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FinanciaL HIGHLIGHTS

In millions, except per share amounts 2008 2007
Common Stock Data
Reported (GAAPD) (loss) earnings per share $ (7.34) $ 450
Loss from discontinued operations $ - $ (0.01)
Special items! $ 1091 $ (0.09)
Earnings per common share from continuing operations
and before special items (adjusted earnings per share)? $ 357 $ 4.060
Dividends declared per common share $ 191 $ 174
Average shares outstanding—assuming dilution 179.1 182.5
Market price per share—year-end $ 25.09 $102.53
Financial Data
Total revenues $ 19,818 $ 21,193
GAAP net (loss) income $ (1,314) $ 822
Loss from discontinued operations $ - $ 1)
Special items (after-tax)’ $ 1,954 $ (16
Net income from continuing operations before special items? $ 640 $ 839
Tortal assets $ 22,284 $ 21,742
Total debt $ 7,690 $ 5,041
Total common equity $ 3,181 $ 5,340
Capital expenditures $ 2,223 $ 1,665

Certain prior-year amounts have been reclassified to conform with the current year’s presentation.

! Includes merger termination, Series A Preferred Stock conversion and strategic alternatives costs, impairment losses and other costs, impacts of Maryland
Settlement agreement, mark-to-market losses on certain non-qualifying hedges, emission allowance inventory write-down, workforce reduction costs and

earnings from our synthetic fuel processing facilities.

2 Represents a measure that is not determined in accordance with generally accepted accounting principles (GAAP). However, we believe the impact of
discontinued operations, accounting changes and special items obscures trends in our results and that it is useful to consider our results excluding these items.

2006 Earnings: Our GAAP 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

— Constellation Energy
.-+ S&P 500
— — S&P 500 Utilities Index

$100.00 S L e ——

12/31/07 Q108 Q2'08 Q308 Qa°08

Over the past year, an investment of $100 in Constellation
Energy stock on Dec. 31, 2007, was worth—with dividends
reinvested—$25.29 on Dec. 31, 2008.
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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 a longer period

to put events into perspective.

Our company has been challenged in
many ways in the past decade, and yet
it remains a 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 a regulated model to
a 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 a six-year
rate freeze for our Baltimore Gas and
Electric (BGE) residential electric
customers. This cap kept residential
power prices below market rates at a
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 a 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 a contrarian
strategy, and while we enjoyed many
years of strong results, we've 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 BGE’s 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 BGE'’s rates have
always been—and continue to be—in
line with or below our peers in the

MidAdantic and Northeast regions.

As we developed our strategic platform
to address the competitive markets, we
became a 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 a larger
platform and a larger balance sheet to
maintain the growth potential of these
businesses. To that end, we agreed in
December 2005 to merge with FPL
Group, a partnership which would have
created one of the nation’s 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
a number of steps to achieve a similar
strategic result, including exploring the
sale or joint venture of our commodities
activities. We also sought out and
achieved a 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 a healthy credit
market to support them. Market-based
trading activities require capital on -
both a 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
a strategic action to broaden and
stabilize our balance sheet since our
likely partners all experienced similar
pressures. The credit environment had
suddenly frozen in a 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, a need

to react urgently and instinctively. It
was a crisis, and many decisions had

to be made in 2 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 a 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 a
higher value if conditions 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, a subsidiary of
Warren Buffet’s Berkshire Hathaway. At
the time, MidAmerican was unmatched
as a 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 a bid to acquire one-half of
our nuclear fleet in the form of a joint
venture. Our Board of Directors made
the determination that EDF’s offer
was superior to MidAmerican’s, 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 a high degree of transactional
complexity, but I believe that when we

complete the EDF transaction later this
year we'll find ourselves in a 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 a fleet; built the largest
competitive retail and wholesale power
businesses in the country; established

a leading platform to pursue the new
nuclear renaissance; and developed a
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 I became CEO, through the first
quarter of 2009, our stock performance
falls in the middle of all S&P 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 a new world where
risk premiums on capital deployed have
increased dramatically.

Having provided that background and
context, let me review the performance
for 2008. For the year, one-time events
and special items primarily drove the
lion’s 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 a record 32 million megawart
hours of electricity in 2008, and we
were among the industry leaders with

a fleet capacity of 94.7 percent. Early
this year, we set a world record for

a pressurized water reactor with the
692nd consecutive day of operation for
Calvert Cliffs Unit 2.

We're now nine months into a 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 a 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 company’s 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 a 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. We've 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
we're 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.

I 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.

It’'s also clear, however, that the lingering
recession continues to take a toll on our
performance and that of virtually every
sector of our economy. What’s encout-
aging, though, is that even in the midst
of this economic malaise we're 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 a few examples:

®m BGE residential customers are
embracing new tools to help them

manage and reduce energy usage.



The utility has enrolled more

than 90,000 customers in its
PeakRewards™ program, which

was launched in May of 2008 and
provides bill credits to customers
who select a smart thermostat or
switch to cycle their central air
conditioners during times of peak
demand. BGE is also launching a 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
a 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 1,700 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.

m Our commercial energy customers
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 a
Maryland state agency, the Maryland
Environmental Service. Altogether,
we own nearly five megawatts of
distributed solar generation projects
nationwide and believe this can be a
growth area for the company if the
proper federal and state incentive

programs are put in place.

B The most dramatic signs of progress
on the policy front are associated with
new nuclear, as evén 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. A new unit
three at Calvert Cliffs would generate
1,600 megawatts of non-greenhouse
gas-emitting electricity, enough to

power 1.3 million Maryland homes.

2008 was a year of unprecedented
market upheaval and extraordinary
challenge. Our results were disap-
pointing.-However, we took prompt
and prudent steps to respond to the
exceptional circumstances. As a result,
we have largely regained our footing
and secured an excellent partner for

our nuclear business in EDE In a short
period of time, we've made considerable
progress on a promising growth plan for
2010 and beyond.

I would ask our shareholders to assess
Constellation Energy’s 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
solidify when we close our joint venture
with EDE. Your management team
and Board believe that Constellation
Energy’s values and people remain
strong, and those two elements will
continue to be crucial as we face

the future.

Mayo A. Shattuck I1I
Chairman, President and
Chief Executive Officer

April 16, 2009
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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 we'’re doing. This special section is intended to be a
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 I: In-depth descriptions of our businesses.
Part II: Our financial performance, the information in which investors are usually most interested.

Part III: Directs readefs 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 IV: A 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 I and II.

Part I: Our Businesses

Part I of our Form 10-K provides details about our businesses:
* Our merchant energy business
* Our regulared utility—DBaltimore Gas and Electric Company
* Our other nonregulated businesses

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

Here’'s Where You Look in Part I " Highlights of What You'll Find

2-4 1. Business Overview We have a merchant energy business and a regulated utility. We 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 nextone to two years.

- Operating - Our reportable operating segments are merchant energy, regulated elece
Segments - regulated gas. We also have certain other nonregulated business activit

6 Note: This special section is intended 1o be a guide. You can find more details about all these items in our Form 10-K, which follows this special section.



Page(s) Item

5-11 Merchant Energy Our business
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 — 4 percent.

Our competition
We encounter competition from companies of various sizes with varying levels of
experience and financial and human resources and differing strategies.

Merchant 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.

15-16 Other Nonregulated We offer energy solutions to residential, commercial, industrial and government
Businesses customers. We are also developing new nuclear energy projects through our UniStar
Nuclear Energy, LLC joint venture with EDF Group.

16-19 Environmental Matters We are subject to regulations concerning air quality, water quality and the disposal of
hazardous substances. Over the next three years, our total estimated capital require-
ments for environmental matters are approximately $400 million.

20 -26 1A. Risk Factors There are a number of risks related to our businesses, the industries in which we
operate and our pending transactions with EDF Group that could adversely affect our
financial results.

29 Executlve Officers of ~ Our executive officers have a diverse mix of energy, financial and other experience in
the Registrant competitive and regulated markets.

Note: This special section is intended to be a guide. You can find more details about all these items in our Form 10-K, which follows this special section. 7



UNDERSTANDING OQUR ForMm 10-K

Part II: OQur Financial Performance :
Part II contains management’s 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 Items—The Basics
* Management’s Discussion and Analysis—The Context
* Financial Statements—The Numbers

* Notes to the Financial Statements—The Details

Introductory Items
The Basics: Includes information about our common stock prices and dividends and historical financial data.

Here’s Where You Look in Part IT Highlights of What You'll Find

Page(s) Item e
30 -31 5. Market for Our dividend information

Registrant’s Common We declared dividends of $1.91 per share in 2008. We announced an annual dividend
Equity, Related rate of $0.96 per share in February 2009.

Shareholder Matters, Our stock price

Issuer I?urchases. i We include the high and low price of our common stock by quarter for the last two

of Equity Securities, years.

and Unregistered Sales

of Equity and Use of

Proceeds

Management’s Discussion and Analysis
The Context: Our management discusses in detail the financial results and condition of our company and the way we manage our business.

Here’s Where You Look in Part I Highlights of What Youw'll Find

Pagels} ltem

34 7. Management’s Introduction and We summarize how we have organized our discussion and analysis.

Discussion and Overview
Analysis of Financial

Condition and Results

of Operations

35 - 40 Business Environment  Energy markets have been volatile over the last several years, 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.

8 Note: This special section is intended to be a guide. You can find more derails about all these icems in our Form 10-K, which follows this special section,
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44 - 47 Significant Events 2008 significant events include:
* Our execution and subsequent termination of the merger agreement with
MidAmerican Energy Holdings Company
* Our investment agreement with EDF Group
* Announced divestitures of the following:
— a 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
* Workforce reductions
* Emission allowance regulation (Clean Air Interstate Rule court decisions)
* Acquisitions of the following:
- a gas-fired peaking plant in Utah
— a uranium marketing services company in the United Kingdom
— a partially completed gas-fired, combined-cycle power generating facility in Alabama
* Asset sales of the following:
— a 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, a 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 of Maryland settlement agreement

63 -69 Financial Condition Cash flow
Cash used in our operations was $1,274.3 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 January 31,
2009. Based on contractual provisions at December 31, 2008 and January 31, 2009, a
one level downgrade of our senior unsecured debt would require us to provide additional
collateral of $1.8 billion.

-
‘H)‘

Note: This special section is intended to be a guide. You can find more details about all these items in our Form 10-K, which follows this special section. 9



UNDERSTANDING OUR ForMm 10-K

72 -79 _ 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 membets 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 management’s reports on
our financial information and the effectiveness of our internal controls as well as our auditor’s reports on our financial information and its report on
the effectiveness of Constellation Energy’s internal controls.

Here's Where You Look in Part II Highlights of What You'll Find

R P R R
8. Financial Statements Reports of Our management accepts responsibility for the information and representations in our
and Supplementary Management financial statements and concludes that our and BGE's internal control over financial
Data reporting was effective as of December 31, 2008.

83 Consolidated Our net loss for 2008 was $1,314.4 million, which included $1,204.4 million of merger
Statements of Income  termination and strategic alternatives costs and $741.8 million of impairment losses and
(Loss) other costs.

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

Statements of $0.9 billion from a year earlier.
Cash Flows

88-91 BGE Financial We include financial statements for BGE because it is a separate registrant required to
Statements file reports with the SEC.

Notes to Our Financial Statements
The Details: We explain the processes, events, actions, projects, isstes and specifics that produce the amounts reflected in our financial statements.

Here’s Where You Look in Part IT Highlights of What You'll Find

Page(s) . Ir Section _

92 - Note 1: Significant Accounting methods that we use and how they’re applied throughout our businesses,
105 Accountmg Policies along with the new accounting standards issued and adopted

10 Note: This special section is intended to be a guide. You can find more deails about all these items in our Form 10-K, which follows this special section.



Page(s) Ttem Section

114 - Note 3: Information . :Our revenues, net (loss) income and other financial information are broken out by
115 ' : by Operating Segment  operating segment. We also discuss the divestitures announced in 2009: a majority of
’ our international commodities business and our Houston-based gas trading business.

120 , Note 5: Intangible At December 31, 2008, our carrying amount of goodwdl was $4.6 million after
Assets o 1mpa1rment losses recorded in 2008, and our total net intangible assets subject to
o amortlzanon were $369 6 mllllon.

123 - ~ Note 7: Pension, \We provxde detads—obhganons, assets, assumption detalls and company

126 - Postretirement, Other  contributions—about our employee benefit plans.
Postemployment ‘
and Employee Savings

Plan Benefits

129 - - .Note %: At December 31 2008, our total capxtallzatlon was $8. 5 bllllon——$5 1 billion in
133 B ~ Capitalization long-term debt, $20.1 million in minority interests, $190.0 million in preference stock,
: and $3.2 billion in common shareholders’ equity: We also provide detalls about ¢ our
debt, our preference stock and common stock. :

143 - Note 13: We explain how we manage commodity price and interest rate exposures, and we
149 " Derivatives and Fair disclose the hierarchy of our fair value measurements, as required under SFAS No. 157,
‘ Value Measurements . Fuir Value Measurements, which we adopted on January 1, 2008, and the fair value of our
: financial instruments.

152 - " Note 15: Mergerand ~ We entered into an investment agreement with EDF Group. We agreed to-terminate
153 Acquisitions .our merger agreement with MidAmerican Energy Holdings Company. We acquired a
: ' ' urénium"markcting services company in the United Kingdom, a gas-fired peaking plant
‘ in Utah and a partially completed gas-fired, combined- cycle power generatmg facnhty in
Alabama.

155 - Note 17: Quarterly We break out our financial results—and those of BGE—Dby quarter for the last two
156 Financial Data years.
(Unaudited)

Note: This special section is intended to be a guide. You can find more details about all these items in our Form 10-K, which follows this special section. 11



(GLOSSARY

Aggregator A 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) A basic unit used
to measure natural gas; the amount of natural
gas needed to raise the temperature of one
pound of water by 1 degree Fahrenheit

Collateral A 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

Dekatherm (DTH) A standard measurement
of natural gas; 10 therms or 1 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 it—including
homes, businesses and industrial facilities

Economic Value at Risk (EVaR) A statistical
measure that helps estimate the sensitivity of our
total portfolio to changes in market prices

Federal Energy Regulatory Commission
(FERC) The U.S. agency that regulates inter-

state energy activities

Full Requirements Service A product offering
that handles all of a customer’s energy needs
through a combined service that may include

12

generating or buying energy, 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 a specific generating
facility

Generation The process of transforming other
forms of energy—coal, natural gas, uranium, oil,
wind, water or sun—into 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 a regional transmission system in a
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 a security,
commodity or financial instrument to reflect
current markct values

Maryland Public Service Commission The
agency responsible for regulating public utilities
doing business in Maryland

Megawatt (MW) 1 million watts of electricity,
enough electricity to light 10,000 100-watt light
bulbs for one hour

Nuclear 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 A measure of the maximum
amount of electricity delivered at a point in time

Portfolio 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 (RTO)
A group of companies with responsibility for the
planning and use of power transmission lines in
a geographic region

Regulated Business The portion of our
business whose primary operations and prices
are set and controlled by the rules and activities

of a 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 a utility—such as Baltimore Gas
and Electric Company—to 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 a buyer
pays a plant owner a 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 a lower voltage that
is delivered to homes, businesses and industrial
facilities

Unit Contingent Power Purchase Agreement
A contract with a power plant operator where
the buyer receives the specified output from the
plant unless the plant is not operating

Value at Risk (VaR) A 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
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Forward Looking Statements

We 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 management’s 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
Group’s (Constellation Energy) and Baltimore
Gas and Electric’s (BGE) ability to maintain
their current credit ratings,

o the effectiveness of Constellation Energy’s and
BGE'’s 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,

o 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 a
termination of the pending transaction and
potential diversion of management’s time and
attention from our ongoing business during this
time period,

o 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 rerain customers in
our Customer Supply activities and te
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 BGE’s 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 1. Business

Overview

Constellation Energy is an energy company that
includes a merchant energy business and BGE, a
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
business(es)” are to BGE.

Our merchant energy business is primarily a
competitive provider of energy-related products and
services for a 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 a regulated electric transmission and
distribution utility company and a regulated gas
distribution utility company with a 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 a subsidiary of EDF Group.

As a 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 a 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 Jtem 7. Management’s Discussion and
Analysis—Collateral section.

To address these liquidity issues, in 2008, we
explored a 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 a 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 States. 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 derail in the Divestitures section.

In September 2008, a 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 o
continue operating our business. The rating agencies
downgraded Constellation Energy’s 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 a result, we sought an immediate,
substantial investment to ensure our ability to continue
operating our business, and in mid-September we
ultimately agreed to a 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 a 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 a series of transactions with EDF.

The EDF transactions do not involve the sale of
Constellation Energy, but rather the sale of a
membership interest in our nuclear generation and
operation business resulting in the Company continuing
to operate on a standalone basis. The transactions that
we agreed to with EDF include the following:

# EDF will purchase from Constellation Energy a
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
a 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 10,000 shares of our 8%
Series B Preferred Stock (Series B 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 a $600 million interim
backstop liquidity facility, and

# Drior to closing, we will transfer to our nuclear
generation and operation business transactions
with a negative mark-to-market value not to
exceed $700 million in the aggregate using a
10% discount rate. This transfer will occur in a
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 EDE see Note 15
to Consolidated Financial Statements. For additional
information related to the issuance of the Series B
Preferred Stock, see Note 9 to Consolidated Financial
Statements.

Over the next one to two years, we expect to be in
a 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 49.99% of
our nuclear generation and operation business
as expeditiously as possible,

# continuing a 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 a liquidity cushion in excess
of credit-rating downgrade collateral
requirements,

¢ focusing on Constellation Energy’s 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

& mainraining 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 a further discussion of the above
matters and how they have impacted us and our
strategy, please refer to frem 7. Managements Discussion

and Analysis.

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 a definitive
agreement to sell a majority of our international
commodities operation. In February 2009, we entered
into a definitive agreement to sell our Houston-based
gas trading operation. Simultaneously, we signed a letter
of intent to enter into a 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 a result, are
subject to change. We discuss our downgrade collateral
requirements in ltem 7. Management's Discussion and
Analysis—Collateral 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 3 to Consolidated Financial Statements.

Unaffiliated Revenues

Holding
Company
Merchant Regulated Regulated and Other

Energy  Electric Gas Nonregulated
2008 80% 14% 5% 1%
2007 83 12 4 1
2006 83 11 5 1
Net Income (Loss) (1)
Holding
Company

Merchant Regulated Regulated and Other

Energy  Electric Gas Nonregulated
2008 (103)% —% 3% —%
2007 83 12 3 2
2006 77 16 5 2
Total Assets
Holding
Company
Merchant R::fu.lated Regulated  and Other
Energy ectric Gas Nonregulated
2008 (2) 62% 21% 6% 11%
2007 73 20 6 1
2006 75 17 6 2

(1) Excludes income from discontinued operations in
2007 and 2006 as discussed in more detail in
Item 8. Financial Statements and Supplementary
Data.

(2)  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 A Preferred Stock conversion
costs to these businesses, and $1.0 billion of restricted
cash related to the issuance of Series B Preferred Stock
10 EDE These funds are held at the holding company
and are restricted for payment of the 14% Senior
Notes held by MidAmerican. The 14% Senior Notes
were repaid in full in January 2009.



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:

# a 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,

¢ a nuclear generation operation that owns,
operates, and maintains nuclear generating
facilities,

# a 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

¢ a 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 a 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 Jtem 7.
Management’s Discussion and Analysis. We also discuss
certain asset and operations divestitures in the
Divestitures section.

During 2008, our merchant energy business:

o supplied approximately 26,600 megawatts
(MW) of aggregate peak load to distribution
utilities, municipalities, and commercial,
industrial, and governmental customers,

& provided approximately 407,000 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 9,136 MW of generation capacity as
of December 31.

We analyze our merchant energy business in terms
of Generation, Customer Supply and Global
Commodities activities.

¢ Generation—encompasses all of our generating

assets.

¢ Customer Supply—encompasses our

load-serving operation that provides energy
products and services to wholesale and retail
electric and natural gas customers.

¢ Global Commodities—encompasses 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 toraling 9,136 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 a
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 ftem 2. 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 MWH 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 a 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 a 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 1 (873 MW) and
Unit 2 (862 MW). Unirt 1 entered service in 1974 and
is licensed to operate until 2034. Unit 2 entered service
in 1976 and is licensed to operate until 2036.

Nine Mile Point

We own 100% of Nine Mile Point Unit 1 (620 MW)
and 82% of Unit 2 (933 MW of Unit 2’s total 1,138
MW). The remaining interest in Nine Mile Point Unit
2 is owned by the Long Island Power Authority (LIPA).
Unit 1 entered service in 1969 and is licensed to
operate until 2029. Unit 2 entered service in 1988 and
is licensed to operate until 2046.

We sell 90% of our share of Nine Mile Point’s
output to the former owners of the plant at an average
price of 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 Point’s
output is managed by our Global Commodities
operation and sold into the wholesale market.

After termination of the power purchase
agreements, a 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 Unirt 2, a
predetermined strike price is compared to the markert
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 2 under an operating
agreement with LIPA. LIPA is responsible for 18% of
the operating costs (including decommissioning costs)
and construction costs of Unit 2 and has representation
on the Nine Mile Point Unit 2 management committee,
which provides certain oversight and review functions.

Ginna
We own 100% of the Ginna nuclear facility. Ginna
consists of a 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 a long-term unit-contingent
power purchase agreement. The remaining output is
managed by our Global Commodities operation and sold
into the wholesale market.

Qualifying Facilities and Power Projects

We hold up to a 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 a local utility under long-term contracts.

Customer Supply

We are a 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 12,500 peak MWs of
wholesale full requirements load-serving products.
During 2008, our retail competitive supply activities
served approximately 14,100 MW of peak load and
approximately 407,000 mmBTUs of narural 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 a 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, a 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 a 50% interest in a 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), a limited
liability 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 Noze 2 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 a 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 a substantial portion of our
portfolio is hedged, we are able to identify
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 dertail in ltem 7. Management's
Discussion and Analysis.

Our portfolio management and trading activities
involve the use of physical commodity inventories and a
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 a predetermined
contractual (notional) quantity),

& option contracts (which convey the right to buy
or sell a commodity, financial instrument, or
index at a predetermined price), and



& futures contracts (which are exchange traded
standardized commitments to purchase or sell a
commodity or financial instrument, or make a
cash settlement, at a 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 cfforts 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 actual output by fuel type in
2008 were as follows:

Capacity

Fuel Owned Generation
Nuclear 42% 63%
Coal 30 32
Natural Gas 11 1

Ol 8 —
Renewable and Alternative (1) 5 4
Dual (2) 4 —_—

(1) Includes solar, geothermal, hydro, waste coal, and
biomass.
(2)  Switches between natural gas and oil.

We discuss our risks associated with fuel in more
detail in ltem 7. Managements Discussion and Analysis—
Risk Management.

Nuclear
The supply of fuel for nuclear generating stations
includes the:

& purchase of uranium (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 fuel 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 be volatile; however, we do not anticipate any
significant problems in meeting our future supply
requirements.

Storage of Spent Nuclear Fuel—Federal 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 Regulatory Commission (NRC) has not
licensed any such facilities. The Nuclear Waste Policy
Act of 1982 (NWPA) required the federal government,
through the Department of Energy (DOE), to develop
a repository for the disposal of spent nuclear fuel and
high-level radioactive waste.

As required by the NWPA, we are a 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 DOE’s Nuclear Waste Fund for our nuclear
generating facilities. 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 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 derail
below.

In 2004, complaints were filed against the federal
government in the United Srates Court of Federal
Claims secking to recover damages caused by the DOFE’s
failure ro 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 DOE’s
failure to meet its contractual obligations were assigned
o 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 Fuel—On-Site Facilities

Calvert Cliffs has a 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




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
as follows:

At December 31, 2008

(In millions)

Calvert Cliffs $ 346.9
Nine Mile Point 460.3
Ginna 199.1
Total $1,006.3

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 a result of this decline, the NRC may
require us to provide addirional 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 a shortfall, we would have to provide
additional funding.

Calvert Cliffs

When BGE transferred all of its nuclear generaring
assets to our merchant energy business, it also
transferred the funds accumulated to pay for
decommissioning Calvert Cliffs. In March 2008,
Constellation Energy, BGE, and a Constellation Energy
affiliate entered into a 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 1, 2008. Pursuant to the terms of the
settlement agreement, BGE customers will be relieved of
the potential future liability for decommissioning
Calvert Cliffs Unit 1 and Unit 2. 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 1 which was enacted in June
2006. We discuss the Maryland settlement agreement in
more detail in Note 2 to Consolidated Financial
Statements.

Nine Mile Point

The sellers of Nine Mile Point transferred a

$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 1 and 82% of the costs to
decommission Unit 2.

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)
Brandon Shores—Units 1 and 2
(combined) 3,500,000
C. P Crane—Units 1 and 2 (combined) 850,000
H. A. Wagner—Units 2 and 3
(combined) 1,100,000



We receive coal deliveries to these facilities by rail
and barge. Over the past few years, we expanded our
coal sources through a 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 (SO,), 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 a 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 a February 2008 federal courr decision
that struck down the Federal Clean Air Mercury Rule
(CAMR). The Commonwealth of Pennsylvania has
indicated that it may appeal the court’s 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 our 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.
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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. 6) 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. 2
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 eneigy providers, merchants, and
producers to obtain competitively priced supplies from a
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.



States are considering different types of regulatory
initiatives concerning competition in the power and gas
industry, which makes a 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 a 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 $1,956 $1,700 $1,490
Customer Supply 765 889 764
Global Commodities 260 654 656
Total Gross Margin $2,981 $3,243 $2,910
Generation (In millions)—MWH * 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 a gas distribution utility company with a
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.

BGE’ electric service territory includes an area of
approximately 2,300 square miles. There are no
municipal or cooperative wholesale customers within
BGE’s service territory. BGE’s gas service territory
includes an area of approximately 800 square miles.

BGE’s electric and gas revenues come from many
customers—residential, commercial, and industrial.

Electric Business

Electric Competition

Deregulation

Maryland has implemented electric customer choice and
competition among electric suppliers. As a 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 Offér Service
BGE is obligated to provide market-based standard offer

service (SOS) to all of its electric customers who elect
not to select a competitive energy supplier. The SOS
rates charged recover BGE’s wholesale power supply
costs and include an administrative fee. The
administrative fee includes a shareholder return
component and an incremental cost component. As
discussed in ltem 7. Managements Discussion and
Analysis—Regulated Flectric Business section, BGE
resumed collection of the shareholder return portion of
the residential SOS administrative charge, which had
been eliminated under Maryland Senate Bill 1, from
June 1, 2008 through May 31, 2010 without having 1o
rebate it to all residential electric customers. BGE will
cease collecting the residential sharcholder return
component again from June 1, 2010 through
December 31, 2016.

Bidding to supply BGE’s SOS occurs from time to
time through a 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.
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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.

BGE’s 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 customers.

Residential Customers
As a result of the November 1999 Maryland PSC order
regarding the deregulation of electric generation in

Maryland, BGE’s residential electric base rates were
frozen until July 2006. However, Maryland Senate Bill
1, enacted in June 2006, delayed full marker rates for
some residential customers until June 2007, with the
remainder of residential customers going to full marker
rates in January 2008. Pursuant ro a 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 a one-time
$170 per customer rate credit. We discuss the Maryland
settlement agreement in more detail in Note 2 10
Consolidated Financial Statements and the market risk of
our regulated electric business in more detail in Jtem 7.
Management’ Discussion and Analysis—Risk Management
section.

Electric Load Management

BGE has implemented various programs for use when
sys