Income from Operations 978.1 1334.4 1333.5

Gain on Sales of CEP LLC Equity 63.3 28.7

Other Expense Income 52.3 158.6 66.1

Fixed Charges

Interest expense 399.1 311.8 329.2

Interest capitalized and allowance for borrowed funds used during

construction 50.0 19.4 13.7

BGE preference stock dividends 13.2 13.2 13.2

Total fixed charges 362.3 305.6 328.7

Loss Income from Continuing Operations Before Income Taxes 1392.7 1250.7 1099.6

Income Tax Benefit Expense 78.3 428.3 351.0

Loss Income from Continuing Operations 1314.4 822.4 748.6

Loss Income from discontinued operations net of income taxes of

$1.5 and $107.7 respectively 0.9 187.8

Net Loss Income 1314.4 821.5 936.4

Loss Earnings Applicable to Common Stock 1314.4 821.5 936.4

Average Shares of Common Stock OutstandingBasic 179.1 180.2 179.4

Average Shares of Common Stock OutstandingDiluted 179.1 182.5 181.4

Loss Earnings Per Common Share from Continuing Operations

Basic 7.34 4.56 4.17

Loss Income from discontinued operations 0.01 1.05

Loss Earnings Per Common ShareBasic 7.34 4.55 5.22

Loss Earnings Per Common Share from Continuing Operations

Diluted 7.34 4.51 4.12

Loss Income from discontinued operations 0.01 1.04

Loss Earnings Per Common ShareDiluted 7.34 4.50 5.16

Dividends Declared Per Common Share 1.91 1.74 1.51

See Notes to Consolidated Financial Statements
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CONSOLIDATED BALANCE SHEETS

Constellation Energy Group Inc and Subsidiaries

At December 31 2008 2007

In millions

Assets

Current Assets

Cash and cash equivalents 202.2 1095.9

Accounts receivable net of allowance for uncollectibles of $240.6 and $44.9

respectively 3389.9 4289.5

Fuel stocks 717.9 591.3

Materials and supplies 224.5 207.5

Derivative assets 1465.0 760.6

Unamortized energy contract assets 81.3 32.0

Restricted cash 1030.5 41.9

Deferred income taxes 268.0 300.7

Other 815.5 366.2

Total current assets 8194.8 7685.6

Investments and Other Noncurrent Assets

Nuclear decommissioning trust funds 1006.3 1330.8

Other investments 421.0 542.2

Regulatory assets net 494.7 576.2

Goodwill 4.6 261.3

Derivative assets 851.8 1030.2

Unamortized energy contract assets 173.1 178.3

Other 421.3 370.6

Total investments and other noncurrent assets 3372.8 4289.6

Property Plant and Equipment

Nontegulated property plant and equipment 8866.2 8087.0

Regulated property plant and equipment 6419.4 6051.2

Nuclear fuel net of amortization 443.0 374.3

Accumulated depreciation 5012.1 4745.4

Net property plant and equipment 10716.5 9767.1

Total Assets $22284.1 $21742.3

See Notes to Consolidated Financial Statements

Certain prior-year amounts have been
reclassified to conform with the current yeari presentation

84



CONSOLIDATED BALANCE SHEETS

Constellation Energy Group Inc and Subsidiaries

At December 31 2008 2007

In millions

Liabilities and Equity

Current Liabilities

Short-term borrowings
855.7 14.0

Current portion of long-term debt 2591.5 380.6

Accounts payable and accrued liabilities 2370.1 2630.1

Customer deposits and collateral 120.3 146.6

Derivative liabilities 1241.8 1134.3

Unamortized energy contract liabilities 393.5 392.2

Accrued
expenses

373.1 528.5

Other 514.2 427.5

Total current liabilities 8460.2 5653.8

Deferred Credits and Other Noncurrent Liabilities

Deferred income taxes 677.0 1588.5

Asset retirement obligations 987.3 917.6

Derivative liabilities 1115.0 1118.9

Unamortized energy contract liabilities 906.4 1218.6

Defined benefit obligations 1354.3 828.6

Deferred investment tax credits 44.1 50.5

Other 249.6 155.9

Total deferred credits and other noncurrent liabilities 5333.7 5878.6

Capitalization

Long-term debt 5098.7 4660.5

Minority interests 20.1 19.2

BGE preference stock not subject to mandatory redemption 190.0 190.0

Common shareholders equity 3181.4 5340.2

Total capitalization 8490.2 10209.9

Commitments Guarantees and Contingencies see Note 12

Total Liabilities and Equity $22284.1 $21742.3

See Notes to Consolidated Financial Statements

Certain prior-year amounts have been
reclassified

to conform with the current year presentation
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Constellation Energy Group Inc and Subsidiaries

Year Ended December 31 2008 2007 2006

In millions

Cash Flows From Operating Activities

Net loss income $1314.4 821.5 936.4

Adjustments to reconcile to net cash provided by operating activities

Gain on sales of
gas-fired plants and discontinued operations 191.4

Depreciation depletion and amortization 583.2 557.8 523.9

Amortization of nuclear fuel 123.9 114.3 99.5

Amortization of
energy contracts 256.3 222.9 105.2

All other amortization 40.5 11.2 26.9

Accretion of asset retirement obligations 68.4 68.3 67.6

Deferred income taxes 122.8 226.2 128.0

Investment tax credit adjustments 6.4 6.7 6.9
Deferred fuel costs 52.0 248.0 348.5
Defined benefit

obligation expense 99.6 111.8 129.7

Defined benefit obligation payments 120.4 165.4 89.2

Merger termination and
strategic

alternatives costs 541.8

Workforce reduction costs 22.2 2.3 28.2

Impairment losses and other costs 741.8 20.2

Impairment losses on nuclear decommissioning trust assets 165.0 8.5

Gains on sale oF CEP LLC equity 63.3 28.7
Gains on sales of assets and investments 38.1
Gains on termination of contracts 73.1
Equity in earnings of affiliates less than dividends received 6.3 45.3 27.6

Derivative power sales contracts classified as financing activities under SFAS No 149 107.2 32.2 2.6

Changes in working capital

Accounts receivable excluding margin 237.7
IJerivative assets and liabilities excluding collateral 286.1
Net collateral and margin 630.6
Materials supplies and fuel stocks 267.2
ther current assets 343.5

Accounts payable and accrued liabilities 380.5

liability
for unrecognized tax benefits

_ther current liabilities
19.9

2.5
Other

Net cash used in provided by operating activities 1274.3 927.8 525.3

Cash Flows From Investing Activities

Investments in property plant and equipnsent 1934.1 1295.7 962.9
Asset

acquisitions
and business combinations net of cash acquired 315.3 347.5 137.6

Investments in ntmclear decommissioning trust fund securities 440.6 659.5 492.5
Proceeds from nuclear decommissioning trust fund securities 421.9 650.7 483.7

Net proceeds from sale of
gas-fired plants and discontintied operations 1630.7

Issuances of loans receivable 19.0 65.4
Proceeds from sales of investments and other assets 446.3 13.9 43.9

Conttact and
portfolio acquisitions 474.2 2.3

Increase decrease in restricted funds 942.8 109.9 7.7

Other 21.7 45.3 54.8

Net cash used in provided by investing
activities 2742.9 2286.5 560.1

Cash Flows From Financing Activities

Net issuance maturity of shott-term borrowings 813.7 14.0 0.7
Proceeds from issuance of common stock 17.6 65.1 84.4

Proceeds from issuance of long-term debt 3211.4 698.2 852.0

Proceeds from initial public offering
of CEP 101.3

Common stock dividends paid 336.3 306.0 264.0
Reacquisition of common stock 16.2 409.5
Proceeds from contract and portfolio acquisitions 847.8 221.3

Repayment of long-term debt 577.4 745.3 609.1
Derivative power sales contracts classified as financing activities under SFAS No 149 107.2 32.2 2.6
Debt financing costs 104.8
Other 8.3 33.4 8.1

Net cash provided by financing activities 3123.5 165.5 390.7

Net Decrease Increase in Cash and Cash Equivalents 893.7 1193.2 1476.1

Cash and Cash Equivalents at Beginning of Year 1095.9 2289.1 813.0

Cash and Cash Equivalents at End of Year 202.2 1095.9 $2289.1

606.7

757.9
960.3

33.5
95.4

225.8

79.7

238.1

55.7

664.2

138.2

49.6

66.4

18.5
448.8

71.9

14.0

54.5

Other Cash Flow Information

Cash paid during the
year

for

Interest net of amounts capitalized 341.4 291.8 304.7

Income taxes 119.2 282.4 109.3

See Notes to consolidated Financial Statements

rtazn
prior-year amounts have been reclassified to conform with the current year presentation
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CONSOLIDATED STATEMENTS OF COMMON SHAREHOLDERS EQUITY AND COMPREHENSIVE INCOME

Accumulated

Other

Retained Comprehensive

Earnings LossYear Ended December 31 2008 2007 and 2006

Dollar amounts in millions number of shares in thousands

Balance at December 31 2005 178301 $2620.8 $2810.2 515.5 4915.5

Comprehensive Income

Net income 936.4 936.4

Other comprehensive income

Hedging instruments

Reclassification of net losses on hedging instruments from OCI to net income

net of taxes of $375.6 620.8 620.8

Net unrealized loss on hedging instruments net of taxes of $1025.8 1683.4 1683.4

Available-for-sale securities

Reclassification of net gains on securities from OCI to net income net of

taxes of $0.1 0.2 0.2

Net unrealized gain on securities net of taxes of $45.5 69.7 69.7

Minimum pension liability net of taxes of $49.6 75.6 75.6

Net unrealized loss on foreign currency
translation 1.1 1.1

Total Comprehensive Income 936.4 918.6 17.8

Effect of adoption of SFAS No 58 net of taxes of $111.3 169.5 169.5
Common stock dividend declared $1.51 per share 272.6 272.6
Common stock issued and share-based awards 2218 117.8 117.8

Other 0.3 0.3

Balance at December 31 2006 180519 2738.6 3474.3 1603.6 4609.3

Comprehensive Income

Net income 821.5 821.5

Other comprehensive income

Hedging instruments

Reclassification of net losses on hedging instruments from OCI to net income

net of taxes of $682.3 1124.8 1124.8

Net unrealized loss on hedging instruments net of taxes of $408.2 671.1 671.1
Available-for-sale securities

Reclassification of net gains on securities from OCI to net income net of

taxes of $1.0 1.6 1.6
Net unrealized gain on securities net of taxes of $25.5 26.5 26.5

Defined benefit plans

Net
gain arising during period net of taxes of $7.8 11.6 11.6

Amortization of net actuarial loss
prior

service cost and transition

obligation included in net periodic benefit cost net of taxes of $15.9 24.6 24.6

Net unrealized
gain on foreign currency translation net of taxes of $1.8 7.0 7.0

Other 10.8 10.8

Total Comprehensive Income 821.5 511.0 1332.5

Effect of adoption of FIN 48 7.3 7.3
Common stock dividend declared $1.74 per share 368.4 368.4
Common stock issued and share-based awards 1789 184.2 184.2

Common stock purchased 1847 159.5 159.5
Common stock purchased and retired 2024 250.0 250.0
Other 0.6 0.6

Balance at December 31 2007 178437 2513.3 3919.5 1092.6 5340.2

Comprehensive Loss

Net loss 1314.4 1314.4
Other comprehensive loss

Hedging instruments

Reclassification of net losses on hedging instruments from OCI to net income

net of taxes of $120.2 200.6 200.6

Net unrealized loss on hedging instruments net of taxes of $561.6 875.3 875.3
Available-for-sale securities

Reclassification of net losses on securities from OCI to net income net of

taxes of $79.1 81.7 81.7

Net unrealized losses on securities net of taxes of $189.8 197.5 197.5
Defined benefit plans

Prior service cost arising during period net of taxes of $4.9 7.2 7.2
Net loss

arising during period net of taxes of $229.2 339.9 339.9
Amortization of net actuarial loss prior service cost and transition

obligation
included in net periodic

benefit cost net of taxes of $14.9 21.3 21.3

Net unrealized loss on foreign currency
translation net of taxes of $0.1 3.1 3.1

Other 0.2 0.2

Total Comprehensive Loss 1314.4 1119.2 2433.6
Effect of adoption of SFAS No 157 0.9 0.9

Common stock dividend declared $1.91 per share 341.3 341.3
Common stock issued and share-based awards 21406 667.3 35.8 631.5

Common stock purchased 200 16.1 16.1

Common stock purchased and retired 514
Other 0.2 0.2

Balance at December 31 2008 199129 $3164.5 $2228.7 $2211.8 3181.4

Constellation Energy Group Inc and Subsidiaries

Common Stock

Shares Amount

Total

Amount

Includes 198973 million shares issued to MidAmerican Energy Holdings Company See Note 9for more detail

See Notes to Consolidated Financial Statements
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CONSOLIDATED STATEMENTS OF INCOME

Baltimore Gas and Electric Company and Subsidiaries

Year Ended December 31 2008 2007 2006

In millions

Revenues

Electric revenues $2679.7 $2455.7 $2115.9

Gas revenues 1024.0 962.8 899.5

Total revenues 3703.7 3418.5 3015.4

Expenses

Operating expenses

Electricity purchased for resale 1880.1 1500.4 1167.8
Gas purchased for resale 694.5 639.8 581.5

Operations and maintenance 537.8 533.6 496.1

Workforce reduction costs 6.4

Merger termination and strategic alternatives costs 4.7

Depreciation and amortization 227.9 234.2 227.5
Taxes other than income taxes 174.5 176.2 168.7

Total
expenses 3521.2 3084.2 2646.3

Income from Operations 182.5 334.3 369.1

Other Income
29.6 26.8 6.0

Fixed Charges

Interest expense 144.2 127.9 104.6

Allowance for borrowed funds used during construction 4.3 2.6 2.0

Total fixed charges 139.9 125.3 102.6

Income Before Income Taxes 72.2 235.8 272.5
Income Taxes

Current 18.2 2.4 22.8
Deferred 40.2 100.0 126.6

Investment tax credit adjustments 1.3 1.6 1.6

Total income taxes 20.7 96.0 102.2

Net Income 51.5 139.8 170.3

Preference Stock Dividends 13.2 13.2 13.2

Earnings Applicable to Common Stock 38.3 126.6 157.1

See Notes to Consolidated Financial Statements
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CONSOLIDATED BALANCE SHEETS

Baltimore Gas and Electric Company and Subsidiaries

At December 31 2008

Assets

Current Assets

Cash and cash equivalents

Accounts receivable net of allowance for uncollectibles of $33.3 and $20.3

respectively

Accounts receivable unbilled net of allowance for uncollectibles of $0.9 and $0.8

respectively

Investment in cash pool affiliated company

Accounts receivable affiliated companies

Fuel stocks

Materials and supplies

Prepaid taxes other than income taxes

Regulatory assets net

Restricted cash

Other

See Notes to Consolidated Financial Statements

Certain prior-period amounts have been
reclassified

to conform with the current periodi presentation

In millions

2007

10.7

327.0

232.3

148.8

4.3

143.7

38.4

51.0

79.7

23.7

17.6

316.7

209.5

78.4

4.2

98.8

42.7

49.9

74.9

39.2

10.8 7.4

Total current assets 1070.4 939.3

Investments and Other Assets

Regulatory assets net 494.7 576.2

Receivable affiliated company
161.1 149.2

Other 131.6 148.1

Total investments and other assets 787.4 873.5

Utility Plant

Plant in service

Electric 4493.7 4244.4

Gas 1221.1 1181.7

Common 476.3 456.1

Total plant in service 6191.1 5882.2

Accumulated depreciation
2191.0 2080.8

Net plant in service 4000.1 3801.4

Construction work in progress
225.7 166.4

Plant held for future use 2.6 2.4

Net utility plant 4228.4 3970.2

Total Assets 6086.2 5783.0
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CONSOLIDATED BALANCE SHEETS

Baltimore Gas and Electric Company and Subsidiaries

At December 31 2008 2007

In millions

Liabilities and Equity

Current Liabilities

Short-term borrowings 370.0

Current portion of long-term debt 90.0 375.0

Accounts payable and accrued liabilities 231.0 182.4

Accounts payable and accrued liabilities affiliated companies 97.0 164.5

Customer deposits and collateral 72.3 70.5

Current portion of deferred income taxes 40.2 44.1

Accrued taxes 18.8 34.4

Accrued expenses and other 98.4 96.3

Total current liabilities 1017.7 967.2

Deferred Credits and Other Liabilities

Deferred income taxes 843.3 785.6

Payable affiliated company 243.2 243.7

Deferred investment tax credits 10.6 1.9

Other 28.6 33.6

Total deferred credits and other liabilities 1125.7 1074.8

Longterm Debt

Rate stabilization bonds 564.4 623.2

First refunding mortgage
bonds of BGE

119.7

Other long-term debt of BGE 1443.0 1214.5

6.20% deferrable interest subordinated debentures due October 15 2043 to wholly

owned BGE Capital Trust II relating to trust preferred securities 257.7 257.7

Long-term debt of nonregulated business 25.0 25.0

Unamortized discount and premium 2.4 2.6
Current portion of long-term debt 90.0 375.0

Total long-term debt 2197.7 1862.5

Minority Interest 16.9 16.8

Preference Stock Not Subject to Mandatory Redemption 190.0 190.0

Common Shareho1ders Equity

Common stock 912.2 912.2

Retained earnings 625.4 758.8

Accumulated other comprehensive income 0.6 0.7

Total common shareholders equity 1538.2 1671.7

Commitments Guarantees and Contingencies see Note 12

Total Liabilities and Equity $6086.2 $5783.0

See Notes to Consolidated Financial Statements
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Baltimore Gas and Electric Company and Subsidiaries

Year Ended December 31 2008 2007 2006

In millions

Cash Flows From Operating Activities

Net income 51.5 $139.8 $170.3

Adjustments to reconcile to net cash provided by operating activities

Depreciation and amortization 227.9 234.2 227.5

Other amortization 13.2 12.5 13.6

Deferred income taxes 40.2 100.0 126.6

Investment tax credit adjustments 1.3 1.6 1.7

Deferred fuel costs 52.0 248.0 348.5

Defined benefit plan expenses 30.6 39.8 47.2

Allowance for equity funds used during construction 8.0 4.9 3.7

Workforce reduction costs 6.4

Changes in

Accounts receivable 33.1 181.5 135.8

Receivables affiliated companies 0.1 1.7 0.7

Materials supplies and fuel stocks 40.6 9.6 8.2

Other current assets 4.5 25.9 31.0

Accounts payable and accrued liabilities 48.6 4.9 17.6

Accounts payable and accrued liabilities affiliated companies 67.5 1.1 10.6

Other current liabilities 11.4 29.6 0.9

Long-term receivables and payables affiliated companies 45.7 42.0 70.1

Other 29.1 44.7 27.5

Net cash provided by operating activities 229.1 63.2 256.9

Cash Flows From Investing Activities

Utility construction expenditures excluding equity portion of allowance for funds

used during construction 426.4 376.4 320.6

Change in cash pool at parent 70.4 17.8 63.8

Sales of investments and other assets 12.9 0.8 0.4

Decrease increase in restricted funds 15.5 42.3 10.3

Net cash used in investing activities 468.4 435.7 374.5

Cash Flows From Financing Activities

Proceeds from issuance of short-term borrowings 370.0

Proceeds from issuance of long-term debt 400.0 623.2 700.0

Repayment of long-term debt 350.0 124.8 445.3

Debt issuance costs 2.7
Preference stock dividends paid 13.2 13.2 13.2

Distribution to parent 171.7 106.0 128.1

Net cash provided by financing activities 232.4 379.2 113.4

Net Decrease Increase in Cash and Cash Equivalents 6.9 6.7 4.2

Cash and Cash Equivalents at Beginning of Year 17.6 10.9 15.1

Cash and Cash Equivalents at End of Year 10.7 17.6 10.9

Other Cash Flow Information

Cash paid received during the year for

Interest net of amounts capitalized 126.6 $126.3 87.2

income taxes 5.1 37.6 18.7

See Notes to Consolidated Financial Statements

Certain prior-period amounts have been
reclassified to conform with the current period presentation
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Notes to Consolidated Financial Statements

Significant Accounting Policies

Nature of Our Business

Constellation Energy Group Inc Constellation Energy is an

energy company that conducts its business through various

subsidiaries including merchant energy business and Baltimore

Gas and Electric Company BGE Our merchant energy

business is competitive provider of
energy

solutions for

variety of customers BGE is regulated electric transmission

and distribution
utility company and regulated gas distribution

utility company with service territory that covers the City of

Baltimore and all or part of ten counties in central Maryland

We describe our operating segments
in Note

This report is combined report
of Constellation Energy

and BGE References in this report to we and our are to

Constellation Energy and its subsidiaries References in this

report to the regulated businesses are to BGE

Consolidation Policy

We use three different accounting methods to report our

investments in our subsidiaries or other companies

consolidation the equity method and the cost method

Consolidation

We use consolidation for two types
of entities

subsidiaries other than variable interest entities in

which we own majority of the voting stock and

variable interest entities VIEs for which we are the

primary beneficiary Financial Accounting Standards

Board FASB Interpretation No FIN 46R

Consolidation of Variable Interest Entities requires us to

use consolidation when we are the primary beneficiary

of VIE which means that we have controlling

financial interest in VIE We discuss our investments

in VIEs in more detail in Note

Consolidation means that we combine the accounts of these

entities with our accounts Therefore our consolidated financial

statements include our accounts the accounts of our majority-

owned subsidiaries that are not VIEs and the accounts of VIEs

for which we are the primary beneficiary We have consolidated

two VIEs for which we are the primary beneficiary We

eliminate all intercompany balances and transactions when we

consolidate these accounts

The Equity Method

We usually use the equity method to report investments

corporate joint ventures partnerships and affiliated companies

including qualifying facilities and power projects where we

hold 20% to 50% voting interest Under the equity method

we report

our interest in the entity as an investment in our

Consolidated Balance Sheets and

our percentage
share of the earnings from the entity in

our Consolidated Statements of Income Loss

The only time we do not use this method is if we can

exercise control over the operations and policies of the company

If we have control accounting rules require us to use

consolidation

The Cost Method

We usually use the cost method if we hold less than 20%

voting interest in an investment Under the cost method we

report our investment at cost in our Consolidated Balance

Sheets We recognize income only to the extent that we receive

dividends or distributions The only time we do not use this

method is when we can exercise significant influence over the

operations and policies of the company If we have significant

influence accounting rules require us to use the equity method

Sale of Subsidiary Stock

We may sell portions of our ownership interests through public

offerings of subsidiarys stock Through 2008 we recorded any

gains or losses on public offerings in our Consolidated

Statements of Income Loss as component of non-operating

income Beginning
in 2009 we will apply the provisions of

SFAS No 160 Noncontrolling Interests in Consolidated Financial

Statements an amendment of ARB No 51 We discuss SFAS

No 160 in further detail later in this Note

Regulation of Electric and Gas Business

The Maryland Public Service Commission Maryland PSC and

the Federal Energy Regulatory Commission FERC provide the

final determination of the rates we charge our customers for our

regulated businesses Generally we follow the same accounting

policies and practices used by nonregulated companies for

financial reporting under accounting principles generally

accepted in the United States of America However sometimes

the Maryland PSC or the FERC orders an accounting treatment

different from that used by nonregulated companies to

determine the rates we charge our customers

When this happens we and BGE must defer include as an

asset or liability in the Consolidated Balance Sheets and exclude

from Consolidated Statements of Income Loss certain

regulated business expenses and income as regulatory assets and

liabilities We and BGE have recorded these regulatory assets and

liabilities in the Consolidated Balance Sheets in accordance with

Statement of Financial Accounting Standards SFAS No 71

Accounting for the
Effects of Certain Types of Regulation

We summarize and discuss regulatory assets and liabilities

further in Note

Use of Accounting Estimates

Management makes estimates and assumptions when preparing

financial statements under accounting principles generally

accepted in the United States of America These estimates and

assumptions affect various matters including

our revenues and expenses
in our Consolidated

Statements of Income Loss during the reporting

periods
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our assets and liabilities in our Consolidated Balance

Sheets at the dates of the financial statements and

our disclosure 0f contingent assets and liabilities at the

dates of the financial statements

These estimates involve judgments with respect to

numerous factors that are difficult to predict and are beyond

managements control As result actual amounts could

materially differ from these estimates

Reclassifications

We have reclassified certain prior-year amounts for comparative

purposes
for the following

Derivative assets and liabilities as of December 31 2007

reflect the adoption of Staff Position FIN 39-1

Amendment of FASB Interpretation No 39 on January

2008 We discuss the adoption of Staff Position

FIN 39-1 in more detail in the Accounting Standards

Adopted section

We have separately presented Restricted cash that was

previously reported within Other current assets on our

and BGEs Consolidated Balance Sheets

We have separately presented Amortization of nuclear

fuel Amortization of energy contracts and All other

amortization that were previously reported within

Depreciation depletion and amortization on our

Consolidated Statements of Cash Flows

We have separately presented Net collateral and

margin that was previously reported within other

working capital accounts on our Consolidated

Statements of Cash Flows

We have separately presented Other amortization that

was previously reported within Depreciation and

amortization on BGEs Consolidated Statements of

Cash Flows

Revenues

Sources of Revenue

We earn revenues from the following primary business activities

sale of energy and energy-related products including

electricity natural gas coal and other commodities in

nonregulated markets

providing standard offer service and delivering electricity

and natural gas to customers of BCE

trading energy and energy-related commodities and

providing other energy-related nonregulated products

and services

We report BGEs revenues from standard offer service and

delivery of
electricity

and natural gas to its customers as

Regulated electric revenues and Regulated gas revenues in

our Consolidated Statements of Income Loss We report all

other revenues as Nonregulated revenues

Revenues from nonregulated activities result from contracts

or other sales that generally reflect market prices in effect at the

time that we executed the contract or the sale occurred BGEs

revenues from regulated activities reflect provisions of orders of

the Maryland PSC and the FERC In certain cases these orders

require BGE to defer the difference between certain portions of

its actual costs and the amount presently billable to customers

BGE records these differences as regulatory assets or liabilities

which we discuss in more detail in Note We describe the

effects of these orders on BGEs revenues below

Regulated Electric

BGE provides market-based standard offer electric service to

residential and small commercial customers for the indefinite

future and for large commercial and industrial customers for

varying periods beyond June 30 2004 depending on customer

load BGE charges these customers standard offer service SOS
rates that are designed to recover BGEs wholesale

power supply

costs and include an administrative fee consisting of

shareholder return component and an incremental cost

component Pursuant to Senate Bill the energy legislation

enacted in Maryland in June 2006 BGE suspended collection of

the shareholder return component
of the administrative fee for

residential SOS service beginning January 2007 for 10-year

period However under an order issued by the Maryland PSC in

May 2007 as of June 2007 BGE reinstated collection of the

residential return component of the SOS administration charge

and began providing all residential electric customers credit for

the return component of the administrative charge As part
of

the 2008 Maryland settlement agreement which is discussed in

more detail in Note BCE resumed collection of the

shareholder return portion of the residential standard offer

service administrative charge from June 2008 through

May 31 2010 without having to rebate it to all residential

electric customers BCE will cease collecting the residential

shareholder return component again from June 2010 through

December 31 2016 Senate Bill imposed 15% rate cap for

BCE residential electric customers from July 2006 until

May 31 2007 and
gave customers the option to further delay

paying full market rates until January 2008

BCE defers the difference between certain of its actual costs

related to the electric commodity and what it collects from

customers under the commodity charge portion of SOS rates in

given period BCE either bills or refunds its customers the

difference in the future

Regulated Gas

BCE charges its gas customers for the natural
gas they purchase

from BCE using gas cost adjustment clauses Under these

clauses BGE defers the difference between certain of its actual

costs related to the gas commodity and what it collects from

customers under the commodity charge in given period for

evaluation under market-based rates incentive mechanism For

each period subject to that mechanism BCE
compares

its actual

cost of
gas to market index measure of the market price of

gas for that period and shares the difference equally between

shareholders and customers through an adjustment to the price

of gas service in future periods This sharing mechanism

excludes fixed-price contracts which the Maryland PSC requires

BCE to procure for at least 10% but not more than 20% of

forecasted system supply requirements for the November through

March period
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Selection of Accounting Treatment

We determine the appropriate accounting treatment for

recognizing revenues based on the nature of the transaction

governing accounting standards and where required by applying

judgment as to the most transparent presentation of the

of the underlying transactions We utilize two

primary accounting treatments to recognize and report revenues

in our results of
operations

accrual accounting including hedge accounting and

mark-to-market accounting

We describe each of these accounting treatments below

Accrual Accounting

Under accrual accounting we record revenues in the period

when we deliver energy commodities or products render

services or settle contracts We generally use accrual accounting

to Iccognize revenues for our sales of electricity gas coal and

other commodities as part of our physical delivery activities We

enter into these sales transactions using variety of instruments

including non-derivative
agreements

derivatives that qualify for

and are designated as normal purchases and normal sales

NPNS of commodities that will be physically delivered sales to

BGEs customers under regulated service tariffs and spot-market

sales including settlements with independent system operators

We discuss the NPNS election later in this Note under

Derivatives and Hedging Activities

However we also use mark-to-market accounting rather

than accrual accounting for recognizing revenue on our

nonregulated retail gas customer supply activities and other

physical commodity derivatives if we have not designated those

contracts as NPNS
We record accrual revenues from sales of products or

services on gross basis at the contract tariff or spot price

because we are principal to the transaction and otherwise meet

the requirements of Emerging Issues Task Force EITF 03-11

Reporting Gains and Losses on Derivative Instruments That Are

Subject to FASB Statement No 133 Accounting for Derivative

Insiruments and Heazng Activities and Not Held for Trading

Puiposes and EITF 99-19 Reporting Revenues Gross as Principal

versus Net as an Agent

Accrual revenues also include certain other gains and losses

that relate to these activities or for which accrual accounting is

required

We include in accrual revenues the effects of hedge

accounting for derivative contracts that qualify as hedges of our

sales of products or services Substantially all of the derivatives

that we designate as hedges are cash flow hedges We recognize

the effective portion of hedge gains or losses in revenues during

the same period in which we record the revenues from the

hedged transaction We record any hedge ineffectiveness in

revenues when it occurs We discuss our hedge accounting policy

in the Derivatives and Hedging Activities section later in this

Note

We may make or receive cash payments at the time we

assume previously existing power sale agreements for which the

contract price differs from current market prices We also may

designate derivative as NPNS after its inception We recognize

the value of these derivatives in our Consolidated Balance sheets

as an Unamortized energy contract asset or liability
We

amortize these assets and liabilities into revenues based on the

present value of the underlying cash flows provided by the

contracts

The following table summarizes the primary components
of

accrual revenues

Nonregulated Regulated Other

Physical Electricity Nonregulated

Energy and Gas Products and

Delivery Sales Services

Gross amounts

receivable for sales of

products or services

based on contract

tariff or spot price

Reclassification of net

gains/losses on cash

flow hedges from

AOCI

Ineffective portion of

net gains/losses on

cash flow hedges

Amortization of

acquired energy

contract assets or

liabilities

Recovery or refund of

deferred SOS and

gas
cost adjustment

clause regulatory

assets/liabilities

Mark-to-Market Accounting

We record revenues using the mark-to-market method of

accounting for transactions under derivative contracts for which

we are not permitted or do not elect to use accrual accounting

or hedge accounting These mark-to-market transactions

primarily relate to our risk
management

and trading activities

our nonregulated retail
gas customer supply activities and

economic hedges of other accrual activities Mark-to-market

revenues include

origination gains or losses on new transactions

unrealized gains and losses from changes in the fair

value of open contracts

net gains and losses from realized transactions and

changes in valuation adjustments

Under the mark-to-market method of accounting we

record any inception fair value of these contracts as derivative

assets and liabilities at the time of contract execution We record

subsequent changes in the fair value of these derivative assets

and liabilities on net basis in Nonregulated revenues in our

Consolidated Statements of Income Loss We discuss our

mark-to-market accounting policy in the Derivatives and Hedging

Activities section later in this Note

Component of

Accrual Revenues

Activity
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Equity in Earnings

We include equity in earnings from our investments in

qualifying facilities and
power projects joint ventures and

Constellation Energy Partners LLC CEP in Nonregulated

revenues in our Consolidated Statements of Income Loss in

the period they are earned

Fuel and Purchased Energy Expenses

Sources of Fuel and Purchased Energy Expenses

We incur fuel and purchased energy costs for

the fuel we use to generate electricity at our power

plants

purchases of electricity from others and

purchases of natural gas coal and other fuel types that

we resell

We report these costs in Fuel and purchased energy

expenses in our Consolidated Statements of Income Loss We

also include certain fuel-related direct costs such as ancillary

services purchased from independent system operators

transmission costs brokerage fees and freight costs in the same

category in our Consolidated Statements of Income Loss

Fuel and purchased energy costs from nonregulated

activities result from contracts or other purchases that generally

reflect market prices in effect at the time that we executed the

contract or the purchase occurred BGEs costs of
electricity

and

gas for resale under regulated activities reflect actual costs of

purchases adjusted to reflect provisions of orders of the

Maryland PSC and the FERC In certain cases these orders

require BGE to defer the difference between certain portions of

its actual costs and the amount presently billable to customers

BGE records these differences as regulatory assets or liabilities

which we discuss in more detail in Note We describe the

effects of these orders on BGEs fuel and purchased energy

expense
below

Regulated Electric

BGE provides market-based standard offer electric service to

residential and small commercial customers for the indefinite

future and for large commercial and industrial customers for

varying periods beyond June 30 2004 depending on customer

load BGE charges these customers SOS rates that are designed

to recover BGEs wholesale power supply costs and include an

administrative fec consisting of shareholder return component

and an incremental cost component

BGE defers the difference between certain of its actual costs

related to the electric commodity and what it collects from

customers under the commodity charge portion of SOS rates in

given period BGE either bills or refunds its customers the

difference in the future and includes amortization of the deferred

amounts in fuel and purchased energy expense Therefore BGEs

fuel and purchased energy expense approximates the amount of

the related commodity charge included in revenues for the

period reflecting actual costs adjusted for the effects of the

regulatory deferral mechanism

Regulated Gas

BGE charges its
gas customers for the natural

gas they purchase

from BCE using gas cost adjustment clauses These clauses

include market-based rates incentive mechanism that requires

BGE to compare its actual cost of gas to market index

measure of the market price of
gas

for that period and share the

difference equally between shareholders and customers This

sharing mechanism excludes fixed-price contracts which the

Maryland PSC requires BGE to procure for at least 10% but

not more than 20% of forecasted system supply requirements

for the November through March period

BGE defers the difference between the portion of its actual

gas commodity costs subject to the market-based rates incentive

mechanism and what it collects from customers under the

commodity charge in given period BGE either bills or refunds

its customers the portion of this difference to which they are

entitled through an adjustment to the price of gas service in

future periods and includes amortization of the deferred

amounts in fuel and purchased energy expense Therefore BGEs

fuel and purchase energy expense approximates the amount of

the related commodity charge included in revenues for the

period reflecting actual gas Costs adjusted for the effects of the

regulatory deferral mechanism

Selection of Accounting Treatment

We determine the appropriate accounting treatment for fuel and

purchased energy costs based on the nature of the transaction

governing accounting standards and where required by applying

judgment as to the most transparent presentation of the

economics of the underlying transactions We utilize two

primary accounting treatments to recognize and report
these

costs in our Consolidated Statements of Income Loss
accrual accounting including hedge accounting and

mark-to-market accounting

We describe each of these accounting treatments below

Accrual Accounting

Under accrual accounting we record fuel and purchased energy

expenses
in the period when we consume the fuel or purchase

the electricity or other commodity for resale We use accrual

accounting to recognize substantially all of our fuel and

purchased energy expenses as part of our physical delivery

activities We make these purchases using variety of

instruments including non-derivative transactions derivatives

that qualify for and are designated as NPNS and spot-market

purchases including settlements with independent system

operators These transactions also include power purchase

agreements
that qualify as operating leases for which fuel and

purchased energy consists of both fixed capacity payments and

variable payments based on the actual output of the plants We

discuss the NPNS election later in this Note under Derivatives

and Hedging Activities

In certain cases we use mark-to-market accounting rather

than accrual accounting for recognizing fuel and purchased

energy expenses on physical commodity derivatives if we have

not designated those contracts as NPNS
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We include in accrual fuel and purchased energy expenses

the effects of hedge accounting for derivative contracts that

qualify as hedges of our fuel and purchased energy costs

Substantially all of the derivatives that we designate as hedges are

cash flow hedges We recognize the effective portion of hedge

gains or losses in fuel and purchased energy expenses during the

same period in which we record the costs from the hedged

transaction We record any hedge ineffectiveness in
expense

when it occurs We discuss our use of hedge accounting in the

Derivatives and Hedging Activities section later in this Note

We may make or receive cash payments at the time we

assume previously existing power purchase agreements or other

contracts for which the contract price differs from current

market prices We recognize the cash payment at inception in

our Consolidated Balance sheets as an Unamortized energy

contract asset or liability
We amortize these assets and liabilities

into fuel and purchased energy expenses based on the present

value of the underlying cash flows provided by the contracts

The following table summarizes the primary components of

accrual purchased fuel and
energy expense

Component of Nonregulated Regulated Other

Accrual Fuel and Physical Electricity Nonregulated

Purchased Energy Energy and Gas Products and

Expense Delivery Sales Services

Actual costs of fuel and

purchased energy

Reclassification of net

gains/losses on cash

flow hedges from

AOCI

Ineffective portion of

net gains/losses on

cash flow hedges

Amortization of

acquired energy

contract assecs or

liabilities

Deferral or

amortization of

deferred SOS and

gas
cost adjustment

clause regulatory

assets/liabilities

Mark-to-Market Accounting

We record fuel and purchased energy expenses using the

mark-to-market method of accounting for transactions under

derivative contracts for which we are not permitted or do not

elect to use accrual accounting or hedge accounting in order to

match the earnings impacts of those activities to the greatest

extent permissible These mark-to-market transactions primarily

relate to our physical international coal purchase contracts

Mark-to-market costs include

unrealized gains and losses from changes in the fair

value of open contracts

net gains and losses from realized transactions and

changes in valuation adjustments

Under the mark-to-market method of accounting we

record any inception fair value of these contracts as derivative

assets and liabilities at the time of contract execution We record

subsequent changes in the fair value of these derivative assets

and liabilities on net basis in Fuel and purchased energy

expense in our Consolidated Statements of Income Loss We

discuss our mark-to-market accounting policy in the Derivatives

and Hedging Activities section later in this Note

Derivatives and Hedging Activities

We engage in electricity natural
gas coal emission allowances

and other commodity marketing and risk management activities

as part of our merchant energy business In order to manage our

exposure to consmodity price fluctuations we enter into
energy

and energy-related derivative contracts traded in the

over-the-counter markets or on exchanges These contracts

include

forward physical purchase and sales contracts

futures contracts

financial swaps and

option contracts

We use interest rate swaps to manage our interest rate

exposures associated with new debt issuances to manage our

exposure to fluctuations in interest rates on variable rate debt

and to optimize the mix of fixed and floating-rate debt We use

foreign currency swaps to manage our exposure to foreign

currency exchange rate fluctuations

We account for derivative instruments and hedging activities in

accordance with SFAS No 133 Accounting for Derivative

Instruments and Hedging Activities as amended and interpreted

SFAS No 133 permits several possible accounting treatments for

derivatives that meet all of the applicable requirements of that

standard SFAS No 133 requires mark-to-market as the default

accounting treatment for all derivatives unless they qualify and

we specifically designate them for one of the other accounting

treatments Derivatives designated for
any

of the other elective

accounting treatments must meet specific restrictive criteria

prescribed by SFAS No 133 both at the time of designation

and on an ongoing basis

SFAS No 133 provides for the following permissible

accounting treatments for derivatives

mark-to-market

cash flow hedge

fair value hedge and

NPNS

Activity

Selection of Accounting Treatment
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Each of the accounting treatments for derivatives affects our

financial statements in substantially different
ways as summarized

below

Accounting
Recognition and Measurement

Treatment Balance Sheet Income Statement

Mark-to-market Recorded at fair value Changes in fair value

recognized in earnings

Cash flow Recorded at fair value Ineffective changes in

hedge Effective changes in fair fair value recognized in

value recognized in earnings

accumulated other Amounts in accumulated

comprehensive income other comprehensive

income reclassified to

earnings when the

hedged forecasted

transaction affects

earnings or becomes

probable of not

occurring

Fair value Recorded at fair value Changes in fair value

hedge Changes in fair value of recognized in earnings

the hedged asset or Changes in fair value of

liability recorded as hedged asset or liability

adjustment to its book recognized in earnings

value

NPNS Fair value not recorded Changes in fair value

accrual Accounts receivable or not recognized in

accounts payable earnings

recorded when derivative Revenue or expense

settles recognized in earnings

when underlying

physical commodity is

sold or consumed

Mark-to-Market

We generally apply mark-to-market accounting for risk

management and trading activities because changes in fair value

more closely reflect the economic performance of the activity

However we also use mark-to-market accounting for derivatives

related to the following physical energy delivery activities

our nonregulated retail gas customer supply activities

which are managed using economic hedges that we have

not designated as cash-flow hedges in order to match

the timing of recognition of the earnings impacts of

those activities to the
greatest extent permissible and

economic hedges of activities that require accrual

accounting for which the related hedge requires

mark-to-market accounting

We may record origination gains associated with derivatives

subject to mark-to-market
accounting Origination gains

represent
the initial fair value of certain structured transactions

that our portfolio management and trading operation executes to

meet the risk management needs of our customers Historically

transactions that result in origination gains have been unique

and resulted in individually significant gains from single

transaction We generally recognize origination gains when we

are able to obtain observable market data to validate that the

initial fair value of the contract differs from the contract price

Cash Flow Hedge

We generally elect cash flow hedge accounting for most of the

derivatives that we use to hedge market price risk for our

physical energy delivery generation and customer supply

activities because accrual accounting more closely aligns the

timing of earnings recognition cash flows and the underlying

business activities We only use fair value hedge accounting on

limited basis

We use regression analysis to determine whether we expect

derivative to be highly effective as cash flow hedge prior to

electing hedge accounting and also to determine whether all

derivatives designated as cash flow hedges have been effective

We perform these effectiveness tests prior to designation for all

new hedges and on daily basis for all existing hedges We

calculate the actual amount of ineffectiveness on our cash flow

hedges using the dollar offset method which compares

changes in the expected cash flows of the hedged transaction to

changes in the value of expected cash flows from the hedge

We discontinue hedge accounting when our effectiveness

tests indicate that derivative is no longer highly effective as

hedge when the derivative expires or is sold terminated or

exercised when the hedged item matures is sold or repaid or

when we determine that the occurrence of the hedged forecasted

transaction is not probable When we discontinue hedge

accounting but continue to hold the derivative we begin to

apply mark-to-market
accounting at that time

NPNS

We elect NPNS accounting for derivative contracts that provide

for the purchase or sale of physical commodity that will be

delivered in quantities expected to be used or sold over

reasonable period in the normal course of business Once we

elect NPNS classification for given contract we do not

subsequently change the election and treat the contract as

derivative using mark-to-market or hedge accounting However

if we were to determine that transaction designated as NPNS

no longer qualified for the NPNS election we would have to

record the fair value of that contract on the balance sheet at that

time and immediately recognize that amount in earnings

Fair Value

We record mark-to-market and hedge derivatives at fair value

which represents an exit price for the asset or liability
from the

perspective of market participant An exit price is the price at

which market participant could sell an asset or transfer

liability to an unrelated party While some of our derivatives

relate to commodities or instruments for which quoted market

prices are available from external sources many other

commodities and related contracts are not actively traded

Additionally some contracts include quantities and other factors

that
vary over time As result often we must use modeling

techniques to estimate expected future market prices contract

quantities or both in order to determine fair value
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The prices quantities and other factors we use to

determine fair value reflect managements best estimates of

inputs market participant would consider We record valuation

adjustmcnts to reflect uncertainties associated with estimates

inherent in the determination of fair value that are not

incorporated in market price information or other market-based

estimates we use to determine fair value To the extent possible

we utilize market-based data together with quantitative methods

for both measuring the uncertainties for which we record

valuation adjustments and determining the level of such

adjustments and changes in those levels

The valuation adjustments we record include the following

Close-out adjustmentthe estimated cost to close out

or sell to third-party open mark-to-market positions

This valuation adjustment has the effect of valuing

purchase contracts at the bid price and sale contracts at

the offer price

Unobservable input valuation adjustmentnecessary

when we determine fair value for derivative positions

using internally developed models that use unobservable

inputs due to the absence of observable market

information

Credit spread adjustmentnecessary to reflect the

credit-worthiness of each customer counterparty

We discuss derivatives and hedging activities as well as how

we determine fair value in detail in Note 13

Balance Sheet Netting

We often transact with counterparties under master agreements

and other arrangements that provide us with right of setoff of

amounts due to us and from us in the event of bankruptcy or

default by the counterparty We report these transactions on

net basis in our Consolidated Balance Sheets in accordance with

FASB Interpretation No 39 Offietting Amounts Related to

Certain Jontracts During 2007 the FASB issued Staff Position

FIN 39-1 Amendment of FASB Interpretation No 39 which was

effective January 2008 We discuss Staff Position FIN 39-1 in

more detail later in Note

We apply balance sheet netting separately for current and

noncurrent derivatives Current derivatives represent the portion

of derivative contract cash flows expected to occur within

12 months and noncurrent derivatives represent the portion of

those cash flows expected to occur beyond 12 months Within

each of these categories we net all amounts due to and from

each counterparty under master agreements into single net

asset or liability
We include fair value cash collateral amounts

received and posted in determining this net asset and
liability

amount

Unamortized Energy Assets and Liabilities

Unamortized energy contract assets and liabilities represent the

remaining unamortized balance of non-derivative energy

contracts that we acquired certain contracts which no longer

qualifr as derivatives due to the absence of liquid market or

derivatives designated as NPNS that we had previously recorded

as Derivative assets or liabilities The initial amount recorded

represents
the fair value of the contract at the time of

acquisition or designation and the balance is amortized over the

life of the contract in relation to the present value of the

underlying cash flows The amortization of these values is

discussed in the Revenues and Fuel and Purchased Energy Expenses

sections of this Note

Credit Risk

Credit risk is the loss that may result from counterparty

non-performance We are exposed to credit risk primarily

through our merchant energy business We use credit policies to

manage our credit risk including utilizing an established credit

approval process daily monitoring of counterparty limits

employing credit mitigation measures such as margin collateral

or prepayment arrangements
and using master netting

agreements We measure credit risk as the replacement cost for

open energy commodity and derivative positions both

mark-to-market and accrual plus amounts owed from

counterparties for settled transactions The replacement cost of

open positions represents unrealized gains less any unrealized

losses where we have legally enforceable right of setoff

Electric and gas utilities municipalities cooperatives

generation owners and energy marketers comprise the majority

of counterparties underlying our assets from our wholesale

marketing and risk management activities We held cash

collateral from these counterparties totaling $258.3 million as of

December 31 2008 and $269.9 million as of December 31

2007 These amounts are included in Customer deposits and

collateral in our Consolidated Balance Sheets

Taxes

We summarize our income taxes in Note 10 BGE and our other

subsidiaries record their allocated share of our consolidated

federal income tax liability using the percentage complementary

method specified in U.S income tax regulations As you read

this section it may be helpful to refer to Note 10

Income Tax Expense

We have two categories of income tax expensecurrent and

deferred We describe each of these below

current income tax expense
Consists solely of regular tax

less applicable tax credits and

deferred income tax expense is equal to the changes in

the net deferred income tax
liability excluding amounts

charged or credited to accumulated other comprehensive

income Our deferred income tax expense
is increased or

reduced for changes to the Income taxes recoverable

through future rates net regulatory asset described

below during the year

Tax Credits

We have deferred the investment tax credits associated with our

regulated business and assets previously held by our regulated

business in our Consolidated Balance Sheets The investment tax

credits are amortized evenly to income over the life of each

property We reduce current income tax expense
in our

Consolidated Statements of Income Loss for the investment tax
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credits and other tax credits associated with our nonregulated

businesses

Through December 31 2007 we held certain investments

in facilities that manufactured solid synthetic fuel produced from

coal as defined under the Internal Revenue Code for which we

claimed tax credits on our Federal income tax return Because

the federal tax credit for synthetic fuel produced from coal

expired on December 31 2007 these facilities ceased fuel

production on that date We recognized the tax benefit of these

credits in our Consolidated Statements of Income Loss when

we believe it is highly probable that the credits will be sustained

Deferred Income Tax Assets and Liabilities

We must report some of our revenues and expenses differently

for our financial statements than for income tax return purposes

The tax effects of the temporary differences in these items are

reported as deferred income tax assets or liabilities in our

Consolidated Balance Sheets We measure the deferred income

tax assets and liabilities using income tax rates that are currently

in effect During 2007 the State of Maryland increased its

corporate income tax rate from 70/s to 8.25%

portion of our total deferred income tax liability
relates

to our regulated business but has not been reflected in the rates

we charge our customers We refer to this portion of the
liability

as Income taxes recoverable through future rates net We
have recorded that portion of the net liability as regulatory

asset in our Consolidated Balance Sheets We discuss this further

in Note

State and Local Taxes

State and local income taxes are included in Income taxes in

our Consolidated Statements of Income Loss

Taxes Other Than Income Taxes

BGE collects from certain customers franchise and other taxes

that are levied by state or local
governments on the sale or

distribution of gas and electricity We include these types of

taxes in Taxes other than income taxes in our Consolidated

Statements of Income Loss Some of these taxes are imposed

on the customer and others are imposed on BGE We account

for the taxes imposed on the customer on net basis which

means we do not recognize revenue and an offsetting tax expense

for the taxes collected from customers We account for the taxes

imposed on BGE on gross basis which means we recognize

revenue for the taxes collected from customers Accordingly we

record the taxes accounted for on gross basis as revenues in the

accompanying Consolidated Statements of Income Loss for

BGE as follows

Year Ended December 31 2008 2007 2006

In millions

Taxes other than income taxes

included in revenuesBGE $73.2 $77.0 $74.0

Unrecognized Tax Benefits

We adopted FASB Interpretation No 48 Accounting for

Uncertainty in Income Taxes on January 2007 FIN 48
FIN 48 requires us to recognize in our financial statements the

effects of uncertain tax positions if these positions meet

more-likely-than-not threshold For those uncertain tax

positions that we have recognized in our financial statements we

establish liabilities to reflect the portion of those positions we

cannot conclude are more-likely-than-not to be realized
upon

ultimate settlement These are referred to as liabilities for

unrecognized tax benefits under FIN 48 We recognize interest

and penalties related to unrecognized tax benefits in Income tax

expense in our Consolidated Statements of Income Loss
The following table summarizes our total unrecognized tax

benefits at January 2007 the date of adoption of FIN 48

At January 2007

In millions

Total liabilities reflected in our balance sheet for

unrecognized tax benefits of $56.7 million less

$12.1 million of interest and penalties 44.6

Other unrecognized tax benefits not reflected in

our balance sheet 59.4

Total unrecognized tax benefits $104.0

The adoption of FIN 48 did not have material impact on BGE
financial results

Other unrecognized tax benefits relate to outstanding

federal and state refund claims for which no tax benefit was

previously provided in our financial statements because the

claims do not meet the more-likely-than-not threshold

Included in this amount is $52.0 million of refund claims that

have been disallowed by the applicable tax authorities for which

we assess the probability of tax benefit recognition to be remote

We discuss our unrecognized tax benefits in more detail in

Note 10

Earnings Per Share

Basic earnings per common share EPS is computed by dividing

earnings applicable to common stock by the weighted-average

number of common shares outstanding for the year Diluted

EPS reflects the potential dilution of common stock equivalent

shares that could occur if securities or other contracts to issue

common stock were exercised or converted into common stock

Our dilutive common stock equivalent shares primarily

consist of stock options and other stock-based compensation

awards The following table presents stock options that were not

dilutive and were excluded from the computation of diluted EPS
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in each period as well as the dilutive common stock equivalent

shares as follows

Year Ended December 31 2008 2007 2006

Non-dilutive stock options

Dilutive common stock equivalent

shares 5.5 2.3 2.0

As result of the 6ompany incurring loss
fuir

the
year

ended

December 31 2008 diluted common stock equivalent shares were

not included in calculating diluted EPS

We issued to MidAmerican 19897322 shares of

Constellation Energys common stock upon
the conversion of

the Series Preferred Stock which happened upon
the

termination of the merger agreement with MidAmerican on

December 17 2008 We discuss this feature 0f the Series

Preferred Stock in more detail in Note These additional shares

did not materially impact our earnings per
share for 2008 but

they will impact our earnings per share in future periods

Stock-Based Compensation

Under our long-term incentive plans we have granted stock

options performance-based units service-based units

performance and service-based restricted stock and equity to

offIcers key employees and members of the Board of Directors

We discuss these awards in more detail in Note 14

SFAS No 123R requires companies to recognize

compensation expense for all equity-based compensation awards

issued to employees that are expected to vest Equity-based

compensation awards include stock options restricted stock and

any other share-based payments Under SFAS No 123R we

recognize compensation cost ratably or in tranches depending if

the award has cliff or graded vesting over the period during

which an employee is required to provide service in exchange for

the award which is typically one to five-year period We use

forfeiture assumption based on historical experience to estimate

the number of awards that are expected to vest during the

service period and ultimately true-up
the estimated

expense to

the actual expense associated with vested awards We estimate

the fair value of stock option awards on the date of grant using

the Black-Scholes option-pricing model and we remeasure the

fair value of
liability

awards each reporting period We do not

capitalize any portion of our stock-based compensation

Cash and Cash Equivalents

All highly liquid investments with original maturities of three

months or less are considered cash equivalents

Restricted Cash

As of December 31 2008 and 2007 our restricted cash

primarily represented the proceeds that we received on

December 17 2008 from issuance of the Series Preferred

Stock to EDF Group and related entities EDF These proceeds

are restricted for
payment

of the 14% Senior Note that was held

by MidAmerican We used these proceeds to repay
the Senior

Note in January 2009 Our restricted cash also includes proceeds

Accounts Receivable and Allowance for Uncollectibles

Accounts receivable which includes cash collateral posted in our

margin account with third-party brokers are stated at the

historical carrying amount net of write-offs and allowance for

uncollectibles We establish an allowance for uncollectibles based

on our expected exposure to the credit risk of customers based

on variety of factors

Materials Supplies and Fuel Stocks

We record our fuel stocks emissions credits renewable energy

credits coal held for resale and materials and supplies at the

lower of cost or market We determine cost using the average

cost method for our entire inventory

Financial Investments

In Note we summarize the financial investments that are in

our Consolidated Balance Sheets

SFAS No 115 Accounting for Certain Investments in Debt

and Equity Securities applies particular requirements to some of

our investments in debt and equity securities We report those

investments at fair value and we use either specific identification

or average cost to determine their cost for computing realized

gains or losses

Available-for-Sale Securities

We classify our investments in the nuclear decommissioning

trust funds as available-for-sale securities We describe the

nuclear decommissioning trusts and the related asset retirement

obligations later in this Note In addition we have investments

in marketable equity securities and trust assets securing certain

executive benefits that are classified as available-for-sale securities

We include any unrealized gains on our available-for-sale

securities in Accumulated other comprehensive loss in our

Consolidated Statements of Common Shareholders Equity and

Comprehensive Income

Evaluation of Assets for Impairment and Other Than

Temporary Decline in Value

Long-Lived Assets

We evaluate certain assets that have long lives for example

generating property
and equipment and real estate to determine

if they are impaired when certain conditions exist SFAS

No 144 Accounting Juir the Impairment or Disposal of Long-Lived

Assets provides the accounting requirements for impairments of

long-lived assets and proved gas properties We test our

long-lived assets and proved gas properties for recoverability

whenever events or changes in circumstances indicate that their

carrying amount may not be recoverable

from financing for the acquisition construction installation and

equipping of certain sewage and solid waste disposal facilities at

our Brandon Shores coal-fired generating plant in Maryland

As of December 31 2008 and 2007 BCEs restricted cash

primarily represented funds restricted for the
repayment

of the

In millions

rate stabilization bonds We discuss the rate stabilization bonds

in more detail in Note
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We determine if long-lived assets and proved gas properties

are impaired by comparing their undiscounted expected future

cash flows to their carrying amount in our accounting records

We record an impairment loss if the undiscounted expected

future cash flows are less than the carrying amount of the asset

Cash flows for long-lived assets are determined at the lowest

level for which identifiable cash flows are largely independent of

the cash flows of other assets and liabilities Proven
gas

properties cash flows are determined at the field level

Undiscounted expected future cash flows include risk-adjusted

probable and possible reserves We are also required to evaluate

our equity-method and cost-method investments for example in

partnerships that own power projects for impairment

Accounting Principles Board APB No 18 The Equity Method

of Accounting fir Investments in Common Stock APB No 18
provides the accounting requirements for these investments The

standard for determining whether an impairment must be

recorded under APB No 18 is whether the investment has

experienced loss in value that is considered an other than

temporary decline in value

We evaluate unproved gas producing properties at least

annually to determine if they are impaired under SFAS No 19

Financial Accounting and Reporting by Oil and Gas Producing

Properties Impairment for unproved property occurs if there are

no firm plans to continue drilling lease expiration is at risk or

historical experience necessitates valuation allowance

We use our best estimates in making these evaluations and

consider various factors including forward price curves for

energy
fuel costs legislative initiatives and operating costs

However actual future market prices and project costs could

vary from those used in our impairment evaluations and the

impact of such variations could be material

Debt and Equity Securities

We evaluate our investments in debt and equity securities for

impairment under FASB Staff Position FSP SFAS 115-1 and

SFAS No 124-1 FSP SFAS No 115-1 and 124-1 The

Meaning of Other- Than- Temporary Impairment and Its Application

to Certain Investments FSP SFAS 115-1 and 124-1 require us to

determine whether decline in fair value of an investment below

book value is other than temporary If we determine that the

decline in fair value is other than
temporary we write-down the

cost basis of the investment to fair value as new cost basis

Securities held in our nuclear
decommissioning trust funds for

which the market value is below book value must be written

down to fair value because such declines in fair value are

considered other than temporary

Goodwill and Intangible Assets

Goodwill is the excess of the purchase price of an acquired

business over the fair value of the net assets acquired We
account for goodwill and other intangibles under the provisions

of SFAS No 142 Goodwill and Other Intangible Assets We do

not amortize goodwill SFAS No 142 requires us to evaluate

goodwill for impairment at least annually or more frequently if

events and circumstances indicate the business might be

impaired Goodwill is impaired if the carrying value of the

business exceeds fair value Annually we estimate the fair value

of the businesses we have acquired using techniques similar to

those used to estimate future cash flows for long-lived assets as

previously discussed If the estimated fair value of the business is

less than its
carrying value an impairment loss is required to be

recognized to the extent that the carrying value of goodwill is

greater than its fair value SFAS No 142 also requires the

amortization of intangible assets with finite lives We discuss the

changes in our goodwill and intangible assets in more detail in

Note

Property Plant and Equipment Depreciation Depletion

Amortization and Accretion of Asset Retirement

Obligations

We report our property plant and equipment at its original cost

unless impaired under the provisions of SFAS No 144

Original cost includes

material and labor

contractor costs and

construction overhead costs financing costs and costs

for asset retirement obligations where applicable

We own an undivided interest in the Keystone and

Conemaugh electric generating plants in Western Pennsylvania

as well as in the transmission line that
transports the plants

output to the joint owners service territories Our ownership

interests in these plants are 20.99% in Keystone and 10.56% in

Conemaugh These ownership interests represented net

investment of $285.1 million at December 31 2008 and

$208.6 million at December 31 2007 Each owner is

responsible for financing its proportionate share of the plants

working funds Working funds are used for operating expenses

and capital expenditures Operating expenses related to these

plants are included in Operating expenses in our Consolidated

Statements of Income Loss Capital costs related to these plants

are included in Nonregulared property plant and equipment
in our Consolidated Balance Sheets

The Nonregulated property plant and equipment in our

Consolidated Balance Sheets includes nonregulated generation

construction work in
progress of $1230.8 million at

December 31 2008 and $329.6 million at December 31 2007

When we retire or dispose of
property plant and

equipment we remove the assets cost from our Consolidated

Balance Sheets We charge this cost to accumulated depreciation

for assets that were depreciated under the group straight-line

method This includes regulated property plant and equipment

and nonregulated generating assets For all other assets we

remove the accumulated depreciation and amortization amounts

from our Consolidated Balance Sheets and record any gain or

loss in our Consolidated Statements of Income Loss
The costs of maintenance and certain replacements are

charged to Operating expenses in our Consolidated Statements

of Income Loss as incurred

Our oil and
gas exploration and production activities

consist of working interests in gas producing fields We account

for these activities under the successful efforts method of

accounting Acquisition development and exploration costs are

capitalized as permitted by SFAS No 19 Costs of drilling

exploratory wells are
initially capitalized and later charged to
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expense if reserves are not discovered or deemed not to be

commercially viable Other exploratory costs are charged to

expense
when incurred

There were no capitalized exploratory well costs at

December 31 2008 and $16.8 million at December 31 2007

which do not include amounts that were capitalized and

subsequently expensed within the same period There were no

material well costs capitalized at December 31 2007 and 2006

that were reclassified in 2008 and 2007 respectively to wells

facilities and equipment based on the determination of proved

reserves

There were $9.7 million of capitalized exploratory well

costs charged to expense
in 2008 with no material charges in

2007 and 2006 Additionally there were $13.3 million of

capitalized exploratory well costs sold during 2008 in

conjunction with the sales of oil and natural gas properties in

North Louisiana South Texas and Arkansas There were no

remaining capitalized exploratory well costs pending the

determination of proved reserves at December 31 2008

However there were $12.9 million of such costs at

December 31 2007

Depreciation and Depletion Expense

We compute depreciation for our generating electric

transmission and distribution and gas distribution facilities We

compute depletion for our exploitation and production activities

Depreciation and depletion are determined using the following

methods

the
group straight-line method approved by the

Maryland PSC applied to the average investment

adjusted for anticipated costs of removal less salvage in

classes of depreciable property
based on an average rate

of approximately 3.2% per year
for our regulated

business

the
group straight-line method using rates averaging

approximately 2.5% per year
for our generating assets

or

the units-of-production method over the remaining life

of the estimated proved reserves at the field level for

acquisition costs and over the remaining life of proved

developed reserves at the field level for development

costs The estimates for gas reserves are based on

internal calculations

Other assets are depreciated primarily using the straight-line

method and the following estimated useful lives

Asset Estimated Useful Lives

increase amortization expense
in our Consolidated Statements of

Income Loss We discuss the types
of assets that we amortize

and the periods over which we amortize them in more detail in

Note

Accretion Expense

SFAS No 143 Accounting for Asset Retirement Obligations

provides the accounting requirements for recognizing an

estimated
liability

for
legal obligations associated with the

retirement of tangible long-lived assets FIN 47 Accounting for

Conditional Asset Retirement Obligationsan Interpretation of

FASB Statement No 143 clarifies that asset retirement

obligations that are conditional upon
future event are subject

to the provisions of SFAS No 143 Our conditional asset

retirement obligations relate primarily to asbestos removal at

certain of our generating facilities

At December 31 2008 $964.4 million of our total asset

retirement obligation of $987.3 million was associated with the

decommissioning of our nuclear
power plantsCalvert Cliffs

Nuclear Power Plant Calvert Cliffs Nine Mile Point Nuclear

Station Nine Mile Point and Ginna Nuclear Power Plant

Ginna The remainder of our asset retirement obligations is

associated with our other generating facilities and certain other

long-lived assets

From time to time we will perform studies to update our

asset retirement obligations We record liability
when we are

able to reasonably estimate the fair value 0f any future legal

obligations associated with retirement that have been incurred

and capitalize corresponding amount as part
of the book value

of the related long-lived assets

The increase in the capitalized cost is included in

determining depreciation expense over the estimated useful lives

of these assets Since the fair value of the asset retirement

obligations is determined using present
value approach

accretion of the
liability

due to the passage of time is recognized

each period to Accretion of asset retirement obligations in our

Consolidated Statements of Income Loss until the settlement

of the liability We record gain or loss when the liability is

settled after retirement for any difference between the accrued

liability
and actual costs The change in our Asset retirement

obligations liability during 2008 was as follows

In millions

Liability at January 2008 $917.6

Liabilities incurred 1.7

Liabilities settled 0.7

Accretion expense
68.4

Revisions to cash flows 2.9

Other 2.6

Liability at December 31 2008 $987.3

Amortization Expense

Amortization is an accounting process of reducing an asset

amount in our Consolidated Balance Sheets over period of

time that approximates the useful life of the related item When

we reduce amounts in our Consolidated Balance Sheets we

Nuclear Decommissioning

We are obligated to decommission our Calvert Cliffs Nine Mile

Point and Ginna nuclear
power plants after these plants cease

operation in accordance with Nuclear Regulatory Commission

NRC regulations and relevant state requirements

Building and improvements

Office equipment and furniture

Transportation equipment

Computer software

50 years

20 years

15 years

10 years
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In March 2008 Constellation Energy BGE and

Constellation Energy affiliate entered into settlement

agreement with the State of Maryland the Maryland PSC and

certain State of Maryland officials which became effective on

June 2008 Pursuant to the terms of the settlement

agreement BGE customers will be relieved of the potential

future
liability

for decommissioning Constellation Energys

Calvert Cliffs Unit and Unit scheduled to occur no earlier

than 2034 and 2036 respectively BGE will continue to collect

the $18.7 million annual nuclear decommissioning charge from

all electric customers through 2016 and continue to rebate this

amount to residential electric customers as previously required

by Senate Bill which had been enacted in June 2006 We

discuss the Maryland settlement agreement in more detail in

Note

The following is summary of our asset retirement

obligations associated with the decommissioning of these plants

At December 31 2008 2007

in millions

Calvcrt Cliffs $333.4 $309.5

Nine Mile Point 368.4 341.9

Ginna 262.6 245.9

Total $964.4 $897.3

In accordance with NRC regulations we maintain external

decommissioning trusts to fund the costs expected to be

incurred to decommission our nuclear plants Our nuclear

decommissioning trust funds and the investment earnings

thereon are restricted to meeting the costs of decommissioning

the plants in accordance with NRC regulations and relevant state

requirements We develop our decommissioning trust fund

strategy based on estimates of the costs to perform the

decommissioning and the timing of incurring those costs When

developing our estimates of future fund earnings we consider

our asset allocation investment strategy rates of return earned

historically and current market conditions Investments by

nuclear decommissioning trust funds are guided by the prudent

man investment principle The funds are prohibited from

investing directly in Constellation Energy or its affiliates and any

other entity owning nuclear power plant

The assets in the trusts are reported in Nuclear

decommissioning trust funds in our Consolidated Balance

Sheets We classif the investments in the nuclear

decommissioning trust funds as available-for-sale securities and

we report these investments at fair value in our Consolidated

Balance Sheets as previously discussed in this Note

The external trust fund balances were as follows

At December31 2008 2007

in millions

Calvert Cliffs 346.9 457.4

Nine Mile Point 460.3 610.2

Ginna 199.1 263.2

Total $1006.3 $1330.8

The $324.5 million decrease in the value of the external

trust fund balances is comprised of impairment charges of

$165.0 million recorded in Other Expense Income
unrealized losses of $207.0 million recorded in Accumulated

other comprehensive loss partially offset by contributions of

$18.7 million and income of $28.8 million

Our contributions to the nuclear decommissioning trust

funds for Calvert Cliffs were $18.7 million for 2008

$8.8 million for 2007 and $8.8 million for 2006 No

contributions were made to the trust funds for Nine Mile Point

and Ginna during the
years ended December 31 2008 2007

and 2006

Nuclear Fuel

We amortize the cost of nuclear fuel including the quarterly fees

we pay to the Department of Energy DOE for the future

disposal of spent nuclear fuel based on the
energy produced

over the life of the fuel These fees are based on the kilowatt-

hours of
electricity

sold We
report the amortization expense for

nuclear fuel in Fuel and purchased energy expenses in our

Consolidated Statements of Income Loss

Capitalized Interest and Allowance for Funds Used

During Construction

Capitalized Interest

Our nonregulated businesses capitalize interest costs under SFAS

No 34 Capitalizing Interest Costs for costs incurred to finance

our power plant construction projects real estate developed for

internal use and other capital projects

Allowance for Fundc Used During Construction AFC
BGE finances its construction projects with borrowed funds and

equity funds BGE is allowed by the Maryland PSC and the

FERC to record the costs of these funds as part of the cost of

construction projects in its Consolidated Balance Sheets BGE
does this through the AFC which it calculates using rates

authorized by the Maryland PSC and the FERC BGE bills its

customers for the AFC plus return after the utility property is

placed in service

The AFC rates are 9.4% for electric distribution plant

8.8% for electric rransmission plant 8.5% for gas plant and

9.1% for common plant BGE compounds AFC annually

Long-Term Debt and Credit Facilities

We defer all costs related to the issuance of long-term debt and

credit facilities These costs include underwriters commissions

discounts or premiums other costs such as external legal
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accounting and regulatory fees and printing costs We amortize

these costs into interest expense over the life of the debt or

credit
facility

When BGE incurs gains or losses on debt that it retires

prior to maturity it amortizes those gains or losses over the

remaining original life of the debt in accordance with regulatory

requirements

Accounting Standards Issued

SFAS No 141 Revised

In December 2007 the FASB issued SFAS No 141 Revised

SFAS No 141R Business Combinations SFAS No 141R

revises SFAS 141 Business combinations SEAS No 141R

requires the purchaser of business to determine the fair value

of the consideration exchanged as of the acquisition date

i.e the date the acquirer obtains control Previously an

acquisition was valued as of the date the parties agree upon the

terms of the transaction SFAS No 141R also modifies among

other things the accounting for direct costs associated with an

acquisition contingencies acquired and contingent

consideration We will apply SFAS No 141R for all future

business combinations that close after January 2009

SFASNo 160

In December 2007 the FASB issued SFAS No 160

Noncontrolling Interests in Consolidated Financial Statements an

amendment of ARB No 51 SFAS No 160 provides that

noncontrolling interest in subsidiary is an ownership interest in

the consolidated entity that should be reported as equity in the

consolidated financial statements SFAS No 160 requires that

companies

present noncontrolling interests in the consolidated

balance sheet as separate line item within equity

separately present on the face of the income statement

the amount of consolidated net income attributable to

the parent and to the noncontrolling interest

account for changes in ownership interests that do not

result in change in control as equity transactions and

upon
deconsolidation of subsidiary due to change in

control measure any
retained interest at fair value and

record gain or loss for both the portion sold and the

portion retained

SEAS No 160 must be applied prospectively as of

January 2009 except that existing noncontrolling interests

must be reclassified retrospectively for all periods presented

The adoption of SEAS No 160 will affect how we present

and disclose noncontrolling interests in our financial statements

and how we account for future changes in ownership interests in

subsidiaries Specifically we will

reclassify approximately $20 million of noncontrolling

interests to separate line within common shareholders

equity and

record the income attributable to our noncontrolling

interests in separate
line on the Consolidated

Statement 0f Income Loss after net income in order to

arrive at net income available to common stock

Upon closing of our Investment Agreement with EDF

under SFAS No 160 we anticipate that we will deconsolidate

our subsidiary that owns our nuclear generation and operation

business record our ownership interest in this entity at fair

value and recognize material gain on both the portion of the

subsidiary sold to EDF and our retained interest

SFASNo 161

In March 2008 the FASB issued SFAS No 161 Disclosures

About Derivative Instruments and Hedging Activities SFAS

No 161 is effective beginning January 2009 and requires

entities to provide expanded disclosure about derivative

instruments and hedging activities regarding the ways in

which an entity uses derivatives the accounting for

derivatives and hedging activities and the impact that

derivatives have or could have on an entitys financial position

financial performance and cash flows SFAS No 161 requires

expanded disclosures but does not change the accounting for

derivatives We do not expect the adoption of this standard to

have material impact on our or BGEs financial results

because it only provides for additional disclosure

FSP SFAS No 132R-1

In December 2008 the FASB issued Staff Position FSP
No 32R- Employers Disclosures about Postretirement Benefit

Plan Assets which amends SFAS No 32R Employers Disclosures

about Pensions and Other Postretirement Benefits The FSP

expands the disclosures set forth in SEAS No 132R by adding

required disclosures about how investment allocation

decisions are made by nsanagement major categories of plan

assets and significant concentrations of risk In addition the

FSP requires disclosure of information about the valuation of

plan assets similar to that required under SFAS No 157 Fair

Value Measurements Those disclosures include the level

within the fair value hierarchy in which the fair value

measurements of plan assets fall information about the

inputs and valuation techniques used to measure the fair value

of plan assets and reconciliation of the beginning and

ending balances of plan assets valued using significant

unobservable inputs The disclosures about plan assets required

by the FSP must be provided for
years ending after

December 15 2009 We are currently evaluating the impact of

this FSI but because it only provides for additional disclosure

we do not expect the adoption of this standard to have

material impact on our or BGEs financial results

Accounting Standards Adopted

FSP FIN 39-1

In April 2007 the FASB issued FSP FIN 39-1 Amendment of

FASB Interpretation No 39 As amended FIN 39 Offietting of

Amounts Related to Certain Contracts requires an entity to report

all derivatives recorded at fair value net oi
any

associated fair

value cash collateral with the same counterparty
under master

netting arrangement Therefore effective January 2008 we

reported all derivatives recorded at fair value net of the

associated fair value cash collateral We applied the provisions of

FSP FIN 39-1 by adjusting all financial statement periods
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presented which reduced total assets at December 31 2007 by

$203.4 million We
present the fair value cash collateral that has

been offset against our net derivative positions as part of our

adoption of SFAS No 157 in Note 13

SFAS No 157

Effective January 2008 we adopted SFAS No 157 Fair Value

Measurements which defines fair value establishes framework

for measuring fair value and requires certain disclosures about

fair value measurements

SFAS No 157 does not require any new fair value

measurements but instead applies when other accounting

pronouncements require or permit fair value measurements

SFAS No 157 defines fair value as the price that we would

receive to sell an asset or pay to transfer liability in an orderly

transaction between market participants at the measurement date

exit price Unless otherwise noted when we use the term fair

value throughout the footnotes related to 2008 we are referring

to fair value as defined by SFAS No 157

We applied the provisions of SFAS No 157 prospectively as

of January 2008 We will apply the provisions of SFAS

No 157 for nonfinancial assets and liabilities effective January

2009 Prior to the adoption of SFAS No 157 we determined

fair value for derivative liabilities for which prices are not

available from external sources by discounting the expected cash

flows from the contracts using risk-free discount rate We did

not reflect our own credit risk in determining fair value for these

liabilities SFAS No 157 requires us to record all liabilities

measured at fair value by including the effect of our own credit

risk Accordingly we applied credit-spread adjustment in order

to reflect our own credit risk in determining fair value for these

liabilities which reduced the recorded amount of these liabilities

as of the date of adoption As result during the first quarter of

2008 we recorded
pre-tax reduction in Accumulated other

comprehensive loss totaling $10 million for the portion related

to cash-flow hedges and pre-tax gain in earnings totaling

$3 million for the remainder of our derivative liabilities All

other impacts of adoption were immaterial

We discuss SFAS No 157 in more detail including the

required disclosures in Note 13

FSP SFAS No 157-3

In October 2008 the FASB issued FSP SFAS No 157-3

Determining the Fair Value of Financial Asset When the Market

for That Asset is Not Active This FSP does not change the

guidance contained in SFAS No 157 rather it clarifies the

application of SFAS No 157 in market that is not active This

FSP was effective for the period ended September 30 2008 and

the adoption of this FSP did not have an effect on our financial

results

FSP SEAS No 140-4 and FIN 46R-8

In December 2008 the FASB issued FSP SFAS No 140-4 and

FIN 46R-8 Disclosures About
Transjii-s of Financial Assets and

Interests in Variable Interest Entities which requires public entities

to make additional disclosures about transfers of financial assets

and involvement with variable interest entities This FSP does

not change the accounting for transfers of financial assets or

variable interest entities rather it only requires additional

disclosures related to such items We reflected the provisions of

the FSP in Note
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Other Events

Merger termination and strategic

alternatives costs

Impairment losses and other costs

Workforce reduction costs

Emissions allowances write-down

Net gain on sales of upstream gas

assets

Gain on sale of dry bulk vessel

Maryland settlement credit after-tax

amount reflects the effective tax rate

impact on BGE

Impairment of nuclear

decommissioning trust assets 165.0 82.0

Total other items $2314.7 $1874.8

Merger Termination and Strategic Alternatives Costs

We incurred costs during 2008 related to the terminated merger

agreement
with MidAmerican the conversion of Series

Preferred Stock the execution of the Investment Agreement and

related agreements with EDF and our pursuit of other strategic

alternatives These costs totaled $1204.4 million pre-tax
We did

not record tax benefit for
any

of these costs in our

Consolidated Statement of Income Loss in 2008

significant portion of these costs was incurred pursuant

to the termination of the merger agreement
with MidAmerican

and the conversion of the Series Preferred Stock Specifically

Constellation Energy incurred the following charges

$175 million merger termination fee

approximately $945 million for settling the conversion

of the Series Preferred Stock which included cash

payment of $418 million and issuance of approximately

19.9 million shares of our common stock

approximately $15 million for the remaining

unamortized portion of the premium paid as part of

executing an agreement with MidAmerican in November

2008 that provided us the option to sell certain

generating plants to MidAmerican for aggregate proceeds

of $350 million This
agreement was terminated as part

of the termination of our merger agreement
with

MidAmerican and

approximately $70 million in other costs associated with

the MidAmerican transaction and other strategic

alternatives explored consisting primarily of external

legal accounting and consulting fees

The above amounts do not include $150 million of cash

received from EDF in conjunction with the Investment

Agreement entered into on December 17 2008 We will record

this $150 million as additional purchase price for EDFs

purchase of 49.99% membership interest in our nuclear

we announced strategic initiative to sell our upstream

gas assets subject to market conditions

there was significant decline in the availability of

credit in the markets

there was significant decline in the overall stock

market and in particular our stock price

we signed definitive merger agreement with

MidAmerican which was subsequently terminated and

commodity prices declined substantially

As result of these evaluations we recorded impairments of

our upstream gas properties goodwill and certain investments in

debt and equity securities Additionally in the fourth quarter of

2008 there were continued declines in commodity prices and

the overall stock market This led to further impairment of our

upstream gas properties and certain investments in debt and

equity securities We describe the impairment evaluations we

performed in the following sections

Long-Lived Assets

We evaluate potential impairment of long-lived assets classified

as held for use under SFAS No 144 Accounting for the

Impairment or Disposal of Long-Lived Assets which provides that

an impairment loss shall be recognized if the carrying amount of

2008 Events generation and operation business This amount has been

Pre-Tax After-Tax deferred on our Consolidated Balance Sheets pending closing of

the sale

In millions BGE recorded $16 million as its allocable portion of these

$1 2044 $1 204
costs through November 30 2008 when the merger with

7418 4707
MidAmerican was still pending However in light of the EDF

22 13
transaction involving an investment in our nonregulated nuclear

467 28
generation and operation business rather than merger

with

Constellation Energy BGE has not been allocated any further

25 16
costs effective in December 2008 and all of the previously

290 189
allocated costs recorded by BGE have been allocated to the

merchant
energy segment

189.1 110.5
Impairment

Losses and Other Costs

Impairment Evaluations

We discuss our evaluation of assets for impairment and other

than temporary declines in value in Note We perform

impairment evaluations for our long-lived assets equity method

investments and goodwill when triggering events occur that

would indicate that the potential for an impairment exists We

perform an impairment evaluation for our nuclear

decommissioning trust fund assets quarterly

In addition Statement of Financial Accounting Standards

SFAS No 142 Goodwill and Other Intangible Assets requires

that goodwill be evaluated for impairment on an annual basis

regardless of whether any triggering events have occurred Our

accounting policy is to perform an annual goodwill impairment

review in the third quarter 0f each year

During the third
quarter

of 2008 the following triggering

events resulted in the need for us to perform impairment

analyses
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such assets is not recoverable The carrying amount of an asset

held for use is not recoverable if it exceeds the total

undiscounted future cash flows expected to result from the use

and eventual disposition of the asset

This evaluation requires us to estimate uncertain future

cash flows in order to estimate future cash flows we consider

historical cash flows and changes in the market environment and

other factors that may affect future cash flows The assumptions

we use are consistent with forecasts that we make for other

purposes for example in preparing our other earnings forecasts

or have been adjusted to reflect relevant subsequent changes If

we are considering akernative courses of action such as the

potential sale of an asset we probability-weight the alternative

courses of action to estimate the expected cash flows

We use our best estimates in making these evaluations and

consider various factors including forward price curves for

energy fuel costs and operating costs However actual future

market prices and project costs could
vary

from the assumptions

used in our estimates and the impact of such variations could

be material

Upstream Gas Properties

During 2008 we performed impairment analyses for our

upstream gas properties as result of the following triggering

events

we announced our intent to sell our upstream gas assets

and

there were significant decreases in natural
gas prices and

oil prices in both the third and fourth quarters of 2008

We evaluate proved properties under SFAS No 144 We

evaluate unproved property
under SFAS No 19 Financial

Accounting and Reporting by Oil and Gas Producing Properties

Unproved property is impaired if there are no firm plans to

continue drilling lease expiration is at risk or historical

experience necessitates valuation allowance To the extent that

unproved property is part of an asset that contains proved

property the accounting guidance under SFAS No 144 applies

for evaluating impairment

We have begun the
process necessary to sell our upstream

gas properties and while we sold some of these properties in

the fourth quarter of 2008 we have not yet obtained the formal

approval of our Board of Directors for the sale of our other

remaining properties This approval is required to commit to

plan for sale As result we continue to classify
these properties

as held for use as of December 31 2008 Accordingly our

impairment evaluation consisted of estimating expected

undiscounted cash flows under various scenarios as discussed

below and comparing those amounts to the carrying value

We evaluated our upstream gas portfolio for impairment at

the individual property level which is the lowest level of

identifiable cash flows since each
property has separate financial

statements identifying and
capturing the related cash flows We

evaluated combination of cash flows from operations scenarios

for the remaining period for which we expect to hold these

properties as well as estimates of proceeds from each propertys

ultimate disposal The primary inputs to our estimates of cash

flows from operations were reserve estimates and natural gas and

oil prices based upon forward curves and modeled data for

unobservable periods The primary inputs to our estimate of

proceeds from disposal were combination of external market

bids internal models and reserve reports and information from

external advisors assisting in the sale of these assets We

maximized the use of market information to the extent it was

available We evaluated several possible courses of action and

timing and we probability-weighted the cash flows associated

with each of these scenarios based upon our best estimates of the

expected outcome and timing in order to arrive at each

propertys expected future cash flows

Our evaluation indicated that estimated cash flows were less

than the carrying value of three of our seven upstream gas

properties at September 30 2008 At December 31 2008 our

evaluation indicated that estimated cash flows were iess than the

carrying value for two additional properties and for one property

in which that propertys estimated cash flows were less than its

post-impairment carrying value at September 30 2008 as well

The primary factors leading to the declines in expected cash

flows were the decrease in market prices for natural gas and oil

during the third and fourth quarters of 2008 combined with our

expectation that we would sell these properties rather than hold

them for their full useful lives

As result we recorded the following pre-tax impairment

charges

Interest in proved and unproved

natural gas and crude oil

reserves in south Texas

Interest in proved natural gas

reserves in the Rocky

Mountains

Interest in proved and unproved

natural
gas reserves in the

Offshore-Gulf of Mexico

Interest in proved and unproved

crude oil and natural
gas

reserves in eastern Oklahoma

Interest in proved and unproved

natural
gas reserves in central

Oklahoma

Total impairment charges $142.9 $187.0

We recorded these impairment charges in the Impairment

losses and other costs line in our Consolidated Statements of

Income Loss and they are reported in our merchant
energy

business results

Generating Plants

We evaluated the impact of the events that occurred in 2008 on

the recoverability of our generating plants Based upon our

consideration of these events and the status of the generating

plants activities we determined that our generating plants are

At At

September 30 December 31
Asset Groups 2008 2008

In millions

$62.6

73.2

7.1 3.8

30.0

153.2
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not impaired as of September 30 2008 and December 31

2008

Debt and Equity Securities and Investments

We evaluated certain of our investments in debt and equity

securities both equity-method and cost-method investments in

light
of recent declines in market prices during the third and

fourth quarters of 2008 The investments we evaluated include

our investment in CE1 other marketable securities our nuclear

decommissioning trust fund assets and our investment in

UniStar Nuclear Energy UNE We record an impairment if an

investment has experienced decline in fair value to level less

than our carrying value and the decline is other than

temporary We do not record an impairment if the decline in

value is temporary and we have the ability and intent to hold

the investment until its value recovers

In making this determination we evaluate the reasons for

an investments decline in value the extent and length of that

decline and factors that indicate whether and when the value

will recover For securities held in our nuclear decommissioning

trust fund for which the market value is below book value the

decline in fair value for these securities is considered other than

temporary and we write them down to fair value

The fair value of our investment in CEP fell below carrying

value at the end of August and continued to decline through

the end of 2008 As of September 30 2008 the fair value of

our investment in CEP based
upon

its closing unit price was

$73 million which was lower than its carrying value of

$128 million As of December 31 2008 the fair value of our

investment in CEP based upon its closing unit price was

$17 million which was lower than its carrying value at

December 31 2008 of $87 million

While CEPs estimate of net asset value exceeded our

carrying value the decline in fair value of our investment in

CEP reflects number of other factors including

turmoil and tightening in the financial and credit

markets in the United States

substantial decreases in the market price of natural gas

and oil

the effect of these factors on market perceptions of gas

exploration and production master limited partnerships

and

factors related to Constellation Energys financial

condition and possible sale 0f its investment in CER

As result of evaluating these factors at both

September 30 2008 and December 31 2008 we determined

that the declines in the value of our investment at both dates

were other than
temporary Therefore we recorded

$54.7 million pre-tax impairment charge at September 30 2008

and an additional $69.7 million
pre-tax impairment charge at

December 31 2008 to write-down our investment to fair value

We recorded these charges in Impairment losses and other

costs in our Consolidated Statements of Income Loss To the

extent that the market price of our investment declines further

in future quarters we may record additional write-downs if we

determine that those additional declines are other than

temporary

As result of significant declines in the stock market

during 2008 the fair values of certain of our marketable

securities and many of the securities held in our nuclear

decommissioning trust fund declined below book value As

result we recorded impairment charges of $31.0 million and

$122.0 million pre-tax at September 30 2008 and

December 31 2008 respectively for our nuclear

decommissioning trust fund investments in the Other expense

income line in our Consolidated Statements of Income Loss

We had previously recorded impairment charges for our nuclear

decommissioning trust fund at both March 31 2008 and

June 30 2008 totaling $12.0 million pre-tax We also recorded

an impairment charge of $7.0 million pre-tax for certain of our

other marketable securities in the fourth quarter of 2008 In

addition we recorded other changes in the fair value of our

nuclear decommissioning trust fund assets that are not impaired

in other comprehensive income We discuss the assets within our

nuclear decommissioning trust funds in more detail in Note

We also evaluated the impact of the events that occurred in

2008 on the recoverability of our investment in UNE Based

upon our consideration of these events and the status of UNEs

activities we determined that our investment in UNE is not

impaired as of December 31 2008

The estimates we utilize in evaluating impairment of our

debt and equity securities require judgment and the evaluation

of economic and other factors that are subject to variation and

the impact of such variations could be material

Goodwill

Goodwill is the excess of the purchase price of an acquired

business over the fair value of the net assets acquired We

account for goodwill and other intangibles under the provisions

of SFAS No 142 which requires us to evaluate goodwill for

impairment at least annually or more frequently if events and

circumstances indicate the business might be impaired Goodwill

is impaired if the carrying value of the business exceeds fair

value Annually in the third quarter of each year we evaluate

goodwill for impairment

The primary judgment affecting our impairment evaluation

is the requirement to estimate fair value of the reporting units to

which the goodwill relates We evaluate impairment at the

reportable segment level which is the lowest level in the

organization that constitutes business for which discreet

financial information is available

Prior to September 30 2008 substantially all of our

goodwill related to our merchant energy segment The lack of

observable market prices for the merchant energy segment

required us to estimate fair value which we determined on

preliminary basis using the income valuation approach by

computing discounted cash flows consistent with prior

evaluations Although our estimate of discounted cash flows

exceeded the carrying value of the merchant energy segment

because our common stock continued to trade at price less

than carrying value for the entire company throughout the last

half of September and all of October we also estimated fair

value for the merchant energy segment using current market

price information
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The primary inputs and assumptions to our estimate of fair

value based
upon

market information were as follows

the fair value of Constellation Energy based upon recent

market prices of our common stock

the estimated fair value of BGE and

the estimated value of the
agreements executed with

MidAmerican

Using this information we deducted the estimated fair

value of non-merchant
energy segment businesses from the fair

value of Constellation Energy as whole in order to estimate the

fair value of the merchant energy segment as of September 2008

Based upon this estimate the fair value of the merchant
energy

segment was substantially less than its carrying value The

primary difference between this estimate and our modeled

estimates using the discounted cash flow income approach is that

the market price approach incorporated the markets valuation

discount associated with our merchant energy segment due to its

significant liquidity and collateral requirements We believe that

this was more appropriate method for estimating fair value

than the modeled valuation techniques because it incorporated

observable market information to greater extent which reflects

current market conditions and because it required fewer and less

subjective judgments and estimates than our modeled estimates

As final consideration during our September 2008

impairment evaluation we also evaluated the circumstances

surrounding MidAmericans purchase of Constellation Energy

and whether the current market price of our common stock

should be considered to represent fair value for accounting

purposes Xhile the transaction price for the purchase of

Constellation Energy resulted from negotiations that occurred

over an abbreviated period of time during which the Company

was experiencing financial difficulty ongoing trading of the stock

at levels approximating the transaction price represented the

markets present assessment of fair value in liquid active

market This is consistent with guidance issued by the Securities

Exchange Commission Office of the Chief Accountant and

FASB Staff on the determination of fair value in distressed

markets

Based on our evaluation of these alternative measures of fair

value we determined that the fair value of the merchant energy

business
segment was less than its carrying value Therefore in

order to measure the potential impairment of goodwill we

estimated the fair value of the merchant
energy segments assets

and liabilities We determined that the fair value of its assets net

of liabilities substantially exceeded the segments total fair value

indicating that the merchant
energy segments goodwill was

impaired as of September 30 2008 Accordingly we recorded

pre-tax charge of $266.5 million to write-off the entire balance

of our merchant energy segment goodwill substantially all of

which was recorded in the third
quarter of 2008 This charge is

recorded in Impairment losses and other costs in our

Consolidated Statements of Income Loss

Other Costs

In September 2008 we entered into non-binding agreement to

settle class action complaint that alleged subsidiarys ash

placement operations at third
party

site damaged surrounding

properties In December 2008 the settlement was approved by

the court As result of this
agreement we recorded

$14.0 million pre-tax charge net of an expected insurance

recovery

Workforce Reduction Costs

We incurred costs related to workforce reduction efforts initiated

at our nuclear generating facilities in 2006 and 2007 We

substantially completed both of these workforce reduction efforts

during 2008

In September 2008 our merchant energy business approved

restructuring of the workforce at our Customer Supply

operations We recognized $2.5 million pre-tax charge during

2008 related to the elimination of approximately 100 positions

associated with this restructuring The restructuring is expected

to be completed within the next 12 months

During the fourth quarter of 2008 we approved

restructuring of the workforce across all of our operations We

recognized $19.7 million pre-tax charge in 2008 related to the

elimination of approximately 380 positions The restructuring is

expected to be completed within the next twelve months We

expect to incur additional workforce reduction costs in 2009

Emissions Allowances

The Clean Air Interstate Rule CAIR required states in the

eastern United States to reduce emissions of sulfur dioxide SO2
and established cap-and-trade program for annual nitrogen

oxide NO emission allowances On July 11 2008 the United

States Court of Appeals for the D.C Circuit the Court
issued an opinion vacating CAIR subject to petitions for

rehearing The Environmental Protection Agency EPA filed

petition for rehearing On December 23 2008 the Court

reversed its earlier decision to revoke CAIR and will allow CAIR

to remain in effect until it is replaced by revised rule issued by

the EPA that would preserve the environmental rules established

by CAIR The Court did not propose deadline by which the

EPA must correct the flaws identified with CAIR but it did state

that it will
accept petitions if the EPA does not remedy the

problems previously identified in its July 11 2008 opinion

As result of the Courts December 2008 decision the

annual NO program
will become effective in 2009 as originally

established by CAIR In addition since the December 2008

decision market prices for 2009 NO allowances have increased

significantly with lesser increases shown in allowances for

subsequent years There was also an increase in trading volumes

for annual NO For the SO2 program the EPA will be required

to issue new rule that would replace the allowances issued

under Title IV of the Clean Air Act with new reduced pool of

allowances which would meet or exceed
existing CAIR targets

Market prices for SO2 allowances have also risen since the

Courts decision

We account for our emission allowance inventory at the

lower of cost or market which includes consideration of our

expected requirements related to the future generation of

electricity The
weighted-average cost of our 2008 SO2 allowance

inventory in excess of amounts needed to satisfy
these

requirements was greater than market value at June 30 2008
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and market prices decreased further for both SO2 and annual

NO emission allowances through September 30 2008 After

giving consideration to the Courts July 11 2008 decision and

the subsequent decline in the market price of these allowances

we recorded write-down of our SO2 allowance inventory

totaling $22.1 million pre-tax to reflect the June 30 2008

market prices At September 30 2008 we recorded an

additional write-down of our SO2 emission allowance inventory

and recorded write-down of our annual NO allowance

inventory totaling $58.9 million to reflect the September 30

2008 prices These write-downs were recorded in the

Nonregulated revenues line in our Consolidated Statements of

Income Loss The third quarter 2008 write-down was partially

offset by mark-to-market gains totaling $22.2 million pre-tax on

derivative contracts for the forward sale of emission allowances

This gain reflects the impact of lower market prices on the value

of those derivative contracts

Due to the recent increases in SO2 and NO emission

allowance prices stemming from the December 23 2008 Court

ruling we evaluated the value of our emissions allowances and

determined that in accordance with Accounting Principles Board

Opinion No 28 Interim Financial Information partial reversal

of prior interim period write-downs was appropriate At

December 31 2008 we reversed $11.4 million of the second

and third quarter of 2008 write-downs The prices at

December 31 2008 create new cost basis for SO2 and annual

NO emission allowances and cannot be further written-up in

future periods Our mark-to-market gains on derivative contracts

for the forward sale of emission allowances were $0.7 million for

the quarter ended December 31 2008 At this time we cannot

predict the outcome of any further judicial regulatory or

legislative developments or their impact on the emission

allowance markets

Net Gain on Sale of Upstream Gas Assets

On March 31 2008 we sold our working interest in oil and

natural gas producing properties in Oklahoma to CER related

party
and recognized gain of $14.3 million net of the

minority interest gain of $0.7 million We discuss this

transaction in more detail in Note 16

In addition on June 30 2008 our merchant energy

business sold portion of its working interests in proved natural

gas reserves and unproved properties in Arkansas to an unrelated

party for total proceeds of $145.4 million which is subject to

certain purchase price adjustments Our merchant energy

business recognized $77.7 million
pre-tax gain on this sale

In December 2008 our merchant energy
business sold

working interests in proved natural gas reserves in Wyoming

and our equity investment in certain entities that own interests

in proved natural gas reserves and unproved properties in Texas

and Montana to unrelated parties for total proceeds of

$55.7 million subject to certain purchase price adjustments

Our merchant energy
business recognized $67.2 million

pre-tax loss on these sales

The net gain is included in Net Gains on Sales of

Upstream Gas Assets line in our Consolidated Statements of

Income Loss

Gain on Sale of Dry Bulk Vessel

On July 10 2008 shipping joint venture in which our

merchant energy business has 50% ownership interest sold

one of the six dry bulk vessels it owns Our merchant
energy

business recognized $29.0 million pre-tax gain on this sale

The gain is included in Nonregulated revenues line in

Consolidated Statements of Income Loss

Maryland Settlement AgreementCustomer Rate Credit

In March 2008 Constellation Energy BGE and Constellation

Energy affiliate entered into settlement agreement with the

State of Maryland the Maryland PSC and certain State of

Maryland officials to resolve pending litigation and to settle

other prior legal regulatory and legislative
issues On April 24

2008 the Governor of Maryland signed enabling legislation

which became effective on June 2008 Pursuant to the terms

of the settlement agreement

Each party acknowledged that the
agreements adopted

in 1999 relating to Marylands electric restructuring law

are final and binding and the Maryland PSC will close

ongoing proceedings relating to the 1999 settlement

BGE provided its residential electric customers

$189.1 million in the form of one-time $170 per

customer rate credit We recorded reduction to

Electric revenues on our and BGEs Consolidated

Statements of Income Loss during the second quarter

of 2008 and reduced customers bills by the amount of

the credit between September and December 2008

BGE customers are relieved of the potential future

liability
for decommissioning Constellation Energys

Calvert Cliffs Unit and Unit scheduled to occur no

earlier than 2034 and 2036 respectively and are no

longer obligated to pay total of $520 million in 1993

dollars adjusted for inflation pursuant to the

1999 Maryland PSC order regarding the deregulation of

electric generation BGE will continue to collect the

$18.7 million annual nuclear decommissioning charge

from all electric customers through 2016 and continue

to rebate this amount to residential electric customers as

previously required by Senate Bill which had been

enacted in June 2006

BGE resumed collection of the residential return portion

of the SOS administrative charge
which had been

eliminated under Senate Bill on June 2008 and

will continue collection through May 31 2010 without

having to rebate it to all residential electric customers

This will total approximately $40 million over this

period This charge will be suspended from June

2010 through December 31 2016

Any electric distribution base rate case filed by BGE will

not result in increased distribution rates prior to

October 2009 and any increase in electric distribution

revenue awarded will be capped at 5% with certain

exceptions Any subsequent electric distribution base rate

case may not be filed prior to August 2010 The

agreement does not govern or affect BGEs
ability to

recover costs associated with gas rates federally approved
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transmission rates and charges electric riders tax

increases or increases associated with standard offer

service power supply auctions

Effective June 2008 BGE implemented revised

depreciation rates for regulatory and financial reporting

purposes
The revised rates reduced depreciation expense

approximately $14 million in 2008 without
impacting

rates charged to customers

Effective June 2008 Maryland laws governing

investments in companies that own and operate

regulated gas and electric utilities were amended to

make them less restrictive with
respect to certain capital

stock acquisition transactions

Constellation Energy elected two independent directors

to the Board of Directors of BGE within the required

six months from the execution of the settlement

agreement

2007 Events

Pre-Tax After-Tax

In millions

Impairment losses and other costs $20.2 $12.2
Workforce reduction costs 2.3 1.4
Gain on sales of equity of CEP 63.3 39.2

Loss from discontinued operations

High Desert 2.4 0.3
Puna 0.6

Total loss from discontinued

operations 2.4 0.9

Total other items 38.4 24.7

Impairment Losses and Other Costs

In connection with the termination of the
merger agreement

with FPL Group Inc FPL Group in October 2006 we

acquired certain rights relating to wind development project in

Western Maryland In the second quarter of 2007 we elected

not to make the additional investment that was required at that

time to retain our rights in the project therefore we recorded

charge of $20.2 million pre-tax to write-off our investment in

these development rights

Workforce Reduction Costs

In June 2007 we approved restructuring of the workforce at

our Nine Mile Point nuclear facility related to the elimination of

23 positions We recognized costs of $2.3 million
pre-tax related

to recording liability for severance and other benefits under

our existing benefit programs

The following table summarizes the status of this

involuntary severance liability
for Nine Mile Point at

December 31 2008

In millions

Initial severance liability balance 2.6

Amounts recorded as pension and postretiremcnt

liabilities 1.5

Net cash severance liability 1.1

Cash severance payments 0.7

Other 0.4

Severance
liability balance at December 31 2008

Includes $0.3 million to be reimbursed from co-owner

Gain on Sales of Equity of CEP
In November 2006 CEl limited

liability company formed by

Constellation Energy completed an initial public offering of

5.2 million common units at $21 per unit See details under

2006 Events later in this Note In April 2007 CEP acquired

100% ownership of certain coalbed methane properties located

in the Cherokee Basin in Kansas and Oklahoma This

acquisition was funded through CEPs sale of equity in which

we did not participate

As result of the April 2007 equity issuance by CEI our

ownership percentage in CEP fell below 50 percent Therefore

during the second
quarter of 2007 we deconsolidated CEP and

began accounting for our investment using the equity method

under
Accounting Principles Board Opinion APB No 18 The

Equity Method of Accounting for Investments in common Stock

We discuss the equity method of accounting in more detail in

Note

In July and September 2007 CEP issued additional equity

In connection with our equity ownership in CEI we recognize

gains on CEPs equity issuances in the period that the equity is

sold as common units or when converted to common units The

details of the 2007 CEP equity issuances as well as the gains

recognized by us are summarized below

April 2007 Sale

Common units

Class units

Units Price/ Proceeds Pre-tax

Issued Unit to CEP gain

In millions except price/unit

2.2 $26.12 58 $12.5

0.1 25.84 0.4

2.7 35.25 94 20.0

2.6 35.25 92 11.2

September 2007 Sale

Common units 2.5 42.50 105 19.2

Discontinued operations

In the fourth quarter of 2006 we completed the sale of six

natural gas-fired plants including the High Desert
facility which

was classified as discontinued operations We
recognized an

July 2007 Sale

Common units

Class units

111



after-tax loss of $0.3 million as component of Income loss

from discontinued operations for 2007 due to post-closing

working capital and income tax adjustments In addition during

2007 we recognized an after-tax loss of $0.6 million relating to

income tax adjustments arising from the June 2004 sale of

geothermal generating facility in Hawaii that was also previously

classified as discontinued operations

Revenues

Loss income before income taxes

Net loss income

Pre-tax gain on sale

After-tax gain on sale

Loss income from discontinued operations net of taxes

International

High Desert Investments Total

2007 2006 2007 2006 2007 2006

$161.2

108.9

70.2

186.6

117.6

0.3 187.8

At the time of the agreement for sale we evaluated these

plants for classification as discontinued operations
under SFAS

No 144 Discontinued operations classification only applies to

assets held for sale that meet the definition of component
of

an entity component of an entity comprises operations and

cash flows that can be clearly distinguished operationally and for

financial reporting purposes
from the rest of the entity

High Desert met the requirements to be classified as

discontinued operation because it had power sales agreement

for its full output was determined to be component of

Constellation Energy and had separately identifiable cash flows

The table above provides additional detail about the amounts

recorded in Income from discontinued operations related to

our High Desert facility

The remaining gas-fired plants were managed within our

merchant energy
business as group or on portfolio basis

because they have aggregated risks were hedged as group and

generated joint cash flows These gas-fired plants do not meet

the requirements to be classified as discontinued operations The

results of operations for these gas-fired plants as well as the

$73.8 million pre-tax gain on sale remain classified in

Location

continuing operations

International Investments

In the fourth quarter of 2005 we completed the sale of

Constellation Power International Investments Ltd CPII We

recognized an after-tax gain of $0.9 million for the year ended

December 31 2006 due to the resolution of an outstanding

contingency
related to the sale We discuss the details of the

outstanding contingency
later in this Note

Workforce Reduction Costs

In March 2006 we approved restructuring of the workforce at

our Ginna nuclear facility
In connection with this restructuring

32 employees were terminated During the quarter ended

Presented in the table below are the amounts related to discontinued operations that are included in Income from discontinued

operations in our Consolidated Statements of Income Loss

2.4

0.3

In millions

$161.2

108.9

70.2

2006 Events

2.4

0.3

185.2

116.7

0.3 186.9

During 200Z we recognized an after-tax loss from discontinued operations of $0 million related to tax adjustments from the sale of

Puna Hawaiian Geothermal facility in 2004

1.4

0.9

0.9

Pre-Tax After-Tax

In millions

Gain on sale of gas-fired plants
73.8 47.1

Workforee reduction costs 28.2 17.0

Merger-related costs 18.3 5.7

Gain on initial public offering of CEP 28.7 17.9

Income from discontinued operations

High Desert 294.1 186.9

International investments 1.4 0.9

Total income from discontinued

operations
295.5 187.8

Total other items $351.5 $230.1

Sale of Gas-Fired Plants

In December 2006 we completed the sale of the following

natural gas-fired plants owned by our merchant energy business

Facility

CapacityMW Unit Type

High Desert 830 Combined Cycle California

Rio Nogales 800 Combined Cycle Texas

Holland 665 Combined Cycle
Illinois

University Park 300 Peaking Illinois

Big Sandy 300 Peaking West Virginia

Wolf Hills 250 Peaking Virginia

We sold these gas-fired plants for cash of $1.6 billion and

recognized pre-tax gain on the sale of $259.0 million of which

$73.8 million was included in Gain on sale of gas-fired plants

and $185.2 million was included in Income from discontinued

operations in our Consolidated Statements of Income
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March 31 2006 we recognized costs of $2.2 million pre-tax

related to recording liability for severance and other benefits

under our existing benefit programs

We completed this workforce reduction effort in 2006 As

result no involuntary severance liability was recorded at

December 31 2006

In July 2006 we announced planned restructuring of the

workforce at our Nine Mile Point nuclear
facility

We recognized

costs during the quarter ended September 30 2006 of

$15.1 million pre-tax related to the elimination of 126 positions

associated with this restructuring We also initiated

restructuring of the workforce at our Calvert Cliffs nuclear

facility during the third quarter of 2006 and we recognized costs

of $2.9 million pre-tax related to the elimination of 30 positions

associated with this restructuring

In addition we incurred pre-tax settlement charge of

$12.7 million in accordance with Statement of Financial

Accounting Standards SFAS No 88 Employers Accounting for

Settlements and Curtailments of Defined Benefit Pension Plans and

for Trmination Benefits This charge reflects recognition of the

portion of deferred actuarial gains and losses associated with

employees who were terminated as part
of the restructuring or

retired in 2006 and who elected to receive their pension benefit

in the form of lump-sum payment In accordance with SFAS

No 88 settlement charge must be recognized when lump-sum

payments exceed annual pension plan service and interest cost

The total SFAS No 88 settlement charge incurred in 2006

includes pre-tax charge of $8.0 million as result of the Nine

Mile Point restructuring We discuss the settlement charges that

we recorded during 2006 in Note

The following table summarizes the status of this

involuntary severance
liability

for Nine Mile Point and Calvert

Cliffs at December 31 2008

Merger-Related Costs

We incurred costs during 2006 related to the proposed merger

with FPL Group The
merger was terminated in October 2006

These costs totaled $18.3 million
pre-tax

for 2006 In addition

during 2006 we recognized tax benefits of $5.3 million on

merger costs incurred in 2005 that were not considered

deductible for income tax purposes until the termination of the

merger in 2006 Our total pre-tax merger-related costs were

$35.3 million

Initial Public OJfrring of CEP

In November 2006 CER limited liability company formed by

Constellation Energy completed an initial public offering of

5.2 million common units at $21 per unit The initial public

offering resulted in cash proceeds of $101.3 million after

expenses associated with the offering for Constellation Energy

As result of the initial public offering of CEP we

recognized pre-tax gain of $28.7 million or $17.9 million

after recording deferred taxes on the gain

In millions

Initial severance liability
balance 19.6

Amounts recorded as pension and postretirement

liabilities 7.3

Net cash severance liability 12.3

Cash severance payments 12.3

Other

Severance
liability

balance at December 31 2008

The severance liability
above includes $1.6 million of costs that the

joint owner of Nine Mile Point Unit reimbursed us
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Information by Operating Segment

Our reportable operating segments areMerchant Energy

Regulated Electric and Regulated Gas

Our merchant energy
business is nonregulated and

during 2008 included

full requirements load-serving sales of energy and

capacity to utilities cooperatives
and commercial

industrial and governmental customers

structured transactions and risk management

services for various customers including hedging

of output from generating facilities and fuel

costs

deployment of risk capital through portfolio

management and trading activities

gas retail energy products and services to

commercial industrial and governmental

customers

fossil nuclear and interests in hydroelectric

generating facilities and qualifying facilities and

power projects in the United States

upstream exploration and production and

downstream transportation and storage natural

gas operations

coal sourcing and logistics
services and uranium

marketing services for the variable or fixed supply

needs of global customers and

generation operations and maintenance

Our regulated electric business purchases transmits

distributes and sells electricity in Central Maryland

Our regulated gas
business purchases transports

and

sells natural
gas

in Central Maryland

Our remaining nonregulated businesses

design construct and operate renewable energy heating

cooling and cogeneration facilities and provide water

and energy savings projects and performance contracting

for commercial industrial and governmental customers

throughout North America

provide home improvements service electric and
gas

appliances service heating air conditioning plumbing

electrical and indoor air quality systems and provide

natural gas marketing to residential customers in Central

Maryland and

develop and deploy new nuclear plants in North

America

In connection with efforts to improve our liquidity and

reduce our business risk

we entered into definitive agreement to sell majority

of our international commodities operation in January

2009

we entered into definitive agreement to sell our gas

trading operation in February 2009

we announced strategic initiatives to sell our upstream

gas properties subject to market conditions and

we entered into an Investment Agreement with EDE

See Note 15 for more detail on the Investment

Agreement with EDE

We believe that the successful execution of these initiatives

as well as our other initiatives being undertaken to reduce risk in

our merchant energy business will reduce our exposure to

activities that require contingent capital support
and improve

our liquidity In turn the results for our merchant energy

business segment
will be materially different from prior periods

We discuss these strategies
and their effect on liquidity in

Note

During 2006 we sold six of our gas-fired facilities We

discuss the sales of our gas-fired plants in more detail in Note

Our Merchant Energy Regulated Electric and Regulated

Gas reportable segments are strategic businesses based principally

upon regulations products and services that require different

technologies and marketing strategies We evaluate thc

performance of these segments
based on net income We

account for intersegment revenues using market prices We

present summary of information by operating segment on the

next page

Divestitures

In 2009 we have made progress on many of the strategic

initiatives we identified in 2008 to improve liquidity and reduce

our business risk

In January 2009 we entered into definitive agreement to

sell majority of our international commodities operation In

February 2009 we entered into definitive agreement to sell

our Houston-based gas trading operation Simultaneously we

signed letter of intent to enter into related transaction with

an affiliate of the buyer under which that company would

provide us with the
gas supply needed to support our retail gas

customer supply business while reducing our credit

requirements We expect that both of these sales will close by

the end of the second quarter of 2009 subject to certain

regulatory approvals and other standard closing conditions

Upon closing of these transactions we expect to recognize an

aggregate pre-tax loss of not more than $200 million based on

current commodity prices The actual amount of the loss will be

affected by the final consideration exchanged
which is based on

the timing of the close and by changes in commodity prices

The impact on cash is not expected to be material

Collectively we expect
that both divestitures to return

approximately $1 billion of currently posted collateral In

addition we expect these divestitures to further reduce our

downgrade collateral requirements by approximately

$400 million These reductions are based on current commodity

prices the final terms of the transactions and the timing of

collateral to be returned up to the close of the transactions and

as result are subject to change
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Reportable Segments

Merchant

Energy

Business

Regulated

Electric

Business

Regulated

Gas

Business

Holding

Company and

Other

Nonregulated

Businesses Eliminations Consolidated

In millions

2008

Unaffiliated revenues $15880.9 $2679.5 $1004.7 253.2 $19818.3

Intersegment revenues 891.9 0.2 19.3 0.2 911.6

Total revenues 16772.8 2679.7 1024.0 253.4 911.6 19818.3

Depreciation depletion and amortization 287.1 184.2 43.7 68.2 583.2

Fixed charges 191.4 123.5 29.5 1.7 16.2 362.3

Income tax expense benefit 99.5 4.9 25.5 0.6 78.3

Net loss income 1357.4 1.1 37.2 4.7 1314.4

Segment assets 13857.9 4620.3 1392.4 3508.5 1095.0 22284.1

Capital expenditures 1675.0 388.0 74.0 86.0 2223.0

2007

Unaffiliated revenues 17545.1 $2455.6 943.0 249.5 $21193.2

Intersegment revenues 1199.4 0.1 19.8 0.3 1219.6

Total revenues 18744.5 2455.7 962.8 249.8 1219.6 21193.2

Depreciation depletion and amortization 269.9 187.4 46.8 53.7 557.8

Fixed charges
86.9 107.6 30.9 8.6 71.6 305.6

Income tax expense
332.7 64.6 22.8 8.2 428.3

Income from discontinued operations 0.9 0.9

Net income 678.3 97.9 28.8 16.5 821.5

Segment assets 15947.7 4378.4 1293.6 458.6 336.0 21742.3

Capital expenditures 1178.0 340.0 62.0 85.0 1665.0

2006

Unaffiliated revenues 16048.2 $2115.9 890.0 230.8 19284.9

Intersegment revenues 1118.0 9.5 0.2 1127.7

Total revenues 17166.2 2115.9 899.5 231.0 1127.7 19284.9

Depreciation depletion and amortization 258.7 181.5 46.0 37.7 523.9

Fixed charges 191.7 86.9 28.9 10.5 10.7 328.7

Income tax expense benefit 250.2 78.0 27.0 4.2 351.0

Income from discontinued operations 186.9 0.9 187.8

Net income 767.0 120.2 37.0 12.2 936.4

Segment assets 16387.3 3783.2 1252.8 887.8 509.5 21801.6

Capital expenditures 768.0 297.0 63.0 21.0 1149.0

Our merchant energy
business recognized the following after-tax charges impairment losses and other costs of $470.7 million workfurce reductson

costs of $9.3 million merger
termination and

strategic
alternatives Costs of $1204.4 million net emission allowance write-down of $28.7 million

net gain on the sale of upstream gas properties of $160 million gain on sale of dry bulk vessel of $18.9 million and an impairment

charge of our nuclear decommissioning trust assets of $82.0 million Our regulated electric business recognized after-tax charges
related to workforce

reduction costs of $2.8 million the Maryland settlement credit of $126 million partially offiet by the impact on BGE eJJctive tax rate of the

Maryland settlement credit of $160 million Our regulated gas
business recognized an after-tax charge related to workfurce reduction costs of

$1.0 million Our holding company and other nonregulated business recognized an after-tax charge related to workforce reduction costs of

$0.3 million Wi discuss these items in more detail in Note

At December 31 2008 Holding Company and Other Nonregulated segment assets include approximately $1.6 billion of intercompany receivables

ftam the merchant energy business primarily relating to the allocation of merger
termination costs of approximately $1.2 billion to these businesses

and $1.0 billion of restricted cash related to the issuance of Series Prejirred Stock to EDE These funds are held at the holding company and are

restricted fir payment of the 14% Senior Notes held by MidAmerican The 14% Senior Notes were repaid in full in January 2009

Our merchant energy
business recognized an after-tax

loss of $12.2 million related to cancelled wind development project an after-tax gain of

$39.2 million on sales of CEP equity and an after-tax charge of $1.4 million for workforce reduction costs as described in more detail in Note

Our merchant energy
business recognized an after-tax gain of $47.1 million on sale of gas-fired plants and an after-tax gain of $179 million on

the initial public oJJiring of CEP as discussed in more detail in Note Our merchant energy business our regulated electric business our

regulated gas business and our other nonregulated businesses recognized after-tax charges of $21.3 million $0.8 million $0.4 million and

$0.2 million for merger-related costs and workforce reduction costs as described in more detail in Note
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Investments

In November 2006 CER limited
liability company formed by

our merchant
energy business completed an initial public

offering As of December 31 2006 we owned approximately

54% of CEP and consolidated CER During the second quarter

of 2007 CEP issued additional equity to the public and our

In millions ownership percentage fell below 50% Therefore we

deconsolidated CEP and began accounting for our investment

using the equity method under Accounting Principles Board

Opinion APB No 18 The Equity Method of Accounting for

Investments in Common Stock As of December 31 2008 we

hold 28.5% voting interest in CER

During 2008 as result of significant declines in the stock

market we determined that the decline in the value of our

investment in CEP is other than
temporary Therefore we

recorded an approximately $124 million pre-tax impairment

charge during 2008 to write-down our investment to fair value

as of December 31 2008

Joint Ventures

$421 $542
In December 2006 we formed shipping joint venture in

which our merchant
energy business has 50% ownership

interest The joint venture currently owns and operates five dry

bulk vessels The joint venture sold one dry bulk vessel in 2008

See Note for more detail on this sale In 2008 and 2007 we

made cash contributions of
approximately $5 million and

$57 million respectively to the joint venture

In August 2007 we formed joint venture UniStar

Nuclear Energy LLC UNE with EDE We have 50%

ownership interest in this joint venture to develop own and

operate new nuclear projects in the United States and Canada

The
agreement with EDF includes phased-in investment of

$625 million by EDF in UNE In 2008 EDF invested

$175 million in UNE and we contributed land with book

value of $1.7 million In 2007 EDF invested $350 million in

UNE and we contributed the new nuclear line of businesses we

had developed over the prior two years which included assets

with book value of $48.7 million and the right to develop

possible new nuclear projects at our existing nuclear plant

locations Upon reaching certain licensing milestones EDF will

contribute
up to an additional $100 million in UNE

As of December 31 2008 UNEs capitalized construction

work in progress was approximately $301 million Such amounts

are being capitalized based on UNEs assessment that

construction of new nuclear projects is probable Should that

expectation change previously capitalized costs would be written

off In the event that our portion of any losses incurred by UNE
exceed our investment we will continue to record those losses in

earnings unless it is determined that UNE will cease operations

and subsequently be dissolved

Investments in Qualifying Facilities and Power Projects

CEP and Joint Ventures

Investments in qualifying facilities domestic power projects

joint ventures and CEP consist of the following

At December 31

CEP

2008 2007

Qualifying facilities and domestic power

projects

Coal

Hydroelectric

Geothermal

Bio mass

Fuel Processing

Solar

CEP

Joint Ventures

Shipping IV

UNE

Other

$119.5 $119.6

55.6 54.7

37.0 37.6

58.2 43.6

15.0 26.8

6.9 7.0

17.7 143.0

59.9 56.6

51.0 52.2

0.2 1.1

Total

Investments in qualifying facilities domestic power projects

CEP and joint ventures were accounted for under the following

methods

At December 31 2008 2007

In millions

Equity method $414.1 $535.2

Cost method 6.9 7.0

Total $421.0 $542.2

Our
percentage voting interests in these investments

accounted for under the equity method
range

from 20% to

50% Equity in
earnings of these investments was $76.8 million

in 2008 $8.3 million in 2007 and $13.8 million in 2006 The

increase in equity earnings from 2007 to 2008 primarily relates

to the $29.0 million pre-tax gain recognized in 2008 by our

shipping joint venture upon the sale of one dry bulk vessel and

the cessation of operations at synthetic fuel
facility at

December 31 2007

We describe each of these investments below

QualiJing Facilities and Power Projects

Our merchant energy business holds
up to 50% voting interest

in 18 operating domestic energy projects that consist of electric

generation fuel processing or fuel handling facilities Of these

18 projects 16 are qualifying facilities that receive certain

exemptions and pricing under the Public Utility Regulatory

Policies Act of 1978 based on the facilities
energy source or the

use of cogeneration process
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Investments Classified as Available-for-Sale

We
classify

the following investments as available-for-sale

nuclear decommissioning trust funds

marketable equity securities and

trust assets securing certain executive benefits

This means we do not expect to hold these investments to

maturity and we do not consider them trading securities We

record these investments at fair value on our Consolidated

Balance Sheets

We show the fair values gross unrealized gains and losses

and adjusted cost basis for all of our available-for-sale securities

in the following tables We use specific identification to

determine cost in computing realized gains and losses

Adjusted Unrealized Unrealized Fair

At December 31 2008 Cost Gains Losses Value

Money market funds

Marketable equity

securities

Corporate debt and U.S

treasuries

State municipal bonds

Totals $989.5 $49.6 $2.1 $1037.0

Adjusted Unrealized Unrealized Fair

At December 31 2007 Cost Gains Losses Value

In millions

Money market funds 11.7 11.7

Marketable equity

securities 819.9 266.3 0.2 1086.0

Corporate debt and U.S

treasuries 224.5 5.4 229.9

State municipal bonds 48.3 2.5 50.8

Totals $1104.4 $274.2 $0.2 $1378.4

In addition the nuclear decommissioning trust funds

included cash of $3.6 million at December 31 2008 There was

no cash at December 31 2007

The unrealized gains in the preceding tables consist

primarily of $49.6 million and $256.7 million in 2008 and

2007 respectively associated with the nuclear decommissioning

trust funds

The investments in our nuclear decommissioning trust

funds are managed by third parties who have independent

discretion over the purchases and sales of securities We

recognize impairments for any of these investments for which

the fair value declines below our book value We recognized

$165.0 million and $8.5 million in pre-tax impairment losses on

our nuclear decommissioning trust investments during 2008 and

2007 respectively These impairments are included as part of

gross realized losses in the following table

Gross and net realized gains and losses on available-for-sale

securities were as follows

Year ended December 31 2008 2007 2006

In millions

Gross realized gains 49.6 33.5 13.3

Gross realized losses 210.4 30.9 13.0

Net realized losses gains $160.8 2.6 0.3

The corporate debt securities U.S Government agency

obligations and state municipal bonds mature on the following

schedule

At December 31 2008

In millions

Less than year
15.2

1-5 years
75.2

5-10 years
89.5

More than 10 years
99.2

Total maturities of debt securities $279.1

Investments in Variable Interest Entities

We evaluate all transactions and relationships with potential

variable interest entities VIEs in accordance with FASB

Interpretation No 46R Consolidation of Variable Interest

EntitiesAn Interpretation of ARB No 51 FIN 4CR
Our overall methodology for evaluating transactions and

relationships under FIN 46R includes the following

determining whether the entity is VIE and if so

determining whether we are the primary beneficiary of

the VIE

In performing the first step the significant factors and

judgments that we consider include

the design of the entity including the nature of its risks

and the purpose
for which the entity was created to

determine the variability that the entity was designed to

create and distribute to its interest holders

the nature of our involvement with the entity

whether control 0f the entity results through

arrangements that do not involve voting equity

whether there is sufficient equity investment at risk to

finance the activities of the entity and

whether parties other than the equity holders have the

obligation to absorb expected losses or the right to

receive expected residual returns

For each VIE identified we evaluate whether we are the

primary beneficiary of the VIE by considering

whether our variable interest absorbs the majority of the

VIEs expected losses

whether our variable interest receives the majority of the

VIEs expected residual returns and

whether we have the ability to make decisions that

significantly affect the VIEs results and activities

In millions

17.6 17.6

700.9 41.5 2.1 740.3

224.8 6.8

46.2 1.3

231.6

47.5
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Based on our evaluation of the above factors and

judgments as of December 31 2008 we consolidated two VIEs

in which we arc the primary beneficiary Also as of

December 31 2008 we had significant interests in seven VIEs

for which we did not have controlling fInancial interests and

accordingly were not the primary beneficiary

consolidated Variable Interest Entities

In 2007 BGE formed RSB BondCo LLC BondCo special

purpose bankruptcy-remote limited
liability company to acquire

and hold rate stabilization
property

and to issue and service

bonds secured by the rate stabilization property In June 2007

BondCo purchased rate stabilization property from BGE
including the right to assess collect and receive non-bypassable

rate stabilization charges payable by all residential electric

customers of BGE These charges are being assessed in order to

recover previously incurred power purchase costs that BGE
deferred

pursuant to Senate Bill

BCE determined that BondCo is variable interest entity

for which it is the primary beneficiary As result BGE and we

consolidated BondCo We discuss the consolidation method of

accounting in more detail in Note

The carrying amounts and classification of BondCos assets

and liabilities included in our consolidated financial statements

at December 31 2008 are as follows

In millions.1

Current assets 23.7

Noncurrent assets

Total Assets 23.7

Current liabilities 61.5

Noncurrent liabilities 510.9

Total Liabilities $572.4

The BondCo assets above are restricted and can only be

used to settle the obligations of BondCo Further BGE is

required to remit all
payments it receives from customers for rate

stabilization charges to BondCo During 2008 BGE remitted

$87.2 million to BondCo

BGE did not provide any
additional financial support to

BondCo
during 2008 Further BGE does not have any

contractual commitments or obligations to provide additional

financial support to BondCo unless additional rate stabilization

bonds are issued Alternatively the BondCo creditors do not

have
any recourse to the general credit of BGE in the event the

rate stabilization charges are not sufficient to cover the bond

principal and interest
payments of BondCo

Dtiring 2008 we consolidated retail
power supply VIE

for which we became the primary beneficiary as result of

modification to its contractual
arrangements that changed the

allocation of the economic risks and rewards of the VIE among
the variable interest holders The consolidation of this VIE did

not have material impact on our financial results or financial

condition

Unconsolidated Variable Interest Entities

As of December 31 2008 we had significant interests in seven

VIEs for which we are not the primary beneficiary We have not

provided any material financial or other
support to these entities

during 2008 except for $5 million provided to two fuel supply

entities for working capital needs

The nature of these entities and our involvement with them

are described in the following table

Obligations or

Nature of Requirement
Nature of Constellation to Provide

Entity Energy Financial

Financing Involvement Support

Combination Power sale $45.2 million

of debt and
agreements in letters of

equity loans and credit

financing guarantees

Combination
Equity $2.0 million

of debt and investments debt
guarantee

equity and
guarantees and soothing

financing capital funding

Equity Gas
supply $6.7 million in

financing and
agreement obligations

proceeds from under
gas

gas
sales

supply

agreement
and

$3.7 ntillion in

payment

guarantees

For purposes of aggregating the various VIEs for disclosure

we evaluated the risk and reward characteristics for and the

significance of each VIE We discuss in greater detail the nature

of our involvement with the power contract monetization VIEs

in the Power Contract Monetization VIEs section below

The following is summary information available as of

December 31 2008 about the VIEs in which we have

significant interest but are not the primary beneficiary

Total assets

Total liabilities

Our ownership interest

Other ownership interests

Our maximum
exposure to

In millions

$669.8 $303.0 $972.8

526.5 99.1 625.6

52.5 52.5

143.3 151.4 294.7

45.2 64.9 110.1

Carrying amount and

location of variable interest

on balance sheet

Other investments 52.5 52.5

VIE Category

Power contract

uttosetization

entities

entities

Power projects

and fuel

supply

entities

entities

Retail
gas

supply

entity

Date of

Involvement

March 2005

Prior to

2003

February

2008

Power

Contract

Monetization

VIEs

All

Other

VIEs Total

loss
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Our maximum exposure to ioss is the loss that we would

incur in the unlikely event that our interests in all of these

entities were to become worthless and we were required to fund

the full amount of all
guarantees

associated with these entities

Our maximum exposure to loss as of December 31 2008

consists of the following

outstanding receivables loans and letters of credit

totaling $51.9 million

the carrying amount of our investment totaling

$52.5 million and

debt and payment guarantees totaling $5.7 million

We assess the risk of loss equal to our maximum
exposure

to be remote and accordingly have not recognized liability

associated with
any portion of the maximum exposure to loss In

addition there are no agreements with or commitments by

third parties that would affect the fair value or risk of our

variable interests in these variable interest entities

Power Contract V1onetization VIEs

In March 2005 our merchant
energy

business closed

transaction in which we assumed from counterparty two power

sales contracts with previously existing VIEs The VIEs

previously were created by the counterparty to issue debt in

order to monetize the value of the original contracts to purchase

and sell power Under the
power

sales contracts we sell power to

the VIEs which in turn sell that power to an electric

distribution utility through 2013 In connection with this

transaction third parry acquired the equity of the VIEs and

we loaned that party portion of the purchase price If the

electric distribution
utility were to default under its obligation to

buy power from the VIEs the equity holder could transfer its

equity interests to us in lieu of repaying the loan In this event

we would have the right to seek recovery of our losses from the

electric distribution
utility
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Intangible Assets

Goodwill

Goodwill is the excess of the cost of an acquisition over the fair

value of the net assets acquired As of December 31 2008 our

goodwill balance was primarily related to our other nonregulated

businesses Prior to September 30 2008 our goodwill balance

was primarily related to our merchant
energy

business

acquisitions Goodwill is not amortized rather it is evaluated for

impairment at least annually We evaluated our goodwill in 2008

and in 2007 and recorded $266.5 million impairment charge

in 2008 which related solely to our merchant energy segment

We discuss this impairment charge in more detail in Note

The changes in the carrying amount of goodwill for the

years ended December 31 2008 and 2007 are as follows

2008 Other

In millions

Goodwill $261.3 $9.8 $266.5 $4.6

Balance at Goodwill Balance at

2007 January Acquired Other December 31

In milliony

Goodwill $157.6 $103.4 $0.3 $261.3

Other
represents Impairment charges

which we discuss in Note

Other
represents purchase price adjustments

For tax purposes none of our goodwill balance at

December 31 2008 is deductible

Intangible Assets Subject to Amortization

Intangible assets with finite lives are subject to amortization over

their estimated useful lives The primary assets included in this

category are as follows

At Decembe 31 2008

Accumul- Accumul

Gross ated Gross ated

Carrying Amortiz- Net
Carrying

Amortiz- Net

Amount ation Asset Amount ation Asset

In millions

Softsvare $554.9 $291.5 $263.4 $494.0 $232.3 $261.7

Permits and licenses 64.9 10.0 54.9 62.3 8.0 54.3

Operating manuals

and procedures 38.6 8.6 30.0 38.6 8.4 30.2

Other 43.9 22.6 21.3 26.8 19.9 6.9

Total $702.3 $332.7 $369.6 $621.7 $268.6 $353.1

BCE had intangible assets with
gross carrying amount of $217.0 million and

accumulated amortization of $131.4 million at December 31 2008 and $194.4 million

and accumulated amortization of $124.5 million at December 31 2007 chat are

included in the table above Substantially all of BGEt intangible assets relate to so/iware

We recognized amortization
expense

related to our

intangible assets as follows

Year Ended December 31 2008 2007 2006

In millions

Nonregulated businesses $66.8 $51.9 $37.2

BGE 20.1 20.2 18.6

Iotal Constellation Energy $86.9 $72.1 $55.8

The following is our and BGEs estimated amortization

expense related to our intangible assets for 2009 through 2013

for the intangible assets included in our and BGEs

Consolidated Balance Sheets at December 31 2008

Year 8tded December 31 2009 2010 2011 2012 2013

In millions

Estimated amortization expense
Nonregulated businesses $62.2 $48.7 $38.4 $23.6 $15.1

Estimated amortization expenseBCE 20.4 18.8 16.0 10.4 8.8

Total estimated amortization expense
Constellation Energy $82.6 $67.5 $54.4 $34.0 $23.9

Unamortized Energy Contracts

As discussed in Note unamortized
energy contract assets and

Balance
lit

liabilities represent the remaining unamortized balance of
December 31

nonderivative
energy contracts acquired certain contracts which

no longer qualifv as derivatives due to the absence of liquid

market or derivatives designated as normal purchases and

normal sales which we previously recorded as derivative assets

and liabilities

During 2007 we acquired several pre-existing power-related

contracts that had been originated by other parties in prior

periods when market prices were lower than current levels The

net proceeds received in this transaction were primarily recorded

as net liability in Unamortized energy contracts

We present separately in our Consolidated Balance Sheets

the net unamortized energy contract assets and liabilities for

these contracts The table below
presents

the
gross

and net

carrying amount and accumulated amortization of the net

liability that we have recorded in our Consolidated Balance

Sheets

Unamortized

energy

contracts net $2332.3 $1286.8 $1045.5 $2290.0 $889.5 $i400.5

The table below presents the estimated net favorable impact

on our operating results for the amortization for these assets and

liabilities over the next five-years

Year Ended December31 2009 2010 2011 2012 2013

In millions

Estimated amortization $347.4 $324.3 $107.8 $86.2 $82.7

Balance at Goodwill

January Acquired

2007

At December 31 2008 2007

Accumul- Accutnul

ated ated

Carrying Amortiz- Net Carrying Amortiz- Net

Amount ation
Liability Amount ation Liability

In millisnt
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Regulatory Assets net

As discussed in Note the Maryland PSC and the FERC

provide the final determination of the rates we charge our

customers for our regulated businesses Generally we use the

same accounting policies and practices used by nonregulated

companies for financial reporting under accounting principles

generally accepted in the United States of America However

sometimes the Maryland PSC or FERC orders an accounting

treatment different from that used by nonregulated companies to

determine the rates we charge our customers When this

happens we must defer certain regulated expenses
and income

in our Consolidated Balance Sheets as regulatory assets and

liabilities We then record them in our Consolidated Statements

of Income Loss using amortization when we include them in

the rates we charge our customers

We summarize regulatory assets and liabilities in the

following table and we discuss each of them separately below

At December 31
__________________

Deferred fuel costs

Rate stabilization deferral

Other

Electric generation-related regulatory asset

Net cost of removal

Income taxes recoverable through future

rates net

Deferred smart energy savers program

costs

Deferred postretirement and

postemployment benefit costs

Deferred environmental costs

Workforce reduction costs

Other net

Total regulatory assets net 574.4 651.1

Less Current portion of regulatory assets

net 79.7 74.9

Long-term portion of regulatory assets

net 494.7 576.2

Deferred Fuel Costs

Rate Stabilization Defirral

In June 2006 Senate Bill was enacted in Maryland and

imposed rate stabilization measure that capped rate increases

by BGE for residential electric customers at 15% from July

2006 to May 31 2007 As result BGE recorded regulatory

asset on its Consolidated Balance Sheets equal to the difference

between the costs to purchase power and the revenues collected

from customers as well as related carrying charges based on

short-term interest rates from July 2006 to May 31 2007 In

addition as required by Senate Bill the Maryland PSC

approved plan that allowed residential electric customers the

option to further defer the transition to market rates from

June 2007 to January 2008 During 2007 BGE deferred

$306.4 million of electricity purchased for resale expenses
and

certain applicable carrying charges as regulatory asset related to

the rate stabilization plans During 2008 and 2007 BGE

recovered $57.1 million and $39.2 million respectively of

electricity purchased for resale expenses and carrying charges

related to the rate stabilization plan regulatory asset BGE began

amortizing the regulatory asset associated with the deferral which

ended in May 2007 to earnings over period not to exceed ten

years when collection from customers began in June 2007

Customers who participated in the deferral from June 2007 to

December 31 2007 are repaying the deferred charges without

interest over 21-month period which began in April 2008 and

ends in December 2009

Other

2008 2007 As described in Note deferred fuel costs are the difference

In millions
between our actual costs of purchased energy

and our fuel rate

revenues collected from customers We reduce deferred fuel costs

as we collect them from our customers

We exclude deferred fuel costs from rate base because their

existence is relatively short-lived These costs are recovered in the

following year through our fuel rates

63 63
Electric Generation-Related Regulatory Asset

As result of the deregulation of electric generation BGE ceased

15
to meet the requirements for the application of SFAS No 71 for

the previous electric generation portion of its business In

12.9 16
accordance with SFAS No 101 Regulated Enterprises

7.7 819 Accounting for the Discontinuation of Application of FASB

Statement No 71 and EITF 97-4 Deregulation of the Pricing of

5.7 66 ElectricityIssues Related to the Application of FASB Statements

No 71 and 101 BGE wrote-off all of its individual generation-

related regulatory assets and liabilities BGE established single

generation- related regulatory asset to be collected through its

regulated transmission and distribution business which is being

amortized on basis that approximates the pre-existing

individual regulatory asset amortization schedules

portion of this regulatory asset represents
income taxes

recoverable through future rates that do not earn regulated rate

of return These amounts were $72.4 million as of

December 31 2008 and $81.1 million as of December 31

2007 We will continue to amortize this amount through 2017

Another portion of this regulatory asset represented the

decommissioning and decontamination fund payment for federal

uranium enrichment facilities that did not earn regulated rate

of return on the rate base investment Prior to the deregulation

of electric generation these costs were recovered through the

electric fuel rate mechanism and were excluded from rate base

This amount was $2.3 million at December 31 2007 This

amount was fully
amortized at September 30 2008

536.3

24.4

118.0

198.0

$593.4

19.4

135.9

182.3
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Net Cost of Removal

As discussed in Note we use the group depreciation method

for the regulated business This method is currently an

acceptable method of accounting under accounting principles

generally accepted in the United States of America and has been

widely used in the
energy transportation and

telecommunication industries

Historically under the group depreciation method the

anticipated costs of removing assets upon retirement were

provided for over the life of those assets as component of

depreciation expense However effective January 2003 we

adopted SFAS No 143 Accounting Jbr Asset Retirement

Ob1zations In addition to providing the accounting

requirements for recognizing an estimated liability for legal

obligations associated with the retirement of tangible long-lived

assets SFAS No 143 precludes the recognition of expected net

future costs of removal as component of depreciation expense

or accumulated depreciation

BGE is required by the Maryland PSC to use the group

depreciation method including cost of removal under regulatory

accounting For ratemaking purposes net cost of removal is

component of depreciation expense and the related accumulated

depreciation balance is included as net reduction to BGEs rate

base investment For financial reporting purposes BGE
continues to accrue for the future cost of removal for its

regulated gas and electric assets by increasing regulatory

liability This liability is relieved when actual removal costs are

incurred

Income Taxes Recoverable Through Future Rates net
As described in Note income taxes recoverable through future

rates are the portion of our net deferred income tax liability that

is applicable to our regulated business but has not been reflected

in the rates we charge our customers These income taxes

represent the tax effect of
temporary differences in depreciation

and the allowance for equity funds used during construction

offset by differences in deferred tax rates and deferred taxes on

deferred investment tax credits We amortize these amounts as

the temporary differences reverse

Deferred Smart Energy Savers Program Costs

Deferred Smart Energy Savers Program costs are the costs

incurred to implement demand response and advanced metering

programs These programs are designed to help BGE manage

peak demand improve system reliability and improve service to

customers by giving customers greater control over their energy

use Actual costs incurred in the demand
response program

which began in January 2008 are being amortized over 5-year

period from the date incurred pursuant to an order by the

Maryland PSC

Deferred Postretirement and Postemployment Benefit

Costs

Deferred postretirement and postemployment benefit costs are

the costs we recorded under SFAS No 106 Employers

Accounting for Postretirement Benefits Other Than Pensions and

SFAS No 112 Employers Accounting for Postemployment Benefits

in excess of the costs we included in the rates we charged our

customers through 1997 We began amortizing these costs over

15-year period in 1998

Deferred Environmental Costs

Deferred environmental costs are the estimated costs of

investigating and cleaning up contaminated sites we own We
discuss this further in Note 12 We amortized $21.6 million of

these costs the amount we had incurred through October 1995

and are amortizing $6.4 million of these costs the amount we

incurred from November 1995 through June 2000 over 10-year

periods in accordance with the Maryland PSCs orders We

applied for and received rate relief for an additional $5.4 million

of clean-up costs incurred during the period from July 2000

through November 2005 These costs are being amortized over

10-year period that began in January 2006

Workforce Reduction Costs

The portions of the costs associated with our Voluntary Special

Early Retirement Program and workforce reduction programs

that relate to BGEs
gas business were deferred as regulatory

assets in accordance with the Maryland PSCs orders in prior

rate cases As result of 2005 gas
base rate case the remaining

regulatory assets associated with workforce reductions totaling

$7.3 million as of December 31 2005 were amortized over

3-year period that began in January 2006 These remaining

regulatory assets were previously amortized over 5-year periods

beginning in January and February 2002 This amount was fully

amortized at December 31 2008

Other Net
Other regulatory assets are comprised of variety of current

assets and liabilities that do not earn regulatory rate of return

due to their short-term nature
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Pension Postretirement Other Postemployment and Employee Savings Plan Benefits

plans retirees make contributions to cover portion of the plan

costs For the life insurance plan retirees do not make

contributions to cover portion of the plan costs

Effective in 2002 we amended our postretirement
medical

plans for all subsidiaries other than Nine Mile Point Our

contributions for retiree medical coverage
for future retirees who

were under the
age

of 55 on January 2002 are capped at the

2002 level We also amended our plans to increase the Medicare

eligible
retirees share of medical costs

In 2003 the President signed into law the Medicare

Prescription Drug Improvement and Modernization Act of 2003

the Act This legislation provides prescription drug benefit

for Medicare beneficiaries benefit that we provide to our

2008 2007 Medicare eligible
retirees Our actuaries concluded that

prescription drug benefits available under our postretirement

medical plan are actuarially equivalent to Medicare Part and

thus qualify for the subsidy under the Act This subsidy reduced

our 2008 Accumulated Postretirement Benefit Obligation by

$43.3 million and our 2008 postretirement medical payments by

$2.4 million

____________________________________________
Liability AdjUstments

At December 31 2008 and 2007 our pension obligations were

greater
than the fair value of our plan assets for our qualified

and our nonqualified pension plans as follows

Pension Benefits

We sponsor
several defined benefit pension plans for our

employees
These include basic qualified plans that most

employees participate in and several non-qualified plans that are

available only to certain employees defined benefit plan

specifies the amount of benefits plan participant is to receive

using information about the participant Employees do not

contribute to these plans Generally we calculate the benefits

under these plans based on age years of service and
pay

Sometimes we amend the plans retroactively These

retroactive plan amendments require us to recalculate benefits

rclated to participants past
service We amortize the change in

the benefit costs from these plan amendments on straight-line

basis over the average remaining service period of active

employees

We fund the qualified plans by contributing at least the

minimum amount required under IRS regulations We calculate

thc amount of funding using an actuarial method called the

projected unit credit cost method The assets in all of the plans

at December 31 2008 and 2007 were mostly marketable equity

alul fixed income securities

Postretirement Benefits

We sponsor
defined benefit postretirement

health care and life

insurance plans that cover the majority of our employees

Generally we calculate the benefits under these plans based on

age years 0f service and pension benefit levels or final base pay

We do not fund these plans For nearly all of the health care

At December 31 2008

Qualified Plans
Non-Qualified

Nine Mile Other Plans Total

In millions

Accumulated benefit

obligation $123.7 $1417.3 $99.8 $1640.8

Fair value of assets 63.3 804.3 867.6

Unfunded obligation 60.4 613.0 $99.8 773.2

Qualified Plans
Non-Qualified

At December 31 2007 Nine Mile Other Plans Total

In millions

Accumulated benefit

obligation $98.0 $1332.2 $69.7 $1499.9

Fair value of assets 78.6 1179.9 1258.5

Unfunded obligation $19.4 152.3 $69.7 241.4

Effective December 31 2006 we adopted SFAS No 158

Employeri Accounting for Defined Benefit Pension and Other

Postretirement Plans an amendment of FASB Statement No 87

106 and 132R Under SFAS No 158 we are required to

reflect the funded status of our pension plans in terms of the

projected benefit obligation which is higher than the

accumulated benefit obligation because it includes the impact of

expected future compensation
increases on the pension

obligation In addition SFAS No 158 requires us to reflect the

We offer pension postretirement other postemployment and

employee savings plan benefits BGE employees participate in

the benefit plans that we offer We describe each of our plans

separately below Nine Mile Point offers its own pension

postretirement other postemployment and employee savings

plan benefits to its employees The benefits for Nine Mile Point

are included in the tables below

We use December 31 measurement date for our pension

postretirement
other postemployment

and employee savings

plans The following table summarizes our defined benefit

liabilities and their classification in our Consolidated Balance

Sheets

At December 31

Pension benefits

Postretirement benefits

Postemployment benefits

In millions

936.7 $385.7

415.4 421.5

59.9 66.3

Total defined benefit obligations 1412.0 873.5

Less Amount recorded in other current

liabilities
57.7 44.9

Total noncurrent defined benefit

obligations
$1354.3 $828.6
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funded status of our postretirement benefits in terms of the

accumulated postretirement benefit obligation

The net impact of adopting SFAS No 158 in 2006 was to

increase our pension and postretirement liabilities by
$252.2 million decrease the intangible asset by $28.6 million

and increase accumulated other comprehensive loss by

$280.8 million pre-tax or $169.5 million after-tax

The following table summarizes the impact of SFAS

No 158 adjustments recorded at December 31 2008 and 2007

December 31

In millions

2008 $590.7 9.5 $581.2 $347.1

2007 3.1 $22.5 19.4 11.6

Obligations and Ass.ts

As result of workforce reduction initiatives pension and

postretirement special termination benefits were recorded in

2008 2007 and 2006 We discuss the workforce reduction

initiatives further in Note

We show the change in the benefit obligations and plan

assets of the pension and postretirement benefit plans in the

following tables Postretirement benefit plan amounts are

presented net of expected reimbursements under Medicare

Part

Change in benefit

obligation

BenefIt
obligation at

January $1644.2 $1629.8 $421.5 $441.5

Service cost 55.4 49.4 6.1 6.5

Interest cost 100.2 94.7 24.0 24.4

Plan amendments 12.1

Plan parncipants

contributions 10.8 8.7

Actuarial loss gain 102.4 27.6 9.5 22.3

Special termination benefits 2.2 1.2 0.8 0.3

Beneumn paid 23 112.2 103.3 3.3 37.6

Benefit
obligation at

December 31 $1804.3 $1644.2 $415.4 $421.5

Amounts reflect projected benefit oblsation fir pension benefits
and

accumulated postretirement benefit obligation for poitretirement benefits

Pension benifits paid include annuity payments and lump-sum

distributions

Iostreczrement
benefits paid are net of 4fedicare Part reimbursements

Change in plan assets

Fair value of plan assets at

January

Actual return on plan assets

Employer contribution

Plan
participants

contributions

Benefits paid 23
Fair value of plan assets ai

December 31

$1258.5 $1161.2

364.9 71.3

86.2 129.3 27.5 28.9

Includes benefit payments fir unfinded plans

Pension benefits paid include annuity payments and lump-sum

distributions

Postretirement
benefits paid are net of Medicare Part reimbursements

Net Periodic Benefit Cost and Amounts Recognized in

Other Comprehensive Income

We show the components of net periodic pension benefit cost in

Components of net periodic

pension benefit cost

Service cost

Interest cost

Expected return on plan assets

Amortization of unrecognized

prior service cost

Recognized net actuarial loss

Amount capitalized as

construction cost

Net periodic pension benefit

cost

55.4 49.4 49.0

100.2 94.7 89.3

111.3 102.6 96.6

10.9 5.2 5.7

24.7 32.7 37.3

10.2 11.7 13.4

Net periodic pension benefit cost excludes SFAS No 88

termination
benefits of $2.2 million in 2008 SFAS No 88

termination
benefits of $1.2 million in 2007 and SFAS

No 88 settlement charge of $12.7 million and termination

benefits of $412 million in 2006 BGEc portion of our net

periodic pension benefit costs excluding amount capitalized

was $164 million in 2008 $21.8 million in 2007 and

$25.0 million in 2006 The vast majority of our retirees are

BGE employees

Pension Postretirement

Benefits Benefits

2008 2007 2008 2007

In millions

Postretirement

Pension Benefit

Liability Liability

Accumulated Other

Comprehensive

Income Loss

Pre-tast After-tax

112.2 103.3

10.8 8.7

38.3 37.6

867.6 $1258.5

the following table

Year Ended December 31 2008 2007 2006

Pension Postretirement

Benefits Benefits

2008 2007 2008 2007

In millions

In millions

69.7 67.7 71.3
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Year Ended December 31 2008 2007 2006

In millions

Components of net periodic

postretirement benefit cost

Service cost 6.1 6.5 7.7

Interest cost 24.0 24.4 23.7

Amortization of transition obligation 2.1 2.1 2.1

Recognized net actuarial loss 2.0 4.1 6.6

Amortization of unrecognized prior

service cost 3.5 3.5 3.5

Amount capitalized as construction

cost 7.6 7.7 8.2

Net periodic postretirement benefit

cost $23.1 $25.9 $28.4

Net periodic postretirement benefit cost excludes SFAS No 106

termination benefits of $0.8 million in 2008 $0.3 million in

2007 and $3.5 million in 2006 BGE1 portion of our net

periodic postretirement benefit cost excluding amounts

capitalized was $13.1 million in 2008 $15.5 million in

2007 and $166 million in 2006

As result of adopting SFAS No 158 the following is

summary of amounts we have recorded in Accumulated other

comprehensive income and of expected amortization of those

amounts over the next twelve months

Expected
Pension Postretirement Amornz
Benefits Benefits

__________________ _______________ anon Next

2008 2007 2008 2007 12 Months

In millions

Unrecognized

actuarial loss 999.8 $445.9 78.7 90.2 $43.3

Unrecognized prior

service cost 22.5 21.4 22.6 26.2 7.2

Unrecognized

transition

obligation
8.5 10.7 2.1

Total $1022.3 $467.3 64.6 74.7 $52.6

Expected Cash Benefit Payments

The pension and postretirement benefits we expect to pay in

each of the next five calendar years and in the aggregate
for the

subsequent five years are shown below These estimated benefits

are based on the same assumptions used to measure the benefit

obligation at December 31 2008 but include benefits

attributable to estimated future employee service

Before After

Pension Medicare Medicare

Benefits Part Subsidy Part

In millions

2009 $152.3 33.0 2.7 30.3

2010 151.6 33.7 2.9 30.8

2011 118.3 34.3 3.0 31.3

2012 131.1 34.5 3.2 31.3

2013 137.7 35.1 3.3 31.8

2014-2018 807.6 182.3 16.9 165.4

Assumptions

We made the assumptions below to calculate our pension and

postretirement benefit obligations and periodic cost

Pension Postretirement

Benefits Benefits
Assumption

Impacts

2008 2007 2008 2007 Calculation of

6.00% 6.25% 6.00% 6.25% Benefit

Obligation and

Periodic Cost

Expected return on

plan assets 8.75 8.75 N/A N/A Periodic Cost

Rate of

compensation

increase 4.0 4.0 4.0 4.0

Our discount rate is based on bond portfolio analysis of

high quality corporate bonds whose maturities match our

expected benefit
payments

Our 8.75% overall expected

long-term rate of return on plan assets reflected our long-term

investment strategy in terms of asset mix targets
and expected

returns for each asset class for this period Effective in 2009 we

reduced our expected long-term rate of return assumption to

8.50%

We show the components of net periodic postretirement

benefit cost in the following table

Postretirement Benefits

Discount rate

Benefit

Obligation and

Periodic Cost
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Contributions and Benefit Payments

We contributed $76 million to our qualified pension plans in

March 2008 even though there was no IRS required minimum

contribution in 2008 We
expect to contribute $218 million to

our qualified pension plans in 2009 Our non-qualified pension

2008 2007 plans and our postretirernent benefit
programs are not funded

We estimate that we will incur approximately $21 million in

8.0/o 9.0A
pension benefits for our non-qualified pension plans and

50% 500/ approximately $30 million for retiree health and life insurance

2015 2014
costs net of Medicare Part during 2009

one-percentage point increase in the health care inflation

rate from the assumed rates would increase the accumulated

pustretirement benefit obligation by approximately $25 million

as of December 31 2008 and would increase the combined

service and interest costs of the postretiremenr benefit cost by

approximately $2 million annually

one-percentage point decrease in the health care inflation

rate from the assumed rates would decrease the accumulated

postretirement benefit obligation by approximately $21 million

as of December 31 2008 and would decrease the combined

service and interest costs of the postretirement benefit cost by

approximately $2 million annually

Qualified Pension Plan Assets

The asset allocations for our qualified pension plans were as

follows

At December 31

Equity securities

Debt securities

Other

Other Postemployment Benefits

We provide the following postemployment benefits

health and life insurance benefits to eligible employees

determined to be disabled under our Disability

Insurance Plan

income replacement payments for Nine Mile Point

union-represented employees determined to be disabled

income replacement payments for other employees

determined to be disabled before November 1995

payments for employees determined to be disabled after

that date are paid by an insurance company and the

cost is paid by employees

We recognized expense associated with our other

postemployment benefits of $1.9 million in 2008 $16.7 million

in 2007 and $9.6 million in 2006 BGEs portion of expense

associated with other postemployment benefits was $2.2 million

in 2008 $10.2 million in 2007 and $5.6 million in 2006
2008 2007 We assumed the discount rate for other postemployment

54% 62% benefits to he .00% in 2008 and 5.25% in 2007 This

35 31 assumption impacts the calculation of our other posrernployment

11 benefit obligation and periodic cost

Total 100% 100%

The category Other primarily represents investments in

financial limited partnerships Our long-term pension plan

investment
strategy

is to seek an asset mix of 58% equity 300/s

fixed income and 12% other investments We rebalance our

portfblio periodically when the sum of equity and other

investments differs from 70% by three
percentage points or

more we change an outside investment advisor or we make

contributions to the trust

We determine expected return on plan assets using

market-related value of plan assets that recognizes asset gains and

losses ratably over five-year period

Employee Savings Plan Benefits

We
sponsor

defined contribution savings plans that are offered

to all
eligible employees The savings plans are qualified 401k

plans under the Internal Revenue Code In defined

contribution plan the benefits participant is to receive result

from regular contributions to participant account Matching

contributions to participant accounts are made under these

plans Matching contributions to these plans were as follows

ar Ended December 31 2008 2007 2006

In millions

Nonregulated businesses $17.6 $16.1 $14.6

BGE 5.8 5.8 5.4

Total Constellation Energy $23.4 $21.9 $20.0

Annual health care inflation rate assumptions also impact

the calculation of our postretirement benefit obligation and

periodic cost We assumed the following health care inflation

rates to produce average claims by year as shown below

At December 31

Next year

lOllowing year

Ultimate trend rate

Year ultimate trend rate reached

and
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Credit Facilities and Short-Term Borrowings

Our short-term borrowings may include bank loans commercial

paper
and bank lines of credit Short-term borrowings mature

within one year
from the date of issuance We pay

commitment

fees to banks for providing us lines of credit When we borrow

under the lines of credit we pay
market interest rates

Constellation Energy

Constellation Energy
had bank and other lines of credit under

committed unsecured credit facilities totaling $6.2 billion at

December 31 2008 for short-term financial needs We enter

into these facilities to ensure adequate liquidity to support our

operations In addition we had other uncommitted credit

facilities which had letters of credit of $17 million outstanding

at December 31 2008

Our liquidity requirements are funded with credit facilities

and cash We fund our short-term working capital needs with

existing cash and with our credit facilities which support
direct

cash borrowings and the issuance of commercial paper
if

available We also use our credit facilities to support the issuance

of letters of credit primarily for our merchant energy
business

These facilities can issue letters of credit commercial paper

if available and/or cash borrowings up to approximately

$6.2 billion as shown below As of December 31 2008 we had

$3.6 billion in letters of credit issued and borrowed

$485.7 million against
those facilities The weighted-average

effective interest rate for this outstanding borrowing was 0.79%

at December 31 2008 At January 31 2009 we had

$3.5 billion in letters of credit issued and borrowed $1.2 billion

against those facilities We have also included the pro forma

effect on our credit facilities which are reduced or terminated

upon the occurrence of certain events of closing the transactions

contemplated by the Investment Agreement with EDF which is

expected to occur in the third
quarter

of 2009

Facility Size

Upon Completion

Facility of the EDF
Size Transaction

Facility Expiration

In billions

July 2012 $3.85 $2.32

November 2009 1.23

June 2009 0.60

September 2013 0.35

December 2009 0.15

Total $6.18 $2.32

Size offacility may be reduced by proceeds received from

certain securities qflrings or asset sales

We discuss this facility provided by EDF in more detail in the

Other Sources of Liquidity
section on the next page

Tirminates at the earliest of satisfiing conditions to exercise the

put on assets having value of at least $600 million under

the
put arrangement discussed on the next page recezt of

alternative financing of $600 million or June 2009

BGE

BGE has $400.0 million five-year revolving credit facility

expiring in 2011 BGE can borrow directly from the banks use

the facility to allow commercial paper to be issued if available

or issue letters of credit As of December 31 2008 and

January 31 2009 BGE had $1.0 million in letters of credit

issued under this facility and borrowed $370.0 million against

this
facility

The weighted-average effective interest rate for this

outstanding borrowing was 1.87% at December 31 2008 As of

December 31 2007 BGE had $0.7 million of letters of credit

issued under this
facility

In addition at December 31 2008 and January 31 2009

BGE had no commercial paper outstanding There was no

commercial
paper outstanding as of December 31 2007

Net Available Liquidity

The following table provides summary of our net available

liquidity at December 31 2008

As of December 31 2008

Constellation Total

Energy BGE Consolidated

In billions

Credit facilities 6.2 0.4 6.6

Less Letters of credit

issued 3.6 3.6

Less Cash drawn on

credit facilities 0.5 0.4 0.9

Undrawn facilities 2.1 2.1

Less Commercial

paper outstanding

Net available facilities 2.1 2.1

Add Cash 0.2 0.2

Net available liquidity 2.3 2.3
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The following table provides our net available liquidity at

January 31 2009

As of January 31 2009

Constellation Total

Energy BGE Consolidated

In billions

Credit facilities 6.2 0.4 6.6

Less Letters of credit

issued 3.5 3.5
Less Cash drawn on

credit facilities 1.2 0.4 1.6

Undrawn facilities 1.5 1.5

Less Commercial paper

outstanding

Net available facilities 1.5 1.5

Add Cash 0.8 0.8

Net available liquidity 2.3 2.3

In addition Constellation Energy had $14.0 million of

short-term borrowings outstanding at December 31 2007 under

three year $50 million line of credit expiring in 2010 relating

to our merchant
energy business The weighted-average effective

interest rate for this outstanding borrowing was 7.44% at

December 31 2007 There were no short-term borrowings

outstanding under this line of credit at December 31 2008

Other Sources of Liquidity

In December 2008 we executed an Investment Agreement with

EDF that includes an asset put arrangement that provides us

with an option at any time through December 31 2010 or the

termination of the Investment Agreement by EDF if we breach

that agreement to sell certain non-nuclear generation assets at

pre-agreed prices to EDF for aggregate proceeds of no more

than $2 billion
pre-tax or approximately $1.4 billion after-tax

Exercise of the put option is conditioned upon the receipt of

regulatory approvals and third-party consents the absence of
any

material liens on such assets and the absence of material

adverse effect as defined in the Investment Agreement

Also EDF has provided us with $600 million interim

backstop liquidity facility
included in the Constellation Energy

credit facilities disclosed on the prior page In order to use this

facility we will need to certify to EDF that there is no

availability for additional borrowings under any of our other

existing credit facilities and that we have used our best effort to

obtain financing from
any other source on reasonable terms and

have not been able to obtain such financing This
facility expires

on the earliest of

the date approval is obtained to allow the exercise of the

put arrangement on non-nuclear power plants for an

aggregate amount equal to at least $600 million

the date on which we obtain alternative financing in an

aggregate principal amount equal to at least

$600 million or

June 16 2009

We are actively seeking to increase available liquidity and to

reduce our business risk Specifically we are reducing capital

spending and ongoing expenses scaling down the expected

variability in long-term earnings and short-term collateral
usage

and limiting our exposure to business activities that require

contingent capital support During 2008 we sold certain of our

upstream gas properties and in 2009 we made
progress on

several other initiatives as discussed in more detail in Note

Currently we have certain
agreements that contain

provisions that would require significant amount of additional

collateral
upon

credit
rating downgrade By the successful

execution of the announced divestitures we would expect

significant return of currently posted collateral and reduction

in our downgrade collateral requirements subject to changes in

commodity prices

We believe that we will have sufficient liquidity to meet our

ongoing requirements over the next 12 months However our

liquidity projections include assumptions for commodity price

changes which are subject to significant volatility and continued

changes in our business operations resulting from our strategic

initiatives Also we are exposed to certain operational risks that

could have significant impact on our liquidity In addition if

we cannot successfully execute on our strategies our available

liquidity would be negatively affected which would have

material adverse effect on our results of operations and financial

condition

Credit Facility Compliance and Covenants

The credit facilities of Constellation Energy and BGE have

limited material adverse change clauses none of which would

prohibit draws under the existing facilities

Certain credit facilities of Constellation Energy contain

provision requiring Constellation Energy to maintain ratio of

debt to capitalization equal to or less than 65% At

December 31 2008 the debt to capitalization ratio as defined

in the credit agreements was 57%
Under our $3.85 billion and $1.23 billion credit facilities

we will be required to grant lien on certain of our generating

facilities and pledge our ownership interests in our nuclear

business to the lenders if the Investment Agreement with EDF
has closed or been terminated and our Standard Poors or

Fitch senior unsecured debt credit rating is below BBB- or our

Moodys senior unsecured debt credit rating is below Baa3

Our $1.23 billion credit facility requires us to maintain

consolidated earnings before interest taxes depreciation and

amortization to consolidated interest
expense ratio of at least

2.75 when our Standard Poors Rating Group senior

unsecured debt rating is BBB- or lower and our Moodys
Investors Service senior unsecured debt rating is Baa3 or lower

The credit
agreement of BGE contains provision

requiring BGE to maintain ratio of debt to capitalization equal

to or less than 65% Ar December 31 2008 the debt to

capitalization ratio for BCE as defined in this credit
agreement

was 55%
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Capitalization

We detail in the table below our total capitalization which includes longterm debt common stock and preference stock as of

December 31 2008 and 2007

At December 31 2008 2007

In millions

Long-Term Debt

Long-term debt of Constellation Energy

Zero Coupon Senior Notes due June 19 2023 256.7

8.625% Series Junior Subordinated Debentures due June 15 2063 450.0

8% Series Mandatorily Redeemable Preferred Stock 1000.0

14% Senior Notes due December 31 2009 1000.0

6.125% Fixed-Rate Notes due September 2009 500.0 500.0

7.00% Fixed-Rate Notes due April 2012 700.0 700.0

4.55% Fixed-Rate Notes due June 15 2015 550.0 550.0

7.60% Fixed-Rate Notes due April 2032 700.0 700.0

Fair Value of Interest Rate Swaps 55.9 11.8

Total long-term debt of Constellation Energy 5212.6 2461.8

Long-term debt of nonregulated businesses

Tax-exempt debt transferred from BGE effective July 2000

Pollution control loan due July 2011 36.0

Port facilities loan due June 2013 10.0 48.0

4.10% Pollution control loan due July 2014 20.0 20.0

Economic development loan due December 2018 35.0

Floating-rate pollution control loan due June 2027 8.8 8.8

Tax-exempt variable rate notes due April 2024 75.0 75.0

Tax-exempt variable rate notes due December 2025 47.0 47.0

Tax-exempt variable rate notes due December 2037 65.0 65.0

District Cooling facilities loan due December 2031 25.0 25.0

5.00% Mortgage note due June 15 2010 1.6 3.6

4.25% Mortgage note due March 15 2009 0.2 0.8

7.3% Fixed Rate Note due June 2012 1.8 1.8

South Carolina synthetic fuel
facility loan due January 15 2008 imputed interest rate of 3.47% 3.0

Total long-term debt of nonregulated businesses 254.4 369.0

First Refunding Mortgage Bonds of BGE

6.625% Series due March 15 2008 119.7

Total First Refunding Mortgage Bonds of BGE 119.7

Other long-term debt of BGE

6.125% Notes due July 2013 400.0

5.90% Notes due October 2016 300.0 300.0

5.20% Notes due June 15 2033 200.0 200.0

6.35% Notes due October 2036 400.0 400.0

Medium-term notes Series 143.0 174.5

Medium-term notes Series 140.0

Total other long-term debt of BGE 1443.0 1214.5

6.20% deferrable interest subordinated debentures due October 15 2043 to BGE wholly owned BGE

Capital Trust II relating to trust preferred securities 257.7 257.7

Rate stabilization bonds 564.4 623.2

Unamortized discount and premium 41.9 4.8

Current portion of long-term debt 2591.5 380.6

Total long-term debt 5098.7 4660.5
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At December 31 2008 2007

In millions

Minority Interests 20.1 19.2

BGE Preference Stock

Cumulative preference stock not subject to mandatory redemption 6500000 shares authorized 7.125%

1993 Series 400000 shares outstanding callable at $101.78 per share until June 30 2009 and at

lesser amounts thereafter 40.0 40.0

6.97% 1993 Series 500000 shares outstanding callable at $101.74 per
share until September 30

2009 and at lesser amounts thereafter 50.0 50.0

6.70% 1993 Series 400000 shares outstanding callable at $101.68 per share until December 31 2009

and at lesser amounts thereafter 40.0 40.0

6.99% 1995 Series 600000 shares outstanding callable at $102.45 per share until September 30

2009 and at lesser amounts thereafter 60.0 60.0

Total BGE preference stock not subject to mandatory redemption 190.0 190.0

Common Shareholders Equity

Common stock without
par value 600000000 shares authorized 199128908 and 178437208 shares

issued and outstanding at December 31 2008 and 2007 respectively At December 31 2008

8729667 shares were reserved for the long-term incentive plans and 1508553 shares were reserved

for the employee savings plan 3164.5 2513.3

Retained earnings 2228.7 3919.5

Accumulated other comprehensive loss 2211.8 1092.6

Total common shareholders equity 3181.4 5340.2

Total Capitalization 8490.2 $10209.9

fffictive January 2009 minority interests will be renamed noncontrolling interests and be
recLassified

to the Common Shareholders

Equity section of this Statement of Capitalization in accordance with the adoption of SFAS No 160 We discuss SFAS No 160 in

more detail in Note

Long-term Debt

Long-term debt matures in one year or more from the date of

issuance The long-term debt of Constellation Energy and BGE

do not contain material adverse change clauses We detail our

long-term debt in the table above

Constellation Energy

In June 2008 we closed on the following transactions

Issued $250.0 million of Zero Coupon Senior Notes

due June 2023 Interest compounded semi-annually

will be paid at maturity or when redeemed The yield

on these notes based on the original maturity date of

June 2023 is 6.96% These notes include put option

which allows the holder to sell the notes back to us on

the put option dates at price equal to the principal

amount plus accrued interest The put option dates

commence in June 2010 and occur yearly at that time

through maturity except
for 2012 and 2015 As result

of the
put option feature these notes will be classified

as current liability beginning in June 2009

Issued $450.0 million of Series Junior Subordinated

Debentures at 8.625% due June 15 2063 but which

can be automatically extended to no later than June 15

2068 at our discretion Interest is payable quarterly in

March June September and December However we

may choose at any
time to defer interest

payments on

these debentures for up to ten consecutive years During

this deferral period interest will continue to accrue

compounded quarterly and the deferred interest

payments
will accrue additional interest at rate equal

to the interest rate on these debentures

In connection with this offering Constellation Energy

executed replacement capital covenant RCC for the benefit of

holders of Constellation Energys 7.60% Notes due April

2032 Under the terms of the RCC Constellation Energy may

not redeem purchase or defease any subordinated debentures on

or before June 15 2033 or if the maturity date is extended the

date which is 30 years prior to the maturity date of the

subordinated debentures but not later than June 15 2038

unless specified amount of qualifying securities are issued to

non-affiliates in replacement offering during the 180 days prior

to the redemption purchase or defeasance date Qualifying

securities include those that have equity-like characteristics that

are the same as or more equity-like than the applicable

characteristics of the subordinated debentures at the time of

redemption purchase or defeasance

Mandatoriiy Redeemable Series Prefirred Stock

On December 17 2008 Constellation Energy entered into an

Investment Agreement with EDE We discuss the Investment

Agreement in more detail in Note 15 Simultaneously with the

execution of the Investment Agreement Constellation Energy

issued 10000 shares of 8% Series Preferred Stock Series

Preferred Stock to EDF for $1 billion which was restricted for
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the repayment of our 14% Senior Notes If EDF completes the

purchase of the 49.99% interest in our nuclear generation and

operation business pursuant to the Investment Agreement at the

closing of that acquisition EDF will surrender to Constellation

Energy all of the shares of the Series Preferred Stock as partial

payment for the purchase of the interest in out nuclear

generation and operation business As discussed in Note 15 we

expect the transaction to close and the Series Preferred Stock

to be redeemed by the third quarter of 2009

Because of the mandatory redemption provision we

accounted for the Series Preferred Stock as debt and included

it in the Current portion of long-term debt line on our

Consolidated Balance Sheets We report dividends in the

Interest expense line on our Consolidated Statements of

Income Loss
If the Investment Agreement is terminated the Series

Preferred Stock will be redeemed at the later of the date of

termination or December 31 2009 for $1 billion aggregate

principal amount of 10% Senior Notes of Constellation Energy

due June 30 2010

So long as any
shares of the Series Preferred Stock are

outstanding Constellation Energy and its subsidiaries may not

without the consent of holders of at least majority of then

outstanding shares of the Series Preferred Stock undertake

certain actions Such actions include amending or revising our

organizational documents issuing equity senior or equal to the

Series Preferred Stock authorizing liquidation incurring

certain types of indebtedness paying certain dividends

redeeming or repurchasing shares of capital stock and entering

into affiliate transactions

The terms of the Series Preferred Stock allow us to issue

debt without the consent of the holders of the majority of the

Series Preferred Stock only if after issuance of such debt we

maintain ratio of debt to capitalization equal to or less than

65%

Mandatorily Redeemable Series Convertible Prefrrred Stock

On September 19 2008 Constellation Energy entered into an

Agreement and Plan of Merger with MidAmerican and on

December 17 2008 Constellation Energy and MidAmerican

mutually agreed to terminate the merger agreement We discuss

the termination of the merger agreement in more detail in

Note 15 In connection with the merger agreement

Constellation Energy issued 10000 shares of 8% Series

Convertible Preferred Stock Series Preferred Stock to

MidAmerican for $1 billion

Upon termination of the merger agreement the Series

Preferred Stock converted into $1 billion
aggregate principal

amount of 14% Senior Notes of Constellation Energy and the

right for MidAmerican to receive the equivalent of l9.9% of the

outstanding common shares However since regulatory approval

to issue all of the requited outstanding common shares was not

received in accordance with the terms of the Series Preferred

Stock Constellation Energy issued the following to

MidAmerican

19897322 shares of our common stock equivalent to

9.99% of the outstanding common shares and

cash payment of $418.2 million equivalent to the

$26.50 merger price per
share multiplied by the portion

of the total shares that could not be issued because all

necessary regulatory approvals were not received

The Senior Notes were repaid in full on January 12 2009

together with accrued and unpaid interest through that date of

approximately $5 million

BGE

BGEc First Refunding Mortgage Bonds

We paid in full the last series of BGEs first refunding mortgage

bonds outstanding in March 2008 These bonds were secured by

mortgage
lien on all of BGEs assets The generating assets

BGE transferred to subsidiaries of Constellation Energy also were

subject to the lien of BGEs mortgage along with the stock of

Safe Harbor Water Power Corporation and Constellation

Enterprises Inc The assets were released from this lien following

the discharge of the
mortgage

in October 2008

BGE1 Rate Stabilization Bonds

In June 2007 BondCo subsidiary of BGE issued an aggregate

principal amount of $623.2 million of rate stabilization bonds to

recover deferred
power purchase costs We discuss BondCo in

more detail in Note Below are the details of the rate

stabilization bonds at December 31 2008

Scheduled

Principal Interest Rate Maturity Date

5.47% October 2012

5.72 April 2016

119.2 5.82 April 2017

The bonds are secured primarily by usage-based

non-bypassable charge payable by all of BGEs residential electric

customers over ten year period The charges will be adjusted

semi-annually to ensure that the
aggregate charges collected arc

sufficient to pay principal and interest on the bonds as well as

certain on-going costs of administering and servicing the bonds

BondCo cannot use the charges collected to satisfy any other

obligations BondCos assets are not assets of
any

affiliate and are

not available to pay
creditors of

any
affiliate of BondCo If

BondCo is unable to make principal and interest payments on

the bonds neither Constellation Energy nor BGE are required

to make the
payments on behalf of BondCo

$225.2

220.0
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BGE1 Other Long- Term Debt

In June 2008 BGE issued $400.0 million of 6.125% Notes due

July 2013 Interest is payable semi-annually on January and

July beginning January 2009

On July 2000 BGE transferred $278.0 million of

tax-exempt debt to our merchant energy business related to the

transferred generating assets At December 31 2008 BGE

remains contingently liable for the $38.8 million outstanding

balance of this debt

BGEs fixed-rate medium-term note series outstanding

at December 31 2008 has weighted average interest rate of

6.72% maturing between 2009 and 2012

BGE Defirrable Interest Subordinated Debentures

On November 21 2003 BGE Capital Trust II BGE Trust II

Delaware statutory trust established by BGE issued

10000000 Trust Preferred Securities for $250 million $25

liquidation amount per preferred security with distribution

rate of 6.20%

BGE Trust II used the net proceeds from the issuance of

common securities to BGE and the Trust Preferred Securities to

purchase series of 6.20% Deferrable Interest Subordinated

Debentures due October 15 2043 6.20% debentures from

BGE in the
aggregate principal amount of $257.7 million with

the same terms as the Trust Preferred Securities BGE Trust II

must redeem the Trust Preferred Securities at $25 per preferred

security plus accrued but unpaid distributions when the 6.20%

debentures are paid at maturity or upon any
earlier redemption

BGE has the option to redeem the 6.20% debentures at any

time on or after November 21 2008 or at any time when

certain tax or other events occur

BGE Trust II will use the interest paid on the 6.20%

debentures to make distributions on the Trust Preferred

Securities The 6.20% debentures are the only assets of BGE

Tiust II

BGE
fully

and unconditionally guarantees
the Trust

Preferred Securities based on its various obligations relating to

the trust agreement indentures 6.20% debentures and the

preferred security guarantee agreement

For the payment of dividends and in the event of

liquidation of BGE the 6.20% debentures are ranked prior to

preference stock and common stock

Revolving Credit
Agreement

On December 18 2001 BGEs subsidiary District Chilled

Water Partnership ComfbrtLink entered into $25.0 million

loan agreement with the Maryland Energy Financing

Administration MEFA The terms of the loan exactly match

the terms of variable rate tax exempt bonds due December

2031 issued by MEFA for ComfortLink to finance the cost of

building chilled water distribution system The interest rate on

this debt resets weekly These bonds and the corresponding

loan can be redeemed at any time at par plus accrued interest

while under variable rates The bonds can also be converted to

fixed rate at ComfortLinks option

Maturities of Long-Term Debt

Our long-term borrowings mature on the following schedule

Constellation Nonregulated

Energy Businesses BGE TotalYear

In millions

2009 $2500.0 1.5 65.0 $2566.5

2010 0.4 56.5 56.9

2011 0.1 81.7 81.8

2012 723.2 1.6 172.5 897.3

2013 10.0 466.6 476.6

Thereafter 2430.4 240.8 1422.8 4094.0

Total $5653.6 $254.4 $2265.1 $8173.1

The table above includes $697.7 million of principal for

the Zero Coupon Senior Notes assuming the notes are not

redeemed prior to June 19 2023 and the original issue discount

accrues until redemption In addition at December 31 2008

we had long-term loans totaling $250.8 million that mature after

2008 which are periodically remarketed and could require

repayment prior to maturity following any unsuccessful

remarketing At December 31 2008 $25.0 million is classified

as current portion of long-term debt at BGE

During 2008 several of these long-term loans were unable

to be remarketed As result at December 31 2008 we had

repurchased $109.0 million of these loans In January 2009

$109.0 million of these long-term loans that had previously been

repurchased were subsequently remarketed In February 2009 we

decided to no longer attempt to remarket certain tax-exempt

debt as we may retire this debt As result we held $97 million

of this debt during February 2009 and expect to hold an

additional $22 million of this debt in March 2009

Weighted-Average Interest Rates for Variable Rate Debt

Our weighted-average interest rates for variable rate debt

outstanding were

At December 31 2008 2007

Nonregulated Businesses

including Constellation Energy

Loans under credit agreements

Tax-exempt debt

Fixed-rate debt converted to floating

As discussed in Note 13 we have entered into interest rate swaps

relating to $450.0 million of our fixed-rate debt

Preference Stock

Each series of BGE preference stock has no voting power except

for the following

the preference stock has one vote per share on any

charter amendment which would create or authorize
any

shares of stock ranking prior to or on parity with the

preference stock as to either dividends or distribution of

assets or which would substantially adversely affect the

contract rights as expressly set forth in BCEs charter

2.61%

3.17%

4.88%

3.77%

3.53%

6.43%
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of the preference stock each of which requires the

affirmative vote of two-thirds of all the shares of

preference stock outstanding and

whenever BGE fails to pay
full dividends on the

preference stock and such failure continues for one year

the preference stock shall have one vote per share on all

matters until and unless such dividends shall have been

paid in full Upon liquidation the holders of the

preference stock of each series outstanding are entitled

to receive the par amount of their shares and an amount

equal to the unpaid accrued dividends

Common Stock

Issuances

When the
merger agreement

with MidAmerican was terminated

the Series Preferred Stock converted into $1 billion aggregate

principal amount of 14% Senior Notes of Constellation Energy

and the right for MidAmerican to receive 19.9% of the

outstanding common shares However since regulatory approval

to issue all of the required outstanding common shares was not

received we were only able to issue 19897322 shares of our

common stock equivalent to 9.9% of the outstanding common

shares

As provided by the terms of the Series Preferred Stock

we paid MidAmerican cash of $418.2 million for the portion of

common shares that could not be issued

Share Repurchase Program

In October 2007 our Board of Directors approved common

share repurchase program for up to $1 billion of our

outstanding common shares Subsequent to this approval on

October 31 2007 we entered into an accelerated share

repurchase agreement
with financial institution to repurchase

total of $250.0 million and on November 2007 we

purchased 2023527 of outstanding shares of our common

stock which represents the minimum number of shares

deliverable under the
agreement

for total of $187.5 million

We accounted for the accelerated share repurchase

agreement as two separate transactions as shares of common

stock acquired at cost arid forward contract indexed to our

own common stock We accounted for the shares of common

stock repurchased in November 2007 as reduction to common

shareholders equity at cost We accounted for the forward

contract as component of common shareholders equity at fair

value which totaled $62.5 million at inception The forward

contract was settled on January 23 2008 based on discount to

the volume-weighted average trading price of our common stock

during that period As result the financial institution delivered

514376 additional shares to us to complete the transaction

We did not repurchase any shares under this program

during 2008 Pursuant to the terms of our Series Preferred

Stock we are prohibited from engaging in common share

repurchase in an aggregate amount in excess of $100 million

without the approval oî the holders of more than 50% of the

then outstanding shares of Series Preferred Stock
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Taxes

The
components

of income tax expense are as follows

Year Ended December 31 2008 2007 2006

Dollar amounts in millions

Income Taxes

Current

Federal 2.8 $168.2 $246.3

State 48.1 40.6 37.2

Current taxes charged to expense 50.9 208.8 283.5

Deferred

Federal 101.6 184.7 50.7

State 21.2 41.5 23.7

Deferred taxes credited charged to expense 122.8 226.2 74.4

Investment tax credit adjustments 6.4 6.7 6.9

income taxes per
Consolidated Statements of Income Loss 78.3 $428.3 $351.0

Total income taxes are different from the amount that would be computed by applying the statutory Federal income tax rate of

350% to book income before income taxes as follows

Reconciliation of Income Taxes Computed at Statutory Federal Rate to Total Income Taxes

Loss Income from continuing operations before income taxes excluding BGE preference

stock dividends $1379.5 $1263.9 $1112.8

Statutory federal income tax rate 35% 35% 35%

Income taxes computed at statutory federal rate 482.8 442.4 389.5

Increases decreases in income taxes due to

Depreciation differences not normalized on regulated activities 3.3 3.7 3.6

Amortization of deferred investment tax credits 6.4 6.7 6.9

Synthetic fuel tax credits flowed through to income 4.5 166.2 120.2

Estimated synthetic fuel tax credit phase-out 110.3 44.3

Interest expense on mandatorily redeemable preferred stock 7.8

Qualified decommissioning impairment loss 28.5

State income taxes net of federal income tax benefit 17.3 53.4 42.6

Merger-related transaction costs 416.2 5.3

Other 0.7 8.6 3.4

Total income taxes 78.3 428.3 351.0

Effective income tax rate 5.7% 33.9% 31.5%

State income tax expense
recorded in 2008 reflects the impact of an increase in the State of Maryland corporate tax rate from

7% to 8.25% effective January 2008 that was enacted into law on November 19 2007 In accordance with SFAS No 109

Accounting for Income Taxes in 2007 we recognized $0.7 million after-tax charge for the net impact of the changes in the Maryland

tax rate on deferred income tax assets and liabilities The impact of the Maryland tax rate change on BGE is discussed below

BGEs effective tax rate was 28.7% in 2008 40.7% in 2007 and 37.5% in 2006 In general the primary difference between

BGEs effective tax rate and the 35% statutory federal income tax rate for all
years

relates to Maryland corporate income taxes net of

the related federal income tax benefit The decrease in BGEs effective tax rate in 2008 is due to lower taxable income related to the

Maryland settlement
agreement

which increased the relative
percentage impact of favorable permanent tax adjustments on BGEs

effective tax rate BGEs after-tax effective state rate of 7.6% for 2007 includes an adjustment of deferred income tax liabilities to

reflect the November 19 2007 enactment into law of change in the Maryland corporate income tax rate as discussed above In

2006 BGEs effective tax rate includes the benefit of merger-related costs incurred in 2005 that were deductible in 2006 as result

of the termination of the merger with FPL Group 0.5% and deduction for dividends paid to the employee savings plan 0.5%

134



The major components of our net deferred income tax liability are as follows

Constellation Energy

At December 31 2008 2007

BGE

2008 2007

In millions

Deferred Income Taxes

Deferred tax liabilities

Net
property plant and equipment $1432.5 $1570.7 $604.4 $583.8

Qualified nuclear decommissioning trust funds 310.9 360.3

Regulatory assets net 295.5 312.0 295.5 312.0

Derivative assets and liabilities net 310.6 217.8

Other 126.6 122.6 32.5 12.2

Total deferred tax liabilities 2476.1 2583.4 932.4 908.0

Deferred tax assets

Asset retirement obligation 391.6 368.3

Defined benefit obligations 552.0 362.0 30.8 61.6

Financial investments and hedging instruments 949.7 426.1

Deferred investment tax credits 17.8 20.4 4.3 4.8

Other 156.0 118.8 13.8 11.9

Total deferred tax assets 2067.1 1295.6 48.9 78.3

Total deferred tax
liability

net 409.0 1287.8 883.5 829.7

Less Current portion of deferred tax asset/liability 268.0 300.7 40.2 44.1

Long-term portion of deferred tax liability net 677.0 $1588.5 $843.3 $785.6

Synthetic Fuel Tax Credits

Through December 31 2007 our merchant energy business

owned interests in several synthetic fuel facilities that

manufactured solid synthetic fuel produced from coal as defined

under the Internal Revenue Code IRC for which we could

claim tax credits on our Federal income tax return The

synthetic fuel process involves combining coal material with

chemical reagent to create significant chemical change We

requested and received private letter rulings from the IRS that

the synthetic fuel produced from these facilities produced

significant chemical change and thus qualified for synthetic fuel

tax credits To date the IRS has not disallowed any of the

synthetic fuel tax credits from these facilities

The IRC provided for phase-out of synthetic fuel tax

credits if average annual wellhead oil prices increased above

certain levels Based on these provisions we recorded 70% tax

credit phase-out as reduction in tax credits of $110.3 million

during 2007 We did not record any synthetic fuel tax credits in

2008 as result of the expiration of the availability of the tax

credits in 2007 and the decommissioning of these facilities in

2008 We did however record an additional tax credit
true-up

adjustment of $4.5 million during 2008 related to our estimate

of the 2007 tax credit phase-out

Income Tax Audits

We file income tax returns in the United States and foreign

jurisdictions With few exceptions we are no longer subject to

U.S federal state and local or non-U.S income tax

examinations by tax authorities for the
years

before 2005 In

2008 the IRS examination of our consolidated federal income

tax returns for the tax years 2002 through 2004 was settled and

the federal statute of limitations for those years is scheduled to

expire on April 15 2009 In addition in 2008 the IRS initiated

an audit of our consolidated federal income tax returns for the

tax years 2005 through 2007 Although the final outcome of the

2005-2007 IRS audit and future tax audits is uncertain we

believe that adequate provisions for income taxes have been

made for potential liabilities resulting from such matters
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Unrecognized Tax Benefits

The following table summarizes the change in unrecognized tax

benefits during 2008 and 2007 and our total unrecognized tax

benefits at December 31 2008 and 2007

Total unrecognized tax benefits January

Increases in tax positions related to the

current year

Increases in tax positions related to prior

years

Reductions in tax positions related to prior

years

Reductions in tax positions related to audit

settlements

Reductions in tax positions as result of

lapse of the applicable statute of

limitations

$21.5 million to reflect the results of these audits The impact

of the audit settlements on income tax expense was immaterial

Total unrecognized tax benefits as of December 31 2008 of

$189.7 million include outstanding state refund claims of

approximately $48.3 million for which no tax benefit was

recorded on our Consolidated Balance Sheets because refunds

In millions
were not received and the claims do not meet the

$114.5 $104.0
more-likely-than-not threshold

If the total amount of unrecognized tax benefits of

112.2 13.3
$189.7 million were ultimately realized our income tax expense

would decrease by approximately $159 million However the

3.8
$159 million includes state tax refund claims of approximately

$48 million discussed above that have been disallowed by tax

15
authorities and we believe that there is remote likelihood of

ultimately realizing any
benefit from these refund claim

21.5
amounts These state refund claims may be resolved by

December 31 2009 For this reason we believe it is reasonably

possible that reductions to our total unrecognized tax benefits in

the
range

of $40 to $50 million may occur by December 31

2009 although these reductions are not expected to materially

impact income tax expense

Interest and penalties recorded in our Consolidated

Statements of Income Loss as tax benefit expense relating to

liabilities for unrecognized tax benefits were as follows

0.6

Total unrecognized tax benefits

December 31 $189.7 $114.5

BGE1 portion of our total unrecognized tax benefits at

December 31 2008 and 2007 was $4.8 million and

$17.8 million respectively

Increases in current year tax positions in 2008 are primarily

due to unrecognized tax benefits of $93.6 million related to

certain MidAmerican
merger

termination payments and related

transaction fees that were expensed for financial accounting

purposes and are expected to be deducted on our 2008 federal

and state income tax returns Other increases in current year tax

positions include unrecognized tax benefits for repair and

depreciation deductions measured at amounts consistent with

prior IRS examination results and state income tax accruals

In April 2008 we received closing agreement from the

State of Hawaii regarding audit examinations for the tax years

2001-2003 Additionally in June 2008 we received notice that

the United States Congressional Joint Committee on Taxation

had approved the results of the IRS examination of our federal

consolidated income tax returns for the 2002-2004 tax years We

reduced our liability
for unrecognized tax benefits by

For the Year Ended

December 31

2008 2007

In millions

Interest and penalties recorded as tax

benefit expense $0.4 $4.7

BGE1 portion of interest and penalties was immaterial for both

years

Accrued interest and penalties recognized in our

Consolidated Balance Sheets were $10.3 million of which BGEs

portion was $0.7 million at December 31 2008 and

$16.8 million of which BGEs portion was $5.3 million at

December 31 2007

2008 2007
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Leases

There are two types of leasesoperating and capital Capital

leases qualify as sales or purchases of
property

and are reported

in our Consolidated Balance Sheets Our capital leases are not

material in amount All other leases are operating leases and are

reported in our Consolidated Statements of Income Loss We

expense all lease payments associated with our regulated business

Lease
expense

and future minimum payments for long-term

noncancelable operating leases are not material to BGEs

financial results We present information about our operating

leases below

Outgoing Lease Payments

We as lessee lease certain facilities and equipment The lease

agreements expire on various dates and have various renewal

options We also enter into certain power purchase agreements

which are accounted for as operating leases Under these

agreements we are required to make fixed capacity payments as

well as variable payments based on actual output of the plants

We record these
payments as Fuel and purchased energy

expenses in our Consolidated Statements of Income Loss We

exclude from our future minimum lease payments table the

variable payments related to the output of the plant due to the

contingency associated with these
payments

We also enter into time charter purchase agreements
which

entitle us to the use of dry bulk freight vessels in the

management of our global coal and
logistics

services Certain of

these contracts must be accounted for as leases During 2008

and 2007 we entered into time charter leases with terms

ranging in duration from to 60 months These
arrangements

do not include provisions for material rent increases and do not

have provisions for rent holidays contingent rentals or other

incentives In 2008 and 2007 we recognized aggregate lease

expense of approximately $477 million and $535 million

respectively related to 49 and 65 dry bulk freight vessels

respectively hired under time charter arrangements The average

term of these arrangements is approximately months We

record the payments as Fuel and purchased energy expenses in

our Consolidated Statements of Income Loss
We recognized expense

related to our operating leases as

follows

Fuel and

purchased

energy

expenses

In millions

$664.8 $25.4

758.7 28.2

162.6 24.7

At December 31 2008 we owed future minimum

payments
for long-term noncancelable operating leases as

follows

Year Other Total

In millions

2009 288.7 26.1 314.8

2010 218.7 22.6 241.3

2011 206.8 21.4 228.2

2012 192.5 19.4 211.9

2013 175.3 18.2 193.5

Thereafter 505.6 85.8 591.4

Total future minimum lease

payments $1587.6 $193.5 $1781.1

Sub-Lease Arrangements

We provide time charters of dry bulk freight vessels as part of

the logistical services provided to our global customers that

qualify as sub-leases of our time charter purchase contracts In

2008 and 2007 we recorded sub-lease income of approximately

$289 million and $214 million respectively related to our time

charter sub-leases We did not have any material sub-lease

income for 2006 We record sub-lease income as part of

Nonregulated revenues in our Consolidated Statements of

Income Loss As of December 31 2008 the future minimum

rentals to be received for these time charters is shown below

Year

Time

Charter

Sub-Leases

In millions

2009 51.4

2010 21.5

2011 9.8

2012 9.8

2013 9.8

Thereafter 48.2

Total future minimum lease rentals $150.5

Power

Purchase

Agreements

2008

2007

2006

Operating

expenses Total

$690.2

786.9

187.3
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Commitments Guarantees and Contingencies

Commitments

We have made substantial commitments in connection with our

merchant
energy regulated electric and gas and other

nonregulated businesses These commitments relate to

purchase of electric generating capacity and
energy

procurement and delivery of fuels

the capacity and transmission and transportation rights

for the physical delivery of
energy to meet our

obligations to our customers and

long-term service agreements capital for construction

programs
and other

Our merchant
energy

business enters into various long-term

contracts for the
procurement

and delivery of fuels to supply our

generating plant requirements In most cases our contracts

contain provisions for price escalations minimum purchase

levels and other financial commitments These contracts expire

in various years between 2009 and 2028 In addition our

merchant
energy

business enters into long-term contracts for the

capacity and transmission rights for the delivery 0f
energy to

meet our physical obligations to our customers These contracts

expire in various years between 2009 and 2030

Our merchant
energy

business also has committed to

long-term service agreements and other purchase commitments

for our plants

Our regulated electric business enters into various long-term

contracts for the
procurement

of electricity These contracts

expire during 2009 2010 and 2011 representing 100% of our

estimated requirements until September 2009 approximately

75% of our estimated requirements from October 2009 to May

2010 approximately 50% of our estimated requirements from

June 2010 to September 2010 and approximately 25% of our

estimated requirements from October 2010 to May 2011 These

contracts are recoverable under the Provider of Last Resort

agreement reached with the Maryland PSC and therefore are

excluded from the following table

Our regulated gas
business enters into various long-term

contracts for the
procurement transportation and

storage
of

gas

Our regulated gas business has gas procurement contracts that

expire between 2009 and 2011 and transportation and storage

contracts that expire between 2012 and 2027 These contracts

are recoverable under BGEs
gas cost adjustment clause discussed

in Note and therefore are excluded from the table later in this

Note

Our other nonregulated businesses have committed to gas

purchases and to contributions of additional capital for

construction
programs

and joint ventures in which they have an

interest

We have also committed to long-term service agreements

and other obligations related to our information technology

systems

At December 31 2008 we estimate our future obligations

to be as follows

Thereafter Total2009

In millions

Merchant Energy

Purchased
capacity

and

energy 588.4 282.2 $187.5 227.3 $1285.4

Fuel and transportation 1648.5 1531.4 718.0 1292.2 5390.1

Long-term service

agreements capital

and other 190.7 6l.2 28.7 8.0 297.6

Total merchant energy 2427.6 1873.8 934.2 1537.5 6773.1

Corporate and Other

Long-term service

agreements capital

and other 61.5 3.7 65.2

Regulated

Purchase obligations

and other 16.9 23.9 1.9 1.3 64.0

Total future
obligations $2506.0 $1901.4 $946.1 $1548.8 $6902.3

Long-Term Power Sales Contracts

We enter into long-term power sales contracts in connection

with our load-serving activities We also enter into long-term

power sales contracts associated with certain of our power plants

Our load-serving power sales contracts extend for terms through

2019 and provide for the sale of energy to electricity distribution

utilities and certain retail customers Our power sales contracts

associated with our power plants extend for terms into 2016 and

provide for the sale of all or portion of the actual output of

certain of our power plants Substantially all long-term contracts

were executed at pricing that approximated market rates

including profit margin at the time of execution

Guarantees

Our guarantees
do not represent

incremental Constellation

Energy obligations rather they primarily represent parental

guarantees of subsidiary obligations The following table

summarizes the maximum exposure by guarantor based on the

stated limit of our outstanding guarantees

At December 31 2008 Stated Limit

In billions

Constellation Energy guarantees $16.04

Merchant
energy

business
guarantees 0.07

BGE guarantees 0.25

Total guarantees $16.36

Payments

2010- 2012-

2011 2013
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At December 31 2008 Constellation Energy had total of

$16.36 billion in guarantees in outstanding related to loans

credit facilities and contractual performance of certain of its

subsidiaries as described below

Constellation Energy guaranteed face amount of

$16.04 billion

Constellation Energy guaranteed face amount of

$1 5.02 million on behalf of our merchant
energy

subsidiaries to allow those subsidiaries the
flexibility

needed to conduct business with counterparties

without having to post other forms of collateral

Our estimated net exposure for obligations under

commercial transactions covered by these guarantees

was approximately $3 billion at December 31

2008 which
represents

the total amount the
parent

company could be required to fund based on

December 31 2008 market prices For those

guarantees
related to our derivative liabilities the

fair value of the obligation is recorded in our

Consolidated Balance Sheets

Constellation Energy guaranteed $0.88 billion and

provides an intercompany credit facility primarily

on behalf of our nuclear generating facilities for

nuclear insurance and credit support to ensure

these plants have funds to meet expenses and

obligations to safely operate and maintain the

plants

Constellation Energy guaranteed $0.14 billion to

its other nonregulated businesses of which

$25.0 million was recorded in our Consolidated

Balance Sheets at December 31 2008

Our merchant energy business guaranteed $68.0 million

for loans performance guarantees and other related

payment obligations primarily related to certain power

projects in which we have an investment

BGE guaranteed the Trust Preferred Securities of

$250.0 million of BGE Capital Trust II

Contingencies
Environmental Matters

Solid and Hazardous Waste

The EPA and several state agencies have notified us that we are

considered potentially responsible party
with respect to the

clean-up of certain environmentally contaminated sites We

cannot estimate the final clean-up costs for all of these sites but

the current estimated costs for and current status of each site is

described in more detail below

68th Street Dump
In 1999 the EPA proposed to add the 68th Street Dump in

Baltimore Maryland to the Superfund National Priorities List

which is its list of sites targeted for clean-up and enforcement

and sent general notice letter to BGE and 19 other parties

identifying them as potentially liable parties at the site In

March 2004 we and other potentially responsible parties formed

the 68th Street Coalition and entered into consent order

negotiations with the EPA to investigate clean-up options for the

site under the Superfund Alternative Sites Program In May

2006 settlement among the EPA and 19 of the potentially

responsible parties including BGE with respect to investigation

of the site became effective The settlement requires the

potentially responsible parties over the course of several
years to

identify contamination at the site and recommend clean-up

options BGE is
fully

indemnified by wholly-owned subsidiary

of Constellation Energy for costs related to this settlement as

well as any clean-up costs The clean-up costs will not be known

until the investigation is closer to completion However those

costs could have material effect on our financial results

Spring Gardens

In December 1996 BGE signed consent order with the

Maryland Department of the Environment that requires it to

implement remedial action plans for contamination at and

around the Spring Gardens site located in Baltimore Maryland

The Spring Gardens site was once used to manufacture gas from

coal and oil Based on remedial action plans and cost modeling

performed in late 2006 BGE estimates its probable clean-up

costs will total $43 million BGE has recorded these costs as

liability
in its Consolidated Balance Sheets and has deferred

these costs net of accumulated amortization and amounts it

recovered from insurance companies as regulatory asset Based

on the results of studies at this site it is reasonably possible that

additional costs could exceed the amount BGE has recognized

by approximately $3 million Through December 31 2008

BGE has spent approximately $41 million for remediation at

this site We do not expect the remaining clean-up costs to have

material effect on our financial results

BGE also has investigated other small sites where
gas was

manufactured in the past We do not expect the clean-up costs

of the remaining smaller sites to have material effect on our

financial results

Air Quality

In late July 2005 we received two Notices of Violation NOVs
from the Placer County Air Pollution Control District Placer

County California District alleging that the Rio Bravo Rocklin

facility
located in Lincoln California had violated certain

District air emission regulations between January 2003 and

March 2005 We have combined 50% ownership interest in

the partnership which owns the Rio Bravo Rocklin facility In

July 2008 the partnership settled the allegations by agreeing to

pay approximately $242000 of which our share is $121000

and to implement supplemental environmental projects at the

facility over the next 18 months

In May 2007 subsidiary of Constellation Energy entered

into consent decree with the Maryland Department of the

Environment to resolve alleged violations of air quality opacity

standards at three fossil fuel plants in Maryland The consent

decree requires the subsidiary to pay $100000 penalty provide

$100000 to supplemental environmental project and install

technology to control emissions from those plants

In January 2009 the EPA issued NOV to subsidiary of

Constellation Energy as well as the other owners and the

operator of the Keystone coal-fired power plant in Shelocta

Pennsylvania We hold an approximately 21% interest in the

Keystone plant The NOV alleges that the plant performed

various capital projects beginning in 1984 without complying

with the new source review permitting requirements of the
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Clean Air Act The EPA also contends that the alleged failure to

comply with those requirements are continuing violations under

the plants air permits The EPA could seek civil penalties under

the Clean Air Act for the alleged violations

The owners and operator of the Keystone plant are

investigating the allegations and have entered into discussions

with the EPA We believe there are meritorious defenses to the

allegations contained in the NOV However we cannot predict

the outcome of this proceeding and it is not possible to

determine our actual
liability

if any at this time

Water Qualiiy

In October 2007 subsidiary of Constellation Energy entered

into consent decree with the Maryland Department of the

Environment relating to groundwater contamination at third

party facility
that was licensed to accept fly ash byproduct

generated by our coal-fired plants The consent decree requires the

payment of $1.0 million penalty remediation of groundwater

contamination resulting from the ash placement operations at the

site replacement of drinking water supplies in the vicinity of the

site and monitoring of groundwater conditions We recorded

liability in our Consolidated Balance Sheets of approximately

$7.9 million which includes the $1 million penalty and our

estimate of probable costs to remediate contamination replace

drinking water supplies monitor groundwater conditions and

otherwise comply with the consent decree We have paid

approximately $2.5 million of these costs as of December 31

2008 resulting in remaining liability at December 31 2008 of

$5.4 million We estimate that it is reasonably possible that we

could incur additional costs of up to approximately $10 million

more than the liability that we accrued

In November 2007 class action complaint was filed in

Baltimore City Circuit Court alleging that the subsidiarys ash

placement operations at the third party site damaged

surrounding properties The complaint seeks injunctive and

remedial relief relating to the alleged contamination unspecified

compensatory damages for
any personal injuries and

property

damages associated with the alleged contamination and

unspecified punitive damages In September 2008 we entered

into non-binding agreement with representatives for the class

action plaintiffs and as result recorded liability for the

anticipated settlement On October 31 2008 we entered into

definitive settlement agreement which was approved by the

Court in December 2008

Litigation

In the normal course of business we are involved in various

legal proceedings We discuss the significant matters below

Merger with MidAmerican

Beginning September 18 2008 seven shareholders of

Constellation Energy filed lawsuits in the Circuit Court for

Baltimore City Maryland challenging the then pending merger

with MidAmetican Four similar suits were filed by other

shareholders of Constellation Energy in the United States

District Court for the District of Maryland

The lawsuits claim that the merger consideration was

inadequate and did not maximize value for shareholders that the

sales
process leading up to the

merger was unreasonably short and

procedurally flawed and that unreasonable deal protection devices

were agreed to that ward off competing bids and coerce

shareholders into accepting the
merger

The federal lawsuits also

assert that the conversion of the Preferred Stock issued to

MidAmerican into debt is not permitted under Maryland law The

lawsuits seek declaratory judgments establishing the unenforceability

of the
merger

based on the alleged breaches of duty injunctive relief

to enjoin the merger rescission of the
merger or rescissory damages

the imposition of constructive trust in favor of shareholders of

any benefits received by the individual members of the Board of

Directors of Constellation Energy and reasonable costs and

expenses including attorneys fees

The termination of the MidAmerican merger renders moot

the claims attempting to enjoin the merger
with MidAmerican

We believe there are meritorious defenses to the remaining

claims or requests
for relieE However we are unable at this time

to determine the ultimate outcome of these lawsuits or their

possible effect on our financial results

Securities Class Action

Three federal securities class action lawsuits have been filed in

the United States District Courts for the Southern District of

New York and the District of Maryland between September

2008 and November 2008 The cases were filed on behalf of

proposed class of
persons

who acquired publicly traded securities

including the Series Junior Subordinated Debentures

Debentures of Constellation Energy between January 30 2008

and September 16 2008 and who acquired Debentures in an

offering completed in June 2008 The securities class actions

generally allege that Constellation Energy number of its

present or former officers or directors and the underwriters

violated the securities laws by issuing false and misleading

registration statement and prospectus in connection with

Constellation Energys June 27 2008 offering of Debentures

The securities class actions also allege that Constellation Energy

issued false or misleading statements or was aware of material

undisclosed information which contradicted public statements

including in connection with its announcements of financial

results for 2007 the fourth quarter of 2007 the first quarter of

2008 and the second quarter of 2008 and the filing of its first

quarter 2008 Form l0-Q The securities class actions seek

among other things certification of the cases as class actions

compensatory damages reasonable costs and expenses including

counsel fees and rescission damages

lead plaintiff has not yet
been appointed in the New

York or Maryland securities class action lawsuits
pursuant to the

provisions of the Private Securities Litigation Reform Act and

Constellation Energy and other defendants have accordingly not

been required to respond to the complaints or take other action

to defend the litigation The Southern District of New York has

granted the defendants motion to transfer the two securities

class actions filed there to the District of Maryland to be

coordinated with the securities class action filed there We are

unable at this time to determine the ultimate outcome of the

securities class actions or their possible effect on our or BGEs

financial results
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ERISA Actions

In the fall of 2008 multiple class action lawsuits were filed in

the United States District Courts for the District of Maryland

and the Southern District of New York against Constellation

Energy Mayo Shattuck III Constellation Energys Chairman

of the Board President and Chief Executive Officer and others

in their roles as fiduciaries of the Constellation Energy Employee

Savings Plan The actions which have been consolidated into

one action in Maryland the Consolidated Action allege that

the defendants in violation of various sections of ERISA

breached their fiduciary duties to prudently and loyally manage

Constellation Energy Savings Plans assets by designating

Constellation Energy common stock as an investment by failing

to properly provide accurate information about the investment

by failing
to properly monitor the investment and by failing to

properly monitor other fiduciaries The Consolidated Action

seeks to compel the defendants to reimburse the plaintiffs and

the Constellation Energy Savings Plan for all losses resulting

from the defendants breaches of fiduciary duty to impose

constructive trust on any unjust enrichment to award actual

damages with pre- and post-judgment interest to award

appropriate equitable relief including injunction and restitution

and to award costs and expenses including attorneys fees We

are unable at this time to determine the ultimate outcome of the

Consolidated Action or its possible effects on our or BGEs
financial results

Mercury

Since September 2002 BGE Constellation Energy and several

other defendants have been involved in numerous actions filed

in the Circuit Court for Baltimore City Maryland alleging

mercury poisoning from several sources including coal plants

formerly owned by BGE The plants are now owned by

subsidiary of Constellation Energy In addition to BGE and

Constellation Energy approximately 11 other defendants

consisting of pharmaceutical companies manufacturers of

vaccines and manufacturers of Thimerosal have been sued

Approximately 70 cases involving claims related to

approximately 132 children have been filed to date with each

claimant seeking $20 million in
compensatory damages plus

punitive damages from us

In rulings applicable to all but three of the cases involving

claims related to approximately 47 children the Circuit Court

for Baltimore City dismissed with prejudice all claims against

BGE and Constellation Energy Plaintiffs may attempt to pursue

appeals of the rulings in favor of BGE and Constellation Energy

once the cases are finally
concluded as to all defendants We

believe that we have meritorious defenses and intend to defend

the remaining actions vigorously However we cannot predict

the timing or outcome of these cases or their possible effect on

our or BGEs financial results

Asbestos

Since 1993 BGE and certain Constellation Energy subsidiaries

have been involved in several actions concerning asbestos The

actions are based
upon

the theory of premises liability alleging

that BGE and Constellation Energy knew of and exposed

individuals to an asbestos hazard In addition to BGE and

Constellation Energy numerous other parties are defendants in

these cases

Approximately 513 individuals who were never employees

of BGE or Constellation Energy have pending claims each

seeking several million dollars in compensatory and punitive

damages Cross-claims and third-party claims brought by other

defendants may also be filed against BGE and Constellation

Energy in these actions To date most asbestos claims which

have been resolved have been dismissed or resolved without any

payment and small minority have been resolved for amounts

that were not material to our financial results

BGE and Constellation Energy do not know the specific

facts
necessary to estimate their potential liability

for these

claims The specific facts we do not know include

the identity of the facilities at which the plaintiffs

allegedly worked as contractors

the names of the plaintiffs employers

the dates on which and the places where the
exposure

allegedly occurred and

the facts and circumstances relating to the alleged

exposure

Until the relevant facts are determined we are unable to

estimate what our or BGEs liability might be Although

insurance and hold harmless agreements from contractors who

employed the
plaintiffs may cover portion of any awards in the

actions the potential effect on our or BGEs financial results

could be material

Storage of Spent Nuclear Fuel

The Nuclear Waste Policy Act of 1982 NWPA required the

federal government through the DOE to develop repository

for and disposal of spent nuclear fuel and high-level radioactive

waste The NWPA and our contracts with the DOE required

the DOE to begin taking possession of spent nuclear fuel

generated by nuclear generating units no later than January 31

1998 The DOE has stated that it will not meet that obligation

until 2020 at the earliest

This delay has required that we undertake additional

actions related to on-site fuel
storage at Calvert Cliffs and Nine

Mile Point including the installation of on-site dry fuel
storage

capacity at Calvert Cliffs In January 2004 we filed complaint

against the federal government in the United States Court of

Federal Claims seeking to recover damages caused by the DOEs

failure to meet its contractual obligation to begin disposing of

spent nuclear fuel by January 31 1998 The case is currently

stayed pending litigation in other related cases

In connection with our purchases of Nine Mile Point and

Ginna all of the former owners rights and obligations related to

recovery
of damages for DOEs failure to meet its contractual

obligations were assigned to us However we have an obligation

to reimburse the former owner of Ginna for up to $10 million

in recovered damages for such claims

Nuclear Insurance

We maintain nuclear insurance
coverage

for Calvert Cliffs Nine

Mile Point and Ginna in four program areas liability
worker

radiation property and accidental outage These policies contain

certain industry standard exclusions including but not limited

to ordinary wear and tear and war
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In November 2002 the President signed into law the

Terrorism Risk Insurance Act TPJA of 2002 which was

extended by the Terrorism Risk Insurance Extension Act of 2005

and the Terrorism Risk Insurance Program Reauthorization Act

of 2007 Under the TRIA property
and casualty insurance

companies are required to offer insurance for losses resulting

from certified acts of terrorism Certified acts of terrorism are

determined by the Secretary of the Treasury in concurrence with

the Secretary of State and Attorney General and primarily are

based upon the occurrence of significant acts of terrorism that

intimidate the civilian population of the United States or

attempt to influence policy or affect the conduct of the United

States Government Our nuclear liability nuclear property and

accidental outage insurance programs as discussed later in this

section provide coverage for certified acts of terrorism

If there were an accident or an extended
outage at any

unit

of Calvert Cliffs Nine Mile Point or Ginna it could have

substantial adverse impact on our financial results

Nuclear Liability Insurance

Pursuant to the Price-Anderson Act we are required to insure

against public liability
claims resulting from nuclear incidents to

the full limit of public liability This limit of liability consists of

the maximum available commercial insurance of $300 million

and mandatory participation in an industry-wide retrospective

premium assessment program The retrospective premium

assessment is $117.5 million per reactor per incident increasing

the total amount of insurance for public liability to

approximately $12.5 billion Under the retrospective assessment

program we can be assessed up to $587.5 million per incident

at any
commercial reactor in the country payable at no more

than $87.5 million per incident per year This assessment also

applies in excess of our worker radiation claims insurance Both

the maximum assessment per reactor and the maximum yearly

assessment are adjusted for inflation Consumer Price Index at

least every five years and are subject to state premium taxes In

addition the U.S Congress could impose additional revenue-

raising measures to pay claims

Worker Radiation Claims Insurance

We participate in the American Nuclear Insurers Master Worker

Program that provides coverage for worker tort claims filed for

radiation injuries The policy provides single industty aggregate

limit of $200 million for occurrences of radiation injury claims

against all those insured by this policy prior to January 2003 and

$300 million for occurrences of radiation injuty claims against all

those insured by this policy on or after January 2003

The sellers of Nine Mile Point retain the liabilities for

existing and potential claims that occurred prior to November

2001 In addition the Long Island Power Authority which

continues to own 18% of Unit at Nine Mile Point is

obligated to assume its pro rata share of any liabilities for

retrospective premiums and other premium assessments RGE
the seller of Ginna retains the liabilities for existing and

potential claims that occurred prior to June 10 2004 If claims

under these policies exceed the coverage limits the provisions of

the Price-Anderson Act would apply

Nuclear Property Insurance

Our policies provide $500 million in primary coverage at each

nuclear plantCalvert Cliffs Nine Mile Point and Ginna In

addition we maintain $1.8 billion of excess coverage at Ginna

and $2.3 billion in excess coverage under blanket excess

program offered by the industry mutual insurer at both Calvert

Cliffs and Nine Mile Point Under the blanket excess policy

Calvert Cliffs and Nine Mile Point share $1.0 billion of the

total $2.3 billion of excess property coverage Therefore in the

unlikely event of two full limit
property damage losses at Calvert

Cliffs and Nine Mile Point we would recover $4.5 billion

instead of $5.5 billion

Losses resulting from non-certified acts of terrorism are

covered as common occurrence meaning that if non-certified

terrorist acts occur against one or more commercial nuclear

power plants insured by our nuclear property insurance company

within 12-month period they would be treated as one event

and the owners of the plants where the acts occurred would

share one full limit of liability currently $3.2 billion

Accidental Nuclear Outage Insurance

Our policies provide indemnification on weekly basis for losses

resulting from an accidental
outage

of nuclear unit Coverage

begins after 12-week deductible period and continues at 100%

of the weekly indemnity limit for 52 weeks and then 80% of

the weekly indemnity limit for the next 110 weeks Our

coverage
is

up to $490.0 million per unit at Calvert Cliffs and

Ginna $420.0 million for Unit of Nine Mile Point and

$401.8 million for Unit of Nine Mile Point This amount can

be reduced by up to $98.0 million per unit at Calvert Cliffs and

$84.0 million for Nine Mile Point Unit and $80.4 million for

Nine Mile Point Unit if an outage of more than one unit is

caused by single insured physical damage loss

Both the accidental nuclear
outage

insurance and the

nuclear
property

insurance are currently purchased through the

industry mutual insurance company If accidents at plants

insured by the mutual insurance company cause shortfall of

funds all policyholders could be assessed with our share being

up to $93.1 million During 2008 the Board of Directors for

the industry mutual insurance company approved change to

our policy that in the event of credit-rating downgrade to

below investment grade would require us to post collateral in

the form of letter of credit or cash equal to $93.1 million

Alternatively we would be required to purchase insurance

Non-Nuclear Property Insurance

Our conventional property insurance provides coverage of

$1.0 billion per occurrence for Certified acts of terrorism as

defined under TRIA Terrorism Risk Insurance Extension Act of

2005 and the Terrorism Risk Insurance Program Reauthorization

Act of 2007 Our conventional property insurance program
also

provides coverage for non-certified acts of terrorism up to an

annual aggregate limit of $1.0 billion If terrorist act occurs at

any of our facilities it could have significant adverse impact

on our financial results
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Derivatives and Fair Value Measurements

Use of Derivative Instruments

Nature of Oar Business and Associated Risks

Our business activities primarily include our merchant energy

business and our regulated electric and
gas

business Our

merchant energy
business includes

the generation of electricity from our owned and

contractually-controlled physical assets

the sale of
power gas

and other
energy

commodities to

wholesale and retail customers and

risk management services and energy trading activities

Our regulated electric and gas businesses engage in

electricity
and

gas
transmission and distribution activities in

Central Maryland at prices set by the Maryland PSC that are

generally designed to recover our costs including purchased fuel

and energy Substantially all of our risk management activities

involving derivatives occur outside our regulated businesses

In carrying out our merchant energy business activities we

purchase and sell
power fuel and other energy-related

commodities in competitive markets These activities
expose us

to significant risks including market risk from price volatility
for

energy commodities and the credit risks of counterparties with

which we enter into contracts The sources of these risks

include but are not limited to the following

the risks of unfavorable changes in power prices in the

wholesale forward and spot markets in which we sell

portion of the power from our power generation

facilities and purchase power to meet our load-serving

requirements

the risk of unfavorable fuel price changes for the

purchase of portion of the fuel for our generation

facilities under short-term contracts or on the spot

market Fuel prices can be volatile and the price that

can be obtained for power produced from such fuel may

not change at the same rate as fuel costs

the risk that one or more counterparties may fail to

perform under their obligations to make payments or

deliver fuel or power

interest rate risk associated with variable-rate debt and

the fair value of fixed-rate debt used to finance our

operations and

foreign currency exchange rate risk associated with

international investments and purchases of equipment

and commodities in currencies other than U.S dollars

Objectives and
Strategies for Using Derivatives

Risk Management Activities

To lower our exposure to the risk of unfavorable fluctuations in

commodity prices interest rates and foreign currency rates we

routinely enter into derivative contracts such as fixed-price

forward physical purchase and sales contracts futures financial

swaps and option contracts traded in the over-the-counter

markets or on exchanges for hedging purposes The objectives

for entering into such hedging transactions primarily include

fixing the price for portion of anticipated future

electricity
sales from our generation operations

fixing the price of portion of anticipated fuel

purchases for the operation of our power plants

fixing the price for portion of anticipated energy

purchases to supply our load-serving customers and

managing our exposure to interest rate risk and foreign

currency exchange risks

Non-Risk Management Activities

In addition to the use of derivatives for risk
management

purposes we also enter into derivative contracts for trading

purposes primarily to achieve the following objectives

optimizing the margin on surplus electricity generation

and load positions and surplus fuel supply and demand

positions

obtaining knowledge of prices and developing expertise

in less-liquid markets and

deploying risk capital in an effort to generate additional

returns

Accounting for Derivative Instruments

The accounting requirements for derivatives are governed by

SFAS No 133 which requires recognition of all qualifying

derivative instruments as either assets or liabilities on the balance

sheet at fair value

Accounting Designation

We must evaluate new and existing transactions and agreements

to determine whether they are derivatives SFAS No 133

permits several possible accounting treatments for derivatives that

meet all of the applicable requirements of that standard SFAS

No 133 requires mark-to-market as the default accounting

treatment for all derivatives unless they qualify and we

specifically designate them for one of the other accounting

treatments Derivatives designated for any of the elective

accounting treatments must meet specific restrictive criteria

prescribed by SFAS No 133 both at the time of designation

and on an ongoing basis The permissible accounting treatments

under SFAS No 133 include

normal purchase normal sale NPNS
cash flow hedge

fair value hedge and

mark-to-market

We further discuss our accounting policies for derivatives and

hedging activities and their impacts on our financial statements

in Note
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NPNS

We elect NPNS accounting for derivative contracts that provide

for the purchase or sale of physical commodity that will be

delivered in quantities expected to be used or sold over

reasonable period in the normal course of business Once we
elect NPNS classification for given contract we do not

subsequently change the election and treat the contract as

derivative using mark-to-market or hedge accounting

Cash Flow Hedging

We generally elect cash flow hedge accounting for most of the

derivatives that we use to hedge market price risk for our

physical energy delivery activities because hedge accounting more

closely aligns the timing of earnings recognition and cash flows

for the
underlying business activities Management monitors the

potential impacts of commodity price changes and where

appropriate may enter into or close out derivative transactions

designated as cash flow hedges

Commodity Cash Flow Hedges

Our merchant energy business has designated fixed-price forward

contracts as cash-flow hedges of forecasted sales of
energy and

forecasted purchases of fuel and energy for the
years 2009

through 2016 Our merchant energy business had net unrealized

pre-tax losses on these cash-flow hedges recorded in

Accumulated other comprehensive loss of $2614.9 million at

December 31 2008 and $1498.7 million at December 31
2007

We
expect to reclassify $1565.8 million of net pre-tax

losses on cash-flow hedges from Accumulated other

comprehensive loss into
earnings during the next twelve months

based on market prices at December 31 2008 However the

actual amount reclassified into earnings could vary from the

amounts recorded at December 31 2008 due to future changes
in market prices

When we determine that forecasted transaction originally

hedged has become probable of not occurring we reclassify net

unrealized gains or losses associated with those hedges from

Accumulated other comprehensive loss to earnings We

recognized in
earnings the following pre-tax amounts on such

contracts

$31.7 million
pre-tax loss in 2008

$24.4 million pre-tax loss in 2007 and

$35.3 million pre-tax loss in 2006

The
majority of the

pre-tax loss reclassified in 2008 resulted

from contracts that ceased to qualify for hedge accounting due

to the announcement of the intention to sell majority of our

international commodities operation The majority of the
pre-tax

loss reclassified in 2007 resulted from the deconsolidation of

CER The majority of the
pre-tax loss reclassified in 2006

resulted from the initial public offering of CEP and the sale of

our gas-fired plants

Interest Rate Swaps Designated as Cash Flow Hedges

We use interest rate swaps designated as cash flow hedges to

manage our interest rate exposures associated with new debt

issuances and to manage our exposure to fluctuations in interest

rates on variable rate debt The effective
portion of gains and

losses on these interest rate cash flow hedges net of associated

deferred income tax effects is recorded in Accumulated other

comprehensive income in our Consolidated Statements of

Common Shareholders Equity and Comprehensive Income We
reclassify gains and losses on the hedges from Accumulated

other
comprehensive income into Interest expense in our

Consolidated Statements of Income Loss during the periods in

which the interest payments being hedged occur

Accumulated other comprehensive income includes net

unrealized pre-tax gains on interest rate cash-flow hedges of prior

debt issuances totaling $12.0 million at December 31 2008 and

$11.9 million at December 31 2007 We
expect to reclassify

$0.7 million of
pre-tax net gains on these cash-flow hedges from

Accumulated other comprehensive income into Interest

expense during the next twelve months We had no hedge

ineffectiveness on these
swaps

Fair Value Hedging

We elect fair value hedge accounting for limited portion of our

derivative contracts including certain interest rate swaps and

certain forward contracts and price and basis
swaps associated

with natural gas fuel in
storage The objectives for

electing fair

value hedging in these situations are to manage our exposure to

optimize the mix of our fixed and floating-rate debt and to

hedge the value of our natural gas in storage

Interest Rate Swaps Designated as Fair Value Hedges

We use interest rate swaps designated as fair value hedges to

optimize the mix of fixed and floating-rate debt We record
any

gains or losses on swaps that qualify for fair value hedge

accounting treatment as well as changes in the fair value of the

debt being hedged in Interest expense We record changes in

fair value of the
swaps in Derivative assets and liabilities and

changes in the fair value of the debt in Long-term debt in our

Consolidated Balance Sheets In addition we record the

difference between interest on hedged fixed-rate debt and

floating-rate swaps in Interest expense in the periods that the

swaps settle

During 2004 we entered into interest rate swaps qualifying

as fair value hedges relating to $450 million of our fixed-rate

debt maturing in 2012 and 2015 and converted this notional

amount of debt to floating-rate The fair value of these hedges

was an unrealized gain of $55.9 million at December 31 2008

and $11.8 million at December 31 2007 and was recorded as

an increase in our Derivative assets and an increase in our

Long-term debt We had no hedge ineffectiveness on these

interest rate swaps
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Hedge Ineffictiveness

For all categories of derivative instruments designated in hedging

relationships we recorded in earnings the following pre-tax gains

losses related to hedge ineffectiveness

Year ended December 31 2008 2007 2006

In millions

Cash-flow hedges $121.0 $31.4 $13.4

Fair value hedges 20.6 24.4 27.7

Total $100.4 7.0 $41.1

The ineffectiveness amounts in the table above exclude

$31.8 million and $7.3 million of
pre-tax

losses for the
years

ended December 31 2008 and 2007 respectively representing

the change in fair value of derivatives that no longer qualify for

cash-flow hedge accounting These amounts relate to periods of

insufficient price correlation between the hedge and the risk

being hedged but the derivatives qualify for and remain

designated as hedges prospectively In addition we did not

recognize any gain/loss in 2008 related to the change in fair

value for the portion of our fair value hedges excluded from

ineffectiveness testing However we recognized $3.8 million

pre-tax
loss in 2007 and $8.9 million pre-tax gain in 2006

related to the change in value for the portion of our fair value

hedges excluded from ineffectiveness testing

Mark-to-Market

We generally apply mark-to-market accounting for risk

management and trading activities for which changes in fair

value more closely reflect the economic performance of the

underlying business activity However we also use

mark-to-market accounting for derivatives related to the

following physical energy delivery activities

our nonregulated retail gas customer supply activities

which are managed using economic hedges that we have

not designated as cash-flow hedges in order to match

the timing of recognition of the earnings impacts of

those activities to the greatest extent permissible and

economic hedges of activities that require accrual

accounting for which the related hedge requires

mark-to-market accounting

Origination Gains

We may record origination gains associated with commodity

derivatives subject to mark-to-market accounting Origination

gains represent the initial fair value of certain structured

transactions that our wholesale marketing risk management and

trading operation executes to meet the risk management needs of

our customers Historically transactions that result in origination

gains have been unique and resulted in individually significant

gains from single transaction We generally recognize

origination gains when we are able to obtain observable market

data to validate that the initial fair value of the contract differs

from the contract price Origination gains recognized in the past

three years include

$73.8 million pre-tax in 2008 resulting from

transactions

$41.9 million pre-tax in 2007 resulting from

transaction and

$13.5 million pre-tax in 2006 resulting from

transactions

7rmination or Restructuring of Commodity Derivative Contracts

We may terminate or restructure in-the-money contracts in

exchange for upfront cash
payments

and reduction or

cancellation of future performance obligations The termination

or restructuring of contracts allows us to lower our exposure to

performance risk under these contracts Such transactions

resulted in the realization of the following amounts of
pre-tax

earnings that otherwise would have been recognized over the life

of these contracts

$73.1 million pre-tax in 2008 resulting from

transactions

$17.8 million
pre-tax

in 2007 resulting from

transaction and

$56.7 million pre-tax in 2006 resulting from

transactions

Fair Value Measurements

SFAS No 157 Fair Value Measurements defines fair value

establishes framework for measuring fair value and requires

certain disclosures about fair value measurements Fair value is

the price that we would receive to sell an asset or pay to transfer

liability in an orderly transaction between market participants

at the measurement date exit price

SFAS No 157 also creates fair value hierarchy that

prioritizes the inputs used to measure fair value The three levels

of the fair value hierarchy are as follows

Level 1Unadjusted quoted prices available in active

markets at the measurement date for identical assets or

liabilities

Level 2Pricing inputs other than quoted prices

included within Level which are either directly or

indirectly observable as of the reporting date

Level 3Significant inputs that are generally not

observable from market activity

We determine the fair value of our assets and liabilities

using unadjusted quoted prices in active markets Level or

pricing inputs that are observable Level whenever that

information is available We use unobservable inputs Level to

estimate fair value only when relevant observable inputs are not

available

We
classify assets and liabilities within the fair value

hierarchy based on the lowest level of input that is significant to

the fair value measurement of each individual asset and liability

taken as whole We determine fair value for assets and

liabilities classified as Level by multiplying the market price by

the quantity of the asset or liability
We primarily determine fair

value measurements classified as Level or Level using the

income valuation approach which involves discounting estimated

cash flows

We present all derivatives recorded at fair value net with the

associated fair value cash collateral This presentation of the net

position reflects our credit exposure for out on-balance sheet
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positions but excludes the impact of
any off-balance sheet

positions and collateral Examples of off-balance sheet positions

and collateral include in-the-money accrual contracts for which

the right of offset exists in the event of default and letters of

credit We discuss our letters of credit in more detail in Note

Recurring Measurements

BCEs assets and liabilities measured at fair value on recurring

basis are immaterial Our merchant energy business segments

assets and liabilities measured at fair value on recurring basis

consist of the following

As of

December 31 2008

Assets Liabilities

In millions

928.5

1069.5

1465.0 1241.8

851.8 1115.0

Iota1 classifIed as derivative assets

and liabilities 2316.8 2356.8
Classified as accounts receivable 1244.6

Total derivative instruments 1072.2 2356.8

Total recurring fair value measurements 3070.2 $2356.8

Represents the unrealized fair value of exchange traded derivatives

exclusive of cash margin posted

Cash equivalents represent money market mutual funds

which are included in Cash and cash equivalents and

Restricted cash in the Consolidated Balance Sheets Debt and

equity securities represent available-for-sale investments which are

included in Nuclear decommissioning trust funds and Other

assets in the Consolidated Balance Sheets Derivative

instruments
represent unrealized amounts related to all derivative

positions including futures forwards swaps and options We

classify exchange-listed contracts as part of Accounts Receivable

in our Consolidated Balance Sheets We
classify

the remainder of

our derivative contracts as Derivative assets or Derivative

liabilities in our Consolidated Balance Sheets

The table below disaggregates our net derivative assets and

liabilities on gross contract-by-contract basis as required by

SFAS No 157 primary foeus of SFAS No 157 is the fair

value hierarchy that provides information about how fair value

measurements are determined SFAS No 157 requires each

individual asset or liability
that is remeasured at fair value on

recurring basis to be presented in this table and classified in its

entirety within the appropriate level in the fair value hierarchy

Therefore the objective of this table is to provide information

about how each individual derivative contract is valued within

the fair value hierarchy regardless of whether particular

contract is
eligible

for netting against other contracts or whether

it has been collateralized

The table below sets forth by level within the fair value hierarchy the
gross components of the Companys assets and liabilities

that were measured at fair value on recurring basis as of December 31 2008 These gross balances are intended solely to provide

information on sources of inputs to fair value and proportions of fair value involving objective versus subjective valuations and do not

represent
either our actual credit exposure or net economic exposure

At December 31 2008 Level Level Level

In millions

Cash equivalents 928.5 928.5

Debt and equity securities 305.4 764.1 1069.5

Derivative assets 1565.2 45499.3 4793.6 50785.9 1072.2

Derivative liabilities 1728.7 46969.1 4756.6 51097.6 2356.8

Net derivative position 163.5 1469.8 37.0 311.7 1284.6

Total 1070.4 705.7 37.0 311.7 713.4

We
present our derivative assets and liabilities in our Consolidated Balance Sheets on net basis We net derivative assets and liabilities

including cash collateral when
legally enforceable master netting agreement exists between us and the counterparty to derivative

contract At December 31 2008 we included $223.0 million of cash collateral held and $534.7 million of cash collateral posted

excluding margin posted on exchange traded derivatives in netting amounts in the above table See discussion of FSP FIN 39-1 in

Note for more details on our net presentation

Cash equivalents

Debt and equity securities

Derivative instruments

Classified as derivative assets and

liabilities

Current

Noncurrent

Netting and

Cash Collateral

Total Net

Fair Value
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SFAS No 157 requires us to prepare this table by

separating each individual derivative contract that is in the

money from each contract that is out of the money It also

requires us to ignore master netting agreements and collateral for

our derivatives As result the gross asset and liability

amounts under each of the three fair value levels far exceed our

actual economic exposure to commodity price risk and credit

risk Our actual economic
exposure consists of the net derivative

position combined with our nonderivative accrual contracts such

as those for load-serving and our physical assets such as our

power plants Our actual credit risk exposure is reflected in the

net derivative asset and derivative
liability amounts shown in the

Total Net Fair Value column

Increases and decreases in the gross components presented

in each of the levels in this table also do not indicate changes in

the level of derivative activities Rather the primary factors

affecting the
gross amounts are commodity prices and the total

number of contracts If commodity prices change the
gross

amounts could increase even if the level of contracts stays the

same because SFAS No 157 requires separate presentation of

contracts that are in the money from those that are out of the

money As result even fully hedged positions could exhibit

increases in the
gross amounts if prices change Additionally if

the number of contracts increases the
gross amounts also could

increase Thus the execution of new contracts to reduce

economic risk could actually increase the
gross amounts in the

table because of the required separation of contracts discussed

above

Cash equivalents are comprised of exchange traded money
market funds and money market mutual funds These

instruments are valued based
upon unadjusted quoted prices in

active markets and are classified within Level

Debt and equity securities include trust assets securing

certain executive benefits other marketable securities and our

nuclear decommissioning trust funds Trust assets securing

certain executive benefits consist of mutual funds which are

valued based upon unadjusted quoted prices in active markets

and are classified within Level Our other marketable securities

consist of publicly traded individual securities which are valued

based on unadjusted quoted prices in active markets and are

classified within Level Nuclear decommissioning trust funds

consist of number of different types of securities including the

following

publicly traded individual securities and United States

Treasury securities are classified within Level because

they are valued based on unadjusted quoted prices in

active markets

fixed income securities other than United States Treasury

securities are classified within Level because these

instruments are traded in markets that are less active

than the markets for equity securities and United States

Treasury securities and

commingled funds are classified within Level because

they are valued based on the fund share price which is

observable on less frequent basis

Derivative instruments include exchange-traded and bilateral

contracts Exchange-traded derivative contracts include futures

and certain options Bilateral derivative contracts include swaps

forwards certain options and complex structured transactions

We utilize models to measure the fair value of bilateral derivative

contracts Generally we use similar models to value similar

instruments Valuation models utilize various inputs which

include quoted prices for similar assets or liabilities in active

markets quoted prices for identical or similar assets or liabilities

in markets that are not active other observable inputs for the

asset or liability and market-corroborated inputs which are

inputs derived principally from or corroborated by observable

market data by correlation or other means However the

primary input to our valuation models is the forward

commodity price We have classified derivative contracts within

the fair value hierarchy as follows

Exchange-traded derivative contracts valued based on

unadjusted quoted prices in active markets are classified

within Level

Exchange-traded derivative contracts valued using

pricing inputs based
upon market quotes or market

transactions are classified within Level These contracts

generally trade in less active markets due to the length

of the contracts i.e for certain contracts the exchange

sets the closing price which may not be reflective of an

actual trade

Bilateral derivative contracts where observable inputs are

available for substantially the full term and value of the

asset or
liability are classified within Level

Bilateral derivative contracts with lower availability of

pricing information are classified in Level In addition

complex or structured transactions such as certain

options may require us to use internally-developed

model inputs which might not be observable in or

corroborated by the market to determine fair value

When such unobservable inputs have more than an

insignificant impact on the measurement of fair value

we also
classify

the instrument within Level

In order to determine fair value we utilize various factors

including market data and assumptions that market participants

would use in pricing assets or liabilities as well as assumptions

about the risks inherent in the inputs to the valuation technique

These factors include

forward commodity prices

price volatility

volumes

location

interest rates

credit quality of counterparties and Constellation

Energy and

credit enhancements

We also record valuation adjustments to reflect uncertainties

associated with certain estimates inherent in the determination

of the fair value of derivative assets and liabilities The effect of

these uncertainties is not incorporated in market price

information or other market-based estimates used to determine

fair value of our mark-to-market energy contracts To the extent

possible we utilize market-based data together with quantitative

methods for both measuring the uncertainties for which we
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record valuation adjustments and determining the level of such

adjustments and changes in those levels

We describe below the main types of valuation adjustments

we record and the process for establishing each Generally

increases in valuation adjustments reduce our earnings and

decreases in valuation adjustments increase our earnings

However all or portion of the effect on earnings of changes in

valuation adjustments may be offset by changes in the value of

the underlying positions

Close-out adjustmentrepresents the estimated cost to

close out or sell to third-party open mark-to-market

positions This valuation adjustment has the effect of

valuing long positions the purchase of commodity

at the bid price and short positions the sale of

commodity at the offer price We compute this

adjustment using market-based estimate of the bid

offer spread for each commodity and option price and

the absolute quantity of our net open positions for each

year
The level of total close-out valuation adjustments

increases as we have larger unhedged positions bid-offer

spreads increase or market information is not available

and it decreases as we reduce our unhedged positions

bid-offer spreads decrease or market information

becomes available Prior to the adoption of SFAS

No 157 on January 2008 to the extent that we are

not able to obtain observable market information for

similar contracts the close-out adjustment is equivalent

to the initial contract margin thereby resulting in no

gain or loss at inception In the absence of observable

market information there is presumption that the

transaction price is equal to the market value of the

contract and therefore we do not recognize gain or

loss at inception We recognize such gains or losses in

earnings as we realize cash flows under the contract or

when observable market data becomes available

Unobservable input valuation adjustmentupon

adopting FAS No 157 this adjustment was necessary

when we were required to determine fair value for

derivative positions using internally developed models

that use unobservable inputs due to the absence of

observable market information Unobservable inputs to

fair value may arise due to number of factors

including but not limited to the term of the

transaction contract optionality delivery location or

product type In the absence of observable market

information that supports the model inputs there is

presumption that the transaction price is equal to the

market value of the contract when we transact in our

principal market and SFAS No 157 requires us to

recalibrate our estimate of fair value to equal the

transaction price Therefore we do not recognize gain

or loss at contract inception on these transactions We

will recognize such gains or losses in earnings as we

realize cash flows under the contract or when observable

market data becomes available

Credit-spread adjustmentfor risk management

purposes we compute the value of our derivative assets

and liabilities using risk-free discount rate In order to

compute fair value for financial reporting purposes we

adjust the value of our derivative assets to reflect the

credit-worthiness of each counterparty
based

upon
either

published credit ratings or equivalent internal credit

ratings and associated default probability percentages

We compute this adjustment by applying default

probability percentage to our outstanding credit

exposure net of collateral for each counterparty The

level of this adjustment increases as our credit exposure

to counterparties increases the maturity terms of our

transactions increase or the credit ratings of our

counterparties deteriorate and it decreases when our

credit exposure to counterparties decreases the maturity

terms of our transactions decrease or the credit ratings

of our counterparties improve As part
of our evaluation

we assess whether the counterparties published credit

ratings are reflective of current market conditions We

review available observable data including bond prices

and yields and credit default swaps to the extent it is

available We also consider the credit risk measurement

implied by that data in determining our default

probability percentages
and we evaluate its

reliability

based upon market liquidity comparability and other

factors Upon adoption of SFAS No 157 we also use

credit-spread adjustment in order to reflect our own

credit risk in determining the fair value of our derivative

liabilities

We regularly evaluate and validate the inputs we use to

estimate fair value by number of methods consisting of

various market price verification procedures including the use of

pricing services and multiple broker
quotes to support the

market price of the various commodities in which we transact as

well as review and verification of models and changes to those

models These activities are undertaken by individuals that are

independent of those responsible for estimating fair value

The Companys assessment of the significance of

particular input to the fair value measurement requires judgment

and may affect the classification of assets and liabilities within

the fair value hierarchy Because of the long-term nature of

certain assets and liabilities measured at fair value as well as

differences in the availability of market prices and market

liquidity over their terms inputs for some assets and liabilities

may fall into any one of the three levels in the fair value

hierarchy or some combination thereoE While SFAS No 157

requires us to classify these assets and liabilities in the lowest

level in the hierarchy for which inputs are significant to the fair

value measurement portion 0f that measurement may be

determined using inputs from higher level in the hierarchy
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The following table sets forth reconciliation of changes in

Level fair value measurements

2008

In mi/lions

Balance at beginning of period $147.1

Realized and unrealized gains losses

Recorded in income 471.2

Recorded in other comprehensive income 51 1.9

Purchases sales issuances and settlements 37.6

Transfers into and out of Level 187.2

Balance as of December 31 2008 37.0

Change in unrealized gains recorded in income

relating to derivatives still held as of

December 31 2008 800.1

Realized and unrealized gains losses are included primarily

in Nonregulated revenues for our derivative contracts that are

marked-to-market in our Consolidated Statements of Income

Loss and are included in Accumulated other comprehensive

loss for our derivative contracts designated as cash-flow hedges

in our Consolidated Balance Sheets We discuss the income

statement classification for realized gains and losses related to

cash-flow hedges for our various hedging relationships in iVote

Realized and unrealized gains losses include the realization

of derivative contracts through maturity This includes the fair

value as of the beginning of each quarterly reporting period of

contracts that matured during each quarterly reporting period

Purchases sales issuances and settlements represent cash paid or

received for option premiums and the acquisition or

termination of derivative contracts prior to maturity 1iansfers

into Level
represent existing assets or liabilities that were

previously categorized at higher level for which the inputs to

the model became unobservable Transfers out of Level

represent assets and liabilities that were previously classified as

Level for which the inputs became observable based on the

criteria discussed on the previous page for classification in either

Level or Level Because the depth and liquidity of the power
markets varies substantially between regions and time periods

the availability of observable inputs for substantially the full

term and value of our bilateral derivative contracts changes

frequently As result we also expect derivatives balances to

transfer into and out of Level frequently based on changes in

the observable data available as of the end of the period

Nonrecurring Measurements

The table below sets forth by level within the fair value

hierarchy our financial assets and liabilities that were measured

at fair value on nonrecurring basis during 2008

Losses mr the

year
ended

December 31

2008Level Level Level

In mi/lions

Equity method

investment $17.7 $17.7 $124.4

As described more fully in Note during the third and

fourth quarters of 2008 we recorded other-than-temporary

impairment charges of $54.7 million and $69.7 million

respectively on our equity method investment in CEP The fair

value of CEP is Level measurement because CEP is

publicly traded stock on the New York Stock Exchange and the

fair value is quoted price in an active market

Fair Value of Financial Instruments

We show the carrying amounts and fair values of financial

instruments included in our Consolidated Balance Sheets in the

following table

Ar December 31 2008 2007

Carrying Fair Carrying Fair

Amount Value Amount Value

In millions

Investments and other

assetsConstellation

Energy

Fixed-rate long-term debt

Constellation Energy

including BGE
BGE

Variable-rate long-term debt

Constellation Energy

including BCE
BCE

As defined by SFAS No 157

We use the following methods and assumptions for

estimating fair value disclosures for financial instruments

cash and cash equivalents net accounts receivable other

current assets certain current liabilities short-term

borrowings current portion of long-term debt and

certain deferred credits and other liabilities because of

their short-term nature the amounts reported in our

Consolidated Balance Sheets approximate fair value

investments and other assets the fair value is based on

quoted market prices where available and

long-term debt the fair value is based on quoted market

prices where available or by discounting remaining cash

flows at current market rates

Fair Value at

December 31
2008

$2264.5 $2264.5 $1634.2 $1634.5

6995.4 6290.3 4244.3

2265.1 1990.2 2215.1

736.7 736.7 801.6

4307.5

2178.6

801.6
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Stock-Based Compensation

Under our long-term incentive plans we grant stock options

performance and service-based restricted stock performance- and

service-based units and equity to officers key employees and

members of the Board of Directors In May 2007 shareholders

approved Constellation
Energys 2007 Long-Term Incentive Plan

under which we can grant up to total of 9000000 shares

Any shares covered by an outstanding award under any of our

long-term incentive plans that are forfeited or cancelled expire

or are settled in cash will become available for issuance under

the 2007 Long-Term Incentive Plan At December 31 2008
there were 8729667 shares available for issuance under the

2007 Long-Term Incentive Plan At December 31 2008 we had

stock options restricted stock performance unit and equity

grants outstanding as discussed below We may issue new shares

reuse forfeited shares or buy shares in the market in order to

deliver shares to employees for our equity grants BGE officers

and key employees participate in our stock-based compensation

plans The expense recognized by BGE in 2008 2007 and

2006 was not material to BGEs financial results

Non-Qualified Stock Options

Options are granted with an exercise price equal to the market

value of the common stock at the date of grant become vested

over period up to three years expense recognized in tranches

and expire ten years from the date of
grant

The fair value of our stock-based awards was estimated as

of the date of grant using the Black-Scholes option pricing

model based on the following weighted- average assumptions

Risk-free interest rate

Expected life in years

Expected market price volatility factor

Expected dividend yield

During 2006 no stock options were granted to employees
in

anticipation of the proposed merger with FPL Group which

was terminated in October 2006

We use the historical data related to stock option exercises

in order to estimate the expected life of our stock options We
also use historical data measured on daily basis for period

equal to the duration of the expected life of option awards and

implied volatilities for certain publicly traded options in

Constellation Energy common stock in order to estimate the

volatility factor We believe that the use of this data to estimate

these factors provides reasonable basis for our assumptions

The risk-free interest rate for the periods within the expected life

of the option is based on the U.S Treasury yield curve in effect

and the expected dividend yield is based on our current estimate

for dividend payout at the time of grant

Summarized information for our stock option grants is as follows

2008

Weighted-

Average

Exercise Price Shares

2007

Weighted-

Average

Exercise Price

2008 2007 2006

2.57% 4.69%

4.0 4.0

25.8% 20.3%

1.85% 2.5%

2006

Weighted-

Average

Exercise PriceShares
Shares

Shares in thousands

Outstanding beginning of
year 6145 $55.90 6051 $47.23 7172 $45.24

Granted with exercise prices at fair market value 1434 93.79 1759 76.22
Exercised 375 47.02 1411 41.91 1050 33.77

Forfeited/expired 1146 84.59 254 67.85 71 45.22

Outstanding end of year 6058 $59.99 6145 $55.90 6051 $47.23

Exercisable end of
year 4665 $52.13 4043 $48.51 4401 $46.94

Weighted-average fair value per share of options

granted with exercise prices at fair market value $18.75 $13.76
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The following table summarizes additional information

about stock options during 2008 2007 and 2006

$17.6 million in 2007 and $10.9 million in 2006 Summarized

share information for our restricted stock awards is as follows

Stock Option Expense Recognized

Stock Options Exercised

Cash Received for Exercise Price

Intrinsic Value Realized by

Employee

Realized Tax Benefit

Fair Value of Shares that Vested

As of December 31 2008 we had $7.8 million of

unrecognized compensation cost related to the unvested portion

of outstanding stock option awards of which $6.2 million is

expected to be recognized during 2009

The following table summarizes additional information

about stock options outstanding at December 31 2008 stock

options in thousands

14

6058 4665

No stock
options are currently outstanding with an exercise

price
below

Constellation Energy- stock
price

at December 31 2008

Restricted Stock Awards

In addition to stock options we issue common stock based on

meeting certain service goals This stock vests to participants at

various times ranging from one to five years if the service goals

are met In accordance with SFAS No 123R we account for

our service-based awards as equity awards whereby we recognize

the value of the market price of the underlying stock on the

date of
grant to compensation expense over the service period

either ratably or in tranches depending if the award has cliff or

graded vesting

We recorded compensation expense related to our restricted

stock awards of $46.6 million in 2008 $35.8 million in 2007

and $24.5 million in 2006 The tax benefits received associated

with our restricted awards were $20.1 million in 2008

2008 2007 2006

Shares in thousands

Outstanding beginning of
year 1322 1207 1272

Granted 365 710 511

Released to participants 536 552 502
Canceled 118 43 74

Outstanding end of year 1033 1322 1207

Weighted-average fair value of

restricted stock granted per

share $94.62 $75.29 $58.68

Total fair value of shares for

which restriction has lapsed in

millions 49.7 44.5 27.6

As of December 31 2008 we had $22.9 million of

unrecognized compensation cost related to the unvested portion

of
outstanding restricted stock awards expected to be recognized

within 39-month period At December 31 2008 we have

recorded in Common shareholders equity approximately

$47.8 million and approximately $42.3 million at December 31

2007 for the unvested portion of service-based restricted stock

granted from 2006 until 2008 to officers and other employees

that is contingently redeemable in cash upon change in

control

Performance-Based Units

In accordance with SFAS No 123R we recognize compensation

expense ratably for our performance-based awards which are

classified as liability awards for which the fair value of the

award is remeasured at each reporting period Each unit is

equivalent to $1 in value and cliff vests at the end of

three-year service and performance period The level of payout is

based on the achievement of certain performance goals at the

end of the three-year period and will be settled in cash In 2008

we recorded reduction of compensation expense
of

$3.2 million due to lower anticipated achievement We reported

compensation expense of $17.6 million in 2007 and

$24.0 million in 2006 for these awards During the 12 months

ended December 31 2008 our 2005 performance-based unit

award vested and we paid $24.2 million in cash to settle the

award During the 12 months ended December 31 2007 our

2004 performance-based unit award vested and we paid

$19.7 million in cash to settle the award As of December 31

2008 we had $3.7 million of
unrecognized compensation cost

related to the unvested portion of outstanding performance-

based unit awards expected to be recognized within 26-month

period

Equity-Based Grants

We recorded compensation expense of $0.9 million in 2008

$0.9 million in 2007 and $0.6 million in 2006 related to

equity-based grants to members of the Board of Directors

2008 2007 2006

In millions

$11.0 $15.1 6.7

20.2 43.4 35.5

14.1 67.6 27.6

5.7 26.7 10.9

98.3 82.7 82.6

Weighted-
Outstanding Exercisable

Average

Range of Aggregate Aggregate Remaining
Exercise Stock Intrinsic Stock Intrinsic Contractual

Prices Options Value Options Value Life

In millions In millions In years

$20.00 40.00 1217 1217 3.9

$40.00 60.00 3004 3004 3.8

$60.00 80.00 1000 430 6.7

$80.00 $100.00 837 8.6
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Merger and Acquisitions

Investment Agreement with EDF Group

On December 17 2008 we entered into an Investment

Agreement with EDF under which EDE will purchase from us

49.990/s membership interest in our nuclear generation and

operation business for $4.5 billion subject to certain

adjustnicnts

In connection with this transaction we issued 10000

shares of 8% Series Preferred Stock to EDF for an aggregate

value of $1 billion This $1 billion will be subsequently credited

against the $4.5 billion purchase price for EDFs membership

interest at the time of closing At that time EDF will surrender

au of the shares of Series Preferred Stock to us We discuss the

8% Series Preferred Stock in more detail in Note

1he Investment Agreement also includes an asset put

arratigement
that provides us with additional liquidity of up to

$2 billion Pursuant to the put arrangement we can exercise an

option through December 31 2010 or the termination of the

Investment Agreement by EDF due to our breach of the

Investment Agreement to require EDF to acquire certain

non-nuclear generation assets The execution of this
put

arrangement
is subject to regulatory approval Ve discuss this

facility in more detail in Note

In connection with these transactions EDF has reimbursed

us $150 million for transaction costs which is in addition to the

purchase price has agreed to make certain other payments
and

has also provided us with $600 million interim backstop

liquidity facility We discuss this facility
in more detail in

Note

Prior to closing we will transfer to our nuclear generation

and operation business transactions with negative

mark-to-market value not to exceed $700 million in the

aggregate using 10% discount rate This transfer will occur in

manner that is to be determined and to be mutually

acreptable to Constellation Energy and EDF

Constellation Energy and EDF are working to close the

Investment Agreement in the third
quarter

0f 2009 The

Investment Agreement contains certain termination rights for

both Constellation Energy and EDE If the Investment

Agreement is terminated for failure of the closing to occur

after all regulatory approvals have been obtained EDF will be

required to pay Constellation Energy termination fee of

$175 million

In addition if the Investment Agreement
is terminated the

Series Preferred Stock will be redeemed at the later of the date

of termination or December 31 2009 for $1 billion aggregate

principal amount of 10% Senior Notes of Constellation Energy

due June 30 2010

We have agreed that the maximum aggregate liability
of

LOP for losses or damages in connection with the Investment

Agreement would be limited to $1.5 billion Our recourse for

the first $1 billion in losses or damages is limited to the Series

Preferred Stock or if the Series Preferred Stock has been

redeemed the 10% Senior Notes or any
cash received upon

redemption

Termination of Merger Agreement with MidAmerican

On December 17 2008 Constellation Energy and MidAmerican

agreed to terminate the Agreement and Plan of Merger the

parties entered into on September 19 2008

In connection with the termination and conversion of our

Series Preferred Stock we made certain payments
and issued

certain securities to MidAmerican Specifically we

paid MidAmeriean the $175 million merger termination

fee

paid MidAmerican approximately $418 million in lieu

of the number of shares of our common stock valued

at $26.50 per share that were due to MidAmerican on

the conversion of Series Preferred Stock but that

could not be issued due to regulatory limitations

issued and delivered total of 19897322 shares of our

common stock representing 9.99% of our total

outstanding common shares after giving effect to the

issuance due upon conversion of the Series Preferred

Stock the fair value of the common stock on the date

of issuance was estimated to be $572.6 million based on

the stock price at the time of issuance and

delivered to MidAmerican 14% Senior Notes in the

aggregate principal amount of $1.0 billion also issued

upon
the conversion of the Series Preferred Stock

We discuss the
merger

termination fee in more detail in

Note We discuss the conversion of the Series Preferred

Stock into cash our common shares and 14% Senior Notes in

more detail in Note

Nufcor International Limited

On June 26 2008 we acquired Nufeor International Limited

Nufcor We include Nufcor as part
of our Global

Commodities operations in our merchant energy
business

segment
and have included its results of operations in our

consolidated financial statements since the date of acquisition

Nufcor is uranium market participant that provides marketing

services to uranium producers utilities and an investment fund

in the North American and European markets

We acquired 100% ownership of Nufcor for

$102.8 million including direct costs of which $104.9 million

was paid in cash at closing Subsequent to closing we received

$3.1 million back from the seller as result of adjustments to

Nufcors net assets As part of the purchase we acquired

$37.3 million in cash
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Our final purchase price allocation related to Nufcor is as

follows

At June 26 2008

Cash

Fuel stocks

Other current assets

Total current assets

Goodwill 12
Other assets

Total assets acquired

Short-term borrowings

Unamortized energy contract liabilities

Other current liabilities

Total current liabilities

Unamortized energy contract liabilities

Total liabilities

Net assets acquired 102.8

Not deductible fir tax purposes

Amount has been subsequently charged to expense as part of

our merchant energy goodwill impairment charge recorded

during 2008

The pro-forma impact of the Nufcor acquisition would not

have been material to our results of operations for the years

ended December 31 2008 2007 and 2006

West Valley Power Plant

On June 2008 we acquired the West Valley Power Plant

200 MW gas-fired peaking plant located in Utah for

approximately $88.6 million including direct costs We

accounted for this transaction as an asset acquisition and have

included this plants results of operations in the Generation

operations of our merchant energy
business

segment
since the

date of acquisition We allocated the purchase price primarily to

the equipment with lesser amounts allocated to land and spare

parts inventory

Hillabee Energy Center

On February 14 2008 we acquired the Hillabee Energy Center

partially completed 774 MW gas-fired combined cycle power

generation facility located in Alabama for $156.9 million

including direct costs which we accounted for as an asset

acquisition We allocated the purchase price primarily to the

equipment with lesser amounts allocated to land and contracts

acquired We plan to complete the construction of this facility

and expect it to be ready for commercial operation in late 2009

Cornerstone Energy

On July 2007 we acquired Cornerstone Energy Inc CEI
We include CEI part of our retail competitive supply operation

in our merchant
energy

business segment and have included its

results of operations in our consolidated financial statements

since the date of acquisition CEI provides natural gas supply

and related services to commercial industrial and institutional

customers across the central United States CEI is expected to

add approximately 100 billion cubic feet of natural gas to our

annual volumes served

We acquired 100% ownership for $108.3 million which

we paid in cash As part 0f the purchase we acquired

$7.3 million in cash

The total consideration for accounting purposes consisting

of cash and other noncash consideration including the fair value

of certain preexisting contracts with CEI was equal to

172.6 $137.6 million

6.3 Our final purchase price allocation for the net assets

30.4
acquired is as follows

At July 2007

In millions

Cash 7.3

Other Current Assets 89.6

Total Current Assets 96.9

Goodwill 12 103.4

Net Property Plant and Equipment 0.5

Other Assets 6.7

Total Assets Acquired 207.5

Current Liabilities 66.3

Deferred Credits and Other Liabilities 3.6

Total Liabilities 69.9

Net Assets Acquired $137.6

Approximately $99 million is deductible fir tax purposes

Amount has been subsequently charged to expense as part of

our merchant energy goodwill impairment charge recorded

during 2008

The pro-forma impact of the CEI acquisition would not

have been material to our results of operations for the
years

ended December 31 2007 and 2006

Acquisitions of Working Interests in Gas Producing

Fields

In 2007 we acquired working interests of 41% and 55% in two

gas and oil producing properties in Oklahoma for

$208.9 million subject to closing adjustments We purchased

leases producing wells inventory and related equipment We

have included the results of operations from these properties in

our merchant energy business segment
since the date of

acquisition

Our purchase price was allocated to the net assets acquired

as follows

At March 23 2007 Jfi
Property Plant and Equipment

Inventory 0.2

Unproved property 28.8

Proved property 179.9

Net Assets Acquired $208.9

The pro-forma impact of the acquisition of these working

interests would not have been material to our results of

operations for the years ended December 31 2007 and 2006

In millions

37.3

126.8

8.5

209.3

28.0

15.8

29.7

73.5

33.0

106.5
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Related Party Transactions

Constellation Energy

On March 31 2008 our merchant energy business sold its

working interest in 83 oil and natural gas producing wells in

Oklahoma to CEF an equity method investment of

Constellation Energy for total proceeds of approximately

$53 million Our merchant energy business recognized

$14.3 million gain net of the minority interest gain of

$0.7 million on the sale and exclusive of our 28.5% ownership

interest in CER This gain is recorded in Gains on Sales of

Assets in our Consolidated Statements of Income Loss

BGElncome Statement

BGE is obligated to provide market-based standard offer service

to all of its electric customers for varying periods Bidding to

supply BGEs market-based standard offer service to electric

customers will occur from time to time through competitive

bidding process approved by the Maryland PSC
Our merchant

energy business will supply portion of

BGEs market-based standard offer service obligation to

residential electric customers through May 31 2011

The cost of BGEs purchased energy
from nonregulated

subsidiaries of Constellation Energy to meet its standard offer

service obligation was as follows

Year Ended December 31 2008 2007 2006

In millions

Electricity purchased for resale

expenses $802.0 $1139.6 $1062.0

In addition Constellation Energy charges BCE for the

costs of certain corporate functions Certain costs are directly

assigned to BGE We allocate other
corporate

function costs

based on total
percentage

of expected use by BGE We believe

this method of allocation is reasonable and approximates the cost

BGE would have incurred as an unaffiliated entity

The following table presents the costs Constellation Energy

charged to BCE in each period

Year ended December 31 2008 2007 2006

In millions

Charges to BGE $153.6 $160.8 $148.8

BGEBalance Sheet

BGE participates in cash pool under Master Demand Note

agreement
with Constellation Energy Under this arrangement

participating subsidiaries may invest in or borrow from the poo1

at market interest rates Constellation Energy administers the

pool and invests excess cash in short-term investments or issues

commercial
paper to manage consolidated cash requirements

Under this arrangement BGE had invested $148.8 million at

December 31 2008 and $78.4 million at December 31 2007

BGEs Consolidated Balance Sheets include intercompany

amounts related to corporate functions performed at the

Constellation Energy holding compan BGEs purchases to meet

its standard offer service obligation BGEs charges to

Constellation Energy and its nonregulated affiliates for certain

services it provides them and the participation of BCEs

employees in the Constellation Energy defined benefit plans

We believe our allocation methods are reasonable and

approximate the costs that would be charged to unaffiliated

entities
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In millions
except per share amounts

Quarter Ended

March 31 4812.2 254.3 145.7 145.7 0.81 0.81

June 30 4756.1 331.7 171.5 171.5 0.95 0.95

September 30 5323.6 228.4 225.7 225.7 1.27 1.27
December 31 4926.4 1335.7 1405.9 1405.9 7.75 7.75

Year Ended

December 31 $19818.3 978.1 $1314.4 $1314.4 $7.34 $7.34

Revenues

In millions

Quarter Ended

March 31 $1105.8 137.7 73.0

June 30 636.8 131.1 107.4

September 30 977.9 69.6 19.9

December 31 983.2 106.3 52.8

Year Ended

December 31 $3703.7 182.5 38.3

The sum of the quarterly earnings per share amounts may not equal the total Jbr the
year

due to the ejcts of rounding and dilution as

result of issuing common shares during the yeao Constellation Energy revenues for the
quarter ended March 31 2008 and June 30 2008

have been reclassified to conJisrm with the current presentation

First quarter results include

$3.9 million after-tax charge for the impairment of certain of our nuclear decommissioning trust fund investments

$6.6 million tax benefit related to the anticipated finalization of the Maryland settlement agreement and

$9.1 million after-tax gain on the sale of certain working interests in an upstream gas property

Second quarter results include

$2.4 million after-tax charge for the impairment of certain of our nuclear decommissioning trust fund investments
$13.4 million after-tax charge related to the write-down of our emission allowance inventory

$125.3 million after-tax charge related to the one-time $170 residential electric customer credit related to the Maryland
settlement agreement

$2.1 million tax benefit related to the Maryland settlement
agreement and

$46.2 million after-tax gain on the sale of certain working interests in upstream gas properties

Third quarter results include

$169.1 million after-tax charge for the impairment of goodwill

$86.6 million after-tax charge for the impairments of certain of our upstream gas properties

$34.2 million after-tax charge for the impairment of our investment in CEP LLC
$22.8 million after-tax charge related to the write-down of our emission allowance inventory
$15.3 million after-tax charge for the impairment of certain of our nuclear

decommissioning trust fund investments
$18.9 million after-tax gain on the sale of dry bulk vessel in our shipping joint venture

merger and strategic alternatives costs totaling $37.3 million after-tax of which BGE recorded $10.6 million after-tax

estimated settlement costs totaling $8.9 million after-tax related to class action complaint alleging ash placement at third

party site damaged surrounding properties

workforce reduction costs totaling $1.6 million after-tax related to our Customer Supply operations and

$2.0 million tax benefit related to the Maryland settlement
agreement

Fourth
quarter results include

$119.8 million after-tax charge for the impairments of certain of our upstream gas properties

$50.6 million loss after-tax for an impairment of our investment in CEP LLC and marketable security held by our
Global Commodities operations

$7.5 million after-tax gain related to the
recovery

in the value of our emission allowance inventory
$60.4 million after-tax charge for the impairment of certain of our nuclear

decommissioning trust fund investments

Quarterly Financial Data Unaudited

Our quarterly financial information has not been audited but in managements opinion includes all adjustments necessary for fair

statement Our business is seasonal in nature with the peak sales periods generally occurring during the summer and winter months

Accordingly comparisons among quarters of year may not represent overall trends and changes in operations

2008 Quarterly DataConstellation Energy 2008 Quarterly DataBGE
Earnings Loss

Per Share Earnings Loss
Income Loss Income Loss from Per Share of

Earnings Loss
Income Loss from Applicable to Continuing Common Income Loss Applicable to

from Continuing Common Operations Stock from Common
Revenues

Operations Operations Stock Diluted Diluted
Operations Stock
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$39.3 million after-tax loss on the sale of certain upstream gas properties

merger termination and strategic alternatives costs totaling $1167.1 million after-tax of which BGE recorded cost

reduction of $10.6 million after-tax associated with the re-allocation of costs prior to EDF transaction to our merchant

energy segment

workforce reduction costs totaling $11.8 million after-tax related to our company-wide reduction in force

$0.6 after-tax benefit for an adjustment to the estimated settlement costs relating to the class action ash placement

complaint

$2.1 million after-tax charge for an adjustment to the impairment of goodwill

$1.2 million loss after-tax related to final true-up of the one-time $170 residential electric customer credit related to the

Maryland settlement agreement and

$5.3 million tax benefit related to the Maryland settlement agreement

We discuss these items in Note

2007 Quarterly DataConstellation Energy
2007 Quarterly DataBGE

Earnings Per Earnings
Per

Earnings Share from Share of

Income from Applicable to Continuing Common

Income from Continuing Common Operations Stock

Revenues Operations Operations
Stock Diluted Diluted

In millions except per share amounts

Qnattcr Ended

March 31 5111.1 302.4 $197.3 $195.7 $1.08 $1.07

furic SI 4876.3 154.4 116.3 116.3 0.64 0.64

September 30 5856.4 425.1 250.7 251.4 1.37 1.38

December 31 5349.4 452.5 258.1 258.1 1.42 1.42

Year Ended

December 31 $21193.2 $1334.4 $822.4 $821.5 $4.5 $4.50

Earnings

Applicable to

Income from Common

Revenues Operations
Stock

In millions

Quarter Ended

March 31 922.1 $136.0 66.0

June 30 707.1 50.5 13.6

September 30 896.9 66.5 24.4

December 892.4 81.3 22.6

Year Ended

December 31 $3418.5 $334.3 $126.6

The sum oJthe quarterly earnings per
share amounts may not equal the total for the year

due to the effcts of rounding and dilution as

result of issuing common shares during the year Constellation Energy revenues for the quarter
ended March 31 2007 and June 30 2007

have been reclassified to conform with the current presentation

First quarter results include

$1 .6 million loss after-tax for the discontinued operations
of our High Desert Facility

Second
quarter

results include

$8.0 million gain after-tax on sales of equity of CER

$12.2 million charge after-tax related to cancelled wind development project and

workforce reduction costs totaling $1.4 million after-tax

Third
quarter

results include

$24.3 million gain after-tax on sales of equity of CER and

$0.6 million loss after-tax for the discontinued operations
of our Hawaiian geothermal facility

and

$1.3 million gain after-tax for the discontinued operations of our High Desert Facility

Fourth quarter
results include

$6.9 million gain after-tax on sales of equity of GEl

We discuss these items in Note

156



Item Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None

Items 9A and 9AT Controls and Procedures

Evaluation of Disclosure Controls and Procedures

The principal executive officers and principal financial officers of both Constellation Energy and BGE have evaluated

the effectiveness of the disclosure controls and procedures as such term is defined in Rules 13a-15e and 15d-15e

under the Securities Exchange Act of 1934 as amended the Exchange Act as of December 31 2008 the

Evaluation Date Based on such evaluation such officers have concluded that as of the Evaluation Date

Constellation Energys and BGEs disclosure controls and procedures are effective

Internal Control Over Financial Reporting

Each of Constellation Energy and BGE maintains system of internal control over financial reporting as defined in

Exchange Act Rule 13a-15f The Managements Reports on Internal Control Over Financial Reporting of each of

Constellation Energy and BGE are included in Item Financial Statements and Supplementary Data included in this

report As BGE is not an accelerated filer as defined in Exchange Act Rule 12b-2 its Managements Report on

Internal Control Over Financial Reporting is not deemed to be filed for
purposes

of Section 18 of the Exchange Act

as permitted by the rules and regulations of the Securities and Exchange Commission

Changes in Internal Control

During the
quarter

ended December 31 2008 there has been no change in either Constellation Energys or BGEs
internal control over financial reporting as such term is defined in Rules 13a-15f and 15d-15f under the Exchange

Act that has materially affected or is reasonably likely to materially affect either Constellation Energys or BGEs

internal control over financial reporting

Item 9B Other Information

None

PART III

BGE meets the conditions set forth in General

Instruction I1a and of Form 10-K for reduced

disclosure format Accordingly all items in this section

related to BGE are not presented

Item 10 Directors and Executive Officers of the

Registrant

The information required by this item with
respect to

directors will be set forth under Election of Directors in

the Proxy Statement and incorporated herein by

reference

The information required by this item with respect

to executive officers of Constellation Energy Group

pursuant to instruction of paragraph of Item 401

of Regulation S-K is set forth following Item of

Part of this Form 10-K under Executive
Officers of the

Registrant

Item 11 Executive Compensation

The information required by this item will be set forth

under Executive and Director Compensation and Report of

Compensation Committee in the Proxy Statement and

incorporated herein by reference

Item 12 Security Ownership of Certain Beneficial Owners and Management and Related Shareholder

Matters

The additional information required by this item will be set forth under Stock Ownership in the Proxy Statement and

incorporated herein by reference
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Equity Compensation Plan Information

The following table reflects our equity compensation plan information as of December 31 2008

Number of securities Number of securities remaining
to be issued upon Weighted-average available for future issuance

exercise of exercise price of under equity compensation
outstanding options outstanding options plans excluding securities

Plan
Category warrants and rights warrants and rights reflected in item

In thousands In thousands

Equity compensation plans approved

by security holders 5220 $62.79 8730
Equity compensation plans not

approved by security holders 838 $42.56

Total 6058 $59.99 8730

The plans that do not require shareholder approval are the Constellation Energy Group Inc 2002 Senior Management
Long-Term Incentive Plan Designated as Exhibit No 10m and the Constellation Energy Group Inc Management
Long-Term Incentive Plan

Designated as Exhibit No 10n brief description of the material features of each of
these plans is set forth below

2002 Senior Management Long-Thrm Incentive Plan

The 2002 Senior Management Long-Term Incentive Plan became effective May 24 2002 and authorized the issuance

of
up to 4000000 shares of Constellation Energy common stock in connection with the grant of equity awards No

further awards will be made under this plan Any shares covered by an outstanding award that is forfeited or cancelled

expires or is settled in cash will become available for issuance under the shareholder-approved 2007 Long-Term
Incentive Plan Shares delivered

pursuant to awards under this plan may be authorized and unissued shares or shares

purchased on the open market in accordance with the applicable securities laws Restricted stock restricted stock unit
and performance unit award payouts will be accelerated and stock options and stock appreciation rights gains will be

paid in cash in the event of change in control as defined in the plan The plan is administered by Constellation

Energys Chief Executive Officer

Management Long- Thrm Incentive Plan

The Management Long-Term Incentive Plan became effective February 1998 and authorized the issuance of
up to

3000000 shares of Constellation Energy common stock in connection with the grant of equity awards No further

awards will be made under this plan Any shares covered by an outstanding award that is forfeited or cancelled expires

or is settled in cash will become available for issuance under the shareholder-approved 2007 Long-Term Incentive Plan
Shares delivered pursuant to awards under the plan may be authorized and unissued shares or shares purchased on the

open market in accordance with applicable securities laws Restricted stock restricted stock units and performance
unit award

payouts will be accelerated and stock options and stock appreciation rights will become fully exercisable in

the event of change in control as defined by the plan The plan is administered by Constellation Energys Chief
Executive Officer

Item 13 Certain Relationships and Related Transactions and Director Independence
The additional information required by this item will be set forth under Related Persons Transactions and Determination

of Independence in the Proxy Statement and incorporated herein by reference

Item 14 Principal Accountant Fees and Services

The information required by this item will be set forth under Ratflcation of PricewaterhouseCoopers LLP as Independent
Registered Public Accounting Firm jbr 2009 in the Proxy Statement and incorporated herein by reference
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PART IV

Item 15 Exhibits and Financial Statement Schedules

The following documents are filed as part oi this Report

Financial Statements

Reports of Independent Registered Public Accounting Firm dated February 27 2009 of

PricewaterhouseCoopers LLP

Consolidated Statements of Income LossConstellation Energy Group for three years ended December 31

2008

Consolidated Balance SheetsConstellation Energy Group at December 31 2008 and December 31 2007

Consolidated Statements of Cash FlowsConstellation Energy Group for three years ended December 31
2008

Consolidated Statements of Common Shareholders Equity and Comprehensive IncomeConstellation Energy

Group for three
years ended December 31 2008

Consolidated Statements of IncomeBaltimore Gas and Electric Company for three years ended

December 31 2008

Consolidated Balance SheetsBaltimore Gas and Electric Company at December 31 2008 and December 31

2007

Consolidated Statements of Cash FlowsBaltimore Gas and Electric Company for three years ended

December 31 2008

Notes to Consolidated Financial Statements

Financial Statement Schedules

Schedule TIValuation and Qualifying Accounts

Schedules other than Schedule II are omitted as not applicable or not required

Exhibits Required by Item 601 of Regulation S-K

Exhibit

Number

Agreement and Plan of Share Exchange between Baltimore Gas and Electric Company and Constellation

Energy Group Inc dated as of February 19 1999 Designated as Exhibit No to the Registration

Statement on Form S-4 dated March 1999 File No 33-64799

2a Agreement and Plan of Reorganization and Corporate Separation Nuclear Designated as Exhibit

No 2a to the Current Report on Form 8-K dated July 2000 File Nos 1-12869 and 1-1910

2b Agreement and Plan of Reorganization and Corporate Separation Fossil Designated as Exhibit

No 2b to the Current Report on Form 8-K dated July 2000 File Nos 1-12869 and 1-1910

2c Termination Agreement dated December 17 2008 by and among Constellation Energy Group Inc

Constellation Generation II LLC Constellation Power Source Generation Inc MidAmerican Energy

Holdings Company MEHC Merger Sub Inc MEHC Investment Inc and Electricite de France

International S.A Designated as Exhibit 2.1 to the Current Report on Form 8-K dated December 17

2008 File No 1-12869

2d Master Put Option and Membership Interest Purchase Agreement dated as of December 17 2008 by

and among Constellation Energy Group Inc EDF Development Inc and Electricite de France

International S.A Designated as Exhibit No 21 to the Current Report on Form 8-K dated

December 17 2008 File No 1-12869

3a Articles Supplementary to the Charter of Constellation Energy Group Inc as of December 17 2008

Designated as Exhibit No 3.1 to the Current Report on Form 8-K dated December 17 2008 File

No 1-12869

3b Articles Supplementary to the Charter of Constellation Energy Group Inc as of September 19 2008

Designated as Exhibit No 3.1 to the Current Report on Form 8-K dated September 19 2008 File

No 1-12869

3c Certificate of Correction to Articles Supplementary to the Charter of Constellation Energy Group Inc as

of November 25 2008
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3d Articles of Amendment to the Charter of Constellation Energy Group Inc as of July 21 2008
Designated as Exhibit No 3a to the

Quarterly Report on Form 10-Q dated June 30 2008 File

Nos 1-12869 and 1-1910

3e Articles Supplementary to the Charter of Constellation Energy Group Inc as of April 10 2007
Designated as Exhibit 3a to the Current Report on Form 8-K dated April 10 2007 File

No 1-12869

3f Articles
Supplementary to the Charter of Constellation

Energy Group Inc as of November 20 2001
Designated as Exhibit No 3e to the Annual Report on Form 10-K for the

year ended December 31
2001 File Nos 1-12869 and 1-1910

3g Certificate of Correction to the Charter of Constellation
Energy Group Inc as of September 13 1999

Designated as Exhibit No 3c to the Annual Report on Form 10-K for the
year ended December 31

1999 File Nos 1-12869 and 1-1910

3h Articles Supplementary to the Charter of Constellation Energy Group Inc as of July 19 1999
Designated as Exhibit No 3a to the Quarterly Report on Form 10-Q for the quarter ended June 30
1999 File Nos 1-12869 and 1-1910

3i Articles of Amendment and Restatement of Constellation Energy Group Inc as of April 30 1999
Designated as Appendix to Post-Effective Amendment No to the Registration Statement onForm S-4 filed March 1999 File No 33-64799

3j Bylaws of Constellation Energy Group Inc as amended to July 18 2008 Designated as Exhibit No
to the Current Report on Form 8-K dated July 18 2008 File No 1-12869

3k Charter of BGE restated as of August 16 1996 Designated as Exhibit No to the Quarterly Report
on Form 10-Q for the quarter ended September 30 1996 File No 1-1910

31 Bylaws of BGE as amended to October 16 1998 Designated as Exhibit No to the Quarterly Report
on Form 10-Q for the

quarter ended September 30 1998 File No 1-1910

Indenture between Constellation Energy Group Inc and the Bank of New York Trustee dated as of
March 24 1999 Designated as Exhibit No 4a to the Registration Statement on Form S-3 dated
March 29 1999 File No 333-752 17

4b First Supplemental Indenture between Constellation Energy Group Inc and the Bank of New York
Trustee dated as of January 24 2003 Designated as Exhibit No 4b to the Registration Statement onForm S-3 dated January 24 2003 File No 333-102723

4c Indenture dated June 19 2008 between Constellation
Energy Group Inc and Deutsche Bank Trust

Company Americas as trustee Designated as Exhibit No 4a to the Quarterly Report on Form 10-Qfor the quarter ended June 30 2008 File Nos 1-12869 and 1-1910

4d Indenture dated July 1985 between BGE and The Bank of New York Successor to Mercantile-Safe

Deposit and Trust Company Trustee Designated as Exhibit 4a to the
Registration Statement onForm S-3 File No 2-98443 as supplemented by Supplemental Indentures dated as of October 1987

Designated as Exhibit 4a to the Current Report on Form 8-K dated November 13 1987 File

No 1-1910 and as of January 26 1993 Designated as Exhibit 4b to the Current
Report on

Form 8-K dated January 29 1993 File No 1-1910

4e Form of Subordinated Indenture between the Company and The Bank of New York as Trustee in
connection with the issuance of the Junior Subordinated Debentures Designated as Exhibit 4d to the

Registration Statement on Form S-3 dated
August 2003 File No 333-107681

4f Form of Supplemental Indenture between the Company and The Bank of New York as Trustee in
connection with the issuances of the Junior Subordinated Debentures Designated as Exhibit 4e to the

Registration Statement on Form S-3 dated August 2003 File No 333-107681

4g Form of Preferred Securities Guarantee Designated as Exhibit 4f to the Registration Statement on
Form S-3 dated August 2003 File No 333-10768

4h Form of Junior Subordinated Debenture
Designated as Exhibit 4h to the Registration Statement onForm S-3 dated August 2003 File No 333-107681

4i Form of Amended and Restated Declaration of Trust including Form of Preferred Security Designated
as Exhibit 4c to the Registration Statement on Form S-3 dated August 2003 File No 333-107681

160



4j Indenture dated as of July 24 2006 between Constellation Energy Group Inc and Deutsche Bank Trust

Company Americas as trustee Designated as Exhibit 4a to the Registration Statement on Form S-3

filed July 24 2006 File No 333-135991

4k First Supplemental Indenture between Constellation Energy Group Inc and Deutsche Bank Trust

Company Americas as trustee dated as of June 27 2008 Designated as Exhibit No 4a to the

Current Report on Form 8-K dated June 30 2008 File No 1-12869

41 Indenture dated as of July 24 2006 between Baltimore Gas and Electric Company and Deutsche Bank

Trust Company Americas as trustee Designated as Exhibit 4b to the Registration Statement on

Form S-3 filed July 24 2006 File No 333-135991

4m First Supplemental Indenture between Baltimore Gas and Electric Company and Deutsche Bank Trust

Company Americas as trustee dated as of October 13 2006 Designated as Exhibit 4a to the

Quarterly Report on Form 10-Q for the quarter ended September 30 2006 File Nos 1-12869 and

1-1910

4n Indenture dated as of June 29 2007 by and between RSB BondCo LLC and Deutsche Bank Trust

Company Americas as Trustee and Securities Intermediary Designated as Exhibit 4.1 to the Current

Report on Form 8-K dated July 2007 File No 1-19 10

Series Supplement to Indenture dated as of June 29 2007 by and between RSB BondCo LLC and

Deutsche Bank Trust Company Americas as Trustee and Securities Intermediary Designated as

Exhibit 4.2 to the Current Report on Form 8-K dated July 2007 File No 1-1910

4p Replacement Capital Covenant dated June 27 2008 Designated as Exhibit No 4b to the Current

Report on Form 8-K dated June 30 2008 File No 1-12869

10a Executive Annual Incentive Plan of Constellation Energy Group Inc as amended and restated

Designated as Exhibit No 10d to the Quarterly Report on Form 10-Q for the quarter
ended

September30 2008 File Nos 1-12869 and 1-1910

10b Constellation Energy Group Inc Nonqualified Deferred Compensation Plan as amended and restated

10c Constellation Energy Group Inc Deferred Compensation Plan for Non-Employee Directors as amended

and restated

10d Constellation Energy Group Inc Benefits Restoration Plan as amended and restated

10e -.-- Constellation Energy Group Inc Supplemental Pension Plan as amended and restated

10f Constellation Energy Group Inc Senior Executive Supplemental Plan as amended and restated

lOg Constellation Energy Group Inc Supplemental Benefits Plan as amended and restated Designated as

Exhibit No 10a to the Quarterly Report on Form 10-Q for the quarter ended June 30 2008 File

Nos 1-12869 and 1-1910

10h Second amended and restated change in control severance agreement between Constellation Energy

Group Inc and Mayo Shattuck III

10i Second amended and restated change in control severance agreement
between Constellation Energy

Group Inc and John Collins

10j Constellation Energy Group Inc 1995 Long-Term Incentive Plan as amended and restated Designated

as Exhibit No 10b to the Quarterly Report on Form 10-Q for the quarter ended September 30 2004

File Nos 1-12869 and 1-1910

10k Constellation Energy Group Inc Executive Long-Term Incentive Plan as amended and restated

Designated as Exhibit 10b to the Quarterly Report on Form 10-Q for the quarter ended

September 30 2006 File Nos 1-12869 and 1-1910

i.10l Constellation Energy Group Inc 2002 Executive Annual Incentive Plan as amended and restated

Designated as Exhibit 10o to the Annual Report on Form 10-K for the
year

ended December 31

2006 File Nos 1-12869 and 1-1910

.i10m Constellation Energy Group Inc 2002 Senior Management Long-Term
Incentive Plan as amended and

restated Designated as Exhibit 10c to the Quarterly Report on Form 10-Q for the
quarter

ended

September 30 2006 File Nos 1-12869 and 1-1910
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10n Constellation Energy Group Inc Management Long-Term Incentive Plan as amended and restated

Designated as Exhibit 10d to the Quarterly Report on Form 10-Q for the
quarter ended

September 30 2006 File Nos 1-12869 and 1-1910

10o Constellation
Energy Group Inc 2007 Long-Term Incentive Plan as amended and restated Designated

as Exhibit 10a to the Quarterly Report on Form 10-Q for the quarter ended March 31 2008 File

Nos 1-12869 and 1-1910

lOp Grantor Trust Agreement Dated as of February 27 2004 between Constellation
Energy Group Inc and

Citibank N.A Designated as Exhibit No 10d to the Quarterly Report on Form 10-Q for the
quarter

ended June 30 2004 File Nos 1-12869 and 1-1910

IOq Grantor Trust Agreement dated as of February 27 2004 between Constellation Energy Group Inc and

Rowe Price Trust Company Designated as Exhibit No 10b to the Quarterly Report on Form 10-Q
for the

quarter ended June 30 2004 File Nos 1-12869 and 1-19 10

10r Rate Stabilization Property Servicing Agreement dated as of June 29 2007 by and between RSB
BondCo LLC and Baltimore Gas and Electric Company as servicer Designated as Exhibit 10.2 to the

Current Report on Form 8-K dated July 2007 File No 1-1910

105 Administration Agreement dated as of June 29 2007 by and between RSB BondCo LLC and Baltimore

Gas and Electric Company as administrator Designated as Exhibit 10.3 to the Current Report on
Form 8-K dated July 2007 File No 1-19 10

10t Investor Rights Agreement dated as of September 19 2008 by and between Constellation Energy

Group Inc and MidAnierican Energy Holdings Company Designated as Exhibit No 10.3 to the

Current Report on Form 8-K dated September 19 2008 File No 1-12869

10U Letter Agreement dated December 17 2008 by and among Constellation Energy Group Inc
MidAmerican Energy Holdings Company MEHC Merger Sub Inc and MEHC Investment Inc

Designated as Exhibit No 10.1 to the Current Report on Form 8-K dated December 17 2008 File

No 1-12869

10v Form of CENG Operating Agreement Designated as Exhibit No 10.1 to the Current Report on
Form 8-K dated December 17 2008 File No 1-12869

1O\v Stock Purchase Agreement dated as of December 17 2008 by and among Constellation Energy

Group Inc EDF Development Inc and Electricite de France International S.A Designated as Exhibit

No 10.2 to the Current Report on Form 8-K dated December 17 2008 File No 1-12869

10x Investor Rights Agreement dated as of December 17 2008 by and between Constellation Energy

Group Inc and EDF Development Inc Designated as Exhibit No 10.3 to the Current Report on
Form 8-K dated December 17 2008 File No 1-12869

lOy Payment Guaranty dated as of December 17 2008 by and between Constellation
Energy Group Inc

and Electricite de France S.A Designated as Exhibit No 10.4 to the Current Report on Form 8-K

dated December 17 2008 File No 1-12869

410z Amended and Restated Investor Agreement dated December 17 2008 by and between Constellation

Energy Group Inc and Electricite de France International SA Designated as Exhibit 10.7 to the

Current Report on Form 8-K dated December 17 2008 File No 1-12869

tlOaa Amended and Restated Credit Agreement dated as of December 17 2008 among Constellation Energy

Group Inc the Lenders named therein and the Royal Bank of Scotland PLC as Administrative Agent
Designated as Exhibit No 10.5 to the Current Report on Form 8-K dated December 17 2008 File

No 1-12869

lObb Second Amended and Restated Credit Agreement dated as of December 17 2008 among Constellation

Energy Group Inc the Lenders named therein Wachovia Bank National Association as Administrative

Agent LC Bank Swingline Lender and Collateral Agent Designated as Exhibit No 10.6 to the Current

Report on Form 8-K dated December 17 2008 File No 1-12869

12a Constellation Energy Group Inc and Subsidiaries Computation of Ratio of Earnings to Fixed Charges

12b Baltimore Gas and Electric Company and Subsidiaries Computation of Ratio of Earnings to Fixed

Charges and Computation of Ratio of Earnings to Combined Fixed Charges and Preferred and

Preference Dividend Requirements

21 Subsidiaries of the Registrant
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23 Consent of PricewaterhouseCoopers LL1 Independent Registered Public Accounting Firm

1a Certification of Chairman of the Board President and Chief Executive Officer of Constellation Energy

Group Inc pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

1b Certification of Senior Vice President and Chief Financial Officer of Constellation Energy Group Inc

pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

31c Certification of President and Chief Executive Officer of Baltimore Gas and Electric Company pursuant

to Section 302 of the Sarbanes-Oxley Act of 2002

1d Certification of Senior Vice President and Chief Financial Officer of Baltimore Gas and Electric

Company pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

32a Certification of Chairman of the Board President and Chief Executive Officer of Constellation Energy

Group Inc pursuant to 18 U.S.C Section 1350 as adopted pursuant to Section 906 of the Sarbanes

Oxley Act of 2002

32b Certification of Senior Vice President and Chief Financial Officer of Constellation Energy Group Inc

pursuant
to 18 U.S.C Section 1350 as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of

2002

32c Certification of President and Chief Executive Officer of Baltimore Gas and Electric Company pursuant

to 18 U.S.C Section 1350 as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

32d Certification of Senior Vice President and Chief Financial Officer of Baltimore Gas and Electric

Company pursuant to 18 U.S.C Section 1350 as adopted pursuant to Section 906 of the Sarbanes

Oxley Act of 2002

Management contract or compensatory plan or arrangement

Incorporated by Reference
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CONSTELLATION ENERGY GROUP INC AND SUBSIDIARIES
AND

BALTIMORE GAS AND ELECTRIC COMPANY AND SUBSIDIARIES

SCHEDULE IlVALUATION AND QUALIFYING ACCOUNTS

Column Column Column Column Column

Additions

Balance at Charged Charged to Balance at

beginning to Costs Other Accounts Deductions end of

Description of period and expenses Describe Describe period

In millions

Reservcs deducted in the Balance Sheet

from the assets to which they apply

Constellation Energy

Accumulated Provision for

UncoUecribles

2008 44.9 $127.1 102.3 33.7B 240.6

2007 48.9 31.3 35.3B 44.9

2006 47.4 29.7 28.2B 48.9

Valuation Allowance

Net unrealized gain loss on

available for sale securities

2008 17.3 7.0 0.3 12.1 2.1

2007 18.5 1.2 17.3
2006 0.6 19.1C 18.5
Net unrealized gain ioss on nuclear

decommissioning trust funds

2008 256.7 207.1 49.6
2007 206.1 50.6C 256.7
2006 110.3 95.8C 206.1

BGE

Accumulated Provision for

Uncollectibles

2008 21.1 34.5 21.4B 34.2

2007 16.1 21.0 16.0B 21.1

2006 13.0 8.1 15.0B 16.1

Represents amounts recorded as reduction to nonregilated revenues resulting from liquidated damages claims

upon termination of derivatives which were determined to he uncollecrible

Represents principally net amounts charged off as uncollectible

Represents amounts recorded in or reclassified from accumulated other comprehensive income

Represents sale of marketable security
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SIGNATURES

Pursuant to the requirements of Section 13 or 15d of the Securities Exchange Act of 1934 Constellation Energy

Group Inc the Registrant has duly caused this Report to be signed on its behalf by the undersigned thereunto duly

authorized

CONSTELLATION ENERGY GROUI INC

REGIsTRANT

Date February 27 2009 By /s/ MAYO SHATTUCK III

Mayo Shattuck III

Chairman of the Board President and Chief

Evecutive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934 this Report has been signed below by the

following persons on behalf of Constellation Energy Group Inc the Registrant and in the capacities and on the dates

indicated

Principal executive officer and director

By Is Shattuck 111

Shattuck III

Chairman of the Board

President Chief Executive

Officer and Director

February 27 2009

Principal financial officer

By Is Thayer

Thayer

Senior Vice President and

Chief Financial Officer

February 27 2009

Principal accounting officer

By Is

Directors

Feuerman

Feuerman

Vice President Chief

Accounting Officer and

Treasurer

February 27 2009

Curtiss

Director

Director

Director

Director

Director

February 27 2009

February 27 2009

February 27 2009

February 27 2009

February 27 2009

Signature Title Date

Is de Balmann

de Balmann

Is Becker

Becker

Is Berzin

Berain

Is Brady

Brady

Is Curtiss
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Signature Title Date

Is Hrabowski III Director February 27 2009

Hrabowski III

Is Lampton Director
February 27 2009

Lampton

Is Lawless Director
February 27 2009

Lawless

/s Martin Director February 27 2009

Martin

/s Skolds Director
February 27 2009

Skolds

Is Sullivan Director February 27 2009

Sullivan
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Pursuant to the requirements of Section 13 or 15d of the Securities Exchange Act of 1934 Baltimore Gas and

Electric Company the Registrant has duly caused this Report to be signed on its behalf by the undersigned thereunto

duly authorized

BALTIMORE GAS AND ELECTRIC COMPANY

REGIsT1ANT

February 27 2009 By Is KENNETH DEF0NTEs JR

Kenneth DeFontes Jr

President and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934 this Report has been signed below by the

following persons on behalf of Baltimore Gas and Electric Company the Registrant and in the capacities and on the

dates indicated

By Is DeFontes Jr

DeFontes Jr

President Chief Executive

Officer and Director

February 27 2009

Principal financial and accounting officer

By Is

Directors

/5

Hadlock

Hadlock

Brady

Brady

Senior Vice President and

Chief Financial Officer

Chairman of the Board of

Directors

February 27 2009

February 27 2009

Sullivan

Director

Director

Director

Director

February 27 2009

February 27 2009

February 27 2009

February 27 2009

Signature Title

Principal executive officer and director

Date

Is Shattuck III

Shattuck III

/s Haskins Jr

Haskins Jr

/s Hayden

Hayden

Is Sullivan
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EXHIBIT INDEX

Exhibit

Number

Agreement and Plan of Share Exchange between Baltimore Gas and Electric Company and Constellation

Energy Group Inc dated as of February 19 1999 Designated as Exhibit No to the Registration

Statement on Form S-4 dated March 1999 File No 33-64799

2a Agreement and Plan of Reorganization and Corporate Separation Nuclear Designated as Exhibit

No 2a to the Current Report on Form 8-K dated July 2000 File Nos 1-12869 and 1-1910

2b Agreement and Plan of Reorganization and Corporate Separation Fossil Designated as Exhibit

No 2b to the Current Report on Form 8-K dated July 2000 File Nos 1-12869 and 1-19 10
2C Termination Agreement dated December 17 2008 by and among Constellation Energy Group Inc

Constellation Generation II LLC Constellation Power Source Generation Inc MidAmerican Energy

Holdings Company MEHC Merger Sub Inc MEHC Investment Inc and Electricite de France

International S.A Designated as Exhibit 2.1 to the Current Report on Form 8-K dated December 17
2008 File No 1-12869

2d Master Put Option and Membership Interest Purchase Agreement dated as of December 17 2008 by
and among Constellation Energy Group Inc EDF Development Inc and Electricite de France

International S.A Designated as Exhibit No 21 to the Current Report on Form 8-K dated

December 17 2008 File No 1-12869

3a Articles Supplementary to the Charter of Constellation Energy Group Inc as of December 17 2008

Designated as Exhibit No 3.1 to the Current Report on Form 8-K dated December 17 2008 File

No 1-12869

3b Articles Supplementary to the Charter of Constellation Energy Group Inc as of September 19 2008

Designated as Exhibit No 3.1 to the Current Report on Form 8-K dated September 19 2008 File

No 1-12869

3c Certificate of Correction to Articles Supplementary to the Charter of Constellation Energy Group Inc as

of November 25 2008

3d Articles of Amendment and Restatement of the Charter of Constellation Energy Group Inc as of

April 30 1999 Designated as Exhibit No 99.2 to the Current Report on Form 8-K dated April 30

1999 File No 1-1910

3e Articles Supplementary to the Charter of Constellation Energy Group Inc as of April 10 2007

Designated as Exhibit 3a to the Current Report on Form 8-K dated April 10 2007 File

No 1-12869

3f Articles Supplementary to the Charter of Constellation Energy Group Inc as of November 20 2001

Designated as Exhibit No 3e to the Annual Report on Form 10-K for the year ended December 31
2001 File Nos 1-12869 and 1-1910

Certificate of Correction to the Charter of Constellation Energy Group Inc as of September 13 1999

Designated as Exhibit No 3c to the Annual Report on Form 10-K for the year ended December 31

1999 File Nos 1-12869 and 1-1910

3h Articles Supplementary to the Charter of Constellation Energy Group Inc as of July 19 1999

Designated as Exhibit No 3a to the Quarterly Report on Form 10-Q for the
quarter ended June 30

1999 File Nos 1-12869 and 1-1910

3i Articles of Amendment and Restatement of Constellation Energy Group Inc as of April 30 1999

Designated as Appendix to Post-Effective Amendment No to the Registration Statement on

Form S-4 filed March 1999 File No 33-64799

3j Bylaws of Constellation Energy Group Inc as amended to July 18 2008 Designated as Exhibit No
to the Current Report on Form 8-K dated July 18 2008 File No 1-12869

3k Charter of BGE restated as of August 16 1996 Designated as Exhibit No to the Quarterly Report

on Form 10-Q for the quarter ended September 30 1996 File No 1-1910

31 Bylaws of BGE as amended to October 16 1998 Designated as Exhibit No to the Quarterly Report
on Form 10-Q for the quarter ended September 30 1998 File No 1-1910
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4a Indenture between Constellation Energy Group Inc and the Bank of New York Trustee dated as of

March 24 1999 Designated as Exhibit No 4a to the Registration Statement on Form S-3 dated

March 29 1999 File No 333-75217

4b First Supplemental Indenture between Constellation Energy Group Inc and the Bank of New York

Trustee dated as of January 24 2003 Designated as Exhibit No 4b to the Registration Statement on

Form S-3 dated January 24 2003 File No 333-102723

4c Indenture dated June 19 2008 between Constellation Energy Group Inc and Deutsche Bank Trust

Company Americas as trustee Designated as Exhibit No 4a to the Quarterly Report on Form 10-Q

for the quarter ended June 30 2008 File Nos 1-12869 and 1-19 10

4d Indenture dated July 1985 between BGE and The Bank of New York Successor to Mercantile-Safe

Deposit and Trust Company Trustee Designated as Exhibit 4a to the Registration Statement on

Form S-3 File No 2-98443 as supplemented by Supplemental Indentures dated as of October 1987

Designated as Exhibit 4a to the Current Report on Form 8-K dated November 13 1987 File

No 1-1910 and as of January 26 1993 Designated as Exhibit 4b to the Current Report on

Form 8-K dated January 29 1993 File No 1-19 10

Form of Subordinated Indenture between the Company and The Bank of New York as Trustee in

connection with the issuance of the Junior Subordinated Debentures Designated as Exhibit 4d to the

Registration Statement on Form S-3 dated August 2003 File No 333-107681

4f Form of Supplemental Indenture between the Company and The Bank of New York as Trustee in

connection with the issuances of the Junior Subordinated Debentures Designated as Exhibit 4e to the

Registration Statement on Form S-3 dated August 2003 File No 333-10768

4g Form of Preferred Securities Guarantee Designated as Exhibit 4f to the Registration Statement on

Form S-3 dated August 2003 File No 333-107681

4h Form of Junior Subordinated Debenture Designated as Exhibit 4h to the Registration Statement on

Form S-3 dated August 2003 File No 333-107681

4i Form of Amended and Restated Declaration of Trust including Form of Preferred Security Designated

as Exhibit 4c to the Registration Statement on Form S-3 dared August 2003 File No 333-10768

4j Indenture dated as of July 24 2006 between Constellation Energy Group Inc and Deutsche Bank Trust

Company Americas as trustee Designated as Exhibit 4a to the Registration Statement on Form S-3

filed July 24 2006 File No 333-135991

4k First Supplemental Indenture between Constellation Energy Group Inc and Deutsche Bank Trust

Company Americas as trustee dated as of June 27 2008 Designated as Exhibit No 4a to the

Current Report on Form 8-K dated June 30 2008 File No 1-12869

41 Indenture dated as of July 24 2006 between Baltimore Gas and Electric Company and Deutsche Bank

Trust Company Americas as trustee Designated as Exhibit 4b to the Registration Statement on

Form S-3 filed July 24 2006 File No 333-135991

4m First Supplemental Indenture between Baltimore Gas and Electric Company and Deutsche Bank Trust

Company Americas as trustee dated as of October 13 2006 Designated as Exhibit 4a to the

Quarterly Report on Form 10-Q for the
quarter ended September 30 2006 File Nos 1-12869 and

1-1910

4n Indenture dated as of June 29 2007 by and between RSB BondCo LLC and Deutsche Bank Trust

Company Americas as Trustee and Securities Intermediary Designated as Exhibit 4.1 to the Current

Report on Form 8-K dated July 2007 File No 1-19 10

Series Supplement to Indenture dated as of June 29 2007 by and between RSB BondCo LLC and

Deutsche Bank Trust Company Americas as Trustee and Securities Intermediary Designated as

Exhibit 4.2 to the Current Report on Form 8-K dated July 2007 File No 1-1910

Replacement Capital Covenant dated June 27 2008 Designated as Exhibit No 4b to the Current

Report on Form 8-K dated June 30 2008 File No 1-12869

l0a Executive Annual Incentive Plan of Constellation Energy Group Inc as amended and restated

Designated as Exhibit No 10d to the Quarterly Report on Form 10-Q for the quarter ended

September 30 2008 File Nos 1-12869 and 1-1910

10b Constellation Energy Group Inc Nonqualified Deferred Compensation Plan as amended and restated
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l0c Constellation Energy Group inc Deferred Compensation Plan for Non-Employee Directors as amended

and restated

10d Constellation Energy Group Inc Benefits Restoration Plan as amended and restated

10e Constellation Energy Group Inc Supplemental Pension Plan as amended and restated

10f Constellation Energy Group inc Senior Executive Supplemental Plan as amended and restated

lOg __ Constellation Energy Group Inc Supplemental Benefits Plan as amended and restated Designated as

Exhibit No 10a to the Quarterly Report on Form 10-Q for the
quarter ended June 30 2008 File

Nos 1-12869 antI 1-1910

10h Second amended and restated change in control severance agreement between Constellation Energy

Group Inc and Mayo Shartuck III

10i Second amended and restated change in control severance agreement between Constellation Energy

Group Inc and John Collins

10j Constellation Energy Group Inc 1995 Long-Term Incentive Plan as amended and restated Designated
as Exhibit No 10h to the Quarterly Report on Form 10-Q for the quarter ended September 30 2004
File Nos 1-12869 and 1-1910

10k Constellation Energy Group Inc Executive Long-Term Incentive Plan as amended and restated

Designated as Exhibit 10b to the Quarterly Report on Form 10-Q for the quarter ended

September 30 2006 File Nos 1-12869 and 1-1910

10l Constellation Energy Group Inc 2002 Executive Annual Incentive Plan as amended and restated

Designated as Exhibit 10o to the Annual Report on Form 10-K for the year ended December 31
2006 File Nos 1-12869 and 1-1910

10m Constellation Energy Group Inc 2002 Senior Management Long-Term Incentive Plan as amended and

restated Designated as Exhibit 10c to the Quarterly Report on Form 10-Q for the
quarter ended

September 30 2006 File Nos 1-12869 and 1-1910

10n Constellation Energy Group Inc Management Long-Term Incentive Plan as amended and restated

Designated as Exhibit 10d to the Quarterly Report on Form 10-Q for the quarter ended

September 30 2006 File Nos 1-12869 and 1-1910

10o Constellation
Energy Group Inc 2007 Long-Term Incentive Plan as amended and restated Designated

as Exhibit 10a to the Quarterly Report on Form 10-Q for the
quarter ended March 31 2008 File

Nos 1-12869 and 1-1910

lOp Grantor Trust Agreement Dated as of February 27 2004 between Constellation
Energy Group Inc and

Citibank N.A Designated as Exhibit No 10d to the Quarterly Report on Form 10-Q for the quarter

ended June 30 2004 File Nos 1-12869 and 1-1910

lOq Grantor Trust Agreement dated as of February 27 2004 between Constellation Energy Group Inc and

Rowe Price Trust Company Designated as Exhibit No 10b to the Quarterly Report on Form I0-Q
for the quarter ended June 30 2004 File Nos 1-12869 and 1-1910

10r Rate Stabilization Property Servicing Agreement dated as of June 29 2007 by and between RSB
BondCo LLC and Baltimore Gas and Electric Company as servicer Designated as Exhibit 10.2 to the

Current Report on Form 8-K dated July 2007 File No 1-1910

105 Administration Agreement dated as of June 29 2007 by and between RSB BondCo LLC and Baltimore

Gas and Electric Company as administrator Designated as Exhibit 10.3 to the Current Report on
Form 8-K dated July 2007 File No 1-19 10

10t Investor Rights Agreement dated as of September 19 2008 by and between Constellation Energy

Group Inc and MidAmerican
Energy Holdings Company Designated as Exhibit No 10.3 to the

Current Report on Form 8-K dated September 19 2008 File No 1-12869

lOu Letter Agreement dated December 17 2008 by and among Constellation Energy Group Inc
MidAmerican Energy Holdings Company MEHC Merger Sub Inc and MEHC Investment Inc

Designated as Exhibit No 10.1 to the Current Report on Form 8-K dated December 17 2008 File

No 1-12869

10v Form of CENG Operating Agreement Designated as Exhibit No 10.1 to the Current Report on
Form 8-K dated December 17 2008 File No 1-12869
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Stock Purchase Agreement dated as of December 17 2008 by and among Constellation Energy

Group Inc EDF Development Inc and Electricite de France International S.A Designated as Exhibit

No 10.2 to the Current Report on Form 8-K dated December 17 2008 File No 1-12869

10x Investor Rights Agreement dated as of December 17 2008 by nd between Constellation Energy

Group Inc and EDF Development Inc Designated as Exhibit No 10.3 to the Current Report on

Form 8-K dated December 17 2008 File No 1-12869

10y Payment Guaranty dated as of December 17 2008 by and between Constellation Energy Group Inc

and Electricite de France S.A Designated as Exhibit No 10.4 to the Current Report on Form 8-K

dated December 17 2008 File No 1-12869

10z Amended and Restated Investor Agreement dated December 17 2008 by and between Constellation

Energy Group Inc and Electricite de France International SA Designated as Exhibit 10.7 to the

Current Report on Form 8-K dated December 17 2008 File No 1-12869

0aa Amended and Restated Credit Agreement dated as of December 17 2008 among Constellation Energy

Group Inc the Lenders named therein and the Royal Bank of Scotland PLC as Administrative Agent

Designated as Exhibit No 10.5 to the Current Report on Form 8-K dated December 17 2008 File

No 1-12869

0bb Second Amended and Restated Credit Agreement dated as of December 17 2008 among Constellation

Energy Group Inc the Lenders named therein Wachovia Bank National Association as Administrative

Agent LC Bank Swingline Lender and Collateral Agent Designated as Exhibit No 10.6 to the Current

Report on Form 8-K dated December 17 2008 File No 1-12869

12a Constellation Energy Group Inc and Subsidiaries Computation of Ratio of Earnings to Fixed Charges

12b Baltimore Gas and Electric Company and Subsidiaries Computation of Ratio of Earnings to Fixed

Charges and Computation of Ratio of Earnings to Combined Fixed Charges and Preferred and

Preference Dividend Requirements

21 Subsidiaries of the Registrant

23 Consent of PricewaterhouseCoopers LL1 Independent Registered Public Accounting Firm

31a Certification of Chairman of the Board President and Chief Executive Officer of Constellation Energy

Group Inc
pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

1b Certification of Senior Vice President and Chief Financial Officer of Constellation Energy Group Inc

pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

31c Certification of President and Chief Executive Officer of Baltimore Gas and Electric Company pursuant

to Section 302 of the Sarbanes-Oxley Act of 2002

31d Certification of Senior Vice President and Chief Financial Officer of Baltimore Gas and Electric

Company pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

32a Certification of Chairman of the Board President and Chief Executive Officer of Constellation Energy

Group Inc pursuant to 18 U.S.C Section 1350 as adopted pursuant to Section 906 of the Sarbanes

Oxley Act of 2002

32b Certification of Senior Vice President and Chief Financial Officer of Constellation Energy Group Inc

pursuant to 18 U.S.C Section 1350 as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of

2002

32c Certification of President and Chief Executive Officer of Baltimore Gas and Electric Company pursuant

to 18 U.S.C Section 1350 as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

32d Certification of Senior Vice President and Chief Financial Officer of Baltimore Gas and Electric

Company pursuant to 18 U.S.C Section 1350 as adopted pursuant to Section 906 of the Sarbanes

Oxley Act of 2002

Management contracts or compensatory plan or arrangement

Incorporated by Reference
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Exhibit 12a

CONSTELLATION ENERGY GROUP INC AND SUBSIDIARIES

COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES

12 Months Ended

December December December December December

2008 2007 2006 2005 2004

In millions

Loss Income from Continuing Operations Before

Extraordinary Loss and Cumulative Effects of

Changes in Accounting Principles $1314.4 822.4 748.6 535.9 $498.4

Taxes on Income Including Tax Effect for BGE

Preference Stock Dividends 83.6 419.2 343.1 155.4 110.2

Adjusted Income $1398.0 $1241.6 $1091.7 691.3 $608.6

Fixed Charges

Interest and Amortization of Debt Discount and

Expense and Premium on all Indebtedness net of

amounts capitalized 350.5 292.8 315.9 297.6 $315.9

Earnings Required for BGE Preference Stock

Dividends 23.9 22.3 21.1 21.6 21.4

Capitalized Interest and Allowance for Funds Used

During Construction 50.0 19.4 13.7 9.9 9.7

Interest Factor in Rentals 96.5 96.7 4.5 6.1 4.1

Total Fixed Charges 520.9 431.2 355.2 335.2 $351.1

Amortization of Capitalized Interest 3.3 3.5 4.3 3.7 2.8

Loss Earnings 923.8 $1656.9 $1437.5 $1020.3 $952.8

Ratio of Earnings to Fixed Charges N/A 3.84 4.05 3.04 2.71

Loss earnings are deemed to consist of loss income from continuing operations before extraordinary items

cumulative effects of changes in accounting principles and income loss from discontinued operations that

includes earnings of Constellation Energys consolidated subsidiaries equity in the net income of unconsolidated

subsidiaries income taxes including deferred income taxes investment tax credit adjustments and the tax effect

of BGEs preference stock dividends and fixed charges including the amortization of capitalized interest but

excluding the capitalization of interest

N/A Due to the loss for the twelve months ended December 31 2008 the ratio coverage was less than We would

have needed to generate additional earnings of $1444.7 million to achieve ratio
coverage

of 11



Exhibit 12b

BALTIMORE GAS AND ELECTRIC COMPANY AND SUBSIDIARIES

COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES AND

COMPUTATION OF RATIO OF EARNINGS TO COMBINED FIXED CHARGES AND
PREFERRED AND PREFERENCE DIVIDEND REQUIREMENTS

12 Months Ended

December December December December December

2008 2007 2006 2005 2004

In millions

Income from Continuing Operations Before

Extraordinary Loss 51.5 $139.8 $170.3 $189.0 $166.3

Taxes on Income 20.7 96.0 102.2 119.9 102.5

Adjusted Income 72.2 $235.8 $272.5 $308.9 $268.8

Fixed Charges

Interest and Amortization of Debt Discount and

Expense and Premium on all Indebtedness net of

amounts capitalized $144.2 $127.9 $104.6 95.6 97.3

Interest Factor in Rentals 0.3 0.3 03 0.3 0.5

Total Fixed Charges $144.5 $128.2 $104.9 95.9 97.8

Preferred and Preference Dividend Requirements

Preferred and Preference Dividends 13.2 13.2 13.2 13.2 13.2

Income Tax Required 5.3 9.1 8.0 8.4 8.1

Total Preferred and Preference Dividend Requirements 18.5 22.3 21.2 21.6 21.3

Total Fixed Charges and Preferred and Preference

Dividend Requirements $163.0 $150.5 $126.1 $117.5 $119.1

Earnings
$216.7 $364.0 $377.4 $404.8 $366.6

Ratio of Earnings to Fixed Charges 1.50 2.84 3.60 422 3.75

Ratio of Earnings to Combined Fixed Charges and

Preferred and Preference Dividend Requirements 1.33 2.42 2.99 3.45 3.08

Preferred and preference dividend requirements consist of an amount equal to the pre-tax earnings that would be

required to meet dividend requirements on preferred stock and preference stock

Earnings are deemed to consist of income from continuing operations before extraordinary loss that includes

earnings of BGFs consolidated subsidiaries income taxes including deferred income taxes and investment tax

credit adjustments and fixed charges other than capitalized interest



Exhibit 21

SUBSIDIARIES OF CONSTELLATION ENERGY GROUP INC

Jurisdiction

of

Incorporation

Baltimore Gas and Electric Company Maryland
Constellation Holdings Inc

Maryland
Constellation Investments Inc

Maryland
Constellation Power Inc

Maryland
Constellation Real Estate Group Inc

Maryland
Constellation Enterprises Inc

Maryland
Constellation Energy Commodities Group Inc

Delaware
Constellation

Energy Projects Services Group Inc
Delaware

Safe Harbor Water Power Corporation
Pennsylvania

BCE Home Products Services Inc
Maryland

Constellation Energy Resources LLC
Delaware

Constellation NewEnergy Inc
Delaware

Constellation Energy Nuclear Group LLC
Maryland

Calvert Cliffs Nuclear Power Plant Inc
Maryland

Constellation Power Source Generation Inc
Maryland

Constellation Power Source Holdings Inc
Maryland

BGE Capital Trust II
Delaware

Nine Mile Point Nuclear Station LLC
Delaware

Ginna Nuclear Power Plant LLC
Maryland

The names of certain indirectly owned subsidiaries have been omitted because considered in the

aggregate as single subsidiary they would not constitute significant subsidiary pursuant to

Rule l-02w of
Regulation S-X



Exhibit 23

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Constellation Energy

We hereby consent to the incorporation by reference in the Registration Statements on Form S-3 and Form S-8

Nos 333-135991 and 33-59545 333-45051 333-46980 333-89046 333-129802 333-81292 33-56084 and

333-143260 respectively of Constellation Energy Group Inc of our report
dated February 27 2009 relating to the

financial statements financial statement schedule and the effectiveness of internal control over financial reporting

which appears
in this Form 10-K

PRICEWATERHOUSECOOPERS LLP

Baltimore Maryland

February 27 2009

Baltimore Gas and Electric Company

We hereby consent to the incorporation by reference in the Registration Statement on Form S-3 No 333-135991-01

of Baltimore Gas and Electric Company of our report dated February 27 2009 relating to the financial statements and

financial statement schedule which appears in this Form 10-K

PRICEWATERHOUSECOOPERS LLP

Baltimore Maryland

February 27 2009



Exhibit 31a

CONSTELLATION ENERGY GROUP INC

CERTIFICATION

Mayo Shattuck III certify that

have reviewed this
report on Form 10-K of Constellation Energy Group Inc

Based on my knowledge this
report

does not contain
any untrue statement of material fact or omit to

state material fact
necessary to make the statements made in light of the circumstances under which such statements

were made not misleading with respect to the period covered by this report

Based on my knowledge the financial statements and other financial information included in this report

fairly present
in all material respects the financial condition results of operations and cash flows of the registrant as of

and for the periods presented in this report

The registrants other certifying officers and are responsible for establishing and maintaining disclosure

controls and procedures as defined in Exchange Act Rules 13a-15e and 15d-15e and internal control over

financial reporting as defined in Exchange Act Rules 13a15f and 15d15f for the registrant and have

Designed such disclosure controls and procedures or caused such disclosure controls and procedures to

be designed under our supervision to ensure that material information relating to the registrant including its

consolidated subsidiaries is made known to us by others within those entities particularly during the period in

which this report is being prepared

Designed such internal control over financial reporting or caused such internal control over financial

reporting to be designed under our supervision to provide reasonable assurance regarding the
reliability

of

financial reporting and the preparation of financial statements for external
purposes

in accordance with generally

accepted accounting principles

Evaluated the effectiveness of the registrants disclosure controls and procedures and presented in this

report our conclusions about the effectiveness of the disclosure controls and procedures as of the end of the

period covered by this report based on such evaluation and

Disclosed in this report any change in the registrants internal control over financial reporting that

occurred during the registrants most recent fiscal quarter the registrants fourth quarter in the case of an annual

report that has materially affected or is reasonably likely to materially affect the registrants internal control over

financial reporting and

The registrants other certifying officers and have disclosed based on our most recent evaluation of

internal control over financial reporting to the registrants auditors and the audit committee of the registrants Board

of Directors or persons performing the equivalent functions

All signifIcant deficiencies and material weaknesses in the design or operation of internal control over

financial reporting which are reasonably likely to adversely affect the registrants ability to record process

summarize and
report

financial information and

Any fraud whether or not material that involves management or other employees who have

significant role in the registrants internal control over financial reporting

Date February 27 2009

/s/MAYO SHATTUCK III

Chairman of the Board President and Chief Executive Officer



Exhibit 31b

CONSTELLATION ENERGY GROUP INC

CERTIFICATION

Jonathan Thayer certil that

have reviewed this report on Form 10-K of Constellation Energy Group Inc

Based on my knowledge this report does not contain any untrue statement of material fact or omit to

state material fact necessary to make the statements made in light of the circumstances under which such statements

were made not misleading with respect to the period covered by this report

Based on my knowledge the financial statements and other financial information included in this report

fairly present in all material respects the financial condition results of operations and cash flows of the registrant as of

and for the periods presented in this report

The registrants other certifying officers and are responsible for establishing and maintaining disclosure

controls and procedures as defined in Exchange Act Rules 13a-15e and 15d-15e and internal control over

financial reporting as defined in Exchange Act Rules 13a15f and 15d15f for the registrant and have

Designed such disclosure controls and procedures or caused such disclosure controls and procedures to

be designed under our supervision to ensure that material information relating to the registrant including its

consolidated subsidiaries is made known to us by others within those entities particularly during the period in

which this report is being prepared

Designed such internal control over financial reporting or caused such internal control over financial

reporting to be designed under our supervision to provide reasonable assurance regarding the
reliability

of

financial reporting and the preparation of financial statements for external purposes in accordance with generally

accepted accounting principles

Evaluated the effectiveness of the registrants disclosure controls and procedures and presented in this

report our conclusions about the effectiveness of the disclosure controls and procedures as of the end of the

period covered by this
report

based on such evaluation and

Disclosed in this
report any change in the registrants internal control over financial reporting that

occurred during the registrants most recent fiscal quarter the registrants fourth quarter in the case of an annual

report that has materially affected or is reasonably likely to materially affect the registrants internal control over

financial reporting and

The registrants other certifying officers and have disclosed based on our most recent evaluation of

internal control over financial reporting to the registrants auditors and the audit committee of the registrants Board

of Directors or persons performing the equivalent functions

All significant deficiencies and material weaknesses in the design or operation of internal control over

financial reporting which are reasonably likely to adversely affect the registrants ability to record process

summarize and report
financial information and

Any fraud whether or not material that involves
management or other employees who have

significant role in the registrants internal control over financial reporting

Date February 27 2009

is JONATHAN THAYER

Senior Vice President and Chief Financial Officer



Exhibit 31c

BALTIMORE GAS AND ELECTRIC COMPANY

CERTIFICATION

Kenneth DeFontes Jr certify that

have reviewed this report on Form 10-K of Baltimore Gas and Electric Company

Based on my knowledge this report does not contain any untrue statement of material fact or omit to

state material fact necessary to make the statements made in light of the circumstances under which such statements

were made not misleading with respect to the period covered by this report

Based on my knowledge the financial statements and other financial information included in this report

fairly present in all material respects the financial condition results of operations and cash flows of the registrant as of

and for the periods presented in this report

The registrants other certifying officers and are responsible for establishing and maintaining disclosure

controls and procedures as defined in Exchange Act Rules 13a-15e and 15d-15e and internal control over

financial reporting as defined in Exchange Act Rules 13a15f and l5d15f for the registrant and have

Designed such disclosure controls and procedures or caused such disclosure controls and procedures to

be designed under our supervision to ensure that material information relating to the registrant including its

consolidated subsidiaries is made known to us by others within those entities particularly during the period in

which this
report

is being prepared

Designed such internal control over financial reporting or caused such internal control over financial

reporting to be designed under our supervision to provide reasonable assurance regarding the
reliability

of

financial reporting and the preparation of financial statements for external
purposes

in accordance with generally

accepted accounting principles

Evaluated the effectiveness of the registrants disclosure controls and procedures and presented in this

report our conclusions about the effectiveness of the disclosure controls and procedures as of the end of the

period covered by this report based on such evaluation and

Disclosed in this
report any change in the registrants internal control over financial reporting that

occurred during the registrants most recent fiscal quarter the registrants fourth quarter in the case of an annual

report that has materially affected or is reasonably likely to materially affect the registrants internal control over

financial reporting and

The registrants other certifying officers and have disclosed based on our most recent evaluation of

internal control over financial reporting to the registrants auditors and the audit committee of the registrants Board

of Directors or persons performing the equivalent functions

All significant deficiencies and material weaknesses in the design or operation of internal control over

financial reporting which are reasonably likely to adversely affect the registrants ability to record process

summarize and report financial information and

Any fraud whether or not material that involves
management or other employees who have

significant role in the registrants internal control over financial reporting

Date February 27 2009

Is KENNETH DEF0NTEs JR

President and Chief Executive Officer



Exhibit 31d

BALTIMORE GAS AND ELECTRIC COMPANY

CERTIFICATION

Kevin Hadlock certify that

have reviewed this report on Form 10-K of Baltimore Gas and Electric Company

Based on my knowledge this report does not contain any untrue statement of material fact or omit to

state material fact necessary to make the statements made in light of the circumstances under which such statements

were made not misleading with respect to the period covered by this
report

Based on my knowledge the financial statements and other financial information included in this report

fairly present in all material respects the financial condition results of operations and cash flows of the registrant as of

and for the periods presented in this report

The registrants other certifying officers and are responsible for establishing and maintaining disclosure

controls and procedures as defined in Exchange Act Rules 13a-15e and 15d-15e and internal control over

financial reporting as defined in Exchange Act Rules 13a-15f and 15d-15f for the registrant and have

Designed such disclosure controls and procedures or caused such disclosure controls and procedures to

be designed under our supervision to ensure that material information relating to the registrant including its

consolidated subsidiaries is made known to us by others within those entities particularly during the period in

which this report is being prepared

Designed such internal control over financial reporting or caused such internal control over financial

reporting to be designed under our supervision to provide reasonable assurance regarding the reliability of

financial reporting and the preparation of financial statements for external purposes in accordance with generally

accepted accounting principles

Evaluated the effectiveness of the registrants disclosure controls and procedures and presented in this

report our conclusions about the effectiveness of the disclosure controls and procedures as oi the end of the

period covered by this report based on such evaluation and

Disclosed in this report any change in the registrants internal control over financial reporting that

occurred during the registrants most recent fiscal quarter the registrants fourth
quarter

in the case of an annual

report that has materially affected or is reasonably likely to materially affect the registrants internal control over

financial reporting and

The registrants other certifying officers and have disclosed based on our most recent evaluation of

internal control over financial reporting to the registrants auditors and the audit committee of the registrants Board

of Directors or persons performing the equivalent functions

All significant deficiencies and material weaknesses in the design or operation of internal control over

financial reporting which are reasonably likely to adversely affect the registrants ability to record process

summarize and
report

financial information and

Any fraud whether or not material that involves
management or other employees who have

significant role in the registrants internal control over financial reporting

Date February 27 2009

Is KEvIN HADL0cK

Senior Vice President and Chief Financial Officer



Exhibit 32a

CERTIFICATION PURSUANT TO
18 U.S.C SECTION 1350

AS ADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

Mayo Shattuck III Chairman of the Board President and Chief Executive Officer of Constellation Energy

Group Inc certify pursuant
to 18 U.S.C Section 1350 adopted pursuant to Section 906 of the Sarbanes-Oxley Act

of 2002 that to my knowledge

The accompanying Annual Report on Form 10-K for the year ended December 31 2008 fully complies

with the requirements of Section 13a or Section 15d of the Securities Exchange Act of 1934 as amended and

ii The information contained in such report fairly presents
in all material respects

the financial condition and

results of operations
0f Constellation Energy Group Inc

Is MAYO SHATTUCK III

Mayo Shattuck III

Chairman of the Board President and Chief Executive Officer

Date February 27 2009



Exhibit 32b

CERTIFICATION PURSUANT TO
18 U.S.C SECTION 1350

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

Jonathan Thayer Senior Vice President and Chief Financial Officer of Constellation Energy Group Inc certify

pursuant to 18 U.S.C Section 1350 adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 that to my

knowledge

The accompanying Annual Report on Form 10-K for the year ended December 31 2008 fully complies

with the requirements of Section 13a or Section 15d of the Securities Exchange Act of 1934 as amended and

ii The information contained in such
report fairly presents

in all material respects the financial condition and

results of operations of Constellation Energy Group Inc

Is JONATHAN THAYER

Jonathan Thayer

Senior Vice President and Chief Financial Officer

Date February 27 2009



Exhibit 32c

CERTIFICATION PURSUANT TO
18 U.S.C SECTION 1350

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

Kenneth DeFontes Jr President and Chief Executive Officer of Baltimore Gas and Electric Company certify

pursuant to 18 U.S.C Section 1350 adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 that to my
knowledge

The accompanying Annual Report on Form 10-K for the year ended December 31 2008 fully complies

with the requirements of Section 13a or Section 15d of the Securities Exchange Act of 1934 as amended and

ii The information contained in such
report fairly presents in all material respects the financial condition and

results of operations of Baltimore Gas and Electric Company

Is KENNETH DEF0NTEs

Kenneth DeFontes Jr

President and Chief Executive Officer

Date February 27 2009



Exhibit 32d

CERTIFICATION PURSUANT TO
18 U.S.C SECTION 1350

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

Kevin Hadlock Senior Vice President and Chief Financial Officer of Baltimore Gas and Electric Company

certify pursuant to 18 U.S.C Section 1350 adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 that

to my knowledge

The accompanying Annual Report on Form 10-K for the year
ended December 31 2008

fully complies

with the requirements of Section 13a or Section 15d of the Securities Exchange Act of 1934 as amended and

ii The information contained in such
report fairly presents in all material respects the financial condition and

results of operations of Baltimore Gas and Electric Company

Is KEVIN HADL0cK

Kevin Hadlock

Senior Vice President and Chief Financial Officer

Date February 27 2009
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SHAREHOLDER INFORMATION

Dividends

The Board of Directors sets the record

and payment dates for quarterly

dividends In February 2009 we declared

quarterly
dividend of $0.24 cents per

share which is equivalent to an annual

dividend of $0.96 per share We paid

the new dividend on April 2009 to

shareholders of record on March 10

2009 Projected record dates for the

next three
quarters are June 10 2009

Sept 10 2009 and Dec 10 2009

Projected payment dates are July 2009

Oct 2009 and Jan 2010

Detailed information about our dividend

policy as well as our dividend payments

and stock price ranges
for the last two

years is available on page 30 of our 2008

Form 10-K included within this annual

report

Certifications

As required by the Sarbanes-Oxley Act of

2002 we have filed the Chief Executive

Officer and Chief Financial Officer

certifications in our 2008 Form 10-K

Additionally our Chief Executive Officer

provided an annual certification in August

2008 with respect to our compliance
with

the New York Stock Exchange corporate

governance listing standards

Independent Registered

Public Accounting Firm

Stock Transfer Agent and

Registrar

American Stock Transfer Trust

Company

Shareholder Services

59 Maiden Lane

New York NY 10038

800 258-0499

amstock com

Shareholder Assistance

For general inquiries or for assistance

with lost or stolen stock certificates

or dividend checks name or address

changes stock transfers or the Share

holder Investment Plan please contact

our Stock Transfer Agent and Registrar

Shareholder Investment Plan

Our Shareholder Investment Plan

provides shareholders with an easy

economical way to acquire additional

shares In addition accounts can be used

to sell deposit and transfer shares To

participate or for more information

please contact our Stock Transfer Agent

and Registrar

E-mail Alerts

To automatically receive e-mail alerts

about our financial information

including notification of SEC filings

financial reports presentations and press

releasesgo to E-mail Alerts on the

Investor Relations section of our Web site

at constellation.com and register your

preferences You also can make changes in

your notification options or unsubscribe

from the service

Form 10-K

Our 2008 Form 10-K is included as

part of this annual report
Our 2008

Form 10-K and our other SEC
filings

are available on our Web site at

constellation.com We also will provide

additional copies upon request
Send

requests to Constellation Energy

Shareholder Services 100 Constellation

Way Baltimore MD 21202

Stock Trading

Constellation Energy common stock

trades under the ticker symbol CEG

on the New York and Chicago stock

exchanges

Forward-Looking Statements

We make statements in this annual report

that are considered forward-looking

within the meaning of the Securities and

Exchange Act of 1934 These statements

are not guarantees
of our future results

and are subject to risks uncertainties

and other important factorsincluding

those in the Forward-Looking Statements

and Risk Factors sections of our 2008

Form 10-K included within this annual

reportthat could cause our actual

PricewaterhouseCoopers LLP results to differ



Constellation Energy

100 Constellation Way

Baltimore MD 21202-6302

constellation.com


