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Financial Highlights

In millions, except per share amounts 2009 2008
Common Stock Data
Reported (GAAP) earnings (loss) per share $ 2219 $ (7.34)
Special items' $ (18.83) $ 1091
Earnings per common share from continuing operations :
and before special items (adjusted earnings per share)? $ 3.36 $ 357
Dividends declared per common share $ 96 $ 191
Average shares outstanding—assuming dilution 200.3 179.1
Market price per share—year-end $ 3517 $ 25.09
Financial Data
Total revenues $ 15,599 $ 19,742
GAAP net income (loss) attributable to common stock $ 4,443 $(1,314)
Special items (after-tax) $ (3,771) $ 1,954
Net income from continuing operations before special items? $ 672 $ 640
Total assets $ 23,544 $ 22,284
Total debt $ 4,871 $ 7,690
Total common equity $ 8,697 $ 3,181
Capital expenditures $ 1,595 $ 2,223

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

1 2009 includes a gain on the sale of a 49.99 percent membership interest in Constellation Energy Nuclear Group, LLC (CENG) to EDF Group, net losses
from operations divested, impairment losses and other costs, merger termination, strategic alternatives costs and other transaction-related costs, Baltimore Gas
and Electric Company (BGE) residential customer rate credit accrual, amortization of CENG basis difference, loss on redemption of Zero Coupon Notes, losses

Jfrom UniStar and workforce reduction costs.

2 Represents a measure that is not determined in accordance with generally accepted accounting principles (GAAP). However, we believe the impact of
accounting changes and special items obscures trends in our results and that it is useful to consider our results excluding these items.
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Opver the past year, an investment of $100 in Constellation
Energy stock on Dec. 31, 2008, was worth—with dividends
reinvested—$145.74 on Dec. 31, 2009.
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Over the past five years, an investment of $100 in Constellation
Energy stock on Dec. 31, 2004, was worth—with dividends
reinvested—3$92.96 on Dec. 31, 2009.
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Dear Fellow Shareholders

Our company performed well in 2009. Constellation Energy
met earnings targets, maintained. top-tier operational
petformance and successfully executed a comprehensive
strategic realignment. It was a year of progress and
transformation. We emerged from 2009 4 stronger,

more resilient company, well positioned to deliver growth .
in 2010 and beyond.

At the start of the year, just a few months removed from the
collapse of global credit markets in September 2008, we faced
a number of challenges Access to-capital and credit markets
was limited for our business and virtually all market partici-
pants. Energy demand and prices were falling rapidly asa
result of a steep decline in economic activity. Constellanon
Energy was hardly alone in facing these and other challengesT
Many in the merchant energy sector and across the U.S.
economy struggled to adapt and advance in the face of the

most severe market upheaval and recession in decades.

In the wake of the credit crisis, our management team and
board of directors developed a plan to tackle these challenges
rapidly and comprehensively. The plan was framed by four
guiding principles:

B Significantly strengthen the balance sheet, increasing net -
- available liquidity and reducing debt.

® “De-risk” the business, including the drvestlture of

IlOI‘l—COl‘ € busrness unlts

n Close our $4.5 billion nuclear joint venture Wlth EDF

Group (EDF) ina tlmely and efficient manner.

® Streamline the enterprise and realign the company’s
earnings model around our core businesses: merchant
generation, wholesale and retail customer supply and
Baltimore Gas and Electric Company (BGE), our
regulated utility in central Maryland.

I'm pleased to report our team executed well against this
plan. By year-end, we had successfully addressed each of the
company’s key ﬁnancral and strartegic priorities. Importantly,

these accomplrshments were.noted by Wall Street’s three

major ratings agencies, as each affirmed our investment-
grade credit rating. Investors took note as Well aftera
partrcularly disappointing 2008, Constellation Energy shares
regained ground in 2009, up nearly 46 percent, sharply o
above the S&P utrlrty index (12 percent) and broader

S&P index (27 percent) While much work 1 rernarns—cost
reduction, for instance, will be a top enterprrse—wrde priority
in 2010 and 2011—we're proud of these accomplishments
because they were foundational to the success of our business
and carried out efﬁcrently and expedrtrously durrng a time of

herghtened stress in the capltal markets

Strategic Highlights.
® Liquidity Our access to cash and credit capacity more than
" doubled over the course.of the year, from $2.3 billion to
$5.6 billion at year-end. We retired approximately.
$3.7 billion of outstanding debt and increased our

cash posmon

® De-Risking We executed the drvestrtures of our non-core
Houston natural gas and London-based international
commodities units ahead of schedule and at a lower cost
than anticipated. We also significantly reduced risk in our

energy commodities portfolio.

® EDF Nuclear Joint Venture We navigated a dynamic
federal and state regulatory approval process to close this.
transaction in November. EDF acquired a 49.99 percent .
interest in Constellation Energy Nuclear Group, LLC' .
(CENG), our nuclear generation and operation business.
Nearly $1 billion of the sale proceeds is targeted for future

asset val.llSlthI‘lS and other i mvestment pI'O)CCtS

W Strategic Realrgnment Our core businesses performed well
in 2009, financially and operatronally Each of our business
units delivered solid financial results and we achieved a

number of operatronal milestones.

For the year, Constellation Energy reported adjusted earnings
of $3.36 per share, consistent with our annual guidance. On
a generally accepted accounting principles (GAAP) basis, the
company earned $22.19 per share in 2009, which prrmarrly
reflects the 2009 gain on the EDF transaction. -



Business Highlights
Bvaltil‘no;e) Gas and Electric
The utility'céontfribuped adjusted earnings of 80 cents per

share in 2009. It enjoyed one of its best years ever from an | '

operational perspective, exceeding all key operational goals,
including safety, reliabilityv and improvements in customer
service. BGE is committ'edb to becoming one of the most _
p:ogfessive utilities in the nation, develbping and depioying
efficiency programs to help customers manage energy costs.
In mid-2008, BGE rolled out its PeakRewardss program
and to date more than 190,00‘0 smart fhermostaté and load
control devices have been installed in customers” homes. -

Customers signing up for PeakRewards save by allowing the

utility to remotely cycle their air conditioning unit duringa -

peak demand cyde:

The crowning achievement for BGE in 2009 was securing
the maximum $200 million in federal stimulus ﬁmding for
an ambitious Smart Grid program. BGE was one of jus‘yt .
six utilities nationwide to receive the maximum award. We
are hopeful that the Maryland Public Service Commission
will approve BGE’s Smart Grid application this spring with
deployment activities commencing in late 2010 and early
2011. Over the next 15 years, customer savings as a result

_of néw smart meters and dynamic pricing programs are
conservatively estimated at $2.6 billion, almost five times
the cost of deployment, and that's before the stimulus
dollars are included.

Merchant

The merchant businesses, including our generation fleet

and customer supply operations, reported adjusted earnings

of $2.58 per share for the year. Our generation fleet
consists of a divese portfolio producing approximately -
7,100 megawatts of generating capacity. Operational
reliability for the non-nuclear fleet was strong in 2009—
approximately 90 percent. Among the notable operational

achievements was the completion of our state-of-the-art

scrubber project at our Brandon Shores coal plantin central -

Maryland. Scrubbers remove potentially harmful mercury

and sulfur dioxide emissions. In all, we've made more

than $1 billion in investments i environmental upgrades to
comply with Maryland’s Healthy Air Act, one of the most
stringent in the nation. The scrubber project was completed
on time and on budget and, as a result, Brandon Shores
today is one of the cleanest coal-burning power plants in

the nation.

Our nuclear generation fleet delivered outstanding opera-
tional results for the year. In fact, Constellation Energy’s
fleet achieved a capability factor of more than 95 percent,
the highest for any fleet in the industry. Calvert Cliffs _
Unit 2 in Lusby, Md., set a world record by operating
continuously for more than 692 days prior to entering a
scheduled refueling outage. The Nine Mile and Ginna plants
in New York completed refueling outages in 2009, and each
set plant records by completing the process in about 20 days.

CENG, now a joint venture with EDE, will sell 85 to
90 percent of its uncommitted output to Constellation

Energy under a five-year power purchase agreement.

Customer Supply

Our customer supply operation includes our wholesale
power business and retail power and natural gas activities.
Our wholesale customers include utilities, municipalities and
cooperatives, and our customer supply operation has won
key load-serving auctions in the Mid-Adantic and Midwest
and also added new business in the Southeast. On the retail
side, Constellation NewEnergy; the nation’s largest provider of
competitive power to business and public institutions, had a
record sales year. Low commodity prices create opportunities
for our retail teams, as customers are eager to sign supply. -
contracts and lock in lower prices. We also developed several
new solar projects in 2009 and plan to expand our solar and

renewable portfolio in the years ahead. -

We pride ourselves on more than financial performance and
operational excellence. In 2009, Constellation Energy and
its employees contributed nearly $4 million to United Way

campaigns where Constellation Energy and its subsidiaries



have operations. Despite the challenging economic times,

our employees continue to demonstrate remarkable personal

commitment and enthusiasm in supporting charitable causes.

In addition to generous contributions, employees supported
community outreach programs across the country, totaling

more than 6,000 volunteer hours.

A Look Ahead

Our strategic realignment was designed to position the
company to advance in the face of both market headwinds
and economic and pohcy uncertalnty Energy is a capital-
intensive industry with a long time horizon on investments
and project development. Strategic planning is a challenge
under ideal circumstances; conditions today fall far short of
ideal. There’s widespread agreement that our nation needs
to invest heavily in new clean energy sources. There’s much
less consensus on how we do it and when we get there. The
uncertainty surrounding evolving environmental legislation
and financial regulation has the potential to significantly
change the long-term supply and demand dynamics of

the marketplace. Markets are volatile. At the start of 2010,
wholesale energy prices were down approximately 45 percent
from their highs in mid-2008. v

Given these uncertainties, as we plan for the years ahead,
we're mindful that any successful strategy must be adaptable.
Constellation Energy must be nimble and agile, able and
willing to change based upon market dynamics or a sweeping

policy pronouncement.

Over the course of the next 12 to 24 months, we intend to
deploy up to $1 billion of the cash proceeds from the EDF
joint venture toward asset acquisitions in areas where we
supply a large volume of power. Producing and selling power
in the same market lowers costs and creates other synergies.
We also hope to introduce more renewable generation into
our portfolio, particularly in Maryland. Earlier this year,

we announced our intention to fund up to $90 million of
solar projects. Our company currently has approximately

25 megawatts of solar systems installed or under way in the
U.S., ranging from customer-sited rooftop installations to a
17.1-megawatt project in Emmitsburg, Md., which will be
among the largest in the U.S. In early April of this year, we
finalized an agreement to acquire a 70-megawatt wind energy
project in western Maryland, the first such project in the.
state. New nuclear continues to be an important-component
of our long-term strategy. Our UniStar Nuclear Energy joint
venture with EDF is an active participant in new nuclear’
development. The U.S. Department of Energy (DOE) loan
guarantee commitment continues to be one of the critical |
c‘ovmponents in assembling financing for an investment of
this scale. We are hopeful a positive decision from DOE

on UniStar’s loan guarantee application for a new Unit 3 at
Calvert Cliffs is forthcoming this spring. '

The outlook for the energy marketplace today is defined as
much by questions as answers. The same probably can be }
said of the economy overall. We've done our best to posmon
the company to deliver strong, stable revenue and share-.
holder growth in 2010 and in the years ahead. The work

we accomplished in 2009 significantly strengthened and
stabilized yoﬁr ‘company. We're moving ahead on our growth-

plans with enthusiasm and a renewed spirit of confidence.

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

April 7, 2010



Leadership

Board of Directors

Mayo A. Shattuck III :
Chairman, President and CEO,
Constellation Energy

Director since 1999

Yves C. de Balmann
Co-Chairman, Bregal Investments
Director since- 2003

Ann C. Berzin i

Retired Chairman and CEQ,..

Financial G'uanmty Insurance Comptmy
Director since 2008

James T Brady

Managing Director,

Mid-Atlantic, Ballantrae International, Ltd,
Direcror since 1999

Daniel Camus .

Group Senior Executive Vice Pre:zdent,
International and. Stmtegy,

EDF Group

Director since 2010

James R. Curtlss, Esq.
Retired Partner, Winsion & Strawn
Director since 1994

Dr. Freeman A. Hrabowski HI .
President, University of Maryland
Baltimore County

Director since 1994

Nancy Lampton

Chairman and CEO,
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Insurance Company of Kentucky
Director since 1994

Robert J. Lawless

Retired Chairman and CEO,
McCormick & Company, Inc.
Director since 2002

John L. Skolds

Retired Executive Vice President,
Exelon Corporation

Director since 2007

Michael D. Sullivan

Chairman,

ADVANCARE Health Care, LLC
Director since 1992

Committees of the Board

.. Executive Committee

Mayo A. Shattuck III, Chairman
James T. Brady

Daniel Camus’

James R. Curtiss, Esq.

Dr. Freeman A, Hrabowsk1 m

Robert J. Lawless

_Audit Comﬁliptee
James T. Brady, Chairman

Yves C. de Balmarin
Ann C. Berzin
John L. Skolds

All committee members are independent directors .-

and audit commitsee financial experts as defined
by the SEC rules.

Compensation Committee

" Robert J. Lawless, Chairman

Dr. Freeman A. Hrabowski 11T

. Michael D. Sullivan

All committee members are independent -
directors.

Committee on Nuclear Power

- James R. Curtiss, Esq., Chairman

Daniel Camus
Nancy Lampton
John L. Skolds

Nominating and Corporate
Governance Committee

Dr. Freeman A. Hrabowski I1I, Cha.lrman
Robert J. Lawless

Michael D. Sullivan

All commirtee members are independent -
directors.

. Executive Team

Mayo A. Shattuck III :
Chairman of the Board, Preszdent and CE O
Comtellatzon Energy

4 Mlchael] Wallace

Vice Chairman, Executive Vice President
and COO, Constellation Energy; Chairinan,
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Henry B. Barron :
Executive Vice President, Comtelkztzon Energy, )
President, CEO and Chief Nuclear Officer,
Constéllation Energy Nuclear Group, LLC

]ames L Connaughton

Executive Vice President, Corporate Affairs,
Public and Environmental Policy,
Constellation Energy

Paul J. Allen

Senior Vice President, Co;pomte Affairs zmd
C/azsznvzmnmenml Oﬁaer, Constellatzon
Energy

Charles A. Berardesco
Senior Vice President, General Counsel and

. Corporate Secretmy, Constellation Energy

Brenda L. Boultwood
Senior Vice President and Chief st/e Oﬁicer,
Constellation Energy

Kenneth W. DeFontes

Senior Vice President, Constellation Energy;
President and CEQ, Baltimore Gas and
Electric Company

Andrew L. Good
Senitor Vice President, Corporate Strategy and
Development, Constellation Energy .-

Kathleen W. Hyle

Senior Vice President, Constellation Energy;
Chief Operating Officer, Constellation Energy
Resources

- Shon J. Manasco :

Senior Vice President and C}mf Human

‘Resources Officer, Comtellatzon Energy

Jonathan W. Thayer v
Senior Vice President and Chief Financial *

" Officer, Constellation Energy



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 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: Provides an in-depth description of our businésses.
Part II: Details our financial performance, the information in which investors are usually most interested.

Part IIT: Directs rcader_s to other ﬁlings made with the Securities and Exchange Commission (SEC) for details about our Board

of Directors, corporate governance, executive compensation, auditor fees, stock ownership information and other matters.

Part IV: Includes a listing of financial statement schedules and exhibits. We have included as Exhibit 99(a) to our Form 10-K
the audited financial statements of Constellation Energy Nuclear Group, LLC (CENG) for the period from Nov. 6, 2009
(the closing date of our joint venture transaction with EDF) through Dec. 31, 2009.

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:

L Our merchant energy business
L] Our regulated utlhty—Baltlmore Gas and Elcctrlc Company (BGE) -
B Our other nonregulated businesses

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

Here’s Where You Look in Part 1- ) Highlights of What You'll Find :
Page(s) ltem Section -~
2-3 1. Business Overview We have a merchant energy business and a regulated utility. We also discuss the

51gn1ﬁcant transactions in 2009, including the closing of our transaction to sell a
49.99 percent membcrshlp interest in CENG, our nuclear generation and operation
business, to EDF Group and affiliates (EDF), and our divestitures. We also discuss

our strategy.

Note: This specialisection 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. 5



Understanding Our Form 10-K

Page(s) [Item Section
3-10 Merchant Energy-
Business

Our business

We develop, own, own interests in and operate electric generation facilities located in
various regions of the United States and Canada. We sell power and natural gas to both
regulated and nontegulated wholesale and retail marketers and consumers of energy
products. We provide energy products and services to meet the energy requirements of
our wholesale and retail customers. We provide risk management services for energy
and energy-related commodities.

2010 Segments
As a result of our strategic initiatives completed in 2009, our merchant energy business
will be separated into two segments in 2010: Generation and Customer Supply.

Fuel sources

Our electricity generated by fuel type in 2009: nuclear — 65 percent; coal, natural
gas and oil — 31 percent; renewable and alternative — 4 percent. This reflects our
100 percent ownership of CENG through Nov. 6, 2009, and 50.01 percent
ownership thereafter.

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 increased $61 million from 2008.
This increase in gross margin primarily reflects higher energy prices for the output of
our generating plants in the New York and PJM regions.

14-15 Other Nonregulated

Businesses

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 (UNE) joint venture with EDF Group. Beginning in 2010, UNE
will become part of our Generation reportable segment.

15-18 Environmental Matters

=

We are subject to regulations concerning air quality, water quality and the disposal
of hazardous substances. We also believe it is imperative to slow, stop and reverse the
growth in greenhouse gas emissions.

Over the next three years, our total estimated capital requirements for environmental
matters are apprommately $120 million.

6 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.



Page(s) Item Section

19-26 1A. Risk Factors E There are a number of risks related to our businesses and the industries in which we
operate that could adversely affect our financial results.

28 Executlve Officers of Our executive officers have a diverse mix of energy, ﬁna.ncxal and other expenence in
. the Registrant . competmve and regulated markets. ‘ .

Part lI: Our Financial Performance
Part IT contains management’s discussion and analysis of our results of operations and financial condition and our audited

financial statements. It compares our results from 2009 with those from 2008 and our results from 2008 with those from 2007.
The sections in Part II include:

B Introductory Items—The ‘Basics

W Managements Discussion and Analysis—The Context -

M Financial Statements—The Numbers |

B Notes to the Financial Statements—The Details

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

Here’s Where You Look in Part IT L Highlights of What You'll Find
Pagels) Item Section
29 5. Market for ‘ © T Owr dividend information
Registrant’s Common s We declared dividends of $0.96 per share in 2009.
g’gultﬁ’ l;delat;/? Our stock price -
arenolcer Matters, We include the high and low price of our common stock by quarter for the last
Issuer Purchases .
. .. two years.
of Equity Securities,
and Unregistered Sales
of Equity and Use of
Proceeds

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 Our Form 10-K

Management’s Discussion and. Analysis B : ' i
The Context: Our management drscusses in detail the ﬁnanclal results and condition of our company and the way we manage our busmess

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

Page(s) . Item Section

32 7. Management’s Introduction and We summarize how we have organized our discussion and analysis.
Discussion and Overview :
* Analysis of Financial ~* ' R
Condition'and Results C
of Operations.

33 -38 Business Environment Energy and financial markets have been volatile over the last several years; with
significant changes in natural gas, coal and power prices as well as reduced quuldlty in
the credit markets. In 2009, markets in which we operate were affected by dechmng

' prices for power, gas and capacity.

In 2009, the Maryland PSC issued an order approving our transaction with EDF .
subject to certain conditions, with which both Constellatlon Energy and EDF
complied. -

We continue to be subject to extensive federal and state regulation and our operations
are affected by weather and other factors.

42 - 43 Significant Events 2009 significant events include:

® Our sale of 2 49.99 percent membership interest in CENG, our nuclear generatlon
" and operation business, to EDF

B Completed divestitures of the following:
« a majority of our international commodities operatron (March 2009)
P R "« our Houston-based gas and other trading operations (April 2009) ~
e our uranjum market participant (June 2009)
« our shipping joint venture investment (August 2009)
« a district energy facility (December 2009)

® Compliance with conditions in Maryland PSC order approving our transaction with
EDE specifically,
« BGE residential customer rate credit
* Our $250 million cash contribution to BGE

W Acquisition activities as follows:
» acquired an energy services company in Pennsylvania
« signed an agreement to acquire a wind project in Maryland

™ Redemption of lorig-term notes

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



59 - 66 o Financial Condition  Cash flow
\ Cash provided by our operations was $4.4 billion in 2009 and was primarily due to an
increase in net collateral and margin returned. '

Security ratings
All of our security ratings are investment grade.

Net available liguidity / Collateral downgrade
We had net available liquidity of $5.6 billion at Dec. 31, 2009, a $3.3 billion increase
from Dec. 31, 2008. Based on contractual provisions at Dec. 31, 2009, a one level

downgrade of our senior unsecured debt would require us to provide additional
collateral of $1.1 billion.

oo fes = L S = 3 s Lo

68 -76 ‘ 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
guidelines. 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.

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 Form 10-K

Our Financial Statements

The Numbers: We provide separate financial statements for Constellatlon Energy and BGE. Thls section also includes our management’s reports on
our financial information and the effectiveness of our internal controlsas well as our audltors reports on our financial information and its report on
the effectiveness of Constellation Energy’s internal controls. :

Here’s Where You Look in Part Im- . Highlights of What You'll Find
8. F1nanc1al Statements Reports of ~ Our management accepts responsibility for the information and representations in our
and Supplementary Management ‘ﬁnancml statements and concludes that our and BGE’s internal control over financial
Data ‘ ' reportmg was effecnve as of Dec. 31, 2009.

81 Consolidated Our net income artributable to common stock for 2009 was $4.4 billion, which
Statements of Income  included a $7.4 billion pre-tax gain on the sale of 2 49.99 percent membership interest
(Loss) "~ 'in CENG w0 EDE.

84 Consolidated Our cash and cash equivalents at Dec. 31, 2009, were $3.4 billion, an increase of
Statements of $3.2 billion from a year eatlier.

Cash Flows

87-90 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, issues and specifics that produce the amounts reflected in our financial statements.

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

Page(s) Item Section

91 - Note 1: Significant We describe the accounting methods that we use and how they’re applied throughout
102 ) Accounting Policies our businesses, along with the new accounting standards issued and adopted.

10 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.



Section

114 - , the 3: Information Our revenues, net income (loss) attributable to commonistock and other financial .
115 o by Operating Segment  information are broken out by operatmg segment. We also discuss divestitures
C completed in 2009.

120 L D Note 5: Intangible At Dec. 31, 2009, our carrying amount of goodwill was $25.5 million, and our total net
Assets.. mtanglble assets subject to amortization were $249.7 m1111on.

123 - ' ‘ Note 7: Pension, We provide details—obligations; assets, assumptions and company conmbutlons—
127 “Postretirement, Other  about our employee benefit plans.

Postemployment

and Employee Savings

Plan Benefits ‘ ;

130 - - . -Note 9: At Dec. 31, 2009, our total capltahzatlon was $13.8 billion—$4.8 billion in long—term
133 - . Capitalization debt, $75.3 million in noncontielling interests, $190.0 million in BGE preferencc stock
and $8.7 billion in common shareholders’ equity. We also prov1de detalls about our '

debt, our preference stock and common stock.
T

_

137 i : Note 11: Leases We provide details about the capital and operating leases in which we enter.

142~ ' Note13: We explainhow we manage commodity price and interest rate exposures, provide: - -,
153 Detivatives and Fair detailed disclosures about our derivatives and hedging activities and disclose the
. Value Measurements - - hierarchy of our fair value measurements and the fair value of our financial instruments.

156 ‘ ‘ Note 15: Mergerand ' We acquired an energy services company in Pennsylvania and signed an é.gréemcnt to
' Acquisitions acquire a wind project i Maryland. -

158- ‘ Note 17: Quarterly " We break outdur financial results—and those of BGE—Dby quarter for the last two
160 ' Financial Data years.
' ' (Unaudited)

Note: This special section is intended to be a guide. You can find more derails 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 transac-
tions 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 Operations 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

Distribution The delivery of energy to
locations where customers use it—including
homes, businesses and industrial facilities

Economic Value at Risk (EVaR) A scatistical
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

interstate energy activities

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

12

Generation The process of transforming other
forms of energy—coal, natural gas, uranium, oil,
wind, water or sun—into electricity

Greenhouse Gas Emissions The release into
the atmosphere of gases that absorb and emit
radiation such as carbon dioxide and methane.
Hedging Entering into transactions to manage
various types of risk such as commodity price
risk '

Independent System Operator An

" independent, regtﬂated 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 2 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) ‘1 million watts.of electricity,
enough electricity to light 10,000 100-watt light
bulbs for one hour

~ Net Available Liquidity A measure used

to determine the ainount of cash and credit
facilities that are available to meet our ongoing
requirements

Nucdlear 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

Ring Fencing A measure, or series of measures,
implemented to financially separate a regulated
public utility from its parent company usually to
provide bankruptcy protection and credit rating
separation for the regulated public utility from
its parent company

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

Smart Grid An electricity network that delivers
electricity from suppliers to consumers using
two-way digital technology to control appliances
at consumers’ homes to save energy, reduce cost
and increase reliability

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



UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(D) OF
THE SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended DECEMBER 31, 2009

Coﬁmission IRS Employer
file number _Exact name of registrant as specified in; its. charter : Identification No.
1-12869 CONSTELLATION ENERGY GROUDP INC. 52-1964611
100 CONSTELLATION WAY, BALTIMORE, MARYLAND 21202

(Address of principal executive:offices) . - (Zip Code)

410-470-2800.

(Registrants’ telephone number, including area code)

1-1910 'BALTIMORE GAS AND ELECTRIC COMPANY 52-0280210
2 CENTER PLAZA, 110 WEST FAYETTE STREET, BALTIMORE, MARYLAND 21202
(Address of principal executive offices) (Zip Code)
' 410-234-5000
(Registrants’ telephone number, ‘in‘clunﬁhg area code)
MARYLAND :
(States of incorporation of both registrants) .
SECURITIES REGISTERED PURSUANT TO SECTION 12(B) OF THE ACT:

o Name of each exchange on
Title of each class ‘ which registered
‘ ‘ ‘ } New York Stock Exchange

Constellation Energy Group, Inc. Common Stock—Without Par Value Chicago Stock Exchange

Constellation Energy Group, Inc. Series A Junior Subordinated Debentures ' -
} New York Stock Exchange

6.20% Trust Preferred Securities ($25 liquidation amount per preferred security) ‘issued by BGE Capital Trust I, fully and
unconditionally guaranteed, based on several obligations, by Baltimore Gas and Electric Company

SECURITIES REGISTERED PURSUANT TO SECTION 12(G) OF THE ACT:
' Not Applicable : :
Indicate by check mark if Constellation Energy Group, Inc. is a well-known seasoned, issuer, as defined in Rule 405 of the Securities Act. Yes No (.
Indicate by check mark if Baltimore Gas and Electric Company is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.
Yes No . . : ; E S o
Indicate by check mark if Constellation Energy Group, Inc. is not required to file reports pursuant to Section 13 or Section 15(d) of the Act.
Yes [J No[X. - s '
Indicate by check mark if Baltimore Gas and Electric Company is not required to file reports pursuant to Section 13 or Section 15(d) of the Act.
Yes [ No [XI.

Indicate by check mark whether the registrants (1) have filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934
during the preceding 12 months, and (2) have been subject to such filing requirements for the past 90 days. Yes No [ .

Indicate by check mark if disclosure of delinquent filers pursuant to Irem 405 of Regulation S-K is not contained herein, and will not be contained, to the
best of re_gistEnts’ knowledge, in definitive proxy or information statements incorporated by reference in Part III of this Form 10-K or any amendment to this
Form 10-K.

Indicate by check mark whether Constellation Energy Group, Inc. has submitted électronically and posted on its corporate Web-site, if any, every
Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period
that the registrant was-required: to submit and post such files). Yes No [J -

Indicate by check mark whether Baltimore Gas and Electric Company has submitted electronically- and posted on its corporate Web-site, if any, every
Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period
that thé registrant was required to submit and post such files). Yes [1 No [ : S T

Indicate by check mark whether Constellation Energy Group, Inc. is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller
E%ul(l)rtli(ng cc;mpany. See the definitions of “large accelerated filer,” “accelerated gler”‘ and “smallér teporting company” in Rule 12b-2 of the Exchange Act.

eck one): -
Large accelerated filer Accelerated filer []  Non-accelerated filer (1 Smaller reporting company [

Indicate by check mark whether Baltimore Gas and Electric Company is a large accelerated filer; an accelerated filer, a non-accelerated filer, or a smaller
rep«;rting company. See definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting company” in Rule 12b-2 of the Exchange Act. (Check
one):

Large accelerated filer (] Accelerated filer [] Non-accelerated filer Smaller reporting company [J

Indicate by check mark whether Constellation Energy Group, Inc. is a shell company (as defined in Rule 12b-2 of the Exchange Act) Yes 0 No

Indicate by check mark whether Baltimore Gas and Electric Company is a shell company (as defined in Rule 12b-2 of the Exchange Act) Yes ] No

Aggregate market value of Constellation Energy Group, Inc. Common Stock, without par value, held by non-affiliates as of June 30, 2009 was
approximately $5,309,415,341 based upon New York Stock Exchange composite transaction closing price.

CONSTELLATION ENERGY GROUP, INC. COMMON STOCK, WITHOUT PAR VALUE
201,091,187 SHARES OUTSTANDING ON JANUARY 29, 2010.

DOCUMENTS INCORPORATED BY REFERENCE

Part of Form 10-K Document Incorporated by Reference
111 Certain sections of the Proxy Statement for the 2010 Annual Meeting of Shareholders for Constellation Energy Group, Inc.

Baltimore Gas and Electric Company meets the conditions set forth in General Instruction I(1)(a) and (b) of Form 10-K and is therefore filing this Form
in the reduced disclosure format.




TABLE OF CONTENTS

Page
Forward Looking Statements. . .............ueuiuneeeiuiieeinnnannnn... 1
PART I ‘ _ _
Item 1 — Business. ..... R 2
OVEIVIEW .. oottt e e 2
Merchant Energy Business . ...........coouueiiiiiiinneeniiiinn.... 3
“Baltimore Gas and Electric'Company ............. e .10
Other Nonregulated Businesses ......... R e 14
Consolidated Capital Requirements ...............ccoouvineennenn.... 15
Environmental Matters .............ooiiiiiiiii 15
~ Employees .......... .:. e BTN RPR 18
Item 1A ' — Risk Factors .......... Laelo il T T S ORI 19
Item 2 . — Properties :.... 00 ... R 26
Item 3 , — Legal Proceedings ...... T D SO 28
Item 4 — Submission of Matters to Vote of Security Holders ........................ 28
Executive Officers of the Registrant (Instruction 3 to Item 401(b) of
Regulation S-K} . ..ot e 28
PART II :
Ttem'5 ' — Market for Registrant’s Common Equity, Related Shareholder Matters, Issuer
Purchases of Equity Securities, and Unregistered Sales of Equity and Use of
Proceeds .......oouii i 29
Item 6 — Selected Financial Data ..o .. 30
Item 7 — Management’s Discussion and Analysis of Financial Condition and Results of
Operatlons....’L..........................._ ......... e e "32
Item 7A — Quantitative and Qualitative Disclosures About Market Risk ............... 76
Item 8 — Financial Statements and Supplementary Data ............. P 77
Item 9 ‘ — Changes in and Dlsagreements with Accountants on Accountlng and
Financial Disclosure ... .... R S L1611
Item 9A -and 9A(T) — Controls and Procedures .. ...........ccouiiuenie i 161
Item 9B . — Other Information ...........oouiiiuiiinii i 161
PART III ‘ - | 7 , | '
Item 10 — Directors, Executive Officers and Corporate Governance ... ................ 161
Item 11 -+~ — Executive Compensation . .............ceiiuiuainiiiiiiiiiini... el 161
Ttem 12 — Security Ownership of Certain Beneficial Owners and Management and .
’ Related Shareholder Matters ............. T 162
Item 13 — Certain Relationships and Related Transactions, and Director Independence 162
L Item 14 — Principal Accountant Fees and Services. . .................. ...... e 162
PART IV . ‘ v
Item 15 ' — Exhibits and Financial Statement Schedules. . ............. SRR e 163

Signatnres ............... T, R 170



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-histotical _ -

information: that represénts 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: R

. # 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, and: emission
allowances, and the impact of such changes on
our liquidity requirements,

& the liquidity and competitiveness of wholesale

-and retail 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, -

@ 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,

-4 the ability to successfully ldentlfy finance, and
complete acquisitions and -sales of businesses
and assets, including generating facilities and

. new nuclear generation development projects,

& 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,

¢ regulatory or legislative developments federally,
in Maryland, or in other states that-affect -
energy deregulation, the price of energy,
transmission or distribution rates and revenies;
demand for: energy, or increases in costs,
including costs related to 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 and
BGE’s transmission and distribution facilities,
including 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 impact of industry consolidation,

# the impact of increased energy conservation and
use of renewable energy,

# the actual outcome of uncertainties assoc1ated
with assumptions and estimates requiring
judgment when managing our business,
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 marker prices, the appropriateness of
models-and model inputs (including, but not
Jlimited to, estimated contractual load
obligations, unit availability, forward
commodity prices, interest rates, correlation and
volatility factors), : »

& changes in accounting principles or practices,
and : , o

& cost and other effects of legal and
administtative 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 inforimation 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 nelther
Constellation Energy nor BGE assumes: responslblhty to.
update these forward lookmg 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,
owns interests in; and operates electric generation
facilities located in various' regions of the United States.
Our merchant energy business also 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 mcorporated 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 energy performance contracting and
energy efficiency engineering services,

# provide home improvements, service heating,
air conditioning, plumbing, electrical, and
indoor air quality systems, provide natural gas
marketing to residential customers in central
Maryland, and, in 2010, began prov1dmg
residential electric supply, and

¢ develop and deploy new nuclear plants in-
North America through our joint venture
(UniStar Nuclear Energy, LLC) with a
subsidiary of EDF Group.

On November 6, 2009, we completed the sale of a
49.99% membership interest in Constellation Energy -
Nuclear Group LLC and affiliates (CENG), our nuclear
generation and operation business, to EDF Group and
affiliates (EDF) for total consideration of approximately
$4.7 billion ($4.5 billion at close plus expense
reimbursements). Our remaining 50.01% investment in
CENG is an integral part of our nuclear business. :-

In connection with closing the transaction with
EDE we and EDF agreed to comply with certain
conditions contained in an order from the Maryland -
Public Service Commission (Maryland PSC). We discuss
these conditions in detail in Jtem 7. Managements

Discussion and Analysis—Business Environment—
Regulation—Maryland.:

Prior to 2009; our merchant energy business
included significant trading operations and an
international commeodities operation and grew rapidly.
As that business grew, so roo 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.

Therefore, as a capital- and asset-intensive busmess,
Constellation Energy was significantly impacted by the
events in the financial and credit markets during 2008.
To address the liquidity issues arising from  the credit
and market events of 2008, we explored a series of
strategic initiatives to improve- our liquidity and reduce
our business risk. During 2009, we completed
transactions to sell our international commodities
operation, our gas trading operation, our shipping, joint
venture, and our uranium market participant. These
transactions helped improve our liquidity and reduce
our business risk and resulted in substantial changes to
our business in 2009. We discuss these transactions in
more detail in Note 2 to Consolidated Financial
Statements. T ‘

We plan 1o execute the following objectives that
we believe will strengthen the Company:

¢ continuing a disciplined approach to the

management of collateral and liquidity,
including: .
¢ pricing new retail and wholesale business
to reflect the full cost of capital in the
current:economic environment,
¢ -balancing operating cash flows with
earnings growth,
¢ maintaining a liquidity cushion in excess
- of credit-rating downgrade collateral
requirements; and
¢ aligning our load obligations by buying
geheration assets in regions where we do
not have a significant generation presence,
¢ focusing on Constellation. Energy’s core
strengths of:
¢ owning, developing, and operating
generation assets,
¢ providing reliable, regulated utlhty 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,



# maintaining credit metrics consistent with

investment grade ratings.

We believe that focusing:on 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 Jtem 7. Management’s Discussion
and Analysis—Strategy.

Operating Segments .

The percentages of revenues, net income (loss)
attributable to common stock, 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: ectric Gas  Nonregulated
2009 75% 18% 5% 2%
2008 80 14 5 1
2007 83 12 4 1

" Net Income (Loss) Attributable
to Common Stock (1)

Holding
. Company
Merchant Regulated Regulated and Other

Energy  Electric Nonregulated
2009 98% 2% 1% (1)%
2008 (103) — 3 - —_
2007 83 12 3 2
Total Assets
Holding
Company
Merchant Rg'fulated Regulated  and Other
Energy ectric Gas Nonregulated
2009 58% 21% 6% 15%
2008 62 21 6 11
2007 73 20 6 1

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

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 the
United States and Canada.

Our merchant energy business includes:

# 2 power generation and development operation
that owns, operates, and maintains fossil and
renewable generating facilities, and holds
interests in qualifying facilities, a fuel processing
facility and ‘power projects in the United States,

¢ a nuclear generation operation that owns,
operates, and maintains nuclear generaring
facilities (through November 6, 2009),

& nuclear generation operations through our
membership interest in CENG, our nuclear
joint venture (subsequent to November 6,
2009),

& a customer supply operation that. primarily
provides products and services to mieet the
energy requirements of wholesale and retail
customers, including distribution utilities,
cooperatives, aggregators, and commercial,
industrial and governmental customers, and

& a commodities operation that:manages
contractually controlled physical assets,
including generation facilities and natural gas
properties, provides risk management services,
and trades energy and energy-related
commodities to facilitate portfolio-management.

During 2009, our merchant energy business:

& supplied approximately 121 million megawatt
hours (MWH) of aggregate load: to distribution
utilities, municipalities, and commercial,
industrial, and governmental customers,

# provided approximately 350 million British

" Thermal Units (mmBTUs) of natural gas to
commercial, industrial, and governmental
customers,

¢ delivered approximately 13.5 million tons of
coal to international and domestic third party
customers and to our own fleet {we sold our
international coal operations in the first quarter
of 2009), and

& managed 7,118 megawatts (MW) of generation
capacity as of December 31.

During 2009 and prior, we analyze our merchant
energy business in terms of Generation, Customer
Supply and Global Commodities activities.

¢ Generation—encompasses all of our generating
assets.

o 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, and upstream natural gas activities.



2010 Segments - .

As a result of our strategic initiatives completed in 2009
and the transformation of our business, our merchant
energy business will become two separate reportable
segments .in 2010: Generation and Customer Supply.

Generation will consist of all of our generating

assets, which include:

4 a power generation and development operation
that owns, operates, and maintains fossil and
renewable generating facilities, a fuel processing
facility, qualifying facilities, and power projects
in the United States,

# an operation that manages certain contractually
owned physical assets, including generating
facilities, . .

# aninterest in a nuclear generation joint venture
that owns, operates, and ‘maintains five nuclear
generating units, and

¢ an interest in.a joint venture to develop, own,
and operate new nuclear projects in the United
States.

Customer Supply will consist of the followmg

¢ full requirements load-serving sales of energy
and capacity to utilities, cooperatives, and
commercial, industrial, and governmental
customers, :

# sales of retail ‘energy products and services to
commercial, industrial, and governmental
customers,

¢ structured transactions and risk management
services for various customers:(including
hedging the output from generating facilities
and fuel costs)-and trades energy and energy-
related commodities to facilitate portfoho
management, "

# risk management services for our generation
fleet assets, o

# design, construction; and operation ‘of
renewable energy, heating; cooling, and
cogeneration facilities for commercial,
industrial, and governmental customers
throughout North America, including energy
performance contracting and energy efficiency
engineering services,

" & upstream (exploration and produeﬂon) natural
gas activities, and )

# sales of home improvements, servicing of
electric and gas appliances, and heating, air
conditioning, plumbing, electrical, and indoor
air quality systems, and providing: electric and
natural gas to residential customers in central
Maryland. ‘

Generation

We develop, own, operate, and maintain fossil and
renewable generating facilities, hold a 50.01% interest
in a nuclear joint venture that owns nuclear generating
facilities, and hold interests in qualifying facilities, and

power. projects' in- the United States and Canada totaling
7,118 MW. The output of our owned and
contractually-controlled plants is managed by our
Global Commodities operation and is hedged through a
combination of power sales to wholesale and retail
market participants. We also provide operation and
maintenance services, including testing and start-up, to
owners of electric generating facilities. Our merchant
energy business meets the load-serving requirements
under 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 2. Properties. :

Investment in Nuclear Generating Facilities

On November 6, 2009, we completed the sale of a
49.99% membership interest in CENG, our subsidiary
that-owns our nuclear generating facilities described
below. The total output of these nuclear facilities over
the past three years is presented in the following table:

Nine Mile Point

Calvert Cliffs Ginna
Capacity Capacity Capacity
MWH Factor MWH (1) Factor MWH Factor
o . (MWH in millions)
2009 145 ©96% 131, 97% 46  91%
2008 14.7 96 128 94 47 94

2007 - 143 94 12.3 90 4.9 98
(1) - Represents our and CENG? (after November 6,
 2009) proportionate ownersbzp interest

In connection with the closing of the transaction
with- EDE, on November 6,72009, we ‘entered into a -
power purchase agreement (PPA) with CENG, Under
the terms of the PPA, we will purchase up to 90% of
the- output of CENG’s nudlear plants that is not sold to
third parties under pre- existing agreements over the
five-year term of the PPA. We discuss this PPA in more
detail in Note 16 to Consolidated Financial Statements.

Calvert Cliffs

CENG owns 100% of Calvert Cliffs Unit 1 and
Unit 2. Unit 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 .
CENG owns 100% of Nine Mile Point Unit 1 and
82% of Unit 2. 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. The Nine
Mile Point Unit 1 power purchase agreement with the
former plant’s owners ended in August 2009.

Nine Mile Point Unit 2 sells 90% of the plant’s
output to the former owners of the plant at an average



price of nearly $35 per MWH under a-PPA that
terminates in November 2011. The PPA is 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 the output of Nine Mile Point Unit 2 is
managed by CENG and sold into the wholesale market.

After termination of the Nine: Mile Point Unit 2
PPA, a revenue sharing agreement with the former
owners of the plant will begin and continue through
November 2021. Under this agreement, which-applies
only to.CENG’s ownership percentage of Unit 2; a
predetermined strike price is compared to the market
price forelectricity. 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 Unit 2. :

CENG exclusively operates Unit 2 under-an
operating agreement with LIPA. LIPA is responsible for

18% of the operating costs (including decommlsswmng

costs) and capital expenditures of Unit 2 and has
representation on the Nine Mile Point: Unit 2
management committee; which provides: certain
oversight and review functions. '

Ginna

CENG owns 100% of the Ginna nuclear facility. Ginna
entered service in' 1970 and is licensed to operate until
2029. Ginna sells approximately 90% of the plant’s
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 PPA. The
remaining 10% of the output of Ginna is'managed by
CENG and sold into the wholesale market.

Qualifying Facilities and Power Projects

We hold up to a 50% voting interest in 18 operating
energy projects, totaling approximately 771 MW, that
consist of electric generation (primarily relying on
alternative fuel sources), fuel processing, or fuel
handling ‘facilities. Sixteen of the électric generation
projects are consideted qualifying facilities under the -
Public Utility- Regulatory Policies Act of 1978. Each
electric genérating plant sells its output to 2 local utlllty
under long-tefm contracts. :

Customer Supply
We are a leading suppliet of energy ploducts and
services to wholesale and retail electric and natural gas
customers.

In 2009, our wholesale customer supply operation
served approximately 65 million peak MWHs of
wholesale full requirements load-serving products.

During 2009, our retail customer supply activities
served approximately 56 million MWHs of peak load
and approximately 350 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 functlons to méet 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 requirements, our
merchant energy business obtains energy from various
sources, in¢luding:

# our generation assets, -

#_ . our leased generation assets,

& exchange-traded and bilateral power and natural

gas purchase agreements,

& unit contingent power purchases from
generation companies,

# colling 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 generatlon
facilities, and natural gas properties, provides risk
management setvices, 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 Commaodities 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. Qur 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). During 2009, we reduced our participation in
the coal, freight, and gas trading markets through the



completion of the divestitures of our international
commodities and Houston-based gas trading operations.
We discuss our 2009 divestitures in more detail in
Note 2 to Consolidated Financial Statements.

Energy Investments
Our Global Commodities operation has investments in

energy assets that primarily include natural gas activities.

During 2009, we sold our previous investments in coal
sourcing activities as well as our interest in dry bulk
cargo vessels. We discuss each of these investments
below.

Coal and International Services

We participated in global coal sourcing activities by
providing coal and coal-related logistical services for the
variable or fixed supply needs of global customers. We
sold this operation in March 2009. We also owned a
50% interest in a shipping joint venture that owned
and operated five freight ships for the delivery of coal
and other dry bulk freight products. We sold our 50%
interest in this shipping joint venture to our partner
during 2009. '

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 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. We no longer
have any active involvement in the day-to-day
operations of CEP. Our Houston-based downstream
activities included providing natural gas to various
customers, including large utilities, commercial and
industrial customers, power generators, wholesale
marketers, and retail aggregators. We sold our Houston-
based ‘downstream activities during 2009.

Portfolio Management and Trading

Our Global Commodities operation transacts in energy
and energy-related commodities in order to manage our
portfolio of energy purchases and sales to customers
through structured transactions. We use economic value
at risk, which measures the market risk in our total
portfolio, encompassing all aspects of our merchant -
energy business, along with daily value at risk, stop loss
limits, position limits, generation hedge ratios, and
liquidity guidelines to restrict the level of risk in our
portfolio.

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
economic value at risk in more detail in fem 7.
Managements 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)..

Beginning in the fourth quarter of 2008 and
continuing throughout 2009, we reduced the risk and
scale of our portfolio management and trading
activities. Energy trading activities were scaled back and
are being used primarily for hedging our generation
assets and Customer Supply operations, price discovery
and verification, and for deploying limited risk capital.
These efforts materially impacted our portfolio
management and trading activities’ contribution to our
operating results.



Fuel Sources

Our power plants use diverse fuel sources. Our fuel mix
based on capacity owned at December 31, 2009 and
owned generation based on actual output by fuel type
in 2009 were as follows:

Capacity

Fuel Owned Generation
Nuclear (1) 27% 65%
Coal ' 38 30
Natural Gas 13 1
Qil ' 10 _
Renewable and Alternative (2) 6 4
Dual (3) P 6 —_—

(1) Reflects our 1 00% ownerslazp through Nouember 6,
2009 and 50.01% ownership from November G,
2009 through December 31, 2009 following the sale
of 4,49.99% membership interest in our nuclear
business on November 6, 2009.

(2)  Includes solar, geothermal, /aydm, waste codl, and

. biomass.
B) Switches between natural gas and oil,

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

Nuclear
CENG, our nuclear joint venture with EDE owns the
Calvert Cliffs, Nine Mile Point, and- Ginna nuclear
generating facilities. ,
The supply of fuel for these nuclear generatmg
facilities includes the: -
# puichase of uranium (concentrates and uranium
. hexafluoride);

& conversion of uranium concentrates to uranium
hexafluoride, .

¢ enrichment of uranium. hexaﬂuonde
(enrichment services and enriched uranium
hexafluoride), -and: N

& fabrication of nuclear fuel assemblies.

CENG has, commitments that provide for
quantities of uranium, conversion, enrichment, and
fabrication of fuel assemblies to substantially meet
expected requirements for the next several years at these
nuclear generating facilities.

The uranium markets are competitive, and while
prices ican be volatile, CENG does not anticipate
problems in meeting its 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 (NREC) 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, CENG is a party to
contracts with the DOE to provide for disposal of spent
nuclear fuel from our nuclear generating plants..The
NWPA and CENG's 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. Through November 6, 2009, we
paid those fees into the DOE’s Nuclear Waste Fund
and, for the remainder of 2009, CENG has paid these
fees for the Calvert Cliffs, Nine Mile Point and Ginna
nuclear generating facilities. The NWPA and CENG’s
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 CENG- undertake -additional actions and
incur costs to provide on-site fuel storage at its 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: States Court of Federal
Claims seeking to recover damages caused by the DOE’s
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.” We are entitled to any funds
received from the DOE that reimburse any costs
expended prior to the closing of the transaction with
EDF for the storage of spent nuélear fuel. Any other
funds received from the DOE representing the default
by the DOE -shall belong to CENG.

Storage of Spent Nuclear Fuel———-On-Slte 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 2036.. Nine Mile -
Point and Ginna are developing independent spent fuel

storage installations at each of those facilities, which are
expected 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 '
When Constellation Energy sold a 49.99% membership
interest in CENG on November 6, 2009, we
deconsolidated CENG for financial reporting: purposes
and, as a result, the decommissioning trust funds were
removed from our-Consolidated Balance Sheets. CENG
is obligated to decommission its nuclear power plants
after these plants cease operation. The 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. The
decommissioning trust fund strategy is based on
estimates of the costs to perform the decommissioning
and the timing of incurring those costs. When
developing estimates of future fund earnings, CENG
considered the asset allocation investment strategy, rates
of return earned historically, and’ current market .
conditions. _

- 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, additional funding would have to
be provided. -

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
agreemerit became effective on June 1,:2008. Pursuant
to the terms of the settlement agreement, BGE
customers will be reliéved 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.

Coal : .

We purchase the majority of our coal for electric
generation ‘under supply contracts with mine 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 supplicrs. Our primary coal-burning
facilities have the following requirements:

Approximate

Annual Coal
Requirement
(tons)

Brandon Shores—Units 1 and 2

. (combined) 3,200,000
C. P. Crane—Units 1 and 2

(combined) (1) 1,200,000
H. A. Wagner—Units 2 and 3 :
(combined) L R 850,000

(1) ~Assuming 100% sub-bituminous coal

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 and terminal contracts, increasing
the range of coals we can consime, 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 switching to
sub-bituminous coal from either the Western United
States or Indonesia at C.P. Crane and have the ability to
switch to using imported coal at Brandon Shores and
H.A. Wagner 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. To comply with the HAA' requirements, we
are planning to burn domestic and/or.import
compliance coals (1.2 Ib/mmbtu SO, or less) at H.A.
Wagner. The C.P. Crane station is being converted to
burn up to 100% sub-bituminous coal. Conversion is
expected to be completed by May 2010. We are
installing flue gas desulfurization (FGD) equipment on
both Brandon Shores units. Installation is expected to
be completed in"March 2010. With the FGD
installation, Brandon Shores will be able to burn higher
sulfur coals (limit 6 Ibs/mmbtu or approximately 3.5%
sulfur) while simultaneously reducing station emissions..
We plan to test burn some higher sulfur coals at
Brandon Shores in 2010. The blend of coals actually
procured for Brandon Shores will be optimized to
achieve the lowest delivered cost while complying with
HAA limitations. -

We own an undivided interest in the Keystone and
Conemaugh electric generating plants in “Western
Pennsylvania. Our ownership interests in these plants
are 20.99% in Keystone and 10.56% in Conemaugh.



All of the Conemaugh and Keystone plants’ annual coal
requirements are purchased from regional suppliers on
the open market. FGD equipment was installed on
both of the Keystone units in 2009 and has been
installed on both Conemaugh units since the
mid-1990s. The FGD SO, restrictions on coal are 6
lbs/mmbtu (or approximately 3.7% sulfur) for the
Keystone plant and approximately 4.9 lbs/mmbtu (or
3% sulfur) for the Conemaugh plant. The blend of coal
procured is optimized to ensure compliance with station
emission limits at the lowest delivered cost.

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.
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 obrain adequate quantities of gas to meet our
requirements,

Oil : : .
From 2007 through 2009, 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 energy providers, merchants, and
producers to obtain competitively priced supplies from a
variety of sources and locations, and to utilize efficient
transmission, transportation, ot storage. We principally
compete on the basis of price, customer service,
reliability, andavailability 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, restructured states often consider new
market rules and re-regulation measures' that could
result in more limited opportunities for competitive-
energy suppliers like Constellation Energy. The activity
around re-regulation, however, has slowed due to the
current environment of declining power prices. While
there is activity in this area, we believe there is adequate
growth potential in the current deregulated market.

The marker for commercial, industrial, and
governmental energy supply continues to grow and we
continue to experience increased competition from
energy and non-energy market participants on a.
regional and national basis in our retail customer supply
activities. Strong retail competition and the impact of
wholesale power prices compared to the rates charged
by local utilities affects the contract margin we receive
from our customers. The recent credit crisis has
increased overall margins reflecting an appropriate
return on capital to support the business. Our
experience and expertise in assessing and managing risk
and our strong focus on customer seryice should help
us to-remain competitive during volatile or otherwise
adverse market circumstances. -



Merchant Energy Operating Statistics

2009 2008 2007

Gross Margm (In mzllzons)
Generation* $1,976 $1,919 $1,698
Customer Supply 799 765 889
Global Commodities 185 © 215 648
Total Gross Margin . $2,960 $2,899 $3,235
Generation (In mz'llz'om)—MWH * 50.9 51.6

46.0

Operating statistics do not reﬂect the e/zmzmztzon of intercompany transactions..

* 2009 reflects our 100% ownership in our nuclear business through November 6, 2009 and our 50.01% awnersth in our
nuclear business from November 6, 2009 through December 31, 2009 following the sale of a 49.99% membership interest

in CENG.-

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’s electric service tetritory ‘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 : o

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 territoiy,-BGE continues to deliver electricity
to all customers and provides meter reading, billing,
emergeney response; and regular maintenance.

Standard Offer Service -

BGE is-obligated by the Maryland PSC 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 Jrem 7. Managements -
Discussion and Analysis—Regulated Electric Business
section, BGE fesumeéd collection of the shareholder
return portion of the residential SOS administrative
charge, which had been eliminated under Maryland
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Senate Bill 1, from June 1, 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 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 by the Maryland PSC to provide
several variations of SOS to ‘commercial and industrial

customers depending on customer load.

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 market rates for
somie residential customers until June 2007, with the
remainder of tesidential customers going to full market

rates in January 2008. Pursuant to 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 to
Consolidated Financial Statements and the market risk of
our regulated electric business in more detail in frem 7.
Management’ Discussion zmd Analysz:—Rts/e Mzzngement
section.

Pursuant to the order issued by the Maryland PSC
in October 2009 approving our transaction with EDE,.
Constellation Energy agreed to fund a one-time per
customer distribution rate credit for BGE residential
customers, before the end of March 2010; totaling



$110.5 million, or approximately $100 per customer,
for which we recorded a liability in November 2009. In
December 2009, BGE filed a tariff with the Maryland
PSC stating we would give residential customers a rate
credit of exactly $100. per customer. As a result, we
accrued an additional $1.9 million for a total fourth
quarter 2009 accrual of $112.4 million. Constellation
made a $66 million equity contribution to BGE in
December 2009 to fund the after-tax amount of the
rate credit as required by the Maryland PSC order.

Electric Load Management

BGE has implemented various programs for use when
system-operating conditions or market economics
indicate that a reduction in load would be beneficial. .
These programs include:

# two options for commercial and industrial
customers to reduce their electric loads,

& air conditioning and heat pump control for
residential and commercial :customers through
both programmable thermostats and load

. control. devices, and
‘& residential water heater control.
BGE is developing other programs designed to

help manage its peak demand, improve system reliability -

and improve service to customers by giving customers
greater control over their energy use.

In July 2009, BGE filed with the Maryland PSC a
proposal for a coinprehensive smart grid initiative. The
proposal includes the planned installation of 2 million

residential and commercial electric and gas ‘smart "

meters. We expect the total cost of the program to be
approximately $480 million. In October 2009, the
United States Department of Energy selected BGE as a
recipient .of $200 million. in federal funding for our .
smart grid initiative. This grant allows BGE to be
reimbursed for smart grid expenditures up to

1

-$200; million, substantially reducing the total cost of

this initiative. However, the United States Department
of Energy. may withhold funding until approval is
obtained from the Maryland PSC. The Maryland PSC:
held hearings on this proposed program in late 2009
and early 2010 and expects to issue a ruling:in the
second quarter of 2010. If BGE’s proposal is approved
by the Maryland PSC, BGE plans to proceed with this
program as soon as practical.

In the summer of 2009, BGE conducted a second
season of a pilot program to evaluate pricing options
designed to encourage customers to decrease energy use
during peak demand periods. Additionally, BGE
originally initiated a limited conservation program that
provides incentives to customers to use epergy efficient
products and to- take other, actions to conserve energy.”
The Maryland PSC approved a full portfolio of -
conservation programs for implementation in 2009 as
well as a customer surcharge to recover the associated
costs. - :

Transmission and Distribution Facilities
BGE maintains approximately 240 substations-and
approximately 1,300 circuit miles of transmission lines

-throughout central Maryland: BGE also maintains

approximately 24,500 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 partlapants
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 Jtem 7.
Management's Discussion and Analysis—Federal Regulation
section.



BGE Electric Operating Statistics

2009 2008 2007
Revenues (In- millions)
Residential $1,878.3 $1,695.9 $1,514.9
Commercial .
Excluding Delivery Service Only 531.2 604.0 577.4
Delivery Service Only 245.0 . 222.8 217.0
Industrial o
Excluding Delivery Service Only '30.4 31.3 31.6
-Delivery Service Only 29.1 27.1 27.8
System Sales and Deliveries 2,714.0 2,581.1 2,368.7
Other (1) ‘ 106.7 98.6 87.0
Total o $2,820.7 $2,679.7 $2,455.7
Distribution Volumes (7n thousands)—MWH :
Residential Co : 12,851 13,023 13,365
Commercial - v : ~
Excluding Delivery Service Only 3,945 3,957 4,364
Delivery Service Only 11,753 11,739 11,921
Industrial .
Excluding Delivery Service Only - 270 242 287
Delivery Service Only. 2,757 3,002 3,175
Total 31,576 31,963 33,112
Customers (jn thousands)
Residential 1,111.9 1,108.5 1,103.1
Commercial 118.5 117.6 116.7
Industrial 5.3 5.3 5.5
Total 1,235.7 1,231.4 1,225.3

(1). Primarily includes network integration transmission, service revenues, late payment charges, miscellaneous service fees,

and tower leasing revenues.

Operating statistics do not reflect the elimination of intercompany transactions.

Delivery service only” refers to BGE's delivery of electricity that was purchased by the customer from an alternate supplier.
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Gas Business

The ‘wholesale price of natural gas as a commodity is
not subject to regulation. All BGE gas customers have
the option to purchase gas from alternative suppliers,
including subsidiaries of Constellation Energy. BGE
continues to deliver gas to all customers within its
service territory. This delivery service is regulated by the
Maryland PSC.

BGE also provides customers with meter reading,
billing, emergency response, regular maintenance, and
balancing services.

Approximately 50% of the gas delivered on BGE's
distribution system is for customers that purchase gas
from alternative suppliers. These customers are charged
fees to recover the costs BGE incurs to deliver the
customers’ gas through-our distribution system.

A market-based rates incentive mechanism applies
to customers that buy their gas from BGE. Under this
mechanism, BGE’s actual cost of gas is compared to a
market index (a measure of the market price of gas in a
given period). The difference between BGE’s actual cost
and the market index is shared equally between
shareholders and customers. BGE must secure fixed-
price contracts for at least 10%, but not more than
20%, of forecasted system supply requirements for
flowing (i.c., non-storage) gas for the November
through March period. Additionally, in 2009, the
Maryland PSC required BGE to obtain some of its
summer gas purchases for injection into storage at fixed
prices. BGE purchased approximately 5.9 million
dekatherms (DTH) of gas for summer storage injections
under fixed price contracts with a weighted average
price of $4.61 per DTH. These fixed-price contracts are
not subject to sharing under the market-based rates
incentive mechanism.

BGE meets its natural gas load requirements
through firm pipeline transportatlon and storage
entitlements.

BGE'’s current pipeline firm transportation
entitlements to serve its firm loads are: 338, 053 DTH
per day. '

BGE’s current maximum storage entitlements-are
297,091 DTH per day. To supplement its gas supply at
times of heavy winter demands and to be available in
temporary emergencies affecting gas supply, BGE has:

¢ a liquefied natural gas facility for the + :

liquefaction and storage of natural gas with a
total storage capacity of 1,092,977 DTH and a
daily capac1ty of 311,500 DTH, and

¢ a propane air facility and a mined cavern with

a total storage capacity equivalent to 564,200
. DTH and a daily capacity of 85,000 DTH.

BGE has under contract sufficient volumes of -
propane for the operation of the propane air facility and
is capable of liquefying sufficient volumes of natural gas
during the summer months for operations of its -
liquefied natural gas facility during peak winter periods.

BGE historically has been' able to.arrange
short-term contracts or exchangeagreements with other
gas companies in the event of short-term disruptions to
gas supplies or to meet additional demand.

BGE also participates in the interstate markets by
releasing pipeline capacity or bundling pipeline capacity
with gas for off-system sales. Off-system gas sales are

- low-margin direct sales of gas to wholesale supphers of

13

_ natural gas. Earnings from these activities are shared

between shareholders and customers. BGE ‘makes these :
sales as part of 2 program to balance its supply of, and
cost of, natural gas.



BGE Gas Operating Statistics

2007

2009 2008
Revenues (In millions)

Residential o S ' v .
Excluding Delivery: Serv1ce Only : -$ 460.7 - $ 567.8 $ 552.0
Delivery Service Only .19.0 . 19.0 - 19.0

Commercial .
< :Excluding Delivery Serv1ce Only 129.1 161.8 154.1

. ‘Delivery Service Only 40.4 46.4 L 41.2

Industrial . .
Excluding Delivery Service Only 6.4 8.1 7.8
Delivery Service Only 15.2. 14.5 221

System ‘Sales and Deliveries 1 670.8 817.6 796.2

Off-System Sales ‘ 81.1 197.7 1574

Other 6.4 8.7 9.2

Total $ 7583 $1,024.0 $ 962.8

Distribution Volumes (7r t/)ou:ﬂndy)—DTH

Residential
- ‘Excluding Delivery Service Only 37,889 37,675 39,199
Delivery Service Only 4,270 4,119 4,310

‘Commercial ,

Excluding. Dehvery Service Only 12,066 12,205 12,464

-Delivery Service Only 25,046 29,289 30,367
‘Industrial

Excluding' Delivery Service Only 635 650 658

Delivery Service Only g 20,826 18,432 17,897

System Sales and Deliveries 100,732 102,370 104,895

Off System Sales 17,542 18,782 19,963

Total 118,274 121,152 124,858

Customets (I thousands) S

Residential : ‘ ' 606.8 605.0 602.3

Commercial R 429 42.8" 427

Industrial 1.1 1.1 1.2

Total 650.8 648.9 646.2

Operating statistics do not reflect the elimination of intercompany transactions.
“Delivery service only” refers to BGE's delivery of gas that was purchased by the customer from an alternate supplier.

Franchises

BGE has nonexclusive electric and gas franchises to use
streets and other highways that are adequate and
sufficient to permit it to engage in its present business.
Conditions of the franchises are satisfactory.

Other Nonregulated Businesses
New Nuclear

In 2005, we formed UniStar Nuclear, LLC (UniStar), a
joint enterprise with AREVA NB Inc., (AREVA) to
introduce the advanced design Evolutionary Power
Reactor to the U.S. market. Upon conversion to U.S.
electrical standards, the technology will be known as the
U.S. EPR.

In August 2007, we formed a joint venture,
UniStar Nuclear Energy, LLC (UNE) with EDE We
have a 50% ownership interest in this joint venture to
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develop, own, and operate new nuclear projects in the
United States and Canada. EDF initially invested
$350 million of cash in UNE, and we contributed our
interest in UniStar and other UniStar-related assets,
which had a book value 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, after certain
expenses, will be divided equally between Constellation
Energy and EDF pursuant to the joint venture
agreement.

In 2008, EDF contributed an additional
$175 million to UNE based upon reaching certain
licensing milestones. EDF will contribute up to an
additional $100 million to UNE, for a total of
$625 million, upon reaching additional licensing



milestones. In 2008, we contributed additional assets
which had a book value of $2.0 million.-

In 2009, we and: EDF have each contributed an
additional $91.6 million to UNE to fund its capital
requirements.

Beginning on January 1, 2010, UNE’s results of
operations and financial condition will.become part of
our Generation reportable segment.

Energy Projects and Services

We offer energy projects and services to large
commercial, industrial and governmental customers.
These energy products-and services include:

& designing; constructing, and operating
renewable energy, heating, cooling, and
cogeneration facilides,

¢ energy performance contracting and energy
efficiency engineering services,

# water and energy savings projects and
performance contracting,

& energy consulting and procurement services,

& services to enhance the reliability of individual
electric supply systems, and

¢ customized financing alternatives.

Beginning on January 1, 2010, our Energy Projects
and Services operation’s results of operations and
financial condition will become part of our Customer
Supply reportable segment.

Home Products and Retail Marketing
We offer services to customers in Maryland including:
¢ home improvements,

¢ the service of heating, air conditioning,

plumbing, electrical, and indoor air quality .
systems, and :

¢ the sale of electricity and natural gas to

residential customers.

Beginning on January 1, 2010, our Home
Products and Gas Retail Marketing operation’s results of
operations and financial condition will become part of -
our Customer Supply reportable segment.

Consolidated Capital Requirements

Our total capital requirements for 2009 were

$1.6 billion. Of this amount, $1.2 billion was used in
our nonregulated businesses and $0.4 billion was used
in our regulated business. We estimate our total capital
requirements will be $1.1 billion in 2010.

We continuously review and change our capital
expenditure programs; so actual expenditures may vary
from the estimate above. We discuss our capital
requirements further in ftem 7. Management’s Discussion:
and Analysis—Capital Resources section.

Environmental Matters

The development (involving site selection,
environmental assessments, and permitting),
construction, acquisition, and operation of electric
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generating and distribution facilities are subject to
extensive federal, state, and local environmental and
land use laws and regulations. From: the beginning .
phases of development to the ongoing operation of
existing or new electric generating and distribution
facilities, our activities involve compliance with diverse
laws and regulations that address emissions and impacts
to air and water, protection of natural and cultural -
resources, and chemical and waste handling and
disposal.

We contlnuously monitor. federal state; and local
environmental initiatives to determine potential impacts
on our financial results: As new laws or regulations are
promulgated, we assess their applicability and
implement the necessary modifications to our facilities
or their operation to maintain ongoing compliance. Our
capital expenditures were approximately $1.1 billion
during the five-year period 2005-2009-to comply with -
existing’ environmental standards and regulations,
including the Maryland HAA. Our estimated
environmental capital requirements for the next three
years are approximately $60 million in 2010,
$25 million in 2011, and $35 million in 2012.

Air Quality

Federal -

The Clean Air Act (CAA) created. the basic framework
for federal and state regulation of air pollution.

National Ambient Air Quality Standards (NAAQS)

The NAAQS are federal air quality standards authorized
under the CAA that establish maximum ambient air
concentrations for the following specific pollutants: -

ozone (smog), carbon monoxide, lead; particulates, SO,,
and nitrogen dioxide. ‘

In order for states to achieve compliance w1th the
NAAQS, the Environmental Protection Agency (EPA)
adopted the Clean Air Interstate Rule (CAIR) in March
2005 to further reduce ozone and fine particulate
pollution by addressing the interstate transport of SO,
and NO, emissions from fossil fuel-fired generating
facilities located primarily in the Eastetn United- States:

In December 2008, the United States Court of
Appeals for the District of Columbia Circuit reversed its
July 2008 decision to- effectively repeal CAIR and
remanded the' issue to the EPA for reconsideration. As a
result, the requirements of CAIR remain in:effect until
the EPA takes further action. We cantiot predict what
additional judicial, legislative or regulatory actions will
be taken in response to the court’s decision or the EPAs
reconsideration of CAIR or whether such-actions may
affect our financial results. We do not believe that the
repeal of CAIR would result in a material change to our
emissions reduction plan in Maryland as the emissions
reduction requirements of Maryland’s HAA and Clean
Power Rule (CPR) are more stringent and apply sooner
than those under CAIR. However, future changes in
CAIR could affect the market prices of SO, and NO,



emisston allowances, which could in turn affect our
financial results. We discuss the impact that these
rulings; had on our 2008 results in rem 7. Managements
Discussion and Analysis—Merchant Energy Business
section. - :

In March 2008, the EPA adopted a stricter
NAAQS for ozone. We are unable to determine the
impact that complying-with the stricter NAAQS for
ozone will have on our financial results until the stares
in which our generating facilities are located adopt
plans to meet the new standards.

In December 2006, the United States Court of
Appeals for the District of Columbia Circuit ruled that
a requirement to impose fees on emissions sources based
on the previous ozone standard (Section 185 fees),
which had been rescinded by the EPA in May 2005,
remained- applicable retroactive to- November 2005 and
remanded the issue to the EPA for reconsideration. A
petition to the United States Supreme Court to hear an
appeal was denied in January 2008. The EPA has
announced that it intends to propose regulations to
address how Section 185 fees will be handled. In
addition, the exact method of computing these fees has
not been established and will depend in part on state
implementation regulations that have not been
proposed. Consequently, we are unable to estimate the
ultimate financial impact of this matter in light of the
uncertainty surrounding the anticipated EPA and state
rulemakings. However, the final resolution of this
matter, and any fees that are ultimately assessed could
have. a material impact on our financial results.

In September 2006, the EPA adopted a stricter
NAAQS for particulate matter. We are unable to
determine the impact that complying with the stricter
NAAQS for particulate matter will have on our
financial results until the states in which our generating
facilities are located adopt plans to meet the new
standard.

Hazardous Air Emissions

In March 2005, the EPA finalized the Clean Air
Mercury Rule (CAMR) to reduce the emissions of
mercury from coal-fired facilities through a market-
based cap and trade program. CAMR was to affect all
coal or waste coal fired boilers at our generating
facilities. However, in Februaty 2008, the United States
Court of Appeals for the District of Columbia Circuit
struck down CAMR. In response to this decision, the
EPA announced that it intends to develop new
hazardous air pollutant emission standards under the
CAA by the end of 2011. Any riew standards that
require the installation of additional emissions control -
technology beyond what is required under:Maryland’s
HAA and CPR, which are discussed below, may require
us to incur additional costs, which could have a
material effect on our financial results.
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New . Source Review

In connection with its enforcement of the CAA’s new
source review requirements, in 2000, the EPA requested
information relating to modifications made to our
Brandon Shores, C.P. Crane, and H. A. Wagner plants
located in Maryland. The EPA also sent similar, but
narrower, information requests to two of our newer
Pennsylvania waste-coal burning plants in which we
have an ownership interest. We responded to the EPA
in 2001, and as of the date of this report the EPA has:
taken no further action. .

As discussed in Note 12 to Consolidated Financial
Statements, in January 2009, the EPA issued a Notice of
Violation to one of our subsidiaries alleging that the
Keystone plant located in Pennsylvania, of which we
own a 21% interest, performed various capital projects
without complying with the new source review
requirements.

Based on the level of emissions control that the
EPA and states are seeking in new source review
enforcement actions, we believe that material additional
costs and penalties could be incurred, and planned
capital expenditures could be accelerated, if the EPA
was successtul in any future actions regarding our
facilities.

State ,

Maryland has adopted the HAA and the CPR, which
establish annual SO,, NO,, and mercury emission caps
for specific coal-fired units in' Maryland, including units
located at three of our facilities. The requirements of
the HAA and the CPR for SO, NO, and mercury
emissions are more stringent and apply sooner than
those required under CAIR. In addition, Pennsylvania
had adopted regulations requiring coal-fired generating
facilities located in Pennsylvania to reduce mercury
emissions, but a Pennsylvania court held that those
regulations were invalid in January 2009.

Several other states in the northeastern U.S.
continue to consider more stringent and earlier SO,
NO,, and mercury emissions reductions than those
required under CAIR and CAMR.

Maryland also-is in ‘the process of changing its
current opacity regulations consistent with its
commitment to resolve long-standing industry concerns
about the regulations’ continuous compliance
requirements. In the interim, emergency opacity
regulations have been implemented that will enable our
plants to remain in compliance. We anticipate that the
permanent regulations that Maryland is in the process
of adopting will be consistent with the emergency
regulations.

Capital Expenditure Estimates—Air Quality

We expect to incur additional environmental capital
spending as a result of complying with the air quality
laws and regulations discussed above. To comply with



HAA and CPR, we will install additional air emission
control equipment at our coal-fired generating facilities
in Maryland and at our co-owned coal-fired facilities in
Pennsylvania to meet air quality standards. We include
in our estimated environmental capital requirements
capital spending for these air quality projects, which we
expect will be approximately $20 million in 2010,

$20 millionin 2011, $20 million in 2012 and

$20 million from 2013-2014.

Our estimates are subject to significant
uncertainties including the timing- of any additional
federal and/or state régulations or legislation, such-as
any regulations adopted by the EPA in response to the
court decision striking down CAMR, the '
implementation timetables for such regulation or
legislation, and the specific amount of emissions
reductions that will be required at our facilities. As a
result, we cannot predict our capital spending or the
scope or timing of these projects with certainty, and the
actual expenditures, scope, and timing could differ
significantly from our estimates.

We believe that the additional air emission control
equipment we plan to install will meet the emission
reduction requiremients under HAA and CPR. If
additional emission reductions still are required, we will
assess our various compliance alternatives and their
related costs, and although we cannot yet estimate the
additional costs we may incur, such costs could be
material.

Global Climate Change

In response to the anticipated challenges of global
climate change, we believe it is imperative to slow, stop
and reverse the growth in greenhouse gas emissions.
Climate change could pose physical risks, such as more
frequent or more extreme weather events, that could
affect our systems and operations; however, uncertainty
remains as to the timing and extent of any direct,
climate-related impacts to our systems and operations.
Extreme weather can affect the supply of and demand
for electricity, natural gas and fuels and these changes
may impact the price of energy commodities in both
the spot market and. the forward market, which may
affect our financial results. In addition, extreme weather
typically increases demand for electricity and gas from
BGE’s customers.

There is increasing likelihood that greenhouse gas
emissions regulation will occur at the international or
federal level and/or continue to occur at the state level
although considerable uncertainty remains as to the
nature and timing of such regulation. Climate-related
legislation is currently pending in the United States
Congress. In September 2009, the Environmental
Protection Agency issued an “endangerment and cause
or contribute finding” for greenhouse gases under the
Clean Air Act and proposed regulations to address -
greenhouse gas emissions. The proposed regulations
would require large facilities that emit at least 25,000
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tons of greenhouse gases a year, which would include
many of our fossil fuel generating facilities, to obtain
construction and operating permits covering these
emissions. The proposed regulations could also
eventually require installation of best available control
technology for emissions control or reduction, although
it is not possible to determine at this time the nature or
extent of such controls.

Additionally, in accordance with HAA
requirements, Maryland became a full participant in the
Northeast Regional Greenhouse Gas Initiative (RGGID)-
in April 2007. Under RGGI, the Maryland Department
of the Environment auctions 100% of carbon dioxide
(CO,) allowances associated with Maryland’s ‘power
plants, which include plants owned by. us. Auctions
have occurred quarterly since September 2008.
Although we did not incur material costs in these
auctions, we could incur material costs in the future to
purchase allowances necessary to offset CO, emissions
from our plants. Although we participate in RGGIL, we
believe a patchwork of climate policy and regulatory
approaches across different states, regions or industry
sectors has the potential to. inequitably raise costs to
particular businesses and/or drive the reallocation of
emissions without actually achieving the desired overall
reduction of emissions. In addition to Maryland,
California has adopted regulations requiring our
generating facilities in California to submit greenhouse
gas emissions data to the state, which the state intends
to use to develop a plan to reduce greenhouse gas
emissions.

We continue to monitor international
developments and proposed federal and state legislation
and regulations and evaluate the potential impact on
our operations. In the event that additional greenhouse
gas emissions reduction legislation or regulations are
enacted, we will assess our various compliarice
alternatives, which may include installation of additional
environmental controls, modification of operating
schedules or the closure of one or more of our
coal-fired generating facilities, and our compliance costs
could be material. '

However, to the extent greenhouse gas emissions
are regulated through a federal, mandatory cap and’
trade greenhouse gas emissions program, we believe our
business could also benefit. Our generation fleet has an
overall CO, emission rate that is lower than the
industry average with a substantial amount of the flect’s
output coming from nuclear and hydroelectric plants,

_ which generate significantly lower CO, emissions than

fossil fuel plants. We are also at the forefront of the
proposed development of new nuclear generation in the
United States, which, if successful, would further lower
our generation fleet’s overall CO, emission rate. We also
have experience trading in the markets for emissions
allowances and renewable energy credits and our
Customer Supply operation has expertise in providing



renewable energy products and services to retail
customers.

Water Quality

The Clean Water Act established: the basic framework .
for federal and state regulation of water pollution
control and requires facilities that discharge waste or
storm water into the waters of the United States to
obtain permits.

Water Intake Regulations

The Clean Water Act requires cooling water intake
structures to reflect the best technology available for
minimizing adverse environmental impacts. In July
2004, the EPA published final rules under the Clean
Water Act for existing facilities that establish
performance standards for meeting the best technology
available for minimizing adverse environmental impacts.
We curréntly have seven facilities affected by the
regulation. In January 2007, the United States Court of
Appeals for the Second’ Circuit ruled that the EPA’s rule
did not properly implement the Clean Water Act
requirements in a number of areas and remanded the
rule to the EPA for reconsideration.

In response to this ruling, in July 2007, the EPA :
suspended. the second phase of ‘the regulations pending’
further rulemaking and directed the permitting
authorities to establish controls-for cooling water intake
structures that reflect the best technology available for
minimizing adverse environmental impacts. In
December 2008, the: United States Supreme Court
heard an appeal of the Second Circuit’s decision relating
to the application of cost-benefit analysis to best
technology available decisions and ruled in April 2009
that.the EPA has a right to consider cost-benefit
analysis in such decisions.

The EPA is expected to propose new regulations in
mid-2010. We, will evaluate our compliance options in.
light of the Supreme Court and Second Circuit
decisions, the EPA’s July 2007 order, relevant state
regulations and interpretations, and any subsequent EPA
proposals. At this time, we cannot estimate our
compliance costs, but they could be marterial.

Hazardous and Solid Waste

We discuss proceedings relating to compliance with the
Comprehensive Environmental Response, Compensation
and Liability Act in Note ]2 to Comolzdated Financial
Statements.

Our coal-fired generating facilities produce
approximately two and a half million tons of
combustion by-produicts (“ash”) each year. The EPA
announced in 2007 its intention to develop national
standards to regulate this material as a non-hazardous
waste, and has been developing or considering
regulations governing the placement of ash in landfills,
surface impoundments, sand/gravel surface mines and
coal mines. In 2009, following the Tennessee Valley
Authority ash release, the EPA announced it is
considering regulating ash as a hazardous waste.
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Depending on its final scope, additional federal
regulation has the potential to result in additional
compliance requirements and.costs that could be
material. In addition, the Maryland Department ‘of the
Environment finalized regulations governing the-
disposal, storage, use and placement of ash in December
2008.

As a result of these regulatory proposals and our
current ash generation projections, we are exploring our
options for the management of ash, including
construction of an ash placement facility.: Over the next
five years, we estimate that our capital expenditures for
this project will be approximately $60 million. Our
estimates are subject to significant uncertainties,
including the timing of any regulatory change, its
implementation timetable, and the scope of the final
requirements. As a result, we cannot predict our capital
spending or the scope and timing of this project with
certainty, and the actual expendlturcs, scope and timing
could differ significantly from our estimates.

Employees

Constellation Energy and its consolidated subsidiaries
(excluding CENG, which was deconsohdated on
November 6, 2009) had approximately 7,200 employees
at December 31, 2009.

Available Information

Constellation Energy maintains a website at
constellation.com where copies of our annual reports on
Form 10-K, quarterly reports on Form 10-Q, current
reports on Form 8-K, and any amendments may be ‘
obrained free of charge. These reports are posted on our
website the same day they are filed with the SEC. The
SEC maintains a website (sec.gov), where copies of our
filings may be obtained free of charge. The website
address for BGE is bge.com. These website addrésses are
inactive textual references, and the contents of these
websites are not part of this Form 10-K.

In addition, the website for Constellation Energy
includes copies of our Corporate Governance
Guidelines, Principles of Business-Integrity, Corporate
Compliance Program, Insider Trading Policy, Policy and
Procedures with respect to Related Person Transactions,
Information Disclosure Policy, and the charters of the
Audit, Compensation and Nominating and Corporate
Governance Committees of the Board of Directors.
Copies of each of these documents may be printed
from our website or may be obtained from
Cornstellation Energy upon writtén request to-the
Corporate Secretary. : :

The Principles of Business Integrity-is a code of
ethics that applies to all of our directors, officers, and
employees, including the chief executive officer, chief
financial officer, ‘and chief accounting officer. We will
post any amendments to, or ‘waivers from, the
Principles of Business Integrity applicable to-our chief
executive officer, chief financial officer, or chief
accounting officer on our website. -



Item 1A. Risk Factors

You should consider carefully the fbllowmg rzs/e:, along
with the other information contained in this Form 10-K.
The risks and uncertainties described below are not the
only ones that may affect us. Additional risks and
uncersainties also may adversely affect our business and
operations including those discussed in Item 7.
Management’s Discussion and Analysis. If any of the
Jfollowing events actually occur, our business and financial
results could be materially adversely affected.

Economic conditions and instability in the
financial markets could negatively impact our
business.
Our operations are affected by local, national, and
worldwide economic conditions. The consequences of a
prolonged recession may include a lower level of =
economic activity and uncertainty regarding energy
prices a.nd the capital and commodity markets. A lower
level of economic activity may continue to result in a
decline in energy consumption, an increase in
customers’ inability to pay their accounts, and lower,
commodity prices. These 1mpacts may adversely affect
our financial results and future growth. :

Instablhty in the financial markets, as a result of
recession or otherwise, may affect the cost of capital '
and our ability to raise capital We rely on the capital
and banking markets, as well as the periodic use of
commercial paper to the extent available, to meet our
financial commitments and short-term liquidity needs if
internal funds are not available from our operations. We
also use letters of credit issued under our credit facilities
to support our operations. Disruptions in the capital”
and credit markets as a result of uncertainty, reduced
alternatives, or fallu;es of significant financial
institutions could adversely affect our access to liquidity
needed for our businesses, including our ability to
secure credit facilities 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
facilities. Our access to funds under those credit
facilities is dependent on the ability of the banks that
are parties to the facilities to meet their funding
commitments. Those banks may not be able to meet
their funding commitments to us if they experience
shortages of capital and liquidity or if they experience
excessive volumes of borrowing requests from borrowers
w1th1n a short period of time. The dlsruptlons in
capital and credit markets may also result in higher
interest rates on publicly issued debt securities and
increased costs associated with commercial paper
borrowing and under bank credit facilities.

Any disruptions could require us to take measures
to conserve cash until t}lc markets stabilize or until
alternative credit arrangements or otherufunding for our
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business needs can be arranged. Such measures could
include deferring capital expenditures, fuither changing
our strategies to reduce collateral-posting requlrements, ;
and reducing or eliminating future dividend payments
or other discretionary uses of cash. The inability to
obtain the hqundlty needed to meet our business
requirements, ot to obtain such liquidity on terms that
are favorable to us, would have a material adverse effect
on our business, results of operatiods and financial
condition. If entities with which we do busiriess are
unable to raise capital or access the credit markets, they
may be unable to perform their obligations or make
payments under agreements we have with them.
Defaults by these entities may have an adverse eﬁect on
our financial results.

Our generation investment plans may not
achieve the desired financial results.

‘We may expand our generation capacity over the next
several years through increasing the generating power of
existing plants, the renovation of retired plants owned
by us, and the construction or acquisition of new
plants. The renovation, development, cénstriction, and
acquisition of additional generation capacity involve
numerous risks. Any planned power uprates,
construction, or renovatich could result in ‘cost
overruns, lower than expected plant efficiency, and
higher operating and other costs."'We intend to use a
portion of the proceeds received from the sale of an
interest in our nuclear business to acquire new plants in
regions where we have significant customer supply
operations. Acquired plants may not generate the
projected rates of return or sufficiently match
generation’ capacity with customer supply volumies
causing an increase in collateral requirements. With
respect to the renovation of retired plants ot the
construction of new plants, we may incur significant
sums for preliminary engineering, permitting, legal, and
other expenses before it can be established whether a
project is feasible, economically attractlve, or capable of
being financed. ’

If we were unable to complete the construction or
renovation of a plant, we may not be able to recover
our investment in the pioject. We-may also Be unable *
to run any new, acqulred or renovited plants as’
efficiently as projected, which could result in
higher-than-projected operating and other costs thal;
adversely affect our financial results.. Furthermore,
increased energy conservation and use of renewable. .
energy may reduce the value of our nonrenewable
generation plants, as well as accclerate the obsolescence
of older plants. If we cannot execute our generation
investment plans successfully, our business, results of
operations and financial condition could be adversely

affected.



Changes in the prices of commodities, initial
margin requirements, collateral posting
asymmetries and types of collateral impact our
liquidity requirements. v
Our business is exposed to market fluctuations in the
price and transportation costs of electricity, natural gas,
coal, and other commodities. We seck to mitigate the
effect of these fluctuations through various hedging
strategies, which may require the posting of collateral by
both us and our counterparties. Changes in the prices
of commodities and initial margin requirements for
exchange-traded contracts can affect the amount of
collateral that must be posted, depending on the
particular position we hold.

There are certain asymmetries relating to the use
of collateral that create liquidity requirements for our
merchant energy business. These asymmetries arise as a
result of our actions to be economically hedged as well |
as market conditions or conventions for conducting
business that result in some transactions being
collateralized while others are not, including:

¢ In our Customer Supply operation, we

generally do not receive collateral under
contractual obligations to supply our customers,
but our Global Commodities operation may
hedge. these transactions through purchases 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.

Asa result, significant changes in the pnces of
commodities and margin requirements for exchange-
traded contracts could require us to post additional
collateral from time to time without our counterparties
having to post, cash collateral to us, which could
adversely affect our overall liquidity and ability to
finance our operations, which, in turn, could adversely
affect our credit ratings. Addirionally, posting letters of
credit to counterparties to meet collateral requirements
adversely impacts our liquidity, while the receipt of
letters of credit as collateral does not improve our

liquidity.

Our merchant energy business‘may incur
substantial costs and liabilities and be exposed
to price volatility and counterparty performance
risk as a result of its participation ll'I the
wholesale energy markets.

We purchase and sell power and fuel in markets
exposed to significant risks, including price volatility for
electricity and fuel and the credit risks of counterparries
with which we enter into contracts.

We use various hedging strategies in an effort to
mitigate many of these risks. "However, hedging
transactions do not guard against all risks and are not
always effective, as they are based upon predictions
about future market conditions. The inability or failure
to effectively hedge assets or fuel or power positions
against changes in commodity prices, interest rates,

20

counterparty credit risk or other risk measures could
significantly impair our future financial results.

Exposure to electricity price volatility. We buy and
sell electricity in both the wholesale bilateral markets
and spot markets, which expose us to the risks of tising
and falling prices in those markets, and our cash flows
may vary accordingly. At any given time, the wholesale
spot market price of electricity for each hour is
generally determined by the cost of supplying the next
unit of electricity to the market during that hour. This
is highly dependent on the regional generation market.
In many cases, the next unit of electricity-supplied
would be supplied from' generating stations fueled by
fossil fuels, primarily coal, natural gas and oil.
Consequently, the open market wholesale price of
electricity may reflect the cost of coal, natural gas or oil
plus the cost to convert the fuel to electricity and an
appropriate return on capital. Therefore, changes in the
supply and cost of coal, natural gas and oil may impact
the open market wholesale price of electricity.

A portion of our power generation facilities
operates wholly or partially without long-term power
purchase agreements. As a result, power from these
facilities is sold on the spot market or on a short-term
contractual basis, which if not fully hedged may affect
the volatility of our financial results.

Exposure to fuel cost volatility. Currently, our
power generation facilities purchdse a portion of their °
fuel through 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. In
addition, new sources of natural gas supplies from
domestic shale production, as well as rising liquid
natural gas (LNG) exports, could increase the long-term
supply of natural gas and create a fundamental and
long-lasting decline in natural gas prices. Lower natural
gas prices could contribute to a decline in power '
generation prices that could have an adverse effect on
our financial results and cash flows. As a result, fuel
price changes may adversely affect our financial results.

Exposure to counterparty pe;formance Our
merchant energy business’ enters into transactions with
numerous third parties (commonly referred to as

“counterparties”). In these arrangements, we are exposed
to the credit risks of our counterparties and the risk
that one or more counterparties may fail to perform
under their obligations to make payments or deliver fuel
or power. In addition, we enter into various wholesale
transactions through Independent System Operators
(ISOs). These ISOs are exposed to counterparty credlt
risks. Any losses relating to counterparty defaults
impacting the ISOs are allocated to and borne by all
other market participants in the ISO. These risks are
exacerbated during periods of commodity price
fluctuations. If a 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. Defaults by suppliers and-other
counterparties may adversely affect our financial results.

Reduced liquidity in the markets in which we
operate could impair our ability to appropriately
manage the risks of our operations.
We are an active participant in energy markets through
our competitive energy businesses. The hquldlty of
regional energy markets is an important factor in our
ability to manage risks in these operatlons Over the
past several. years, market participants in the ‘merchant
energy business have ended or significantly reduced
their activities as a result of several factors, including
government investigations,. changes in market design,
and deteriorating credit quality. As a result, several
regional energy markets experienced a significant decline
in liquidity, which, in turn, has impacted our ability to
enter into certain types of transactions to manage our
risks for settlement periods beyond 18 to. 24 months.
Liquidity in the energy markets can be adversely
affected by various factors, 1nc1udmg price volatility and
the availability of . credit. As a result, future reductions
in liquidity may restrict our ability to manage our risks
and this could impact our financial results.

We often rely on smgle suppllers and at tlmes on
single customers, exposing us to slgmflcant
financial risks if elther should fail to perform
their obligations.

We often rely on a single supplier for the provision of
fuel, water, and other services required for operation of
a facility, and at times, we rely on-a smgle customet or
a few customers to purchase all or ‘a significant portion
ofa faclhtys output, in some cases under long-term
agreements that provide the support f for a any ptoject
debt used to finance the facility. The failure of any one
customer or supplier to fulfill its contmctual obhgatlons
could ncgatlvely 1mpact our financial result;.

We may not fully hedge our generatlon assets,
customer supply act|v1t|es, or other market
posmons agamst changes in commodlty prlces,
and our hedgmg procedures may’ not work as
planned.

To lower our financial’ exposure related to commodity
price fluctuations, we routinely efiter into’ contracts to -
hedge a portion of our purchase and sale commitments,
weather positions, fuel requirements, inventories of
natural gas, coal and other commodities, and
competitive supply obligations. As part of this strategy,
we routinely utilize fixed-price forward physical '
purchase and sales contracts, futures, financial swaps,
and option contracts traded in the over-the-counter
markets or on exchanges. However, we may not cover
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the ‘entire exposuré of our assets or positions to-market
price volatility, and the coverage will vary over time. -
Fluctuating commodity prices may negatively impact
our financial results to the extent we have unhedged
positions.

In addition, risk management tools and metrics
such as economic Value at risk, daily value at risk, and
stress testing are based on historical price movements. If
price movements significantly or persistently deviate
from historical behavior, risk limits may not fully
protect us from significant losses.

Our risk management policies-and procedures may
not always work as planned. As a result of these and
other factors, we cannot predict with precision the
impact that risk management decisioris may have on
our financial results.

The use of derivative and nonderivative
contracts in the normal course of business could
result in financial losses that hegatively impact
our financial results. ‘

We use derivative instruments such as swaps, ‘options,
futures and forwards, as well as nonderivative contracts,
to manage our commodity and finanéial market risks
and to engage in trading activities. We could recognize
financial losses as a result of volatility in the market
values of these contracts or if a counterparty fails to
perform. ‘

In the absence of actively quoted market prices
and pricing information from-exrernal sources, the ™
valuation of derivative instruments involves
management’s judgment of use of estimates. As a result,
changes in the underlying assuinptions or use of
alternative valuation methods could affect the reported
fair value of these contracts. ‘ »

Additionally, thé settlement of derivative
instruments’ could reflect a realized value that differs
from our reported estimates of fair value.

Inaccurate assumptions and estimates in the
models we use could adversely impact our
financial results.

We deploy many models to value merchant contracts,
derivatives and assets, to dispatch power from our
generation plants, and to measure the risks and costs of
various transactions and businesses. Also, a significant
portion of our business relies on the assumptions:.
undetlying the forecasting of customer load, correlations
between prices of enérgy commodities and weather and
the creditworthiness of our customers and’ other third -
parties. Inaccurate estimates of various business -
assumptions used in those models could create the
mispricing of customer contracts and assets or the
incorrect méasurement of key risks relating to our
portfolios and businesses that' could ‘adversely impact
our financial results.



Poor market performance will affect our pension
plan investments; which may adversely affect
our liquidity and financial results.

At December 31, 2009, our qualified pension
obligations were approximately $327 million greater
than the fair value of our plan assets. The Pension
Protection Act requires that we fully fund our
obligations by 2015. The performance of the capital
markets will affect the value of the assets that are held ..
in trust to satisfy our future obhgatxons under our
qualified pension plans. A decline in the market value
of those assets or the failure of those assets to earn an
adequate return may increase our funding requirements
for these obhgatlons, which may adversely affect our
liquidity and financial results.

The operation of power generation facilitieé
involves significant risks that could adversely
affect our fmanclal results.

We. own, operate and have ownershlp interests in a
number of power generation facilities. The operation of
power generation facilities involves many risks,
including start-up risks, breakdown or failure of
equipment, transmission lines, substations or pipelines,
use of new technology, the dependence on a specific
fuel source, including the transportation of fuel, or the-
impact of unusual or adverse weather conditions
(including natural disasters such as hurricanes) or
environmental compliance, as well as the risk of
performance below expected or contracted levels of
output or efficiency. This could result in lost revenues
and/or increased expenses. Insurance, warranties, or
performance guarantees may not.cover any. or all of the
lost revenues or increased expenses, including the cost
of replacement power. A portion of our.generation
facilities were constructed many years ago. Older
generating equipment may require significant capital
expenditures to keep it operating at peak efficiency.
This equipment is also likely to require periodic
upgrading and improvement. Breakdown: or failure of
one of our operating facilities may prevent the facility
from performing under applicable power sales
agreements which, in certain situations, could. result in-
termination of the agreement or mcurrmg a hablhty for
hquldatcd damages '

Our generation business-may incur substantial
costs and liabilities due to our ownership
interest in nuclear generating facilities.

We own substantial interests in nuclear power plants.
Operation of these plants exposes us to risks in addition
to those that result from owning and operating
non-nuclear power generation facilities. These risks
include normal operating risks for a nuclear facility and
the risks of a nuclear accident.
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' Nuclear Operating Risks. The operation of nuclear
generating facilities involves routine operating risks,
including:

¢ mechanical ‘or structural problems;

- # inadequacy or lapses in maintenance protocols;

4 impairment of reactor operation and safety

systems due to human or'mechanical error;

"4 icosts of storage, handling and-disposal of
nuclear materials, including the availability or
unavailability of a permanent repository for
spent nuclear fuel;

4 regularory actions, including shut down of units

because of public safety concerns, whether at
““our plants or other nuclear operators;

‘¢ limitations on the amounts and types of

insurance coverage commercially available;

¢ uncertainties regarding both technological and

* financial aspects of decommissioning nuclear
generating facilities; and

# environmental risks, including risks associated

- with changes in environmental legal
requirements.

Nucléar Accident Risks. In the event of a nuclear
accident, the cost of property damage and other
expenses incurred may ‘excéed the insurance coverage
available from both privite sources and an industry
retrospective payment plan. In addition; in' the event of
an accident at one of our nuclear joint ventures or
aniother part1c1paung insured partys nuclear plants,
CENG could be assessed retrospectlve msurancc
premiums (because all nuclear plant operators
contribute to a nationwide catastrophic insurance fund).
Uninsured losses or the payment of retrospectlve
msurancc prermums could each have a material adverse
effect on our ~ﬁ_nanc1al results.

We are subject to numerous enwronmental laws
and regulatlons that require capital
expenditures, increase our cost of operations
and may expose us to environmental liabilities.
We are subject t6 extensive federal, 'state, and local
environmental statutes, rules, and regulatlons relating to
air quahty, water quallty, waste management, wildlife
protection, the management of natural resources, and
the protection of human health and safety that could,
among other things, require additional pollution control
equipment, limit the use of certain fuels, restrict the
output of certain facilities, or otherwise increase costs.
Significant capital expenditures, operating and other
costs are associated with compliance with environmental
requirements, and these expenditures. and costs could .
become even more significant in the future as a result
of regulatory changes..

. Examples of. potentlal future regulatory changes
include addjtional regulation of greenhouse gas
emissions at the federal, regional, and/or state level,
heightened enforcement of new source review
requirements, increased regulation of coal combustion



by-products, and mandated investment in renewable
energy resources. One or more of these changes could
increase our compliance and operating costs or require
significant commitments of capital.

We are subject to liability under environmental
laws for the costs of remediating environmental
contamination. Remediation activities include the
cleanup of current facilities and former properties,
including manufactured gas plant operations and offsite
waste disposal facilities. The remediation-costs could be
significantly higher than the liabilities recorded by us.
Also, our subsidiaries are currently involved in
proceedings relating to sites where hazardous substances
have been released and may be subject to additional
proceedings in the future.

We ‘are subject to-legal proceedings by individuals
alleging injury from exposure to hazardous substances
and could incur liabilities that may be material to our
financial results. Additional proceedings could be filed
against us in the future.

We'‘may also be required to assume environmental
liabilities in connection with future acquisitions. As a
result, we may be liable for significant environmental
remediation costs and other liabilities arising from the
operation of acquired facilities, which may adversely
affect our financial results. -

We, and BGE in particular, are subject to
extensive local, state and federal regulation that
could affect our operations and costs.

We are subject to regulation by federal and state
governmental entities; including:the FERC, the NRC,
the Maryland PSC and the utility: commissions of other
states in which we have operations. In addition,
changing governmental policies and regulatory actions
can have a significant impact on us. Regulations can
affect, for example, allowed rates of return, requirements
for plant operations, recovery of costs, limitations on
dividend payments, and the regulation or re-regulation
of wholesale and retail competition.

BGE’s distribution rates are subject to regulation
by the Maryland PSC, and such rates are effective until
new rates are approved. If the Maryland PSC does not
approve adequate new rates, BGE might not be able to
recover certain costs it incurs or earn an adequate rate
of return. In addition; limited categories-of costs are
recoveted through adjustment charges’ that are
periodically reset to reflect current and projected costs.
Inability to recovér material costs not included in rates
or adjustment clauses, including increases in
uncollectible customer accounts that may result from
higher gas and electric costs or as a result of Maryland
PSC policies or rulings, could have an adverse effect on
our; or BGE’s, cash flow and financial position.

Energy legislation enacted in Maryland in June
2006 and ‘April 2007 mandated that the Maryland PSC
review Maryland’s deregulated electricity market.
Although the settlement agreement reached with the * -
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State of Maryland in March 2008 terminated certain
studies relating to the 1999 deregulation settlement, the
State of Maryland is still undertaking a review of the
Maryland electric industry and market structure to
consider various options for providing standard- offer
service to residential customers; including re-regulation.
We cannot at this time predict. the final outcome of this
review or how such outcome may affect our, or BGE’s
financial results, but it could be material.

We are subject to mandatory reliability standards
enacted by the North American Electric: Reliability
Corporation (NERC) and enforced by the FERC.
Compliance with the mandatory reliability standards
may subject us to higher operating costs and may result
in increased capital expenditures. If we are found to be
in noncompliance with the mandatory reliability

- standards, we could be subject to sanctions, - 1nclud1ng

substantial monetary penalties.

Further, federal and/or state' regulatory approval
may be necessary for us to complete transactions. As
part of the regulatory apptoval process, governmental
entities may impose terms and conditions on the
transaction or our business that are unfavorable or add
significant additional costs to our future operations.

The regulatory and legislative process may restrict
our ability to grow earnings in certain parts of our
business, cause delays in or affect business planning and
transactions and increase our, or BGE’s, costs.

We operate in deregulated segments of the
electric and gas industries created by federal
and state restructuring initiatives. If competitive
restructuring of the electric or gas industries is
reversed, discontinued, restricted, or delayed,
our business prospects and financial results 5
could be materially adversely affected. .

The regulatory environment applicable to the electric .
and natural gas industries has undergone substantial
changes as a result of restructuring initiatives at both
the state and federal levels. These initiatives haye had . a
significant impact.on the nature of the electric and
natural gas industries and the manner in which their
participants conduct their businesses. We have targeted
the competitive segments of the electric and narural gas
industries created by these initiatives.

Due to recent events in the energy markets, energy
companies have been under increased scrutiny by state
legislatures, regulatory bodies, capital markets, and
credit rating agencies. This increased scrutiny could lead
to ‘substantial ‘changes in laws and. regulations-affecting; *
us, including modifications to the alction processes-in -

competitive markets and new accounting ‘standards’that'
could change the way we are required to record
revenues, expenses, assets, and liabilities. Recent
proposals in the State of Maryland, relating to the
structure of the electric industry in Maryland and
various options for re-regulation of the industry are
examples of how these laws and regulations can change.



Further, additional regulation of the derivatives markets
has been proposed recently in the United States
Congress and by the Commodity Futures Trading
Commission, which could require us to post additional
cash collateral and have a material adverse effect on our
business. We cannot predict the future development of -
regulation or legislation in these markets or the ultimate
effect that this changing regulatory environment will
have on our business.

1If competitive restructuring of the electric and
natural gas markets is reversed, discontinued; restricted,
or delayed, or if the recent Maryland PSC or legislative
proposals are implemented in a manner adverse to us,
our business prospects and financial results could be
negatively impacted.

Our financial results may be harmed if
transportation and transmission availability is
limited or unreliable.

We have business operations throughout the United
States and internationally. As a result, we depend on
transportation and transmission facilities owned and
operated by utilities and other energy companies to
deliver the electricity, coal, and natural gas we sell to
the wholesale and retail markets, as well as the natural
gas and coal we purchase to supply some of our =
generating facilities. If transportation or transmission is
disrupted or. capacity is inadequate, our ability to sell
and deliver products may be hindered. Such disruptions
could also hinder our ability to provide electricity;. coal,
or natural gas to our customers or power plants and
may materially ‘adversely affect-our financial ‘results.

BGE'’s electric and gas infrastructure is subject
to operational failure and may requlre sigmflcant
expenditures to maintain.

Much of BGE’s electric and gas operational systems and
infrastructure, such’as gas mains and pipelines and
electric transmission and distribution equipment, has
been in service for many years. Older equipment, even
if maintained in accordance with good utility practices,
is subject to operational failure, including due to events
that are beyond BGE's control, and may require
significant expenditures to operate efficiently, which
could have an adverse effect on our, or BGE’s, financial
results.

Our merchant energy business has contractual
obligations to certain customers to provide full :
requirements service, which makes it difficult to:
predict and plan for load requirements and may
result in reduced revenues and increased
operating costs to our business.

Our merchant energy business has contractual
obligations to certain customers to supply. full
requirements service to such customers to satlsfy all or a
portion of their energy requirements. The uncertainty
regarding the amount of load that our merchant energy
business must be prepared to supply to customers may
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increase our operating.costs. The process of estimating
the load requirements of our customers has been further
complicated by the decreased demand resulting from
economic and financial instability since 2008. A
significant under--or over-estimation of load
requirements could result in-our merchant energy
business not having enough power or having too much
power to cover its load obligation, in which case it
would be required to buy.or sell power from or to third
parties at prevailing market prices. Those prices may
not be favorable and thus could -reduce our revenues
and/or increase our operating costs and result in the
possibility of reduced earnings-or incurring losses.

Our financial resuits may fluctuate on a seasonal
and quarterly basis or as a result of severe
weather.

Our business is affected by weather condmon& Our
overall operating results may fluctuate substantially on a
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 contract to
which we become a party. Weather conditions directly
influence the demand for electricity, and natural gas and
affect the price of energy commodities.

Generally, demand for electricity peaks in winter
and summer and demand for gas peaks in the winter.
Typically, when winters are warmer .than expected and
summers are cooler than expected, demand for energy is
lower, resulting in-less electric and- gas consumption
than forecasted. Depending on prevailing market prices
for electricity and gas, these and-other unexpected
conditions may reduce our revenues and results of
operations. First and third quarter financial results, in
particular, are substantially dependent on weather
conditions, and may make period- comparisons less
relevant. '

Severe weather can be destructive, causing outages
and/or property damage. This could require-us to incur
additional costs. Catastrophic weather, such as
hurricanes; could impact our or our customers’
operating facilities, communication systems and
technology. Unfavorable weather conditions may have a
material adverse effect on our financial results.

A failure in our operational systems or
infrastructure, or those of third parties, may
adversely affect our financial results.

Our businesses are dependent upon our operational
systems to process a large amount of data and complex
transactions. If any of our financial, accounting, or
other data processing systems fail or have other
51gn1ﬁcant shortcomings, -our financial results could be
adversely affected. Our financial results could also be
adversely affected if an employee causes our operational
systems. to fail, either as a result of inadvertent error or
by deliberately tampering with or manipulating our |
operational systems. In.addition, dependence upon



automated systems may further increase thé risk that
operational system flaws or employee tampering or -
manipulation of those systems will-result in'losses that
are difficult to detect. : S :
We may also be subject to disruptions of our
operational systems arising from events that are wholly
or partially beyond our control (for examplé, natural
disasters, acts of terrorism, epidemics, computer vituses
and telecommunications outages). Third party systems
on which we rely could also suffer operational system
failure. Any of these occurrénces could disrupt one or
more of our businesses, result. in potential liability or
reputational damage or otherwise have an adverse aﬁect
on.our financial results. '

Our ability to successfully identify, complete and
integrate acquisitions is subject to significant
risks, including the effect of mcreased
competition. )
We are likely to encounter s1gn1ﬁca.nt competition for
acquisition opportunities that may become available. In
addition, we. may be unable to identify attractive
acquisition opportunities at favorable prices, to secure
the financing necessary to undertake them, or to

successfully and timely complete and integrate .them.
War and threats of terrorism and catastrophic
events that could result from terrorism may
|mpact our results of operatlons in unpredlctable
ways.

We cannot predict the impact that any future terrorist
attacks® may have on the enetgy industry in general and
on out Business in particular. In addition, any i
retaliatory milicary strikes or sustained miliary
campaign may affect our operatlons in unpredlctable '
ways, such as changes in insurance markets and A

dlsruptlons ‘of fuel supplies and markets, partlcularly oil.

The possibility alone that infrastructure facilities, such
as electric generation, electric and gas transmission and
distribution facilities would be direct targets of, or
indirect casualties of, an act of terror may affect our
operations. Furthermore, terrorist attacks could
compromise the physical or cyber security of our
facilities, which could adversely affect our ability to
manage these facilities effectively.

Such activity may have an adverse effect on the
United States economy in general. A lower level of
economic activity might result in a decline in energy
consumption, which may adversely affect our financial
results or restrict our future growth. Instability in the
financial markets as a result of terrorism or war may
affect our stock price and our ability to raise capital.

A downgrade in our credit ratings could
negatively affect our ability to access capital
and/or operate our wholesale and retail
competitive supply businesses.

We rely on access to capital markets as a source of
liquidity for capital requirements not satisfied by
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operating cash-flows. If any of our:credit ratings were to
be downgraded,: especially below investment grade; -our
ability to raise capital-on favorable terms, including in-
the commercial paper markets, if available, could. be
hindered, and our borrowing: costs would increase.
Additionally; the business prospects of our, wholesale
and retail competitive supply businesses, which.in many
cases rely on the creditworthiness of Constellation
Energy, would be negatively impacted, In this regard;.
we have certain -agreéments that contain-provisions that
would: require usto post-additional collateral upon a
credit rating: downgrade. Based on market conditions
and contractual obligations at the time of a downgrade,
we could be required to post collateral.in an amount
that exceeds ‘our available liquidity. Some of the factors
that affect credit ratings are cash flows, liquidity, the
amount of debt as a2 component of total capitalization,
and political, legislative, and regulatory events.

We are subject to employee workforce factors
that could affect our businesses and financial
results.

We are subject to employee workforce factors, including
loss or retirement of key executives or other employees,
availability of qualified personnel, collective bargaining
agreements with union employees, and work stoppage
that could affect our financial results. In particular, our
competitive energy businesses are dependent, in part, on
recruiting and retaining personnel with experience in
sophisticated energy transactions and the functioning of
complex wholesale markets.

The sale of non-nuclear generation plants
pursuant to the put arrangement with EDF may
have an adverse effect on our financial results.

We have entered into a put arrangement with EDF that
provides us with additional liquidity of up to

$2.0 billion by allowing us to exercise an option to
require EDF to acquire certain specified non-nuclear
generation plants at pre-agreed prices. To the extent we
exercise this option, we will no longer own the plants
sold to EDF and will not be able to recognize their
financial results, which may have an adverse effect on
our future financial results. In addition, exercise of the
option may adversely impact our relationship with EDE
which could have an adverse impact on our CENG and
UNE nuclear joint ventures with EDFE. This put
arrangement expires on December 31, 2010.

Our ability to develop new nuclear generation
could have an effect on our business and
financial results.

We are in the forefront of the proposed development of
new nuclear generation in the United States through
our UNE joint venture. Nuclear generation
development projects are large and complex and there
have been no new orders for a nuclear plant in the
United States since the 1970s. The costs incurred to



construct a new nuclear plant would be significant and
adequate returns on investment may not be realized for
many years, if at all. Feasibility and successful
construction of nuclear plants depend on a variety of
factors, including receipt of required permits, terms of
financing, impact of competing generation and nuclear
technologies, materials, labor and nuclear waste disposal
costs and regulation of nuclear facilities. These factors.
could generate higher construction and financial costs,
delays, environmental and other liabilities; or an adverse
impact to our credit rating. These factors may also lead
to a decision not to proceed with the construction .of
new nuclear facilities, which could have an adverse
effect on our business and financial results; including a
potential impairment of our investment in UNE. -
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Iltem 2. Properties

Constellation Energy occupies approximately 1,130,000
square feet. of leased and owned office space in North
America, which includes its corporate offices in
Baltimore, Maryland. We describe our electric
generation properties on the next page: We also have
leases: for other offices and services located in the
Baltimore metropolitan region, and for various real
property and facilities relating to our generation
projects.

BGE owns its principal headquarters bulldmg
located in downtown Baltimore. BGE also leases
approximately 4,700 square feet of office space. In
addition, BGE owns propane air and liquefied natural
gas facilities as discussed in Jtemn 1. Business—Gas
Business section.

“BGE-also has rlg-hts-of way to maintain 26-inch
natural gas mains across certain Baltimore City-owned
property (principally parks) which expired in 2004.
BGE is in the process of renewing the rights-of-way
with’ Baltimore City for an additional 25 years. The
expiration of the rights-of-way does not affect BGE’s
ability to use the r1ghts—of -way durmg the renewal
process.

BGE has electric transmission and electric and gas’
distribution lines located:

¢ in public streets and’ hlghways pursuant 0

franchlses, and o v
¢ on rights-of-way secured for the most part by
grants from owners of the property. o

We believe we have satisfactory title to our power
project facilities in accordance with standards generally
accepted in the energy industry, sub}ect to exceptions,
which in our opinion, would not have a material
adverse cffect ‘on the use or value of the facilities.

Our merchant energy business owns several natural
gas producing propemes



The following table describes our generating facilities:
’ At December 31, 2009

2000
o Capaci ‘tiy Capacity ° "~

Capacity % Owne Factor ..* Primary.
Plant Location (MW) Owned MW) (%) Fuel
Calvert Cliffs Unit 1 (1) Calvert Co., MD 855 - 50.0 428 98.4 . Nuclear
Calvert Cliffs Unit 2 (1) Calvert Co., MD 850  50.0 425 92.9 Nuclear
Nine Mile Point Unit 1. (1) “Scriba, NY 620 50.0 310 91.9  Nuclear
Nine Mile Point Unit 2 (1) Scriba, NY : 1,138  41.0 467 99.5 Nuclear
R.E; Ginna (1) Ontario, NY e 581 50.0 291 90.7 - Nuclear
Brandon Shores Anne Arundel Co., MD 1,273 °'100.0 1,273 59.3 Coal
H. A. Wagner Anne Arundel Co., MD 976 100.0 976 26.8 Coal/Oil/Gas
C. P. Crane..(2) Baltimore Co., . 399 100.0 399 30.4 .. Oil/Coal
Keystone (2) Armstrong and Indlana Cos . PA 1,711 . .21.0 - 359(4) 70.3 Coal
Conemaugh (2) Indiana Co., PA 1,711 - '10.6 - 181(4) 81.1 Coal
Perryman (2) Harford Co., MD 347 -100.0 347 1.6 Oil/Gas
Riverside : Baltimore Co., MD . 228 100.0. . 228 0.1 Oil/Gas
Handsome Lake (2) Rockland Twp, PA 268 100.0 268 1.5 Gas
Notch Cliff Baltimore Co., MD 101 100.0 101 03 Gas
Westport Baltimore City, MD 116. 100.0 116 — Gas
Gould Street Baltimore City, MD ‘97 100.0 97 0.8 Gas
Philadelphia Road Baltimore City, MD . 6l 100.0 - 61 0.1 Qi
Safe Harbor (2) :Safe Harbor, PA . 417 -...66.7 278 29.3 Hydro
Grande Prairie (2) Alberta, Canada ‘85 100.0 85 8.3 Gas
West Valley (2) Salt Lake City, UT ;200 100.0 200 14.1 Gas .
Panther Creek (2) Nesquehoning, PA 80. 50.0 40 96.5 Waste Coal
Colver (2) Colver Township, PA 102 25.0 26 100.0 Waste Coal
Sunnyside (2) Sunnyside, UT . 51 50.0 26 92.1 Waste Coal
ACE (2) Trona, CA ©102  31.1 32 88.0 Coal
Jasmin Kern Co., CA 35 .50.0 18 95.6 Coal
POSO Kern Co., CA 35 50.0 18 94.0 Coal
Mammoth Lakes G-1 Mammoth Lakes, CA 8 500 4 61.8  Geothermal
Mammoth Likes G-2 ‘Mammoth Lakes, CA 10 = 50.0 5 100.0 Geothermal
Mammoth Lakes G-3 Mammoth Lakes, CA 10 " 50.0 5  100.0 Geothermal
Rocklin Placer. Co., CA 24 500 12 84.8 Biomass
Fresno Fresno, CA 24  50.0 12 86.3 Biomass
Chinese Station Jaméstown, CA~ - © 20 45.0 9 72.9 Biomass °
Malacha Muck Valley, CA 32 50.0 16 11.4 Hydro
SEGS IV Kramer Junction, CA 337 122 4 29.3  Solar
SEGS V Kramer Junction, CA 24 4.2 1 37.8 Solar
SEGS VI ; Kramer Junction, CA 34 " 8.8 3 29.2  Solar
Total Generating Facilities (3) 12,658 - 7,118

(1) We.own 2 50.01% member;bzp interest in CENG, the joint venture with EDF that holds these nuclear generating assets
as a result of the sale of a 49.99% interest in CENG to EDF that was completed in November 2009. We discuss this
transaction in more detail in Note 2 to Consolidated Financial Statements,

(2)  In conneition with an Investment Agreement with EDE. we have the option to sell one or more of these facilities to EDF

for aggregate proceeds of up to $2 billion through December 31, 2010. .

(3) -~ The sum- of the individual plant capacity megawatts may not equal the tom/ due t0 the effects of rounding.
(4)  Reflects our proportmnate interest in and entitlement to capacity from Keystone and Conemangh, which zmlude 2 MW of
diesel mpaaty for Ke_y:tane and 1 MW of diesel capacity for Conemaugh.

In 2009 we sigried an agreement to acquire the 70 MW" Crlterlon wind project in Garrett County, Maryland
Upon closing, we plan to complete the construction of the project and expect it to be ready for commercial operation

in late 2010.

In December 2009, we were selected by the State of Maryland to develop an approximately 17 MW solar
photovoltaic: power installation in Emmitsburg, Maryland. This $60 million solar facility will be constructed, owned,
operated and maintained by us. We expect the project to be completed by December 2012.

"In February 2008, we acquired the Hillabee Energy Center, a partially completed 740 MW gas-fired combined
cycle power generation facility located in Alabama. We plan to complete the construction of this facility and expect it

to be ready, for commercial operation in the first quarter of 2010..,

As of December 31, 2009, we also have a 50% ownership mterest in a waste coal processmg facility located in

Hazelton, Pennsylvania.



Item 3. Legal Proceedings

We discuss our legal proceedings in Note 1_’2 to Consolidated Financial Statements.

Item 4. Submlssmn of Matters to Vote of Securlty Holders

Not applicable.

Executive Officers of the Registrant

Name

Mayo A. Shattuck III

Michael ]. Wallace
Henry B. Barron
James L. Connaughton

Paul J. Allen

Charles A. Berardesco

Brenda L. Boultwood

Kenneth‘ 'W. DeFontes, Jr.

Andrew L. Good

Kathleen W. Hyle

Shon J. Manasco

Jonathan W. Thayer

Age

55

62

59

48

58

51

45

42

51

39

38

Present Office

Other Offices or Positions Held
During Past Five Years

Chairman of the Board (since July 2002),
President and' Chief Executive Officer (since
November 2001) of Constellation Energy

Vice Chairman (since March 2008), Executive
Vice President (since January 2004) and Chief
Operating Officer (since May 2009) of
Constellation Energy

Executive Vice President of Constellation
Energy (since:April 2008); and President, Chief
Exécutive Officer and Chief Nuclear Officer
(since September 2008) of Constellatron Energy
Nuclear Group

Executive Vice President, Corporate Affairs,
Public and Environmental Policy (since
February 2009)

Senior Vice President (since January 2004) and
Chief Environmental Officer (since June 2007)
of Constellation Energy

Senior Vice President (since October 2008),
General Counsel (since October 2008) and
Corporate Secretary (since July 2004) of
Constellation Energy

Senior. Vice President and Chief Risk Officer of

Constellation Energy (since January 2008)

Senior Vice President of Constellation Energy
(since October 2004); and President and Chief
Executive Officer of Baltimore Gas and Electric
Company (since October 2004)

Ser;ior Vice President, Corporate Strategy and
Development of Constellation Energy (since
November 2009)

Senior Vice President of Coristellition Enérgy
(since September 2005); and Chief Opeérating

Officer of Constellation Energy Reésurces (since’

November 2008)

Senior Vice President and Chief Human

Resources Officer of Constellation Energy (since-

August 2009)

Senior Vice President and Chief Financial
Officer of Constellation Energy (smce October
2008) :

. Chairman of the Board éf Baltimore Gas and

Electric Company

President and Chief Executive Officer— -
Constellation Energy Nuclear Group, LLC

Group Executive and Chief Nuclear Oﬂ‘]cer——
Duke Energy

Chairman of the White House Council on

Environmental Quality and Director of the
White House Office of Environmental Policy

None

Vice President and Deputy General Counsel—
Constellation Energy; and Associate General
Counsel—Constellation Energy

Global Head of Strategy and Global Head of
Derivative Services, Alternative Investment
Services and Head of Treasury Services Risk
Management—].P. Morgan Chase & Company

None

Senior Vice President and Chief Financial
Officer—Constellation Energy Resources;
Senior Vice President and Chief Financial
Officer—Constellation Energy Commodities

" Group; and Senior Vice President, Finance— *

Constellation Energy -

Senior Vice President, Finance, and Chief
Financial Officer—Constellation Energy
Nuclear Group; Chief Financial Officer—
UniStar Nuclear Energy; Senior Vice President,
Finance—Constellation' Energy; and Chief

- Financial Officer, Constellation NewEnergy

Vice President, Human Resources—
Constellation Energy Resources; Senior Vice
President, Global Head of Human Resources—
Banc of America Securities

. Vice President and Managing Director,
" Corporate Strategy and Developmefit—

Constellation Energy; Treasurer—Constellation |
Energy; and Senior Vice President and:Chief
Financial Officer—Baltimore Gas and Electric
Company

Officers are elected by, and hold office at the will of; the Board of Directors and do not serve a “term of office”
as such. There is no arrangement or understanding between any officer and any other person pursuant to ‘which the

officer was selected.
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PART 1l

Item 5. Market for Registrant’s Common Equlty, Related Shareholder Matters, Issuer Purchases of
Equity Securities, and Unregistered Sales of Equity and Use of Proceeds

Stock Tradmg
Constellation Energy’s common stock is traded under
the ticker symbol CEG. It is listed on the New York
and Chicago stock exchanges.

As of January 29, 2010, there were 35,016
common - shareholders of record.

Dividend Policy
Constellation Energy pays dividends on its common
stock after its Board of Directors declares them. There
are no contractual limitations on Constellation Energy
paying common stock dividends, except certain of our
credit facilities prohibit us from increasing our common
stock dividend without the consent of the lenders.
Dividends have been paid continuously since 1910
on the common stock of Constellation Energy, BGE,
and their predecessors. Future dividends depend upon
future earnings, our financial condition, and other
factors. e
In January 2010, we announced a quartetly
dividend of $0.24 per share payable April 1, 2010 to
holders of record at the close of business on March 10,
12010. This is equivalent.to an annual rate of $0. 96. ‘pet
share.

Quarterly dividends were declared on our common
stock during 2009 and 2008 in the amounts set forth
below. '

BGE pays dividends on its common stock after its
Board of Directors declares them. However, pursuant to
the order issued by the Maryland PSC on October 30,
2009 in connection with its approval of the transaction’
with EDE BGE cannot pay common dividends to
Constellation Energy if (a) after the dividend payment,
BGE’s equity ratio would be below 48% as calculated
under the Maryland PSC’s ratemaking.precedents or
(b) BGE’s senior unsecured credit rating is rated by two
of the three major credit rating agencies below
investment grade. There are no other limitations on
BGE paying common stock dividends unless:

0 BGE elects to defer interest payments on the
6.20% Deferrable Interest Subordinated
Debentures due 2043, and any deferred interest -
remains unpaid; or

¢ any dividends (and any redemption payments)

~due on BGE’s preference stock have not been_

paid.

Common Stock Dividends and Price Ranges

2170

2009 2008
Dividend _ Price Dividend Price
Declared - High Low  -Peclared High ‘Low.
First. Quarter .. ......... e s $024. . $27.97  $15.05  $0.4775 $107.97  $81.94
Second Quarter..........ooinnn. SO e eeneeean C 024 28.05. - 20.18  0.4775 94.62 - 7874 .
Third Quarter........ooveneiiiiiiiiiiiieennaas, 0.24 33.37  25.76 0.4775 85.53 13.00
Fourth Quarter .......ccouiiiiuiii i iaens 0.24 36.55 30.24 0.4775 30.17
Total . e e .. $0.96 ‘ $ 1.91

Puréhases of Equity Securlfiés by the Issuer ahd AffiIiatéd Purcﬁasers
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
R Part of Publicly that May Yet Be
Total Number Announced Purchased Under
of Shares Average Price Plans or the Plans and Programs
Period Purchased (1)  Paid for Shares Programs (at month end) Yo
October 1 - October 31, 2009 114 $32.70 —_ —
November 1 - November 30, 2009 5,954 32.45 —_ —_
December 1 - December 31, 2009 — — — -
Total 6,068 $32.45 — —

(1) Represents shares surrendered by employees to satisfy tax withholding obligations-on vested restricted stock and restricted

stock units.
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Item 6. Selected Financial Data
Constellation Energy Group, Inc. and Subsidiaries

NIA—Calculation is not applicable as a result of the net loss for 2008.

$ 2993

2009 2008 2007 2006 -+ 2005
(In millions, except per s/mre amounts) o
Summary of Operations ‘ ' '
Total Revenues - . $15,598 8 $19,741.9 $21,185.1  $19,271.1 $16,964.7
Total Expensés I 14,588.5 20,8219  19,858.8  18,025.2° '16,023.8
Equity (losses) earnings ‘ 6.1 76.4 C81 13.8 3.6
Gain on Sale of Interest in CENG : 7,445.6 — —_ e —_
Net (Loss) Gain on Divestitures _ (468.8) 25.5 — . 738" —_
Income (Loss) Fﬁom Opérations . ! 7,981.0 (978.1) 1,334.4 1,333.5, 944.5
Gains on Sales of CEP LLC equity ‘ o — — 63.3 28.7 —
Other (Expense)-Income o (140.7) (69.5) 157.4: 6G:8 - 7 64.5
Fixed Charges ; 350.1 349.1 . 2924, 3155. - . 297.0
Income (Loss) Before Income Taxes E 7,490.2 (1,396.7) 1,262.7 1,113.5 712.0
Income Tax 'Expense (Beneﬁt) ’ : 2,986.8 (78.3) 4283 7 3510 163.9
Income (Loss) from Contmumg Operations and Before ' _ o h o )
Cumulative Effects of Changes in Accounting Prlnc1ples 4,503.4 - (1,318.4) 834.4 762.5 548.1
(Loss) Income from Dlscontmucd Operations, Net of Income
Taxes i —_— — (0.9) 187.8 94.4
Cumulative Effects of Changes in Accountmg Pr1nc1ples, Net .
of Income Taxes . — — — = (7.2)
Net Income (Loss) : $ 4,503.4 $(1,3184) $ 8335 $ 9503 $ 6353
Net (Income) Loss Attributable to Noncontrollmg Interests and ' e
BGE Preference Stock Dividends 60.0 4.0) 12.0 13.9 - 12.2
Net Income (Loss) Attributable to Common Stock $ 4,443.4 $(1,314.4) $ 8215 ¢ ' .9}376._4 $ 6231
Earnings (Loss) Per Common Share from Continuing
Operations and Before Cumulative Effects of Changes in
Accounting Principles Assuming Dilution = = : $:. 2219 -$ (734 °$ 451 § 412  $ 2.98
(Loss) Income from Discontinued Operations . — — (0.01) 1.04 0.53
Cumulative Effects of Changes in Accounting Principles — — — — (0.04)
Earnings (Loss) Per Common Share Assuming Dilution =  $ 2219 $ (734 $ 450 § 516 $  3.47
Dividends Declared Per Common Share ; . $ 09 $ 191 $ 174 $ 151 $. 134
Certain prior-year amounts have been reclassified to conform with the current year’s presentation.
Summary of Financial Condition B
Total Assets  $23,544.4  $22284.1  $21,742.3  $21,801.6 . $21,473.9
Current Portion of Long-Term Debt ©$ 569 $25915 $ 3806 $ 8788 $ 4913
Capitalization: . ; : , C
Long-Term Debt : : $ 4,814:0 $ 5,098.7 :'$ 4,660.5 $ 4,222.3 $ 4,369.3
Noncontrolling Interests 75.3 20.1 19.2 94,5 - 22.4
BGE Preference Stock Not Sub}ect to Mandatory
Redemption 190.0 190.0 190.0 190.0 190.0
Common Shareholders’ Equlty 8,697.1 3,181.4 5,340.2 4,609.3 4,915.5
Total Caplta.hzatlon o $13,776.4 $ 8,490.2 $10,209.9 $ 9,116.1 $ 9,497.2
Financial Statistics at Year End o ‘
Ratio of Earnings to Fixed Charges : - 1476 N/A 3.84 4.05 3.04
Book Value Per Share of Common Stock $ 4327 $ 1598 $ 2554 $ 27.57

We discuss items that affect comparability between years, including acquisitions and dispositions, accounting changes and other items,

in Item 7. Management’s Discussion and Analysis.
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Baltimore Gas and Electric Company and Subsidiaries

2009 2008 2007 2006 2005
(In millions) o
Summary of Operations ' ,
Total Revenues $3,579.0  $3,703.7 $3,418.5 $3,015.4 $3,009.3
Total Expenses 3,310.6 ° 3,521.2 3,084.2 2,646.3 2,612.8
Income From Operations 2684 182.5 334.3 369.1 396.5
.Other Income: 25.4 29.6 26.9 6.0 5.9
Fixed Charges 139.3 139.9 125.3 102.6 93.5
Income Before Income Taxes 154.5 72.2 235.9 - 2725 308.9
Income Taxes 63.8 20.7 96.0 102.2 119.9
Net Income 90.7 51.5 139.9 170.3 189.0
Preference Stock Dividends 13.2 13.2 132 132 13.2
Net Income Attributable to Common Stock before ' ‘
Noncontrolling Interests $ 775 % 383 $ 126.7 $ 157.1 $ 175.8
Net Loss-(Income) Attributable to Noncontrollmg . : ’ . :
Interests \ 7.3 — (0.1) —_ —_
Net Income Attributable to Common Stock '$ 848 $ 383 $ 126.6 $ 157.1 $ 175.8
Certain prior-year amounts have been reclassified to conform. with the current year§ fresentatz’on.
Summary of Financial Condition . :
Total Assets $6,453.1 $6,086.2 $5,783.0 $5,140.7 . $4,742.1
Current Portiori of Long-Term Debt $ 565  $§ 90.0 $ 375.0 $ 2583 $ 469.6
Capltallzatlon S - ‘ .
. Long-Term Debt $2,141.4 $2,197.7 $1,862.5 $1,480.5 $1,015.1
Noncontrolling Interest 17.6 16.9 16.8 16.7 18.3
Preference Stock Not Subject to Mandatory , _ B
 Redemption 190.0 190.0 190.0 - 190.0 190.0
Common Shareholder’s Equity 1,938.8 1,538.2 1,671.7 1,651.5 . 1,622.5
Total Capitalization - © $4,287.8 $3,942.8 - $3,741.0 $3,338.7 "$2,845.9
Fmandal Statistics at Year End ‘
Ratio of Earnings to Fixed Charges 2.07 1.50 2.84 3.60 4.22
Ratio of Earnings to Fixed Charges and Preferred and ‘ _
Preference Stock Dividends 1.80 1.33 242 2.99 3.45

We discuss items that affect comparability between years, including accountmg changes and other items, in lrem 7. Management’s

Discussion and Analysis.
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Item 7. Management’s 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 and joint ventures including a merchant energy
business and Baltimore Gas and Electric Company (BGE). We
describe our operating scgments in. Note 3 to Comolzdated
Financial Statenients.

This report is'a combined report of Constellatlon 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 business(es)” are to BGE. We
discuss our business in more detaﬂ in Jtem 1. Business section
and the risk factors affecting our business in Jtem 1A. Risk
Factors section.

In this discussidn 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,

L 2K 2 R 2

impact of these factors on our overall financial
: condmon,

¢ -our net-available liquidity and collateral requirertients,
and _
" & ‘expected future expenditures for capital projects.

As you read this discussion and analysis, refér to our
Consolidated Statements of Income (Loss), which present the
results of our operations for 2009; 2008, and 2007. 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, 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 management’s 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 a
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 a discussion of our exposure to
various market risks.

expected sources of cash for furure capltal expendltures, '

- Strategy

As a result of significant market events in 2008, we previously
disclosed plans to refocus and, in some cases, exit parts of our
merchant energy business. We also sought to increase available
liquidity and reduce our business risk. In addition, in. November
2009, we completed a transaction to sell to . EDF Group and
affiliates (EDF) a 49.99% interest in our nuclear generation and
operation business. This transaction brought us stability asa
stand-alone company as well as improved our liquidity. We
discuss the transaction with EDF and our divestitures in Note 2

" to Consolidated Financial Statements and our available liquidity

and risk management activities later in this Jtem 7.

We are pursuing a strategy of owning and operating
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 is focusing on short—term and long-term

purchases and sales of energy, capacity, and related products to

various customers, including distribution utilities, municipalities,
cooperatives, and residential, mdustrlal commerc1al 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 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.

Our merchant energy business actively manages our

; Customer Supply operations with both physical and contractual
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assets in order to derive incremental value. The combination of
our Generation and Customer Supply operations allows us to
manage our Customer Supply operations in 2 collateral-efficient
manner. Through our retail sales channels, we are able to
manage our generation with lower requiremients to post
collateral. Additionally, when we use owned or contracted
generation, we reduce our collateral posting requirements.

We have load obligations greater than our generation assets.
Going forward, we intend to buy generation assets and enter ©
into longer-tenor agreements with merchant generators in
regions where we currently serve load but do not have a
significant generation presence. We believe that by better
matching generating assets with our load obligations, we will be
able to further reduce our dependence on exchange-traded
products, thereby lowering our collateral requirements. We
believe that the proceeds received from the transaction with
EDE along with overall market conditions, provide the resources
and potential opportunities to add to our generation assets at
attractive prices over the next two to three years.

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 a



strong balance sheet and investment-grade credit quality through
the use of a business model that applies cash flow to reduce
debr. :
While we pursue the above ‘strategy with Generation and
Customer Supply activities, we are continuing a disciplined
approach to the management of our collateral requirements and
liquidity, including: :
¢ _pricing new business to reﬂect the full cost of capital in

" - the current economic environment,
balancing operating cash flows with earnings growth,
maintaining a liquidity cushion in excess of credit-rating
downgrade collateral requirements and market stress
conditions,
using proceeds from the sale of a 49.99% membersh1p
interest in CENG to EDF to reduce our debt and
mainrain credit metrics: consistent with investment grade
ratings to support our Customer Supply operations; and
focusing on Constellation Energy’s core strengths of:

& owning, developing, and operanng 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 relatlonshlps with retail
and wholesale customers.

We are also in the forefront of the proposed dcvelopment
of new nuclear generation in the United States through our
UniStar Nuclear Energy (UNE) joint venture with EDE EDF
brings' operational .experience,. global scale, and procurement
leverage to the development of new nuclear plants in the United

States.

Business Environment
Various factors -affect our financial results. We discuss some of
these factors in more detail in Jtem 1. Business—Competition
section.. We also discuss these various factors in the Forward
Looking Statements and Ttem 1A. Risk Factors sections.

Throughout 2008, volatility in the financial markets
intensified, leading to dramaric 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. In 2009, markets in which we operate
were affected by declining prices for power, gas, and capacity.

During 2009, we improved our liquidity and reduced our
business risk in response to these market events. 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 a potential counterparty default.
We discuss our customer (counterparty) credit and other risks in
mote detail in the Risk Management-scction. Competition
impacts our business.

We discuss merchant compctmon in more detail in ftem I.
Business—Competition section. The impacts of electric
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deregulation on BGE in Maryland are discussed in Jtem 1.
Business—Baltimore Gas and Flectric Company—Electric
Business—-Electric Competition section. .

Regulation—Maryland

Maryland PSC

In addition to electric restructuring, which we discuss in fzem 1.
Business—Electric Competition section, regulation by the Maryland
Public Service Commission (Maryland PSC) significantly
influences BGE’s businesses. The Maryland PSC determines the
rates that BGE can charge. customers of its electric distribution
and- gas businesses. The Maryland PSC incorporates into BGE's
standard offer service rates the transmission rates determined by
the Federal Energy. Regulatory Commission (FERC). BGE’s
electric rates are unbundled in customer billings to show separate
components for delivery service (i.e. base rates), electric supply
(commodity charge and transmission), and certain taxes and
surcharges. The rates for BGE's regulated gas business continue
to consist of a delivery charge (base rates as well as certain taxes
and surcharges) and a commodity charge.

Order Approving Transaction with EDF
In October 2009, the Maryland PSC issued an order approving
our transaction with EDF subject to the following conditions,
with which both Constellation Energy and EDF are complying:
o Constellation Energy is to fund a one-time per customer
distribution rate credit for BGE residential customers,
before the end of March 2010, totaling $110.5 million,
. or approximately $100 per customer, for which we
recorded a liability and corresponding reduction in
regulated.electric and gas revenues in November 2009.
In December. 2009, BGE filed a tariff with the
- Maryland PSC ‘stating we would give residential
customers a rate credit of exactly $100: per customer. As
a result, we accrued an additional $1.9 million for a
total fourth quarter 2009 accrual of $112.4 million.
Constellation Energy made a $66 million equity
contribution to BGE in December 2009 to fund the
after-tax amount of the rate credit as ordered by the
Maryland: PSC.
Constellation Energy is required to make a $250 million
cash capital contribution to BGE by. no later than
June 30,.2010. Constellation Energy made: this equity
contribution to BGE in December 2009,
BGE will not pay common dividends to Constellation
+ Energy if: :

# -after the dividend payment, BGEs equity ratio
would be below 48%:as calculated pursuant to the
Maryland PSC’s ratemaking precedents, or

& BGE’s senior unsecured credit rating is rated by
two.of the three major credit rating-agencies below
investment grade..

BGE may file an electric and/or gas distribution rate
case at any time beginning in January 2010 -and may
not file a subsequent electric and/or gas distribution rate
«case until January 2011.-Any. rate increase in the first
electric distribution rate: case will be.capped at 5% as



agreed to by Constellation Energy in its 2008 settlement
with the State of Maryland and the Maryland PSC.
BGE plans to file an electric and gas distribution rate
case in the second quarter of 2010.

Constellation Energy will be limited to allocating no
more than 31% of its holding company costs to BGE

-until the Maryland PSC reviews such cost allocations in

the context of BGE'’s next rate case.

Constellation Energy and BGE are required to
implement “ring fencing” measures designed to provide
bankruptcy protection and credit rating separation of
BGE from Constellation Energy. Such measures include
the formation of a new special purpose subsidiary by
Constellation Energy to hold all of the common equity
interests in BGE. We completed ‘the implementation of
these measures in February 2010.

Maryland Settlement Agreement
In March 2008, Constellation Energy, BGE, and a Constellation
Energy affiliate entered into a 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 1, 2008. Pursuant to the terms
of the settlement agreement:

# Each party acknowledged that the agreements adoptcd

in'1999 relating to Maryland’s electric restructuring law
are final and binding and the Maryland PSC closed
ongoing proceedings relating to the 1999 settlement.

- BGE provided its residential electric customers

approximately $189 million in the form of a one-time
$170 per customer rate credit. We recorded a reduction
to-“Electric revenues” on our and BGE’s 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 Calvert Cliffs Unit 1 and
Unit 2, scheduled to begin no earlier than 2034 and
2036, respectively, and are no longer-obligated to pay a
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 1, 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 1, on June 1, 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
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charge will be suspended from June 1, 2010 through
December- 31, 2016,

Any increase in electric distribution revenue awarded in
the first electric distribution rate case filed by BGE after
the settlement will be capped at 5% with certain
exceptions. 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 1, 2008, BGE implemented revised
depreciation rates for regulatory and financial reporting
purposes. The revised rates reduced depreciation expense
by approximately $14 million in 2008 and

$25.2 million in 2009 without impacting distribution
rates charged to customers.

Effective June 1, 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.

Senate Bills 1 and 400
In June 2006, Maryland Senate Bill 1 was enacted, which
among other things:

*

imposed rate stabilization measures that (i) capped rate
increases by BGE for residential SOS service at 15%
from July 1, 2006 to May 31, 2007, (ii) gave residential
SOS customers the option from June 1, 2007 until
December 31, 2007 of paying a full markert rate or
choosing a short term rate stabilization' plan in order to
provide a 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 1, 2008; and

allowed BGE to recover the costs deferred from July 1,
2006 to May 31, 2007 from its customers over a 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 1:

*

In May 2007, the-Maryland PSC approved a plan to

allow residential electric customers to defer the
transition to full market rates from June 1, 2007 to
January 1, 2008. The 4 percent of customers who. chose
to defer are repaying the deferred amounts without
interest over a twenty-one month period which began
on April 1, 2008.

In June 2007, a 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 1, 2006 to May 31, 2007. We discuss



the rate stabilization bond issuance in more detail in
Note 9 to Consolidated Financial Statements.

In April 2007, Maryland Senate Bill 400 was enacted
which made certain modifications to Senate Bill 1. 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. . S

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 a final report in December
2008. In the final report, the Maryland PSC did not
recommend returning the former utility. generation assets to full
cost of service regulation, but father recommended incremental,
forward looking re-regulation when appropriate to ensure a
reliable supply of electricity or to:obtain economic benefits for
customers. In 2009, the Maryland PSC continued to examine
how to procure electric supply for-Maryland residents, from
modifications to the existing auction process to requiring that
new. generation be built by the ‘utilities or by third parties. We
cannot at this time predict the ultimate outcome of these
inquiries, studies, and' recommendations or-their actual effect on
our, or BGE’s financial results, but it could be material. :

We discuss the market risk of our regulated - elcctnc busmess
in more deétail 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 a profit. BGE has both electric base rates and gas base rates.

BGE may ask the Maryland PSC te increase base rates
from time to time, subject to limitations in the Maryland PSC’s
October 2009 order approving our transaction with EDE The
Maryland PSC historically has allowed BGE to: increase base
rates to recover its utility plant investment and operating: costs,
plus aprofit. Generally, rate increases improve the earnings of
our regulated businéss because they-allow us to collect more
revenue. However, rate increases are normally: granted based-on
historical data and those increases may not always keep pace
with increasing costs. Other partiesrmay petmon the Maryland
PSC to decrease base rates. o

BGE’s most recently approved return :on electrlc _
distribution rate base was 9.4% (approved in 1993). BGE’s most
recently approved-return on gas rate base was 8. 49% (approved
in 2005) :

Revenue Decouplmg

The Maryland PSC has allowed us to record a monthly
adjustment to our electric distribution revenues from residential
and small commercial customers since 2008 and for the majority
of our large commercial and industrial customers since February
2009 to eliminate the effect of abnormal weather and usage
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patterns per customer on our electric distribution volumes,
thereby recovering a specified dollar amount of distribution
revenues per customer, by customer class, regardless of changes
in consumption levels. This means BGE recognizes revenues at
Maryland PSC-approved levels per customer, regardless: of what -
actual distribution volumes were for a billing period. Therefore,.
while these revenues are affected by customer growth, they will
not be affected by actual weather or usage conditions. We then
bill or credit impacted customers in subsequent months for the
difference between approved revenue levels. under revenue
decoupling and actual customer billings. We have a similar
revenue decoupling mechanism in our gas business.

Demand Response and Advanced Metering Programs

In order to implement an advanced metering pilot program and
a demand response program, BGE defers costs associated with
these programs as-a 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 1. Business—DBaltimore Gas.and Electric Company—Electric
Load Management. :

Electric Commodity and Transmission Charges

We discuss BGE electric commodity -and transmission charges
(standard offer service), including the. impact of the enactment
of Senate Bill 1 in Maryland, in the Business Environment—
Regulatim—Mary/and—Senate‘ Bills 1 and 400 section. -

Gas Commiodity - C}mrge '

BGE charges its gas customers separately for the natural gas they-
purchase. The price BGE charges for the natural gas is based on
a market-based rates incentive mechanism approved by the
Maryland PSC. We discuss market-based rates in more detail in
the Regulated Gas Business—Gas Cost Adjustments séction and in"
Note 6 to Consolidated Financial Statements.

Federal Regulation - -

FERC :

The FERC has Jurxsdlctron over various aspects of our business,”
including electric transmission and wholesale natural gas and
electricity sales. BGE transmission rates are updated annually
based on a formula methodology approved by FERC. The rates-
also include transmission investment incentives approved by
FERC in a number of orders covering various new transmission
invesement projects since 2007. We believe that FERC’s
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 BGE’s ‘transmission system has
been under the authority of PJM Interconnection (PJM), the
Regional Transmission Organization (RTO) for the Mid-Atlantic
region, :pursuant to FERC oversight. As the transmission
operatot, 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 additien to PJM, RTOs exist in other regions of the . .
country such as the Midwest, Néw 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 system and transmission system reliabilicy. Our

merchant energy business participates in these regional energy .. -
markets. These markets are continuing to develop, and revisions .
to market structure are subject to review and approval by FERC.-

We cannot predict the outcome of any reviews at this time. -.
However, changes to the structure of these' markets could have a.
material effect on our financial results. :

FERC Initiatives

Ongoing initiatives at FERC have included a-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 satisfy FERC’s test for determining whether
to grant a public utility market-based. rate authority. o
In November. 2004, FERC eliminated through dnd 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 1, 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 a 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, andan initial decision from the FERC

administrative law judge (ALJ) was:issued in August 2006. The. .

decision: of the ALJ generally found in favor of reducing the. .
overall SECA liability. The decision, if upheld, is expected to ..
significantly reduce the overall SECA liability ar issue in this -

proceeding. However, the ALJ also allowed SECA charges to be

shifted to upstream suppliefs, subject to certain adjustments.
Therefore, certain charges could be shifted. to our Global
Commodities operation. FERC has stated that it would issue a
substantive order on the ALJ’s decision no later than the end of
May 2010. Nonetheless, the amounts collected under the SECA
rates are subject to refund and the ultimate outcome of the -
proceeding establishing SECA rates. is uncertain. Depending on
the ultimate outcome, the proceeding may have a material effect
on. our financial results.
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Capacity Markets .

In general, capacity market design revisions are routinely
proposed and considered on an ongoing basis. Such changes are
subject to FERC’s review and approval. ‘Currently, we cannot
predict the outcome of these proceedings or the posSibIe effect
on our, or'BGE’s, financial results: :

Thirough 2008 and 2009, PJM. made several ﬁlmgs at
FERC proposing various revisions to-its capacity market, or
Reliability Pricing Model .(RPM), including the determination of
the cost-of-new-entry (CONE), which is an important
component in determining the price paid to capacity resources
in PJM. PJM also proposed revisions relating to the
participation of energy efficiency-and. demand resources, and
market power-and mitigation rules. Some of these matters are
still pending at FERC. While recent. RPM ‘design changes have
not yet had a material effect on our financial results, we cannot
predict the outcome of the issues still. pending or on any
capacity market design changes that result'from new regulatory
requirements. Such changes could have a material i impact on our
financial results. 3

In May:2008, five state pubhc service commlsslons,
including the Maryland PSC, consumer advocates, and others
filed a complaint-against PJM at the FERC, alleging that the
RPM produced unreasonable prices during the period ‘from
June 1, 2008 through May- 31, 2011. The complaint requests
that FERC .éstablish a refund effective date of June 1, 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 1;:2008 through 2011/12. In September
2008, FERC dismissed the complaint and in October 2008, -the-
complainants requested a rehearing at FERC. FERC denied
rehearing and ultimately the case was appealed and is pending
before the United States Court of Appeals for the District of
Columbia. 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-a material impact on our financial results.

In April 2009, the Attorney General of Connecticut, the
Connecticut Department of Public Utilities and Office of
Consumer Counsel (together, the Connecticut Parties) filed
complaints at FERC alleging improper energy bidding behavior
since December 1,.2006 by generators located in New York that.
also received capacity. payments within ISO-New England. In
May 2009, the Connecticut Parties filed an amended complaint
asserting that Constellation Energy Commodities Group, Inc.
(CCG) and others received capacity payments while never
intending to perform-as capacity resources. The revised
allegations assert that. certain generators engaged in “economic
withholding” by submitting energy bids at or near the offer cap.
Since December 2006, CCG has received approximately
$7 million in payments for capacity offered into ISO-New
England associated with Constellation Energy’s.nuclear facilities
located in NY. .In August 2009, FERC issued an order setting
this matter for a public- hearing before an-ALJ to determine the
intent of the capacity suppliers (including CCG) in making their
energy: offers in ISO-New England. CCG is participating in the
administrative hearing, which is ongoing and has maintained its



adherence to all applicable rules and regulations relating to. the
market activity. However, we cannot predict the outcome of the
FERC hearing or any potential liability that CCG may incur.

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, both in the states and 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 a material effect on our financial results.

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 and cyber-security 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.

Given the increasing concern over the security of the
country’s energy infrastructure, there could be future rules or'
regulations related to the operation:and security requirements of
our generating facilities and electric and gas. transmission and
distribution systems, which could have a material impact on:our
operations and financial results.

Commodity Futures Trading Commission

The United States Congress and the Commodity Futures
Trading Commission (CFTC) are évaluating additional laws and
regulations for the derivatives markets, including position limits
and eliminating regulatory exemptions for hedging activity. We-
are unable to determine the final form any regulations or new
laws may take, but sich laws or regulations could have a
material effect on our business.

Market Oversight

Regulatory agencies that have jurisdiction over our businesses,
including the FERC and CFTC, possess broad enforcement and
investigative authority to ensure well functioning markets dnd to
prohibit ‘market ‘manipulation or violations of the agencies’ rules
or orders. These agencies also possess significant civil penalty
authority; including in the case of FERC and the CFTC, the
authority to impose a penalty of up to $1 million per day per
violation. We are committed to a culture of compliance and
ensuring compliance with- all applicable rules, laws and orders.
Nonetheless, the regulatory agencies engage in either public or
non-public investigations in response to allegations of
wrongdoing and we may be involved in certain market activities
that become subject to investigations. Even where no
wrongdoing is found, the process of participating in-a regulatory
investigation could have a material effect on our business. -

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 PSC—Revenue Decoupling,: Regulased Electric Business—
Revenue Decoupling and Regulated Gas Business—Revenue
Decoupling sections.

Other Factors
A 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: _ v

_ & seasonal, daily, and hourly changes in demand,
number of market participants,
extreme peak demands,
available supply resources,
transportation and transmission availability and
reliabilicy within and between regions,
location of our generating facilities relative to the
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location of our load-serving obligations,

& implementation of 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 a result of regional
differences in:

¢ weather conditions,



market liquidity,
capability and reliability of the physical electricity and
gas systems,

- & local transportation systerns, and

# the riature 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 a given period. We use
these termis later in our discussions of regulated electric and gas
operations. In those sections, we discuss how these and other
factors affected electric and gas sales during the periods
presented.

The number of customers in a given perlod 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 1. 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 1 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
Consolidatéd 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
management’s control. As a 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 a company’s financial condition and results of *
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operations and require managements most difficult, subjective,
or complex judgment, often as a 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 I to Consolidated Financial
Statements.

Accounting for Derivatives and Hedging Activities

We utilize a variety of derivative instruments. in order to manage'
commodity price risk, interest.rate risk, and foreign currency
risk. Because of the extensive nature of the accounting
requirements that govern both accounting treatment and
documentation, as well as the complexity of the transactions
within its scope, management is required to exercise judgment in
several areas, including the following; .-

# identification of derivatives,

¢ sclection of accounting treatment for derivatives,

& valuation of derivatives, and

¢ impact of uncertainty.

As discussed in more detail below, the exercise of
management’s judgment in these areas materially impacts our
financial statements. While we believe we have appropriate
controls in place to apply the derivative accounting
requirements, failure to meet these requirements, even
inadvertently, could require the use of a different accounting
treatment for the affected transactions. In addition,
interpretations of these accounting requirements continue to
evolve, and future changes in accounting requirements also could
affect our financial statements materially. We discuss derivatives
and hedging activities in more detail in Note I and Note 13 to
Consolidated. Financial Statements.

Hdentification of Derivatives

We must evaluate new and existing trarisactions.and agreements
to determine whether they are derivatives. Identifying derivatives
requires us to exercise judgment in interpreting the definition of
a derivative and applying that definition to each individual
contract. If a contract is not a derivative, we cannot apply
derivative accounting, 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 a contract is a derivative, we must apply derivative aceounting,
which provides for several possible accounting treatments as
discussed more fully under Accounting Treatment below. As a
result, the required accounting treatment and its impact on our
financial statements can vary substantially depending upon
whether a contract is a derivative or a non-derivative.

Accounting Treatment

We are' permitted several possible accounting treatments for
derivatives that meet all of the applicable. requirements.
Mark-to-market is 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, both at the time of
designation and on an ongoing basis.
- The permissible ‘accounting treatments. for derivatives are:
& mark-to-market, ‘
¢ cash flow hedge,
& fair value hedge, and v - _
& acctual 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:

Recognition and Measurement

Accounting

Treatment Balance Sheet

Income Statement

Mark-to-market @ Derivative asset or
liability recorded at fair

@ Changes in fair value
recognized in earnings

value
Cash flow ¢ Derivative asset or @ Ineffective changes in
hedge liability recorded at fair fair value recognized in
value ) eafnings
@ Effective changes in fair 4 Amounts in accumulated
value recognized in other comprehensive
accumulated other income reclassified to
comprehensive income .earnings when the
" hedged forecasted
transaction affects
earnings or becomes
probable of not
occurring
Fair value’ # Derivative asset or # Changes in fair value
hedge liability recorded at fair recognized in earnings
value ¢ Changes in fair value of -
¢ Book value of hedged hedged asset or liability
asset or liability adjusted recognized in earnings
for changes in its fair
vl |
NPNS #_ Fair value not recorded 4 Changes in fair value
(accrual) & Accounts receivable or not rccognizéd in
accounts payable earnings '
recorded when derivative @ Revenue or expense

recognized in earnings
when underlying
physical commodity is -
sold or consumed

settles

We exercise judgment in determining which derivatives
qualify for a particular accounting treatment, including:
¢ Cash flow and fair value hedges—determination 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. o
# Accrual accounting under NPNS—determination 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, we are not required to designate and account

“for all such contracts identically. We generally elect accrual or'
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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,



As a result of making these judgments, the selection of accounting treatments for derivatives has a.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 (AOCI). 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

Accounting Treatment

in Fair Value on: 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
AOCI ~ & No impact Increase or decrease ¢ No impact & No impact
l for effective portion of :
hedge
Earnings prior to ¢ Increase or decrease Increase or decrease ¢ Increase or decrease + No impact

settlement

for ineffective portion '

~of hedge

for change in
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
reclassified to earnings
when hedged
forecasted transaction
affects earnings or

'Hedged margin

recognized in earnings

¢ Revenue or expense

recognized in earnings
when underlying
physical commodity is
sold or consumed

when the forecasted
transaction becomes
probable of not

occurring

Valuation

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 a market participant. An exit price is the price at
which a market participant could sell an asset or transfer a
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 management’s best estimates of
inputs a 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
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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 a 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 a material impact on the valuation of
derivatives and, as a result, could also have a 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 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,
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.
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:

# a significant decrease in “the market price of a long-lived
asset,
-a significant adverse-change in the manner an ‘asset is
being used or its physical condition,
an adverse action by a regulator or legislature or an
-adverse change in the business climate,
an accumulation of costs significantly in excess of the
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amount originally expected for the construction or
acquisition of an asset,

a current-period loss combined with a history: of losses
or the projection of future losses, or

a change in our intent about an asset from an intent to
hold to a 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 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
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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 a
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 evaluatlons 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 a single interest rate that is commensurate with the
risk involved with such an investment or employ an expected
present value method that probability-weights a range of possible
outcomes. The use of these methods involves the same mherent
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. Impairment for unproved property occurs if therc
are no firm plans to continue drilling, thé lease is near its
expiration, or hlstorlcal experience necessltates a valuation
allowance.

Investments

We evaluate our equity-method and cost- method investments
(for example, CENG, UNE, CEP and partnerships that own
power projects) to determine whether or not they are impaired.
The standard for determining whether an impairment must be
recorded is whether the investment has expenenced an_ other :
than a temporary” decline in value.

The evaluation and measurement of investment v
impairments involves the same uncertainties as described above
for long-lived assets that we own directly. 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, we
would record our proportionate share of that impairment loss
and would evaluate our investment for an other than temporary
decline in value.



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 nuclear joint ventures and
CEP. These issues include environmental and legislative
initiatives as well as events that will impact the viability of new
nuclear development: We discuss certain risks and uncertainties
in more detail in our Forward Looking Statements and Item 1A.
Risk Factors sections. However, should future events causé these
investments to become uneconomic, our investments in these
projects could become impaired.

Current California statutes 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, and any losses recognized -could be material.

Debt and Eqmty Securities

Our available for sale investments in debt and equity securities
are subject to impairment evaluations. OQur most significant
available for sale securities were the nuclear decommissioning
trust fund assets. However, upon the completion of our .
transaction with EDF on November 6, 2009, we no longer
reflect the nuclear decommissioning trust fund assets on our
Consolidated Balance Sheets. To the extent that CENG impairs
its nuclear decommissioning trust fund assets, we will report our
share of the impairment as part of our equity investment
earnings in CENG,

We determine whether 2 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 a new cost basis. For securities held in our nuclear
decommissioning trust fund through November 6, 2009 for
which the market value was below book value, the decliné in fair
value for these securities was considered other than temporary,
and the securities were 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 do not
amortize goodwill. We 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
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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.

Significant Events
Sale of 49.99% Membership Interest in CENG to EDF
On November 6, 2009, we sold a 49.99% membership interest
in CENG, our nuclear generation and operation business. The
following summarizes where we disclose the 51gn1ﬁcant impacts
of this transaction on us:

4 We provide an overview of this transaction in ftem 1.
Business section.
Upon the close of this transaction, we deconsolidated
CENG and recorded our initial investment in CENG
on our Consolidated Balance Sheets. We discuss the
significant changes as a result of recording the
transaction and the deconsolidation of CENG on our
Consolidated Balance Sheets and the expected impdct on
our ongoing ﬁnancml results and cash flows in this
section.
As a result of recording the transaction, we have

*

presented certain additional line items on our
consolidated. financial statements in ftem 8, such as.our
investment in CENG, the gain on sale, and the

. proceeds received from the transaction.

We recorded a significant gain on the sale of the
49.99% membership interest as well as on our retained
interest at transaction close. The fair value of our
investment in CENG exceeded our share of CENG’s
equity because CENG’s assets and liabilities retained
their historical carrying value. This basis difference will
be amortized as a reduction to our future equity in
earnings of CENG. We discuss this item in Notes 2 and
4 to Consolidated Financial Statements.

We discuss the Maryland PSC order approving the
transaction in Note 2 to Comolzdzzted Financial
Statements.

The closing of the transaction impacted our credit
facilities and, therefore, our net available liquidity. We
discuss our net available liquidity in this section.
A-portion .of the proceeds received from the transaction
will be used to retire approximately $1 billion of debt
prior to its maturity. We discuss our debt retirements to

: date in Note 9 t0 Consolidated Financial Statements.

+ Given the significance of our investment in CENG, we
are exposed to many of the same risks as CENG.
CENG is exposed to risks associated with operating
nuclear generating facilities and the risk of a nuclear

*

accident. We discuss our exposure to certain of these
risks in Note 12 to Consolidated Financial Statements.
« We entered into the following. agreements' with- CENG:
# a power purchase agreement,
# a power services agency agreement, and
¢ an administrative services agreement.
We discuss the nature and purpose of these agreements
in Note 16 to Consolidated Financial Statements.



BGE Residential Customer Rate Credit

On October 30, 2009, as part of the order approving our
transaction with EDE, the Maryland PSC required Constellation’
Energy to fund a one-time distribution rate credit to be given to
BGE residential customers before the end of March 2010
totaling $110.5 million, or approximately $100 per customer. In
December 2009, BGE filed a tariff with the Maryland PSC
stating BGE would give residential customers a distribution rate
credit of exactly $100 per customer. We recorded the total credit
of $112.4 million in the fourth quarter of 2009 and will apply
it to customer bills in the first quarter of 2010 as required under
the order. Constellation Energy made a $66 million equity
contribution to BGE in December 2009 to fund the after-tax
amount of the rate credit as required by the Maryland PSC
order approving the transaction with EDE We discuss BGE’s
residential customer rate credit in Note 2 to Consolidated
Financial Statements.

Contribution to BGE .

On October 30, 2009, as part of the order approving our
transaction with EDE, the Maryland PSC required Constellation
Energy to provide a $250 million cash capital contribution to
BGE by no later than June 30, 2010. Constellation Energy
made this contribution in December 2009. '

Acquisitions -
In July 2009, we acquired CLT Efficient Technologies Group
(CLT), an energy services company
On November 30, 2009, we signed an agreement to
acquire the Criterion wind project in Garrett County, Maryland.
We discuss these acquisitions in more detail in Noze 15 z0
Consolidated Financial Statements.

Divestitures ’
During 2009, we cornpleted the following dlvestltures

Operation Closing Date
Majority of our international commodities

operation March 2009
Gas and other trading operations (1) : Aprii 2009
Uranium market participant June 2009
Shipping joint venture investment - August 2009

District energy facility December 2009

(1) Simulfaneously with this divestiture, we entered into an
agreement with the buyer to provide us with the gas supply
needed to support our retail gas customer supply operatiom. :

We discuss these’ divestitures and the gas supply agreement
in more detall in the Note 2 to Comolm’ated Fzmmczal Smtements
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Merger Termination and Strategic Alternatives Costs
Throughout 2009, we incurred merger termination and strategic
alternatives costs related to the terminated merger with
MidAmerican Energy Holdings Company (MidAmerican) in
2008, the conversion of our Series A Preferred Stock into 2 note,
the transactions related to EDF, and other strategic alternatives
costs. We discuss costs related to the mergers and strategic
alternatives in more detall in Note 2 to Consolidated Financial
Statements.

Impairment Losses and Other Costs

Throughout 2009, we recorded impairment losses and other
costs on certain of our equity method investments, investments
in equity securities and other assets. We discuss these charges in
more detail in the Note 2 to Consolidated Financial Statements.

Workforce Reduction Costs

During 2009, we incurred workforce reduction costs primarily
related to the divestiture of a majority of our international
commodities operation as well as other smaller restructurings
elsewhere in our organization. We recognized a $12.6 million
pre-tax charge in 2009 related to the elimination of
approximately 180 positions. We expect all of these
restructurings will be completed within 12 months from the
program’s initiation. We discuss our workforce reduction costs in
more detail in Note 2 to Consolidated Financial Statements.

Redemption of Notes

In the fourth quarter of 2009, we redeemed our Zero Coupon
Senior Notes early and recognized a pre-tax loss of .

$16.0 million. '

In February 2010, we retired certain of our r 7.00% Notcs
due April 1, 2012 as part of a cash tender offer ,,la'unched in
January 2010 and issued call notices to retire ce:_fain tax exémpt
notes. ’ ,
We discuss these transactions in more detail in Noze 9 to
Consolidated Financial Statements.

Results of Operatlons :

In this section, we discuss our earnings and the factors affectmg‘
them. We begin with a general overview, and then separately
discuss.earnings-for our operating segments. Significant changes .
in other income (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 Jtem 1 Business—QOverview section and in
the Strategy and Significant Events sections, Constellation
Energy’s 2009 and 2008 operating results were materially
impacted by a number of significant events, transactions, and
changes in our strategic direction. The impact of these items has
affected the comparability of our 2009 and 2008 results to prior
periods and will alter Constellation Energy’s operating results in
the future. In this section, we highlight the 2009 and 2008
impacts of these items.



Overview
Results

2009

2008 2007

(In millions, after-tax)

Net income (loss):

Merchant energy $4,435.0 $(1,374.6) $677.9

Regulated electric 79.1 11.1 107.9

Regulated gas 25.5 40.4 32.0

Other nonregulated (36.2) 4.7 16.6
Income (Loss) from continuing

operations and before cumulative

effects of changes in accounting

principles 4,503.4 (1,318.4)  834.4
Loss from discontinued operations — — (0.9)
Net Income (Loss) $4,503.4  $(1,3184) $833.5
Net Income (Loss) attributable to

common stock $4,443.4  $(1,314.4) $821.5
Change from prior year $5,757.8 - $(2,135.9)

Our total net income attributable to common stock for
2009 improved compared to 2008 by $5.8 billion, or $29.53

per share, mostly because of the following:

Increase/{Decrease)
2009 vs. 2008

(in millions, after-tax)

Generation gross margin $ 38
Customer Supply gross margin 22
Global Commodities gross margin “(177)
Absence of sale of upstream gas assets (16)
Hedge ineffectiveness 84
Absence of credit loss—coal supplier

bankruptcy 33
Regulated businesses, excluding the effects

of the 2008 Maryland settlement

agreement and the 2009 residential

customer credit 10
Other nonregulated businesses 41
Total change in Other Items Included in

Operations per table below 5,763
All other changes 42
Total Change $5,758
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Our total net loss attributable to common stock for 2008
deteriorated compared to 2007 by $2.1 billion, or $11.84 per
share, mostly because. of the following:

Increase/ (Decrease)
2008 vs. 2007

(in millions, after-tax)

Generation. gross margin $ 114
Customer Supply gross margin 79
Global Commodities gross margin (121)
Sale of upstream gas assets 16
Absence of 2007 sale of CEP LLC equity (39)
Hedge ineffectiveness . (26)
Credit loss—coal supplier bankruptcy (33)
Merchant operating expenses excluding bad

debt expense, primarily labor and benefit

costs 57
Merchant bad debt expense (19)
Merchant interest expense (63)
Synthetic fuel facilities )
Other nonregulated businesses (12)
Interest and investment income (35)
Total change in Other Items Included in .

Operations per table below (1,966)
All other changes 79
Total Change $(2,136)

Other Items Inciuded in Operations (after-tax):

2009

2008 2007

Gain on sale of 49.99% interest in

(In millions, aﬁer—ta&)

CENG $4,456.1 " $ — $ —
Amortization of basis difference in )

CENG (17.8) — —
International commodities

operation and gas trading .

operation! (371.9) — —
Impairment losses and other costs (96.2) (468.4) (12.2)
Merger termination and strategic

alternatives costs (13.8) (1,204.4) - —
Loss on redemption of Zero

Coupon Senior Notes (10.0) — —
BGE residential customer rate

credit o (67.1) — —
Maryland settlement credit —_ (110.5) —
Impairment of nuclear

decommissioning trust assets (46.8) (82.0) —
Emission allowance write down, net —_ (28.7) —
Non-qualifying hedges — (70.1) 2.0
Credit facility amendment/ ’

termination fees 37.7) — —
Workforce reduction costs 9.3) (13.4) (1.4)

Total Other Items $3,785.5. . $(1,977.5) $(11.6)
Change from prior year $5,763.0 ' '$(1,965.9)

(1)

These amounts include the net losses on the sales of the international

commodities operation, gas trading operation, certain other trading
operations, and a uranium market participant, the reclassification of
losses on previously designated cash-flow hedges from Accumulated Other
Comprehensive Loss because the forecasted transactions are probable of
not occurring, and earnings that are no longer part of our core business.
The impairment losses and other costs and workforce reduction costs line
items also include amounts velated to the operations we divested.



Merchant Energy Business .

Background

Our merchant energy business is a competitive provider of
energy. solutions for various customers. We discuss the impact of
deregulation on our merchant energy business in Jrem 1.
Business—Competition section.

Our merchant energy business focuses on delivery of
physical, customer-oriented products to producers and
consumers, manages the risk and optimizes the value of our
owned generation assets and customer supply activities, and uses
our portfolio management and trading capabilities both to
manage risk and to' deploy limited risk capital.

At the beginning of 2009, we outlined various strategic
initiatives to reduce risk for our Global Commodities operation.
As of December 31, 2009, these initiatives have been completed.
We discuss our current strategy in more detail in the Strategy
section. :

The execution of our strategy in the future may be affected
by instability in financial, credit, and .commodities markets.
Execution of our goals could have a substantial effect on the
nature and mix of our business activities.

We record merchant energy revenues and expenses in our
financial results in different periods depending upon which
portion of our business they affect and based on the associared
accounting policies. We discuss our revenue recognition policies
in the Critical Accounting Policies section and in Note I to -
Consolidated Financial Stavements. :

Our Global Commodities operation transacts in energy and
energy-related commodities in order to manage our portfolio of
energy purchases and sales to customers through strucrured
transactions. As part of these activities, we trade energy and
energy-related commodities and deploy limited risk capital in the
management of our portfolio in order to.carn returns. We
discuss the impact of our trading activities and economic value
at risk in more detail in the Mark-to-Market and Risk
Management sections.
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Results

2009 2008 12007

" (In millions)

Revenues - $12,433.5 $ 16,690.5 $ 18,736.4
Fuel and purchased energy expenses 9,473.1) (13,791.4) (15,501.8)
Operating expenses (1,534.2) . (1,729.7) (1,791.8)
Impairment losses and other costs (98.1) (741.8) (20.2)
Workforce reduction costs (12.6) ° (15.4) (2.3)
Merger termination and strategic -

alternatives costs (145.8). - (1,204.4) —
Depreciation, depletion, and : ‘

amortization (250.2) (287.1) (269.9)
Accretion of asset retirement

obligations (62.3) (68.4) " (68.3)
Taxes other than income taxes (108.5) (124.3) (110.2)
Equity investment earnings 18.7 82.3. 8.1
Gain on sale of 49.99% interest in . ‘

CENG 7,445.6 — —
(Loss) gain on divestitures (464.2) 255 —_
Income (Loss) from Operations $ 7,748.8 $ (1,164.2)$ ~ 980.0
Income (Loss) from continuing

operations and before cumulative

effects of changes in accounting ‘

principles (after-tax) $ 4,435.0 $ (1,374.6)$ 6779

Loss from discontinued operations .

(after-tax) — — 0.9)
Net Income (Loss) $ 4,435.0 $ (1,374.6)$  677.0
Net Income (Loss) attributable to '
common stock $ 4,381.0 $ (1,357.4)$ - .678.3
Change from prior year $ 5,738.4 $ (2,035.7).
Ot/aer Items [nclua’ea’ in Operations (aﬁer—tax)
Gain on sale of 49.99% interest in
CENG $ 4,456.1'% — 3 —
Amortization of basis difference in =
CENG (17.8) — —
International commodities operation
and gas trading operation (1) (371.9) — —

Impairment losses and other costs (84.7) (468.4): (12.2)

Merger termination and ‘strategic g

alternatives costs (13.8) . (1,204.4) —

Loss on redemption of Zero .

Coupon Senior. Notes "(10.0) —= —

Impairment of suclear

decommissioning trust assets (46.8) (82.0) —

Emission allowance. write-down, net —_ (28.7)- —

Non-qualifying hedges — (70.1) 2.0

Credit facility amendment/

termination fees (37.7) — —

“Workforce reduction costs 9.3) 9.3) (1.4)

Total Other Items - $ 3,864.1 $ (1,862.9)$

(11.6)

Change from prior year $ 57270 $ (1,851.3)

Above amounts include intercompany transactions eliminated in our .
Consolidated Financial Statements. Note 3 provides a reconciliation of
operating results by segment to our Consolidated Financial Statements.

(1) Amount includes the net losses on the sales of the international’ -
commodities operation; gas trading operation, certain other trading
operations, and a uranium market participant, the reclassification of
losses on previously designated cash-flow hedges from Accumulated Other
Comprehensive Loss because the forecasted transactions are pm[m&lg of
not occurring; and earnings that are no longer part of our core business.
The impairment losses and other costs and workforce reduction costs. line
items also include amounts related to the operations we divested.



Effects of Transaction with EDF on Statement of Income (Loss)
Prior to November 6, 2009, CENG was a 100% owned
subsidiary, and we consolidated its financial results within our
Consolidated Statements of Income (Loss). On November 6,
2009, we completed the sile of a 49.99% membership-interest.
" in CENG to EDE, and we deconsolidated CENG. Accordingly;
for the period from Noyember 6, 2009 through December 31,
2009, we ceased recording CENG's financial results and began
to record equity investment earnings from CENG as well as the
effect of our PPA and other transactions with CENG. We
discuss our transaction with EDF in more detail in Note 2 o
Consolidated Financial Statements.
For the period from January 1, 2009. through November 6,
2009, our merchant energy results included the following
financial results of CENG:

For the period from Janiiary 1, 2009 through November 6, 2009
(In billions)

Revenues $1.2
Fuel and purchased energy expenses 0.1
Operating expenses 0.8
Depreciation and amortization 0.1
Income from operations 0.2

As a'result of deconsolidation, we expect that our future
merchant energy results will differ from historical results
primarily due to the following factors:

- # Revenues—We will sell between 85- 90% of the output
" of CENG's plants, excluding output sold by CENG

directly to third parties, rather than 100% of the plants’
total output including volumes contracted to third
parties.

Fuel and purchased energy expenses—We will not
include nuclear fuel expense but instead will reflect our
purchase of between 85-90% of the output of CENG’s
plants, excluding output sold directly to third parties, as
provided under the terms of the PPA with- CENG.
Operating expenses—We will no longer include CENG’s
plant operating costs or general and administrative
expenses. :

Depreciation and amortization expense—-\We will no
longer include deprecation of CENG’s nuclear plants.

Additionally, we will record our 50.01% share of CENG’s
financial results and amortization of the CENG basis difference
in the “Equity Investment (Losses) Earnings” line in our
Consolidated Statements of Income (Loss).”We discuss the -
accounting for our retained investment in CENG in more detail
in Note 2 to 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 enérgy business, and this measure is a
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useful tool for assessing the profitability of ‘éur mierchane-énergy
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. ‘ ' :

In the third:quarter of 2007 we changed the management
of the wholesale procurement function for.retail gas activities -
from our Customer Supply operations to our Global
Commodities operation. In:connection withthis change, we
began to prospectively account for the underlying retail gas
contracts as derivative contracts subject to mark-to-market
accounting, under which changes in fair value are recorded in
revenues as they occur. This activity was previously accounted
for on a gross: basis and recorded in accrual revenues and fuel
and purchased energy expenses. The change to: mark-to-market
accounting for-this activity reduced both our accrual revenues
and fuel and purchased energy expenses in 2008 and 2007.
However, the .change had a minimal impact on gross margin.

We discuss our merchant energy revenues, fuel and
purchased. energy expenses; and gross margin: below. -

Revenues ~ :
Our merchant energy revenues decreased -$4,257.0 million in-
2009 compared to 2008-and decreased-$2,045.9 million in 2008
compared to 2007 primarily due to the following: -

2009 2008
'vs. 2008 vs: 2007

(In millions)

Change in Global Comrhodities mark-to-market " -
revenues dueto changes in power and gas prices: **$ (215): $ (403)
Decrease in volume of business primarily related to ‘ SR
our international coal and freight operation, which e
we have divested (647)
Change in contract prices and volume of business
primarily related to our divested international coal
and freight operation (281)
Change in contract prices and volumes related .to our
domestic coal operation 280
Realization of lower prices and volume of business at
our gas trading operation, which we have divested,
and absence of revenue due to the sales of certain
of our upstream gas properties in 2008

Lower volumes of wholesale and retail load at our

(283)

Global Commodities and Customer Supply
operations, partially offset by higher contract
prices

Realization of higher contract prices on wholesale
and retail load at our Global Commodities and
Customer Supply operations

All other (for 2008 vs. 2007, substantially all due to
change in gas procurement activities)

(3,416)

658

24 (2,020)
$(4,257) $(2,046)

Total decrease in merchant revenues




Fuel and Purchased: Energy Expenses

Our merchant energy fuel and purchased energy expenses
decreased $4,318.3 million in 2009 compared to 2008 and -
decreased $1,710.4 million in 2008 compared to 2007 primarily
due to the following:

2009 2008
'vs. 2008 vs. 2007

(In millions)

Change in Global Commodities mark-to-market
_expenses related to international coal purchase
contracts $ 218 $ (106)

Decrease in volume of business primarily related to
our international coal a.nd freight operation, which
we have divested

Change in contract prices and volume of business
primarily related to our international coal and
freight operation '

Realization of lower volumes at our gas trading
operations, which we have divested

Increase in contract prices and volume related to our
domestic: coal operation "

Lower volumes on wholesale and retail power
purchases at our Global Commodities-and
Customer Supply operations

Realization of higher contract prices on wholesale
and retail purchases at our Global Commodities
and Customer Supply operations

Decrease in synfuels expenses due to explratmn of
tax credits in 2007

All other (for 2008 vs. 2007, substantially all due to
change in gas procurement activities)

- (615)

(238)
(220)

259
(3,956)

710
(141)

@ (1,935

Total decrease in merchant encrgy fuel and purchased

‘ energy expenses $(4,3l8) $(1,710)

Gross Margm

We analyze our merchant energy gross margm in the following
categories.
¢ Generation—our operatlon that owns,. ope,rates, and
=ma1nta1ns fossil, nuclear (through November 6, 2009),
and renewable generating facilities and holds indirect
interests in nuclear generating facilities (since .
November 6, 2009), qualifying facilities, and power
, pro;ects in the United States. We present the gross
. margin results of this operation based on a 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 a
result of changes in prices and expected output. Gross
margin excludes our equity investment earnings from
our nuclear joint ventures, qualifying facilities, and
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power projects. We disciiss our treatment :of equity
investment earnings in more detail in Note I to
Consolidated Financial Statements.
~Customer Supply—our 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 based *
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 including decreased demand
related to the current economic environment. 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 Commodities—our marketing, risk management,
and: trading operation that manages contractually owned
physical assets, including generation facilities and natural
gas properties, provides:risk management 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 a summary of our-gross margin for these three
components of our merchant:energy business as follows:

2009

2008 2007
(Dollar amounts in millions)
% of % of % of
: Total .~ - Total Total
Gross margin: : ' :
Generation $1,976 67% $1,919 66% $1,698 53%
Customer Supply 799 27 765 26 889 27
Global Commodities i 185 6 215 8. . 648 20
Total $2,960 100% $2,899 100% $3,235. 100%
Generation

The $57 million increase in Generation gross margin in 2009
compared to 2008 is primarily due to the following:

¢ $178 million increase from higher enetgy prices for the
output of our generating assets in the PJM and New
York regions based on prices established at the end of
2008 (see Global Commodities discussion below for
impact of price changes during 2009), and
$130 million due to the timing and duration of planned
and unplanned outages at our generating plants.



These increases were partially offset by the following:
& $245 million of lower gross margin on our nuclear fleet
as a result of the deconsolidation of CENG following
..the sale of a 49.99% mémbership interest-to EDF-on
November 6,.2009, and
¢ $6 million of lower gross margin pnmarrly related to.
our. investments in power projects. '
The $221 million increase in Generation :gross margin in
2008 compared to 2007 is primarily due to the following:
¢ - $210 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.
In 2010, our-gross margin for Generation will be lower
than in 2009 as a result of the sale of a 49.99% membership
interest in CENG to EDF: on November 6, 2009.

Customer Sugglz o P

The $34 million increase in Customer Supply gross margin in
2009.compared to.2008 is primarily: due to the following:

¢ $108 million of higher gross margin mostly related to
the consolidation of a retail power supply variable
interest entity for which we became the primary:
‘beneficiary in December 2008 and consolidated; and

¢ $9 million of higher mark-to-market results primarily in
our retail gas operation. We discuss these results in more
detail in the: Mark-to-Market section. . -

These increases were partially offset by the following:

¢ $66 million of lower gross margin as.a result of fewer
customers and unfavorable variable load risk associated
with wholesale and retail power primarily due to
variances from normal weather and lower demand
resulting from the economic downturn and our efforts
to reduce risk in the business, and

¢ $17 million related to lower realization of contracts
executed in prior pétiods and lower volumes in our
wholesale and retail power supply operations, partially
offset by higher margins on new business originated and
realized during 2009. :

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 margm related to |
unfavorable price movements and lower volumes in our
retail power operation,

& $49 million of lower gross margin related to lower L
realization of contracts executed in prior perlods and
lower new business orlgrnated and realized durrng the
year at our wholesale power operation, and

# $27 million of lower mark-to- market results in our retail
gas operation. We discuss thls m more: dctarl in the
Mark- ta-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 1,:2007.

Global Commodities
We analyze Global Commodities results in the following
categories:

# Dortfolio Management and Tradlng—our centralized risk
management service related to energy price risk
associated with our generation fleet, wholesale and retail
customer supply busmess, and our structured products. -
portfolio. :

¢ Structured Products——-custom1zed rlsk management
products in the power, gis, coal and freight markets
(e.g., generation tolls, gas transport and storage, and -
global coal and freight logistics) During 2009, we'
reduced our participation in the coal, freight and gas.
tradmg markets through the divestiture of our
international coal and freight and our. natural gas
trading businesses. :

¢ Energy Investments—investments in energy assets tha[
primarily include natural gas properties and a joint
interest in an entity that owns dry bulk cargo vessels.
We sold our intérest’in the’ entrty that owns dry bulk
cargo vessels during 2009.

The $30 million decrease in gross margm from our Global
Commodities operation during 2009 compared to the same
period of 2008 is primarily due to: .

» $140 million of lower gross margin from our energy

investments operation primarily related to lower business
" redlized ori ‘our upstream gas‘activities within'2009; and
¢ $139 million of lower gross margin in our structured
products portfolro primarily as a result of fewer
“transactions during 2009.

These decreases were partially offset by an increase of
$249-million in our portfolio managetert and tradmg
operation. These changes are discussed’ fuither in the table
below:

As previously discussed, the energy markets were affected by
substantial volatility in commodlty prices during 2008. These
market impacts are reflected it the $433 million decrease in
gross margin from our Global Commodities operation’ during
2008 compared ‘to the same perrod of 2007 primarily due to
$698 million of lower g gross miargin in our ‘portfolio
management and tradlng dctivities, which are discussed further
in ‘the table below: This is partially offset” l)y ‘

¢ $208 million from gains in our structured products

portfolio, consisting of approximately $135 million as a
“result Of the termination and sale of 1n—the—rnoney

" energy purchase contracts, coal supply contracts, and

-~ freight contracts to eliminate or reduce operation and
performance risk with certain céunterparties, and
approximatély $73. million related to higher realization
“of contracts executed in ‘prior ‘periods, and

4 $57 million in our energy invéstments operation

primarily due to higher reallzatlon of contracts executed
“in prior periods. : ’ :



Our portfolio management and trading operation gross
margin increased $249 million-in 2009 compared to 2008 and
decreased $698 million in 2008 compared to 2007 primarily due
to the following:

2009 2008
vs. 2008 vs. 2007

(In millions)

Change in portfolio management of positions arising
from hedges of accrual positions with Generation
and Customer Supply activities due to the impact

of changes in prices of power, natural gas, and
coal -

Change in gains recognized on hedges due to
ineffectiveness and certain cash-flow hedges that
no longer qualified for hedge accounting

Change primarily due to write-downs of our
emission allowance inventory recorded in 2008
that did not recur at the same level in 2009

Change-in earnings related to our portfolio of
contracts subject to mark-to-market accounting:
We discuss these results in more detail in the
Mark-to-Market section below.

Decrease due to loss reclassified from accumulated

$549 $(206)

135 (43)

48 ‘ (70)

(455) (282)
other comprehensive loss to earnings in connection
with the closing of the sale of our international
commodities operation as a result of hedged
transactions that were probable of not occurting
‘by the end of the specified contract period.

Discontinuation of cash-flow hedge accounting for

(166)

derivative contracts within our international
commodities operation

Increase due to the absence of our international coal
and freight operations, which were divested in
March 2009, and assignment of certain contracts
in 2009 ‘

Change duc to the absence of a loss as a result of the

42)
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bankruptcy of one of our domestic coal suppliers.
During the first quarter of 2008, as a result of a
default by the supplier, we terminated our
derivative contracts with the supplier, reclassified
the refated asset to accounts receivable and fully
reserved the amount.

55 (55)

Total change in portfolio management and trading
gross margin

$249  $(698)

Mark-to-Market

Mark-to-marker results include net gains and losses from
origination, risk management, and trading activities for which
we use the mark-to-mirket method of accounting. We discuss
these activities and the mark-to-market method of accounting in
more detail in the Critical Accounting Policies section and in
Note 1 to Consolidated Financial Statements.

The nature of our operations and the use of
mark-to-market accounting for certain activities create
fluctuations in mark-to-market earnings. We cannot predict these
fluctuations, but the impact on our earnings could be material.
We discuss our matket risk in more detail in the Risk
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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,
counterparty 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.

During 2009, we focused our activities on: reducing capital
requirements, reducing long-term economic risk, and reducing
short- and interim-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 a single transaction.

Risk management and trading—mark-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, while in
general the underlying physical transactions related to these
activities 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.

Mark-to-market results were as follows:

2009 2008 2007
(In millions) -
Unrealized mark-to-market results
Origination gains $ — §$738 $ 419
Risk management and trading—
mark-to-market o
Unrealized changes in fair value (212.3) 159.8 500.8
Changes in valuation techniques — — —
Reclassification of settled contracts :
to realized (265.4) 48.2 (369.3)
Total risk management and trading—
mark-to-market 477.7) 208.0 131.5
Total unrealized mark-to-market* (477.7) - 2818 173.4
Realized mark-to-market 265.4 (48.2) 369.3
Total mark-to-market results** $(212.3) $233.6 $542.7

* Total unrealized mark-to-market is the sum of ovigination transactions and
total visk gement and trading—mark-to-market.

** Includes gains (losses) on hedge ineffectiveness for fair value hedges recorded
in gross margin.




- Total mark-to-market results decreased $445.9 million
during the year ended December 31,-2009 .compared to the
same period 'of 2008. The period-to-period variance in:
unrealized changes in fair value was due to decreased unrealized
risk management and trading results of $372.1 million and: the
decrease in origination gains of $73.8 million. We discuss the
decrease in origination gains below.

The decrease in risk management and trading results of
$372.1
*

million was primarily due to:

$203 million of lower results in our domestic coal
portfolio primarily as a result of less. favorable price
movements relating to economic hedges. which
-substantially decreased in value as coal prices decreased
in 2009, :

$104 million of lower ga.lns in our international coal
and freight operation as a result of its divestiture in
March 2009,

$123 million of lower gains in our r wholesale natural gas
risk management and trading operation:primarily as a
result of the divestiture of our natural gas trading
operation in the beginning of April 2009, and -

$45 million of lower results related to our emissions
trading acrivities primarily as a result of a less favorable
price environment.

These decreases were partially offser by the following:

& $84 million of higher results 6n open positions
primarily due to the absence of losses in our. power and
transmission risk management activities primarily in the
PJM, Northeast, and New York regions as a result of a
more favorable price environment in 2009 and our
activities to reduce risk and-improve liquidity, and

$19 million of lower losses in our retail gas portfolio -
primarily due to a more favorable price environment in
2009.

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 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. o .
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 hqu1d 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
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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:

Re $356 million of gains primarily as a 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-designated 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
movements on our sales of wholesale and retail natura;l
gas. o ' '

We did not record any origination gains during 2009.
During 2008, our Global Commodities operation amended
certain nonderivative contracts to mitigate counterparty
performance risk under the existing contracts. As a result of
these amendments, the revised contracts became derivatives
subject to mark-to-market accounting. The change in accounting
for these contracts from nonderivative to derivative resulted in"
substantially all of the origination gains for 2008 presented in
the unrealized mark-to-marker results 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. Simultaneous with the amending of the
nonderivative contracts, we executed at current market prices
several new offsetting derivative power piirchase 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, as well as mitigated
our risk exposure under the amended contracts. o

The origination gains in 2007 from these transactions was
partially offset by approximately $12 million -of losses in our: -
accrual portfolio due 6 the reclassification of:losses related to-
cash-flow hedges previously established for the amended
nonderivative contracts from “Accumulated other comprehensive.
loss into earnmgs. In the absence of these transactlons, 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.

The recognition of origination gains is generally dependent
on sufficient available 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 a
result, the level of origination gains we are able to recognize may,
vary from year to year as a result of the number, size, and '
market price transparency. of the individual transactions executed:
in any period.



Derivative Assets and Liabilities .
Derivative assets and liabilities consisted of the followmg

At December 31, 2009 2008
(In millions)
Current assets - $ 639.1 $1,465.0
Noncurrent assets © 633.9 851.8
Total assets 1,273.0 2,316.8
Current liabilities 632.6  1241.8
Noncurrent liabilities 674.1 1,115.0
Total liabilities 1,306.7 2,356.8
Net derivative: position $..(33.7). $. (40.0)

Composition of net derivative exposure:

Hedges $ (591.0) $(1,837.6)

Mark-to-market 524.3 - 1,485.9

Net cash collateral included in derivative
balances 33.0 311.7
(40.0)

Net derivative position

$ (33.7) $.

As discussed in our Critical Accounting Policies _section‘; our
“Derivative assets and liabilities” include contracts accounted for
as hedges and those accounted for on a mark-to-market basis.
These amounts are presented in our Consolidated Balance Sheets
after the impact of netting, which is discussed in more detarl in
Note 1 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, and is discussed in more
detail below. However, we present our gross derivatives i in
Note 13 to Consolidated Financial Statements. .

The decrease of $1,246.6 million in our net derivative
liability subject to hedge accounting since December 31, 2008
primarily was due to $1,896 million of realization of
out-of-the-money cash-flow hedges at the time the forecasted
transaction occurred, partially offset by $649 million of increased
unrealized losses on our remaining out-of- the-money cash-flow
hedge positions primarily related to decreases in n power, natural
gas, and coal prices during 2009.

The following are the primary sources of the change in our
net derivative asset subject to mark-to-market accounting during
2009 and 2008: ' ' ‘

2009 2008
(In mzllzom)

Fair value beginning of year . $1,485. 9 $ 673.0
Changes in fair va.lue recorded in

earnings L

Origination gains $. - $ 73.8

Unrealized cl%anges in fair valie (212.3) 159.8

Changes in valuation techniques — —

Reclassification of settled contracts : .

to realized (265.4) 48.2 )

Total changes in fair,value (477.7) 281.8
Changes in value of exchange-listed '

futures and options 97.8 571.3
Net change in premiums on options 84.9 ! 19.2
Contracts acquired (35.8) = - —
Dedesignated contracts and other . B

changes in fair value (630.8) (59.4)
Fair value at end of year $ 5243 $1,485.9
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Changes in our net derivative asset subject to
mark-to-market -accounting that affected earnings were as
follows:

# Origination gains represent the injtial 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 cdmmodities, 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 setcled contracts to rea.hzed represents
the portion of previously unrealized amounts settled
during the period and recorded as realized revenues.

The net 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-llsted futures and options
are adjustments to rémove 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 a 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 a decrease in the net derivative asset. -

& Contracts- acquired represents the initial fair value of
acquired derivative contracts recorded in-“Derivative
assets and liabilities” in our Consolidated Balance
Sheets. Substantially all of this activity for 2009 related

.- to.the divestiture of our international commodities -
operation, Houston-based gas trading operation, and
certain other trading operations in order to transfer risk
and reward to the buyers:

¢ Dedesignated contracts and other changes in fair value
.include. transfers of derivative contracts from cash-flow -
hedges to mark-to-market treatment, transfers of
derivative.contracts -from . mark-to-market. treatment to
cash-flow hedges, and those derivative contracts that did

- not; meet the qualifications of cash flow hedge
accounting. During 2009; substantially all of the activity
related to dedesignations in connection with the
strategic .objective of restructuring and reducing the risk.
of our portfolio.



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 are as follows as of
December 31, 2009:

Settlement Term

2010 2011 2012 2013 . 2014 2015 Thereafter Fair Value
(In millions)
Level 1 $ 16 $§ — $§ — $ — $ — % — $— $ 16
Level 2 73.7 636.5 102.1 (18.1) 2.9) 0.1 1.3 792.7
Level 3 58.6 (197.9) (140.6) (12.8) 10.4 9.9 2.4 (270.0)
Total net derivative asset (liability) subject
to mark-to-market accounting $133.9  $438.6 $10.0 $3.7

$ (38.5) $(30.9)  $ 75 $ 524.3

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 a 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 teims of the contracts
rather than through selling or liquidating the contracts
themselves. :

In order to realize the entire value of a long-term contract
in a 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
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contracts and related hedges by selling or assigning the contracts
themselves in total.

Operating Expenses

Our merchant energy business operating expenses decreased
$195.5 million during 2009 as compared to 2008 due to lower
performance-based labor and benefit costs of $95.7 million and
lower non-labor operating expenses of $99.8 million, part of
which represents the absence of costs from the divestitures
completed in 2009 and from deconsolidating CENG on
November 6, 2009.

Our merchant energy business operating expenses decreased
$62.1 million during 2008 compared to 2007 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.

For 2010, we expect a further decrease in operating
expenses as a result of the deconsolidation of CENG on
November 6, 2009. We discuss this impact further in the Effects
of Transaction with EDF on Statement of Income (Loss) section.

Merger Termination and Strategic Alternatives Costs

We discuss costs related to the terminated merger with
MidAmerican, the conversion of our Series A Preferred Stock,
our transaction with EDF and our pursuit of other strategic
alternatives in Note 2 to Consolidated Financial Statements.

Impairment Losses and Other Costs
Our impairment losses and other costs are discussed in more
detail in Note 2 to Consolidated Financial Statements.

Workforce Reduction Costs

Our merchant energy business recognized expenses associated
with our workforce reduction efforts as discussed in more detail
in Note 2 to Consolidated Financial Statements.

Amortization of Credit Facility Amendment Fees

Our merchant energy business incurred costs related to the
amortization of credit facility amendment fees in connection
with the EDF transaction. These costs are classified as part of
“Other income (expense)” in our Consolidated Statements of
Income (Loss).



Depreciation, Depletion and Amortization Expense

Our merchant energy business incurred lower depreciation,
depletion and amortization expenses of $36.9 million during
2009 compared to 2008 due to the absence of depletion
expenses of $43.1 million as a result of divestitures made in
2008 i our upstream gas operations, partially-offset by an
increase of $6.2 million in deprecratlon on-our generating
facilities. w v
Merchant energy depreciation, depletron, and amortization
expenses increased $17.2 million in 2008 compared to 2007
mostly due to increased depletion expenses related to our
upstream natural .gas opetations as a result of increased drilling
and production, partially offset by the cessation of operations at
our synfucl facilities in December 2007.

Taxes Other Than Income Taxe: : :
Taxes other than income taxes decreased $15.8 million in 2009
compared to 2008, due to $8.1 million of lower gross receipts
taxes at our retail customer supply operation,. $5.8 million of
lower production taxes related to our upstream-gas producing
properties,.and $1.9 million in lower property, franchise, and -
other taxes. -

Taxes other than income taxes increased $14.1 million in
2008 compared to 2007, due to $9.8 million in higher property
and franchise taxes at our Generation operation, $2.9 million of
higher gross. receipts taxes at our retail customer supply ..
operation, and $1.4 million of higher production taxes related to
our upstream gas producing properties.

Gain on Sale of 49.99% Interest in CENG .

On, November 6, 2009; we completed the sale of a 49.99%
membersl;up interest in CENG to EDE As a result- of this sale,
we recognized a $7.4 billion pre-tax gain. We discuss this
transaction in Note 2 to Consolidated Financial Statemmt:

(Loss) Gain.on. Dzvestztures :
During 2009, we sold a. majorrty of our rnternatlonal
commodities operation, our Houston-based gas trading
operation, certain other trading operations, and a uranium
market participant, and we recogmzed a pre-tax loss of
$464.2 million. .
During 2008, we recognwed net gains of $25.5 million,
including a $14.3 million gain, ner of the noncontrolling
interest gam of $0.7 mlllron, related to the sale of our working
interests in orl and natural gas producing 3 wells in Oklahoma to
Constellatron Energy Partners that was. completed in the first
quarter of 2008.
We discuss these divestitures i in more detarl in Noze 2 to
Com‘olzddted Fzmzm'ml Statements,
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Equity Investment (Losses) Earnings :
During 2009, our equity investment earnings decreased -
$63.6 million from 2008 primarily due to $39.1 million of
lower earnings from our shipping joint venture as a result of the
sale of our interests in July 2009, $16.5 million of lower
earnings on investments in power projects, and $12.3 million of
lower earnings from our investment in CEP, partially offset by
$4.3 million in earnings related to our investment in CENG.
Equity investment earnings increased $74.2 million in 2008
compared to 2007 primarily due to $38.0 million of higher
earnings from our shipping joint venture, $34.6 million ‘of
higher earnings on investments in power projects, and '
$1.6 million of higher earnings from our mvestment in CEP

Regulated Electric Business
Our regulated electric business is discussed in detarl in Item 1
Business—Electric Business section.

Results A o
2009 . 2008 2007
_ (In millions) o

Revenues $ 28207 .$2,6797 $2 455 7
Electricity- purchased for- resale - R

expenses (1,840.9) (1,880.1) (1 500 4)
Operations and maintenance N

expenses (399.0) (380.5) (376. 1)
Workforce reduction costs — (4.6) R—
Depreciation and amortization (218.1) - (184:2) »  (1874)
Taxes other than;income -taxes (142.9). - - .(139.1) (140.2)
Income from Operations $ 2198 5% 912 $ 2516
Net Income $ 794 $ 111 $ 1079
Net Income attributable to

common stock $ 689 §$ L1 $ 979
Orher Items Included in Operations (after-tax): .

Residential customer rate credic  $  (56.7) $ — 8 —

"Maryland settlement credit — (110.5) —

Workforce reduction costs — 2.8) —_
Total Other Items $ (567)$ (1133) $  —

Above amounts include intercompany transactions eliminated in. our
Consolidated Financial Statements.. Nove 3 provides a reconciliation
of operating results by segment to -our Consolidated Fzmmczal
Statements.

Net income attributable to common stock from the
regulated electric business increased. $67.8 million in 2009.
compared to 2008, mostly due to a $53.8 million after-tax . ..
decrease in credits provided to customers.

Net income attributable to common stock from the
regulated electric business decreased $96.8 mrlhon in.2008 .
compared to 2007, primarily due to the i impact of the Maryland
settlement credit of $110.5 million after-tax..



Electric Revenues
The changes in electric revenues in'2009 and 2008 compared to
the respective prior year were caused by:

2009 2008
vs. 2008 vs. 2007
" (In millions)
Distribution volumes $ (6.3) $ (15.0)
Residential customer rate credit (95.0) —
Nuclear decommlssnomng charges 18.7 —
Smart Energy Savers Program®™ surcharges 29.3 —
Maryland settlement credit 189.1  (189.1)
Revenue decoupling 22.7 12.5
Standard offer service (33.2) 79.4
Rate stabilization credits — 287.3
Rate stabilization recovery 7). 431
Financing credits 3.4 - 00.1)
Senate Bill 1 credits 6.9 3.3
Total change in electric revenues from
electric system sales 132.9 212.4
Other 8.1 11.6
Total change in electric revenues $141.0 $224.0

Distribution Volumes
Distribution volumes are the amount of electricity that BGE
delivers to customers in its service territory.

The percentage changes in our electric system distribution
volumes, by type of customer, in 2009 and 2008 compared to
the respecuve pnor year were:

2008

2009
Residential 1.3)% (2.6
Commercial — = (3.6)
Industrial 6.7) - 63

In 2009, we distributed less electricity to residential
customers due to decreased usage per customer; partially offset
by colder winter weather and an increased number of customers.
We distributed less electricity to industrial customers prlmanly
due to decredsed usage per customeér. :

In 2008, we distributed less electricity to remdentlal 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.

Residential Customer Rate Credit

On October 30, 2009, the Maryland PSC issued an order
approving Constellation' Energy’s transaction with EDE. Among
other things, the order required Constellation Energy to fund a'
one-time distribution rate credit for BGE residential customers
before the end of March 2010 totaling $110.5 million, or
approximately $100 per customer, for which BGE recorded a
liability in November 2009. In December 2009, BGE filed a

%
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tariff with the Maryland PSC stating BGE would give residential
customers a rate credit of exactly $100 per customer. As a result,
BGE accrued an additional $1.9 million for a total fourth -
quarter 2009 accrual of $112.4 million. The portion of this
total credit allocated to residential electric customers was

$95.0 million pre-tax. This credit was accrued in the fourth
quarter of 2009 and will be applied to BGE residential -electric -
customer bills in the first quarter of 2010,

Nuclear Decommissioning Charges-.

Effective January 1, 2009; BGE and Calvert Cliffs Nuclear
Power Plant Inc. (Calvert Cliffs) mutually agreed to terminate
the decommissioning funds collection agent agreement, which
was effective from July 1, 2000 to December 31, 2008. As a
result, BGE ceased transferring funds to provide for the
decommissioning of Calvert Cliffs-Unit I and Unit 2. Calvert
Cliffs ‘retains the obligation to provide adequate assurances of
funding pursuant to Nuclear Regulatory. Commission :
requirements. Under the 2008 Maryland settlement agreement,
BGE will continue to provide ‘certain ctedits to residential
customers and assess certain charges to all customers telating to
decommissioning.

Smart Energy Savers Program™™ Surcbarge

Beginning in 2009, the Maryland PSC approved customer
surcharges through which BGE recovers costs associated with
certain programs designed to help BGE manage peak demand
and encourage customer energy ‘conservation. -

Maryland Settlement Credit

As discussed in more detail in Note 2 to Consolidated Financial
Statements, BGE entered into a’settlement agreement with the
State of Maryland and other parties, which provided residential
electric customers 2 credit totaling $170 per customer. The
estimated settlement of $188.2 million was accrued in the
second quarter of 2008 and a total of $189.1 million was
credited to customers in the thu'd and’ fourth quarters of 2008’

Revenue Decougling' ’
The Maryland PSC has allowed us to record a monthly

adjustment to our electric distribution revenues from residential
and small commercial customers since 2008 and for the majority
of our large commercial and industrial customers since February
2009 to eliminate the effect of abnormal weather and usage -
patterns per customer on our electric-distribution volumes, -
thereby recovering a specified dollar amount of distribution
revenues per customer, by customer class, regardless of changes
in consumption levels. This means BGE recognizes revenues at
Maryland PSC-approved levels per customer, regardless of what'
actual distribution volumes were for a billing period. Therefore,
while these revenues are affected by customer growth, they will
not be affected by actual weather or usage conditions. We then
bill or credit impacted customers in subsequent months for the
difference between approved revenue levels under revenue
decoupling and actual customer billings.



Standard Offer Service P
BGE provides standard offer service- for customers that do not
select an alternative supplier. We discuss the provisions of
Maryland’s Senate Bill 1 related to residential electric rates in the
Business Enw'mnment—Regulation—Maryland—Senate Bills 1 and
400 section.
~Standard offer service revenues decreased in 2009 compared

to 2008 mostly due to lower standard offer service volumes,
partially offset by higher standard offer service rates.

- Standard: offer service revenues increased in 2008 compared
to 2007 mostly due to higher standard offer service rates,
apa’rtially offset by lower standard offer service volumes..

Rate Smbzlzzatzon Credzts
As"a result ‘of Senate Bill 1, we were requlred to"defer from
TJuly 1,-2006.until May 31; 2007 a portion of the full market .
rate increase resulting from the expiration-of the residential rate.
freeze. In addition, we offered a plan also required under Senate
Bill 1 allowmg residential customers the option to defer the
transition to market rates from June 1, 2007 uritil January 1
2008.

Revenues in 2008 increased compared to 2007 as a result
of the expiration of the rate stabilization plans.

Rate Stabilization Recm/ery '

In late June 2007, BGE began recovering amounts deferred
during the first rate deferral period that ended on May 31,
2007. The recovery of the first rate stabilization plan will occur
over approxrmately ten years, In April 2008, BGE began
recpvering amounts deferred during the second rate deferral
period that ended on December 31, 2007. The recovery of the
second rate deferral occutred over a 21-month perrod that began
April 1, 2008 and ended on December 31, 2009..

Fzmmczng Crea'zt -

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.

Senate lel ! Credztx

As a result of Senate Bill 1, begrnmng ]anuary 1 2007 we were
required to provide to residential electric customers a credit
equal to the dmount 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 1,°2007,
we were required to reinstate collection of the residential’ feturn
component of the administration charge in rates and to provide
all residential electric customers a credit for the residential return
component of the administrative charge. Under the

2008 Maryland setclement agreement, which is discussed in
more detail in Note 2 to Consolidated Financial Statements, BGE
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was allowed to resume collection of the residential return
portion of the administrative charge from June 1, 2008 through
May 31,2010 without having to. rebate it to resrdentral
customers. !

The increase in revenues during 2009 compared to 2008 is
prrmarrly 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.

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:

2009

2008 2007
)  (In millions)

Actual costs $1,781.9 $1,821.1 = $1,759.2
Deferral under rate e

stabilization plan — — (287.3)
Recovery under rate

stabilization plans 59.0 590 285
Electricity purchased for . .

resale expenses $1,840.9  $1,880.1 $1,500.4

Actual Costs ! _ o

BGE’s actual costs for electricity purchased for resale decreased
$39.2 million for 2009 compared to 2008, primarily due to
lower standard offer service volumes, partially offset by higher
standard offer scrvice rates.

BGE’s actual costs for eIectrrcrty purchased for resale _
increased $61.9 million for 2008 compared to 2007, prlmarrly
due to higher contract prices to purchase electricity for our
customers, partrally offset by lower volumes.

Deferral 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 1 ended on December 31, 2007. In
2007, we deferred $287.3 million in electrrcrty purchased for
resale expenses. These deferred expenses, plus carrymg charges,
are included in Regulatory Assets (net)” in our, and BGE’ s,
Consolidated Balance Sheets. We discuss the provisions of Senate
Bill 1 related to residential electric rates in the Business
Environment—Regulation—Maryland—Senate Bills 1 and 400

section.




Recovery under Rate Stabilization Plans

In late June' 2007, we began recovering previously deferred
amounts from customers, We recovered $59.0 million per year
in 2009 and 2008 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 a subsidiary of BGE in June 2007.

Electric Operations and Maintenance Expenses
Regulated electric operations and maintenance expenses increased
$18.5 million in-2009 compared to 2008, primarily due to
increased ‘uncollectible accounts receivable expense of
$5.1 million and the'impact of inflition on other costs of
$8.0 million. =

Regulated electric operations and maintenance expenses
increased $4.4 million in 2008 compared 02007 mostly due to
increased uncollectible accounts ‘receivable expense of
$14.2 million, partially offset by $9.0 million of lower labor and

benefit costs.

Workforce Reduction Costs
During the fourth quarter of 2008, we executed a restructuring
of the workforce. We recognized a $4.6 million pre-tax charge in
2008 related to this reduction in force.

We incurred no workforce reduction costs in 2009 or 2007.

Electric Depreciation and Amortization Expense

Regulated electric depreciation and amortization expense
increased $33.9 million during 2009, compared to 2008,
primarily due to $43.3 million in increased amortization expense
associated with the Smart Energy Savers Program®™ and
additional property placed in service in 2009, partially offset by
$18.7 million in lower depreciation expense as a result of revised
depreciation rates which were implemented on June 1, 2008 for
regulatory and financial reporting purposes as part of the-
Maryland settlement agreement.

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 asa result of
revised depreciation rates which were implemented on June 1,
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 2 to Consolidated
Financial Statements. This decrease was partially offset by
additional property placed in service in 2008.

Taxes Other Than Income Taxes

Taxes other than income taxes increased $3. 8 million during
2009 compared to 2008 primarily due to the impact of
$94.1 mllhon pre-tax in lower customer credits on franchlse
taxes.,

Regulated Gas Business .
Our regulated gas business is discussed in detail in Jzem 1.
Business—Gas Business section. .

Results
2009 2008 2007
(In millions)
Revenues '$ 7583 $1,024.0  $962.8
Gas purchased for'resale expenses (449.9) (694.5) . - (639.8)
Operations and maintenance experises (160.9) “(¥57.3)  (157.5)
Workforce reduction costs - : —_ " (1.8) —
Depreciation and amortization * (44.0) ' (43.7) < ..:(46.8)
Taxes other than income taxes (34.9) (35.4) (36.1)
Income from Operatlons $ 68.6 $ 913 $ 826
Net Income ' $ 255 ¢ 404 .'$ 320
Net Income attributable-to common . . .+ v .- - - o
stock $ 225 § 372 $ 288

Other Items Included in Operéﬁqm (afier-tax): -

Residential customer rate credit $ (10.4) $ — $A L
Workforce reduction costs ) —. (1.0) —
Total Other Items $(10.4) $  (1.0). $ 5 —

Above amounts include intercompany transactions eliminated in our
Consolidated Financial Statements. Note 3 provides a. reconciliition of
operating results by segiment to our Consolidated Financial Statements.

Net income attributable to common stock from the
regulated gas business decreased $14.7 rnillion in 2009 conipafed
to 2008, primarily due to the accrual of a'customer rate credit
of $10.4 million after-tax and incfeased operations and
maintenance expenses of $2.2 million after-tax.

Net income attributable to common stock 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 deprec1atlon and amortization expense of $1.9 million
after-tax.

Gas Revenues ‘
The changes in gas revenues in 2009 and 2008 compared to the
respectlve prlor year were caused by

2009 ..

2008
. vs. 2008 . vs..2007
L ) ) (In millions)
Distribution volumes. . |, v $ 15  $65.1)
Residential .customer rate credit e - (17.4) . —
Conservation surcharge: 10" 0.1)
Revenue decoupling (18). 62
Gas cost adjustments (130.0) 203
Total change in gas revenues from-gas- : g
system sales (146.7) = 21.3
Off-system sales (116.6)  40.3
Other 2.4) (0.4)
Total change in gas revenues '$(265.7) $61.2




Distribution Volumes

The percentage changes in our distribution volumes, by type of
customer, in 2009 and 2008 compared to the respective prior
year were:

o L 2009 2008
Residential 0.9%. (3.9)
Commercial (10.6) (3.1
Industrial 12.5 2.8

In 2009, we distributed more gas to residential customers
due to: colder winter weather. We distributed less gas to
commercial customers due to decreased usage per customer,
partially offset by an increased number of customers and colder
weather. We distributed more gas to industrial customers mostly
due to increased usage per customer, partially offset by a
decreased number of customers.

In 2008, we distributed less gas to residéntial customers
and commercial customers due to decreased usage per custorier,
partially offset by an increased number of customers.-We
distributed more gas to industrial customers mostly due to
increased usage per customer, parually offset by a decreased
number of customers.

Residential Customer Rate Credit

On October 30, 2009; the Maryland PSC issued an order
approving Constellation Energy’s transaction with EDE Among
other things, the order required Constellation Energy to fund a
one-time distribution rate credit for BGE residential customers
totaling $110.5 million, or approximately $100 per customer, for
which BGE recorded -a liability in November 2009. In

December 2009, BGE filed a tariff with the Maryland PSC
stating BGE would give residential customers a rate credit of
exactly $100 per customer. As a result, BGE accrued an
additional $1.9 million for a total fourth quarter 2009 accrual of
$112.4 million. The portion of this total credit allocated to
residential gas customers ‘was $17.4 million pre-tax. This credit
was accrued in the fourth quarter of 2009 and will be applied to
BGE residential gas customer bills in the first quarter of 2010.

Conservation Surcharge

Beginning: February 2009, the Marylarid PSC approved a
customer surcharge through which BGE recovers costs associated
with certain programs designed to help BGE encourage customer
consetvation.

Gas Revenue Decoupling

The Maryland PSC allows us to record a monthly adjustment to
our gas distribution revenues to eliminate the effect of abnotmal
weather and usage patterns per customer on our gas distribution
volumes, thereby recovering a specified dollar amount of

distribution revenues per customer; by customer class, regardless
of changes in consumption levels. This means BGE recognizes
revenues at Maryland PSC-approved levels per customer,
regardless of what actual distribution volumes were for a billing

period. Therefore, while these revenues are affected by customer

growth, they will not be affected by actual weather or usage

%
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conditions. We then bill or credit impacted customers in
subsequent months for the difference between approved revenue
levels under revenue decoupling and actual customer billings.

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 1 to Consolidated Financial Statements.
However, under the market-based rates mechanism approved by
the Maryland PSC, our actual cost of gas is compared to a
market index (a measure of the market price of gas in a given
period). The difference between our actual cost and the market
index is shared equally between sharcholders 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 decreased in 2009 compared
to 2008 because we sold less gas at lower prices.

Gas cost adjustment revenues increased in 2008 compared
to 2007 because we sold gas at hlgher prices, partially offset by
less gas sold.

Off-System_Gas 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
benéfit customers (through reduced costs) and the remainder to
be retained by BGE (which benefits shareholders). Changes in
off-system sales do not significantly impact carnings.

Revenues from off-system gas sales decreased in 2009
compared to 2008 because we sold less gas at lower prices. - .
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.

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 decreased $244.6 million in 2009 compared to
2008 because we purchased less gas at lower prices.

Gas costs increased $54.7 million in 2008 compared to
2007 because we purchased gas at higher prices, partially offset
by lower volumes.

Gas Operations and Maintenance Expenses

Regulated gas operation and maintenance expenses. increased
$3.6 million during 2009 compared to 2008, primarily due to
increased uncollectible accounts receivable expense of

$2.0 million.



Gas Workforce Reduction Costs
During the fourth quarter-of 2008, we executed‘a restructuring
of the workforce at our operations.. We recognized a
$1.8 million pre-tax charge in 2008 related to this reduction in
force.

We incurred no workforee reduction costs in 2009 or 2007.

Gas 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 a result of revised
depreciation rates which were implemented on June 1, 2008 for
regulatory and financial reporting purposes as part of the
Maryland settlement agreement. The Maryland séttlement
agreement is discussed in more detail in Noze 2 to Consolidated
Financial Statements.

Other Nonregulated Businesses

Results
2009 2008 2007
(In millions)

Revenues $2546 $2593 $249.8
Operating expenses (173.9) (178.2)  (173.5)
Impairment losses and other costs (26.6) —_ —
Workforce reduction costs — (0.4) —
Depreciation and amortization (76.8) (68.2) (53.7)
Taxes other than income taxes 4.1) (3.0) 2.4)
Equity (losses) earnings (24.8) (5.9) —
Loss on divestitures (4.6) — —
(Loss) Income from Oi)crations $ (56.2). $ . 36 $ 202
Net (Loss) Income $(3362) $ 47 $ 166
Net (Loss) Income attributable to

common stock 8 $(29.0) $ 47 $ 165
Other Items Included In Operations (aftér-tax):

Impairment losses and other costs $(115 & — § —

Loss on divestitures 2.9) — —

Workforce reduction costs —_ (0.3) —

Total Other Items $ (144 $ (03 $ —

Above amounts include intercompany transactions eliminated in our
Consolidated Financial Statements. Note 3 provides a reconciliation of
operating results by segment to our Consolidated Financial Statements.

* Net loss attributable to common stock for 2009 exceeded
net income attributable to common stock for 2008 by
$33.7 million primarily due to increased equity losses from
UNE of $11.4 million after-tax, increased i impairment losses and
other costs due to an impairment ‘of a district chilled water
energy plant of $7.1 million after-tax and reduction for
noncontrolling interest, a write-off of an uncollectible advance to
an affiliate of $4.3 million after-tax, and higher depreciation and
amortization expense of $5.2 million after-tax as a result of
increased property additions during 2008. UNE will become
part of our generation reportable segment in 2010.

Net income attributable to common stock decreased

$11.8 million in 2008 compared to 2007 primarily because the
first quarter of 2007 included a gain related to a sale of a leasing
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arrangement that did not occur in 2008 and due to increased
depreciation and amortization of $8.7 million after-tax:

Consolidated Nonoperating Income and Expenses

Other (Expense) Income

In 2009, we had other expenses of $140.7 million and, in 2008,
we had other expenses of $69.5 million. The $71.2 million
increase in 2009 compared to 2008 is mostly due to higher
credit facility costs, including amortization of amendment fees. .

In 2008, we had other expenses of $69.5 million and, in
2007 we had other income of $157.4 million. The
$226.9 million decrease in 2008 compared to 2007 is mostly
due to lower interest and investment income of $75 million as a
result.of a 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 BGE decreased $4 2 million in 2009
compared to 2008 primarily due to decreases in both interest
and investment income of $4.2 million. .

Other income at BGE increased $2.7 million in 2008
compared to 2007 primarily due to an increase in equity funds
capitalized on increased construction work in progress in 2008.

Fixed Charges
Fixed charges increased $56.7 million in 2008 compared to
2007 -mostly due to a higher level of interest expense associated
with the new debt issuances.

Fixed charges at BGE increased $14.6 million in 2008
compared to 2007 mostly due to a higher level of interest -
expense associated with the new debt issuances.

Income Taxes .

Income tax expense increased $3,065.1 million during 2009
compared to 2008 mostly due to. higher income before income
taxes due to the recognition of the $7.4 billion pre-tax gain on
closing the transaction to sell a 49.99% membership interest in
CENG. Additionally, there was lower income before income
taxes for 2008, primarily due to approximately $1.2 billion of
non-tax deductible merger termination and strategic alternative
costs. However, in 2009, certain of these costs became tax
deductible as-a result of closing the EDF transaction and we
recorded a tax benefit for these items in 2009. _

BGE’s income tax expense increased $43.1 million during
2009, mostly due to higher pre-tax income. For 2008, BGE had
a lower effective tax rate as a result of a reduction in its 2008
taxable income due to the impact of certain provisions of the
2008 Maryland settlement agreement, which increased the
relative impact of the favorable permanent tax adjustments on its
effective tax rate. :

Our income tax expense decreased $506.6 million during
2008 compared to 2007 mostly due to a 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.



BGE’s income tax expense decreased $75.3 million during
2008 compared to 2007 primarily due to lower pre-tax income
as a result of the $189 million Maryland settlement credit
recorded in 2008. We discuss the Maryland settlement
agreement in more detail in Note 2 to Consolidated Financial
Statements.

Defined Benefit Plans Funded Status

At December 31, 2009, the total projected benefit obligations of
our .qualified and nonqualified pension plans exceeded the fair
value of our qualified pension plan assets by $411.7 million. At
December 31, 2008, the total projected benefit obligations of
our qualified and nonqualified pension plans exceeded the fair
value of out qualified pension plan assets by $936.7 million.
The $525.0 million improvement in the funded status of our
pension plans in 2009 primarily reflects the following:

¢ the contribution of $319.4 million into our qualified
pension plan trusts during 2009,
$217.6 million in actual returns on qualified pension
plan assets during 2009, and
the November 6, 2009 separation of CENG pension
plans resulting in the net transfer of $176.1 million of
projected benefit obligations in excess of the fair value
of plan assets. ’

These increases were partially offset by normal growth in
the projected benefit obligations of our qualified and
nonqualified pension plans.

At December 31, 2009, our accumulated post retirement
benefit obligations totaled $322.3 million compared to
$415.4 million at December 31, 2008. The $93.1 million
reduction in obligations for these unfunded plans primarily
reflects the qucmber 6, 2009 separation of CENG
postretirement benefit plans with accumulated post retirement
benefit obligations totaling $98.6 million.

Our other postemployment benefit obligation declined
$9.3 million from $59.9 million at December 31, 2008 to
$50.6 million as of December 31, 2009, primarily due to the
deconsolidation of CENG on November 6, 2009.

We discuss our defined benefit plans in further detail in
Note 7 to Consolidated Financial Statements.

*

*

Allowance for Uncollectible Accounts Receivable

Our allowance for uncollectible accounts receivable decreased
$80.0 million from $240.6 million at December 31, 2008 to
$160.6 million at December 31, 2009, primarily related to a
decrease of $93.3 million in our merchant energy business,
partially offset by an increase of $13.0 million at our regulated
electric and gas businesses.

The decrease in allowance for uncollectible accounts
receivable from our merchant energy business is primarily driven
by the write-off of the accounts receivable and related allowance
for uncollectible accounts receivable balances for certain
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customers that were established primarily during 2008 when -
these counterparties encountered financial difficulties. There was
no earnings impact associated with these write-offs in 2009.

The increase in allowance for uncollectible accounts
receivable from our regulated electric and gas businesses is
primarily driven by a Maryland PSC ruling in the second
quarter of 2009 and the economic downturn which continues to
cause a decreased ability of customers to pay their utility bills.
The Maryland PSC ruling in the second quarter of 2009
delayed BGE’s ability to terminate service to customers with
arrearages and required BGE to-offer those customers the option
to enter into extended payment.plans. BGE ceased entering into
these extended plans on September 25,-2009.

If the current economic downturn contintes on a
prolonged basis, our and BGE’s bad debt expense could -
materially increase in the future despite our efforts to mitigate
those risks. We discuss our credit risk in more detail in the Risk
Management section.

Financial Condition

Balance Sheet Effects of Transaction with EDF -

The completion of the sale of a 49.99% membership interest in
CENG to EDF on November 6, 2009 had the following
significant effects on our Consolidated Balance Sheets:

& reccived cash proceeds of approximately $3.5 billion,

# increased: current and noncurrent unamortized energy

contract assets by a total of $0.8 billion, -

¢ increased our accrued taxes by approximately
$1.2 billion,
decreased our long-term debt by approximately
$1.0 billion ‘as a result of retiring all of the shares of our
Series B Preferred Stock issued to EDF as partial
purchase price for their purchase of a 49.99% interest in
CENG, and
increased our retained earnings as a result of recordmg a
$4.5 billion after-tax gain on the transaction.

Additionally, we deconsolidated CENG for financial
reporting purposes. The deconsolidation had significant effects
on our Consolidated Balance Sheets including the following:

@ recorded an initial investment in CENG for- :
approximately $5.2 billion as we treated our rerained
interest in CENG as an equity investment,
removed the nuclear decommissioning trust fund assets

*

of approximately $1.2 billion,

decreased net property, plant and equipment by
approximately $3.1 billion,

decreased our defined benefits by approximately

$0.3 billion as a result of the separation of benefit plans,
and ] . ' v '
decreased asset retirement obligations by approximately

$1 billion.



Cash Flows -

2007.

2009 Segment. Cash Flows

The following table summarizes our 2009 cash flows by business segment, as well as our consolidated cash flows for 2009, 2008, and

Consolidated Cash Flows

Holding
Compan
Merchant  Regulated  and Other 2009 2008 2007
(In millions) ‘ R
Operating Activities
Net incomé (loss) $ 4,435.0 $ 104.6 $ (36.2) © $4,503.4 ' $(1,3184) $ 8335
Non-cash merger termination and strategic alternatives costs 1282. ' — — - 1282 541.8 —
Derivative contracts classified as financing activities (1) 1,138.3 — —_ 1,138.3 (107.2) 322
Gain on sale of 49.99% membership interest in CENG (7,445.6) . — —_— (7,445.6) — —
Loss (gain) on divestitures 464.2 — 4.6 468.8 (38.1) —
Accrual of BGE residential customer credit — 112.4 —_ 112.4 — —
Impairment losses and other costs 98.1 — 26.6 124.7 741.8 20.2
Other non-cash adjustments to net (loss) income 2,071.2 525.0 164.8 2,761.0 602.9 493.0
Changes in working capital ' v
Derivative assets and liabilities, excluding collateral 419.4 (0.1) 6.0 4253 (757.9) (138.2)
Net collateral and margin 1,519.2 3.6 — 1,522.8 (960.3) 49.6
Other changes 803.2 20.9 (57.1) 767.0 © 936 (242.4)
Defined benefit obligations (2) —_— —_ — -(287.2) (20.8) (53.6)
Other _ (44.4) 48.1 168.0 171.7 (38.5) . (53.3)
Net cash provided by (used in) operating activities 3,586:8 814.5 276.7 4,390.8 ' (1,261.1) 941.0
Investing Activities ‘
Investments in property, plant and equipment (1,118.7) (372.4) (38.6) (1,529.7)  (1,934.1) (1,295.7)
Asset acquisitions and business combinations, net of cash acquired — — (41.1) (41.1) (315.3) (347.5)
Contributions to nuclear decommissioning trust funds (18.7) —_— —_— (18.7) (18.7) (8.8)
Investments in joint ventures (110.0) — (91.6) (201.6) — —
Issuances of loans receivable — —_ —_ _— —_— (19.0)
Proceeds from sale of 49.99% membership interest in CENG 3,528.7 — — 3,528.7 — —
Proceeds from sale of investments and other assets 50.0 — 38.3 88.3 446.3 13.9
Contract and portfolio acquisitions (2,153.7) — — (2,153.7) — (474.2)
(Increase) decrease in restricted funds (3) (0.2) (0.6) 1,004.1 1,003.3 (942.8) (109.9)
Other investments 0.3 — 0.2) A 21.7 (45.3)
Net cash provided by (used in) investing acrivities 177.7 (373.0) 870.9 675.6 (2,742.9)  (2,286.5)
Cash flows from operating activities plus cash flows from investing :
activities $ 3,764.5 $ 441.5 $1,147.6 5,066.4 (4,004.0) (1,345.5)
Financing Activities (2) .
Net (repayment) issuance of debt (2,660.4) 3,447.7 (33.1)
Debt and credit facility costs (98.4) (104.8) —
Proceeds from issuance of common stock 33.9 17.6 65.1
Common stock dividends paid (228.0) (336.3) (306.0)
BGE preference stock dividends paid (13.2) (13.2) (13.2)
Reacquisition of common stock - (16.2) (409.5)
Proceeds from contract and portfolio acquisitions 2,263.1 — 847.8
Derivative contracts classified as financing activities (1) (1,138.3) 107.2 (32.2)
Other 12.7 8.3 33.4
Ner cash (used in) provided by financing activities (1,828.6) 3,110.3 152.3
Net increase (decrease) in cash and cash equivalents $3,237.8 $ (893.7) $(1,193.2)

(1) All ongoing cash flows from derivative contracts deemed to contain a financing element at inception must be retlamﬁed Jrom operating activities to

[financing activities.

(2)  Items are not allocated 1 the business segments because they are managed for the company as a whole.

(3)  The (increase) decrease in restricted funds as our Holding Company and Other is primarily relased to $1.0 billion of restricted cash reluted to the issuance
of Series B Preferred Stock to EDE These funds were held at the holding company and were restricted for payment of the 14% Senior Notes held by
MidAmerican. The 14% Senior Notes were repaid in full in January 2009.

Certain prior-year amounts have been reclassified to conform with the current year’s presentation.
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Cush Flows from Operating Activities

Cash-provided by operating activities was $4.4 bxlhon in 2009

compared to cash used in operating activities of $1.3 billion in

2008. This $5.7 billion increase in cash flows was primarily due

to: . Co ;

& $1.2 billion as a result of ongoing cash outflows from

. derivative- contracts deemed to.contain a financing
element at inception. that must be classified as financing
activities rathef than operating activities. We discuss the
impact on cash flows from financing activities below.
$1.2 billion related to changes in. net derivative assets
and liabilities. Changes.in derivative assets and liabilities

. are driven by fluctuations in commodity prices:and the
realization of contracts at settlement within our
merchant energy business.
$0.5 billion of improved operating cash flows from .our -
regulated businesses. Co

in 2009 as compared. to 2008 as follows: -

December 31,

$2.5 billion more in net collateral and margin re;urned- )

2009 2008
o (In millions)

Net collateral and margin posted, . : K . .

beginning of year $(1,445.6) $ (485.3)
Return of collateral held associated o CL

with nonderivative contracts (17.0) (26.3)
Net return of (additional) collateral

posted associated with R

nonderivative contracts 336.3 (330.5)
Return of (additional) initial and

variation margin posted on

exchange-traded. transactions

recorded in accounts receivable 924.8 (94.0)
Return of (additional) fair value net ,

cash collateral posted (netted -

against derivative assets/liabilities)* 2787 (509.5)
Change in net collateral and margin » :

posted 1,522.8 (960.3)
Net collateral and margin held end , .

of year $ 772  $(1,445.6)

* We discuss our netting of fair value collateral with our derivative
assets/liabilities- in more. detail in Nate 13 t0 Consolidated.-
Fzmmczal Statements. ‘ .

The $1.5 billion decrease in-net collateral:and margin

posted during 2009: primarily: reflects the following:

& collateral returned/reduced as part of the divestiture. of a
“majority of our international commodities operation and
gas trading operation as well as the execution of a gas

+ supply agreement with the buyer of the gas tradmg
operation for the retail gas business,
fewer contracts as a result of reducing, the risk in our
portfolio,

o the termination of in-the-money contracts, and

¢ changes in commodity prices and the level of our open

positions.

Cash used in operating activities was $1.3 billion in. 2008
compared to cash provided by operating activities of $0.9 billion
in 2007. This $2.2 billion decrease in cash flows was pnmanly
due to:

& a $1.0 billion increase in net collateral and margln
posted, :
$0.7 billion use of cash, consisting of $0. 2 billion pald
to MidAmerican related to the termination of the
merger, $0.4 billion paid: to MidAmerican for settling a
- portion of the conversion of the Series A Preferred Stock
in cash,.and $0.1 billion paid to various parties for
merger and other strategic alternatives costs,
$0.2 billion of credits rebated to residential electric
customers by BGE as a result of the Maryland
settlement agreement, and
& $0.1 billion of additional interest paid.

K 4

Cash Flaws from Investmg Activities

Cash provided by investing activities was $0.7 billion in 2009
compared to cash used of $2.7. billion in 2008. The $3.4 billion
increase in cash provided in 2009 compared to 2008 was
primarily due to:

+ $3.5 billion of net proceeds at thc closmg the sale of a
49.99% membership interest in CENG to. EDE We
discuss this transaction in more detail-in Note 2:t0 the
Consolidated Financial Statements. There was no such . :
activity in 2008, :
$1.9 billion decrease in restricted funds, prlmarlly due
to- the-receipt of funds in 2008 and the release of funds
in 2009 for the repayment of the $1 billion of 14% -
Senior Notes to MidAmerican in January 2009, :and
$0.3 billion decrease in cash used for acquisitions. In
2009, $20.8 million was used for the acquisition of
CLT Efficient Technologies Group, an energy services..
company that provides energy performance contracting
and energy efficiency engineeting services, and
$20.3 million was used as a down payment for the =
pending acquisition of the Criterion wind project in
Garrett County, Maryland. In 2008, $0.3-billion was
used for the acquisition of the Hillabee Energy Center, a
partially completed 740 MW gas-fired combined cycle
power generation facility in Alabama; the West Valley
Power Plant, a 200 MW gas-fired peakmg pla.nt, and a
dranium market participant. . i
This i increase was partially offset by:

& $2.2 billion of cash used for contract and portfolio
acquisitions as a component of our strategic divestitures.
As a result of the structure of the divestitures: of a
majority of our international commodities, Houston-
based gas trading and. other trading operations; we are
required to present investing cash flows for
in-the-money contracts on a gross basis separate from
financing cash inflows for out-of-the-money contracts
executed simultaneously. We discuss our divestitures in
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more detail in Note 2 to the Notes to-Consolidated
- Financial Statements. There was no such activity in
2008.
-$0.2 billion of cash used for a working capltal
i investment-in CENG of $0.1 bllhon and a contribution
to UNE of $0.1 billion.

Cash used in investing activities was $2.7 billion in 2008
compared to $2.3billion in 2007. The $0.4 billion increase ‘in
cash used in 2008 compared to 2007 was primarily due to:

# the increase in restricted cash of $0.8 billion, primarily
relating to the $1. billion proceeds received from the
issuance of Series B Preferred Stock to EDF thar is
restricted to pay the 14% Senior Notes. The proceeds
from the Series B 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 $0.6 billion. This increase was primarily
driven by environmental spending of $0.5 billion 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 acrivities are
partially offset by the absence in 2008 of $0.5 billion of cash
used in 2007 for contract and portfolio acquisitions, which we
discuss in more detail below, and approximarely $0.4 billion 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 was recorded: as additional
proceeds for EDF’s purchase of 49.99% membership interest in
CENG in 2009.

Cash Flows from Financing Activities
Cash used-in financing activities was $1.8 billion in 2009
compared to cash provided of $3.1 billion in 2008. The increase
in cash used for financing activities of $4.9 billion was pnmarlly
due to:- : :
0 $3.0 billion net increase in cash used to repay -
* short-term' borrowings and long-term debt pnmarlly due
to the repayment of the $1 billion 14% Senior Notes to
MidAmerican in January 2009; $1.6 billion‘in net
* repayments of short-term credit facilities, $0.5 billion
repayment of a 6:125% fixed rate note, and a-
$0.3 billion repayment of Zero Coupon Serior Notes,
$3.1 billion net decrease in cash received from the
issuance of long-term debt, and '
$1.2 billion in" cash’ outflows related to- derivative
contracts deemed to contain a financing element at
inception that ‘must be classified as financing activities
rather  than ‘operating activities. These contracts
primarily relate to transactions associated with the

divestiture of our international commodities operation,
Houston-based gas trading operation and certain other:
trading operations. During 2009, we executed derivatives
as part of these divestiture transactions at prices that
differed from then-current market prices. As a result,
“cash flows associated with the out-of-the money
derivative transactions are deemed to contain a financing
element, and we must record the ongoing cash flows
related to these ‘contracts as financing cash flows.. We
discuss our divestitures in more detail in Noze 2. 0
Consolidated Financial Statements.

*This increase in cash used for financing activities was
partially offset by $2.3 billion of cash provided from contract
and portfolio acquisitions as a component of our strategic
divestitures. As a result of the structure of the divestitures of a
majority of our international commodities, Houston-based gas
trading and other trading operations, we .are required to present
financing cash inflows for out-of-the-money' contracts on a gross
basis separate from investing cash outflows for in-the-money
contracts executed simultaneously. We discuss our divestitures in
more detail in Note 2 to Consolidated Financial Statements. There
was no such activity in 2008. )

Cash provided by financing activities was $3.1 bllhon in
2008 compared to $0.2 billion in 2007. The increase of
$2.9 billion was primarily due to the issuance of: )

¢ $1 billion of mandatorily redeemable Series B Pteferted --
Stock to EDE 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 convertiblé
Series A Preferred Stock to'MidAmerican, which was
converted, in part, in December 2008 into $1 billion of
14% Senior Notes, whlch were repald infull in ]anuary
2009, '
$250.0 million of Zero Coupon Notes,
$450.0 million of 8.625% Series A Jumor Subordmated
Debentures; and
$400.0 mxlllon of 6.125%. Notes by BGE.

*
*

Contract and Portfolio Acquisitions

During 2009 and 2007, our merchant energy business acquu'ed
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 net
cash of $109:4 million in 2009 due.to the execution of total
return swaps to assist in the execution of our divestitures of our .
international commodities and Houston-based gas trading
operations and $373.6-million in 2007 for various contract and
portfolio acquisitions. We reflect the underlying contracts on a
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 a.
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gross basis in cash flows from investing-and financing activities
in our Consolidated Statements of Cash Flows as follows:

2007

Year ended December 31, 2009 2008
(In millions)

Financing activities—proceeds

from contract and portfolio .

acquisitions $2,263.1 $— $847.8
Investing activities—contract and

portfolio acquisitions 2,153.7) — (474.2)
Cash flows from contract and

portfolio acquisitions $ 1094 $— $373.6

We record the proceeds we receive to acquire, energy
purchase and sale agreements as a financing cash inflow because
it constitutes a prepayment for a portion of the market price of
energy, which we will buy or sell over the term of the
agreements and does not represent a 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 counterparties as financing cash inflows. For
those acquired contracts that are not derivatives, we record the
ongoing cash flows related .tg. the contract as operatmg_ca.sh
flows. )

We discuss certain of these contract and portfolio
acquisitions in more detail in Note 2 to Consolidated Fmancml
Statements.

Cash Flow impacts—CENG Joint Venture :
Prior to November 6, 2009, we recorded 100% of the revenues,
expenses, and cash flows from CENG and the nuclear plants it
owns because we wholly owned this ‘entity. On November 6,
2009, we ‘completed the sale of a 49.99% membership interest
in CENG to EDE, and ‘we deconsolidated CENG. Accordingly, -
for the period from November 6; 2009 through December 31,
2009, we ceased recording CENG’s cash flows and began to
record cash flows-from our PPA and other transactions with
CENG. In the future, we will record cash flows from any -
distributions received from CENG based on our 50.01%
ownership interest, and we may be required to make capital
contributions to help fund CENG’s capital program. '

As a result of deconsolidation, we expect that our future

merchant energy cash flows will differ from historical cash flows .
primarily due to the following factors:

& We will sell between 85-90% of the output of CENG’s
plants, excluding output sold by CENG directly to third
parties, rather than 100% of the plants’ total output
including volumes contracted to third parties.
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Fuel and purchased energy expenses will reflect our
purchase of 85-90% of the output of CENG's plants,
excluding output sold directly to third parties, as
provided under the terms of the PPA with CENG.
Operating expenses will no longer include CENG’s
plant operating costs or general and administrative
expenses.

We will no longer incur cash flows for 100% of
CENG?s capital expenditures or the acquisition of
nuclear fuel, but we may be required to make capital
contributions to help CENG fund these expenditures.
We will record cash-distributions from CENG if and .
when such distributions are declared.

1In addition, we entered into a power services agency
agreement (PSA) and an administrative service agreement (ASA)
with CENG. The PSA is a five-year agreement under which we
will provide scheduling; asset management and billing services to
CENG and will recognize average annual revenue of
approximately $16 million.

The ASA is a one year agreement that is renewable
annually under which we will provide administrative support:
services to CENG for a fee of approximately $66 million for
2010. The level of fees for administrative support services will be
subject to change in future years based on the'level of services
provided. The charges under these agreements are intended to
represent the actual cost of the services provided to CENG from
us. :

.

*

Security Ratlngs

Independent credit rating agencies rate e Constellation Energy’s
and BGE’s fixed-income securities. The ratings indicate the
agencies’ assessment of each company’s 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 company’s .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. A 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
the number of investors and counterparties w1llmg to _transact
with us. - ‘

The factors that credit rating agencxes consider in. -
establishing Constellation Energy’s and BGE's 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:

Standard &

Poors Moody’s
Rating - Investors Fitch
Group Service .-~ Ratings
Constellation Energy '
Senior Unsecured Debt BBB- Baa3 BBB-
Commercial Paper A-3 P-3 F3
Junior Subordinated
Debentures BB Bal BB**
BGE ’
Senior Unsecured Debt ‘BBB+ Baa2 BBB+
Commercial Paper A-2 P-2 F2
Rate Stabilization Bonds* ™~ "' AAA Aaa "AAA
Trust Preférred Securities BBB- " Baa3 BBB-**
‘BBB- ‘Bal

Preference Stock

* Bonds issued by RSB BondCo LLG, a subsidiary of BGE ...

**As a result of changes in guidelines at. Fitch Ratings affecting all
issuers, in January 2010 the ratings of our Junior Subordinated
Debentures and BGE's Trust Preferred. Securities and Preference
Stock were downgraded one /em’l

. BBB_**

All Constellation Energy and ’BGE ratings in: the ‘above
table reflect stable outlooks by 4ll the credit rating agencies.

As a condition' to the: October 2009 Marylanid PSC order
approving our transaction with EDF, Constellation Energy and
BGE were required to implement “ring fencing” measures to
provide bankruptcy protection and credit rating separation of
BGE from Constellation Energy. We cormipleted the
implementation’ of these measures -in February 2010.

We remain committed to' maintaining a stable investiment -
gradé credit profile’and to meéting’ our liquidity requirements.
We-discuss our available sotirces of ‘fitnding in' more detail below.

We discuss the potential effect of a ratmgs downgrade in
the Col/ateml section. R : '

Available Sources of Funding

In addition to cash’ generated from operations, we rely upon
acces$ to capital for our capital expenditure programs-and for the
liquidity reqitiréd to operate and stpport our comirnercial -
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, miany of
which support direct cash’borrowings and the issuance of
commercidl ‘paper.-We also use our credit facilities to sipport the
issuance of letters of’ credlt, pnmanly for our merchant energy
business. S e Do

The primary drivers of our use of hquldlty have been our -
capital expenditure requirements and collateral requirements
associated with hedging our generating assets and hedging our
Customer Supply business in both power and gas. As part of our

Pip ter

strategic initiatives, we have modified the structure of certain
transactions and terminated others in order to reduce these
collateral requirements. 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.

We discuss our, and BGE’s, credit facilities in detail in
Note 8 to the Consolidated Financial Statements.

Net Available Liquidity :
The following tables providé a summary of our net available
llqu1d1ty at December 31, 2009 and 2008.

As of December 31, 2009

Constellation’ " Total
Energy BGE  Consolidated
(In billions)

Credit facilities (1) $3.5 $0.6 $4.1
Less: Letters of credit ' o '

issued an = (1.7)
Less: Cash drawn on ' ;

credir facilities — — L=
Undrawn facilities . ‘1.8 < 0.6:.. 2.4
Less: Commercial paper

outstanding — — —
Net availablé facilities ‘1.8 0.6 24
Add: Cash 3.4 — 34
Less: Reserved cash (2) (1.3) —_ (1.3)
Cash-and facility liquidity | 3.9 0.6 4.5
Add: EDF pur '

arrangement 1.1 — 1.1
Net available hquldtty $5.0° $0.6:1:5 - §°5.6-

9] Exclude: $0 5 billion commodzty—lm/eed credit facility ﬂ’ue to
its contmgent nature. We discuss this credit facility in more
detail in Note 8 to Comolzddtea’ Fzmznczal Statements.

2) vRepresmts managements expectation of income tax payments. to
be made for the EDF transaction and remaining bond - .
repurchases. in the first quarter of 2010: We discuss.our bond, -
repurchases in more detail in Note 9 10 Consolidated Fmancml

Statements.

As of December 31, 2008

Constellation Total*
Energy *BGE  ~Consolidated’
C : (In billions)
Credit facilities $62 $04 7 $66
Less: Letters of credit o Lo
“issued (3.6) — 7 (3.6)
Léss: Cash drawn on e
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 $23 $ — $23
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During 2009, net available hquldlty 1ncreased $3.3 billion
due to the following:

(In billions)
Expiration of EDF interim backstop liquidity

facility $(0.6)
Credir facility reductions triggered by '
completion of CENG joint venture (1) (3.3)
New credit facilities added 1.4
Net reduction in credit facilities $(2.5)
Decrease in letters of credit issued 1.9
Repayment of cash drawn on facilities 0.9
Increase in cash ‘ 3.2
Less: cash reserved for tax payments and debt
reductions ‘ (1.3)
EDF put arrangement, after-tax 1.1
Increase in net available liquidity +$ 3.3

(1) Includes $1.23 billion facility that was set to expire in
November 2009.

Through our efforts to reduce risk and more actively
manage our liquidity, we significantly improved our net available
liquidity during 2009. Specifically, we executed on our planned
divestitures, significantly reduced the activities of our Global
Commodities operation, and restructured and terminated
existing transactions and amended certain agreements, all of
which have led to lower. collateral requirements. Through
December 31, 2009, we received substantially all of the
$1 billion of total net collateral expected to be returned upon
the completion of our divestitures. In addition, we added new
credit facilities during 2009 that are discussed in more detail in
Note 8 to Consolidated Financial Statements.

During 2009, our cash balance increased $3.2 billion. The
increase is largely a result of the proceeds from the EDF
transaction and strong cash flows in our core businesses, partially
offset by bond repayments and the retirement of debt prior to
maturity. We discuss our cash flows in more detail earlier.in the
Cash Flows section and the EDF transaction in the Significant
FEvents section. We intend to use the funds from the EDF
transaction to pay the taxes owed on the transaction, to fulfill
our $1.0 billion voluntary debt reduction commitment, to fund
strategic growth initiatives, and for other general corporate
purposes. We discuss our voluntary debt reduction in more
detail in Note 9 to Consolidated Financial Statements.

In connection with its approval of the EDF transaction, we
were required by the Maryland PSC to implement “ring
fencing” measures designed to provide bankruptcy protection
and credit rating separation of BGE from Constellation Energy.
We discuss the Maryland PSC order in more detail in the
Regulation-Maryland section. These ring fencing measures were
implemented in 2010; and as a result BGE no longer
participates in the Constellation Energy cash pool. -

In December 2009, Constellation Energy contributed
approximately $316 million of equity ($250.0 million capital
contribution and $65.9 million for a residential customer rate
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credit) to BGE as required by the Maryland PSC order
approving the EDF transaction. As a result of BGE terminating
participation in the Constellation Energy cash pool, this equity
contribution will be reflected in the cash balance of BGE
beginning in January 2010.

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.

We believe that the actions that we have taken and our
current ner available liquidity will be sufficient to support our
ongoing liquidity requirements. Our liquidity projections include
assumprions for commodity price changes, which are subject to
significant volatility, and we are exposed to certain operational
risks that could have a significant impact on our liquidity. We
discuss items that could negatively impact our hquldnty in the
Ttem 1A. Risk Factors section. ,,

Collateral ‘
Constellation Energy’s collateral requirements generally arise
from its merchant energy business’ need to participate in certain
organized markets, such as Independent System Operators
(ISOs) or financial exchanges, as well as from our margining on
over-the-counter (OTC) contracts.

To support wholesale and retail power Customer Supply
obligations. and our limited trading activities, Constellation
Energy posts collateral to 1SOs. 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
and Intercontinental Exchange. 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 Energy’s initial margin requirements increased
during the third quarter of 2008 as a result of changes in
exchange rules and decreased during the fourth quarter of 2008
as a result of portfolio risk reduction and downsizing activities.

During 2009, our initial margin requirements continued to
decrease. In March 2009 and April 2009, we closed-out our
exchange positions related to our international commodities
operation and Houston-based gas trading operation, respectively,
which reduced our margin posted with each exchange with
which we transact.

In addition to the collateral posted to ISOs and exchanges,
we post collateral with certain OTC counterparties. These
collateral amounts may be fixed or may vary with price levels.

There are certain inherent asymmetries relating to the use
of collateral that create liquidity requirements for our merchant
energy businesses. These asymmetries arise from our actions to
be economically hedged, as well as market conditions or



conventions for conducting business that result in some
transactions being. collateralized while others are not, including:
¢ In our Customer Supply operation, we generally do not
receive collateral under contractual obligations to.supply
power or gas to our customers but our Global
Commodities operation: hedges these transactions
through purchases of power and gas that generally
require us to post collateral. By entering into a gas
supply agreement with the buyer of our.gas trading
operation, we have reduced our collateral requirements
to support our retail gas operation. We discuss this gas
supply agreement in more detail in Note 4 of the Notes'
“to Consolidated. Financial Statements. We also.intend to
further align our load obligations by buying generation
assets in regions where we do not have a significant
generation presence and entering into longer-tenor
-agreements with merchant generators, further reducing
our dependence on exchange-traded products, thereby .
lowering our collateral requirements.
In our Generation operation, we may have to post-
scollateral on our power sale or fuel purchase contracts.

Finally, collateral types may asymmetrically impact our -
liquidity. For example, in margining with over-the-counter
counterparties, we may post letter of credit (LC) collateral for an
out-of-the money counterparty. However, we may receive LC
collateral when we are in-the-money with a counterparty. Posting
LCs reduces our liquidity while the receipt of LC collateral does
not increase our liquidity.

Customers of our merchant energy business rely on the
creditworthiness of Constellation Energy. In this regard, we have
cerrain agreements that contain provisions that would require us
to post additional collateral upon a credit rating downgrade in
the senior unsecured debt of Constellation Energy. Based on: -
contractual provisions at December 31, 2009, we estimate that if
Constellation Energy’s senior unsecured debt were downgraded
to one level below the investment grade threshold we would .
have the following additional collateral obligations:

*

Additional
Obligations (2)

(In billions)
$1:1

Level Below

Credit Ratings Downgraded to (1) Current Rating

Below investment grade 1

(1) Ifthere are split ratings among the independent credit-rating agencies,
the lowest credit rating is used to determine our incremental collateral
obligations.

(2)  Includes $0.2 billion related to derivative contracts as discussed in

Note 13 to Consolidated Financial Statements.

Based on market conditions and contractual obligations at
the time of a 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 fac1ht1€s in the Available Sources of Funding
section.

Capital Resources
Our actual consolidated capital requirements for the years 2007
through 2009, along with the estimated annual amount for
2010, 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. ‘

Capital requirements for 2010 and 2011 include estimates

"of spending for existing and anticipated projects. We
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continuously review and modify those estimates. Actual
requirements may vary from the estimates included in the table
below because of a 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, o
the effect of market conditions on those projects,
the cost and availability of capital,
potential capital contributions to CENG and UNE,
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 Lao/emg Statements and ltem 1A. Risk
Factors sections.

L R 2 2R 4

L K 2R S 2R 4

2010 -
2007 - 2008. 2009 (Estimate)
(In billions)
Nonregulated Capital :
Requirements:
Merchant energy (excludes
acquisitions)
Generation plants (1) $0.2 $0.6 $0.4 $0.2
Environmental controls 0.2 0.5 0.3 0.1
Portfolio acquisitions/ ;
investments 0.5 0.2 0.1 0.1
Technology/other. 0.2 0.1 0.1 —
Nuclear fuel (1) . - 0.1 0.2 0.2 —
Total therchant energy capital
requirements : 1.2 1.6 1.1 0.4
Other nonregulated capital
requirements 0.1 0.1 0.1 0.1
Total nonregulated capital
requirements - 1.3 1.7 1.2 0.5
Regulated Capital
Requirements:
Regulated electric 0.3 0.4 03 0.5
Regulated gas 0.1 0.1 0.1 0.1
Total regulated capital
requirements 04 - 05 0.4 0.6
Total capital réquirements $1.7  $22  $1.6 $1.1

(1) Reflects the closing of the transaction with EDF on November 6, 2009
and the deconsolidation of our nuclear generation and operation
business. As a result, the table above includes ten months of nuclear
plant relased and nuclear fuel capital requirements for 2009 and none

effective in 2010.



" As of the date of this report, we estimate our 2011 capital
requirements will be approximately $1.0 billion. -

Capital Requirements

Merchant Energy Business

Our merchant energy business’ capital requirements consist of its
continuing requirements; including expenditures for:

¢ improvements to generating plants,

# costs of complying with the Environmental Protection

 Agency (EPA), Maryland, and Pennsylvania
environmental regulations and legislation; and

¢ enhancements toour information technology
- infrastructure: ' ' :

In: addition, in"December 2009, we were selected by the
State of Maryland 1o construct, own;, operate and maintain.a 17
MW solar photovoltaic power installation in Emmitsburg, -
Maryland. We expect this project to cost us-approximately
$60 million and:be completed by December 2012. Renewable:
electricity produced: by the system will be purchased by the State
of Maryland at the site of Mount St. Marys Umvers1ty under a
20-year solar power purchase agreement. -

In.2009, we signéd-an agreement to-acquire the 70 MW .
Criterion wind project in Garrett County, Maryland. The .
completed cost of this project is expected to be approximately
$140 million. We expect to close this-transaction, subject to
certain conditions, in the first quarter of 2010 and expect
commercial operation of the facility in the fall of:2010.-

Regulated Electric and Gas
Regulated -electric and gas construction- expendltures ptimarily-
inclide new business construction needs and improvemenit$ to
existing facilities; including projects to improve reliability and
support demand response and conservation initiatives. :
In July 2009, BGE filed with the Maryland PSC a proposal
for a“comiprehensive smart grid initiative. The proposal includes
the planned installation of 2 million residential and commercial
electric-and gas smart metefs. We expect the total cost of the
program to be approximately $480 million. In October 2009,
the United-States Department of Energy selected BGE as a
recipient of $200 million in federal funding for our smart grid
initiative. This grant allows BGE to be reimbursed for smart
grid expénditures up to $200 million, substantially reducing the
total ¢ost-of this initiative. However, the United'States
Department ‘of Energy may withhold funding until-approval is
obtainied’ from the Maryland PSC. The Maryland PSC held
hearings on this proposed program in-late 2009 and expects to
issue an order'in the first quarter of 2010. If BGE’s proposal is
approved by the Maryland PSC, BGE plans to proceed with this
program ds‘soon as practical. -

Funding for Capital Requlrements

Merchant Energy Business :

We expect-to-fund the capital requirements of our merchant
energy business with internally generated cash and other
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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
Jease 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 as well as our upstream properties are financed
primarily with non-recourse debt that is repaid from the project’s
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 expend1tures associated with our
regulated electric and gas businesses through a combination of
internally and externally generated cash. To the extent that.
internally generated cash is not sufficient to meet those -
requirements, we would seck additional funding from the
short-term and long-term 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. In
December 2009, BGE received a $250 million capital
contribution from Constellation Energy as required by the-.
October 2009 order from' the Maryland PSC approving our
transaction with EDE At that- time, Constellation Energy also
funded the after-tax cost of $66 million of the residential
customer credits requlred by the same order. -

Other Nonregulated Businesses ;

We expect to fund the capital requlrements of our 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
short-term and long-term 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 contrlbutlons from Constellatlon Energy. .

Contractual Payment Obligations and Committed
Amounts .

We enter into various agreements that result in contractual
payment obhgatlons in connection with our business activities.
These obligations prlmarlly relate to our ﬁnancmg arrangements
(such as long-term debr, preference stock, and operating leases),
purchases of capacity and energy to support the growth in our
merchant energy buslness act1v1t1es, and purchases of fuel and
transportation to satlsfy the fuel requxrernents of our power
generating fac1ht1es



We detail our contractual payment obligations.as of
December 31, 2009 in the following table: -

Payments
2011-  2013-
2010 2012 2014 Thereafter Total
(In millions)
Co ! Payment Oblig .
Long-term debt: (1)
Nonregulated )
Principal $ 04 $ 751.4 $..20.0 $ 1,903.0 $ 2,674.8

Interest 152.1 299.6 2419  2,904.3 3,597.9
Total 152.5 1,051.0 2619  4,807.3  6,272.7
BGE

Principal 56.5 254.2 537.0 , 1,352.4  2,200.1

Interest 130.5 247.2 194.9 1,253.4 1,826.0
Total 187.0 501.4 7319  2,605.8  4,026.1

BGE preference stock — — — 190.0 190.0
Operating leases (2) .
Operating leases, gross 2260 4351 3750 3964  1,432.5
Sublease rentals (56.5) (102.1) (563) = (114.8)  (329.7)
Operating leases, net 169.5  333.0 3187 281.6  1,102.8
Purchase obligations: (3)
Purchased capacity and )

energy (4) 160.9 3035  107.7 208.7 780.8
Purchased energy from' CENG ° 5347 1,513.3 2,249.8 —  4,297.8
Fuel and transportation 540.5 4375 94.3 217.9  1,290.2
Other : 77.9 39.3 6.6 67 130.5

Other noncurrent liabilities: K
Uncertain tax positions liability — 1438 67.7 18.3 229.8
Pension benefits (5) 45.8 217.5 203.7 — 467.0
Postretirement and post
employment benefits (G) 323 72.9 82.8 1185.0 373.0

Total contractual payment

obligations . $1,901.1 $4,613.2 $4,125.1 $ 8,521.3 $19,160.7

(1) - Amounts in long-term debt reflect the original maturity date. Investors may require us to
repay $207 million early through remarketing feasures. Interest on variable rate debr is
included based on forward curve for interesr rates.

(2)  Our operating lease commitmens include fisture paymen obligations under certain power

Z ents as di. d further in Note 11 to Consolidated Financial

g

gtat‘tmmt:.

(3)  Consracts 1o purchase goods or services that specify all significant terms. Amounts related
to certain purchase obligations are based on future purchase expectations which may
differ from actual purchases. ’ '

(4)  Our contractual obligasions for purchased capacity and energy are shown on'a gross basis
Jor certain transactions, including both the fixed p portions of tolling c
and estimated variable p under unit-conti power purchase agreements.

(5)  Amounss relased to pension benefiss reflect our current S-year forecast for consributions for
our qualified pension plans and participant p for our lified pension plans.
Refer to Note 7 to Consolidated Financial S;

q
Jor more detail on our pension’

(6)  Amounts related to p ; and postemploy benefits are for unfunded plans
and reflect present value with the determination of the related
liabilities recorded in our Consolidated Balance Sheets as d 4 in Note 7 to

Consolidated Financial S

Off-Balance Sheet Arrangements
For financing and other businéss purposes, we utilize certain’
off-balance sheet arrangements that are not reflected in our
Consolidated Balance Sheets. Such arrangements do not
represent a significant part of our activities or a significant
ongoing source of financing, ' o
We use these arrangements when they enable us to obtain
financing or execute commercial transactions on favorable terms.
As of December 31, 2009, we have no material off-balance sheet
arrangements, including: ‘ l

# guarantees with third parties that are subject to initial
recognition.and measurement requirements,

# retained interests in assets transferred to unconsolidated
entities or similar arrangement that serves as credit,
liquidity or market risk support to such entity for such
asset,

¢ 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. o
At December 31, 2009, Constellation Energy had a total
face amount of $10.4 billion in guarantees outstanding, of
which $9.4 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 $2 billion at
December 31, 2009, which represents the total amount the
parent company could be required to fund based on
December 31, 2009 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
Findncial Statements and our significant variable interests. in
Note 4 to Consolidated. Financial Statements. '

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 Risk—risk related to changes in energy
commodity. prices, volasilities, market price correlations,
interest rates, and. currencies as well as volume
uncertainty, load requirements,. physical location and
supply, and ‘market rules,

¢ Credir Risk—risk related to a customer’s or supplier’s
inability to fulfill its contractual obligations due to
financial distress, _

¢ Operational Risk—risk associated with human error or a
failure of process and systems, or external factors, as well
as the risk of operating owned and contractually-
controlled generating assets, and.electric transmission
and gas transportation systems, .

# Business Risk—risk of unsuccessful business
performance due to changing economic conditions,
competition, regulatory environment, legislation, and
economic conditions, and

¢ Funding Liquidity Risk—risk that we may be unable to
fund our obligations in some future period.

These risks exist in our business with varying levels of

exposure, and are interrelated and cannot be managed in
isolation. ‘



Each of the five risk classifications noted above can be
affected by numerous-internal and external forces; mcludmg:

- & economic conditions, : :

& market liquidity, - N - o

‘4 competition, -

# country or sovereign issues,
¢ systems or process failure, and .
¢ fiscal and monetary policies.

-As a result of the extent and diversity of the risks the
Company faces in its business operations, we. analyze risk and
risk concentration at transaction, portfolio, business, dnd:
enterprise-wide levels to ensure that material risks are identified
and managed effectively. We utilize numerous methods to
evaluate and measure risks. In general, we evaluate risks in terms
of the impact on our economic value, earnings, liquidity,
strategic objectives, credit-rating, reputation, and values. We

identify-and evaluate risks based not only on their probability of
occurting 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 managing, risk as a 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 foster a culture-of risk awareness and
management, we. employ a risk. 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 system
of internal controls.- Nevertheless,. no system of risk management
can cost-effectively eliminate -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
mmgated , : :

In: thlS section, . we w1ll review: the. Compa,nys risk in terms:
of our: ;

¢ gisk governancc, .

& risk controls, and

o risk exposures.

Risk Gavemante

The Audit Committee of the Boa:d of Dlrectors periodically .
reviews compliance with our risk: parameters; limits, and ‘trading
guidelines and our Board of Directors has established a VaR
limit. As discussed below, senior management is responsible-for;
monitoring the key.risks, facilitated by a'Risk Management. .
Group (RMG). Our RMG is responsible for 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 a-Risk Management. Committeg, (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 a regular basis and
is chaired by our Chief Executive. Officer, and consists of our

Chief Risk Officer,-Chief Financial Officer, Vice Chairman, :
General Counsel, Chief Human Resources Officer; head of -
Corporate Strategy and Development, head of Corporate Affairs,
Public, and-Environmental Policy 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 a series .of limits that reflect
the Company’s risk tolerances in the context of the market
environment 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 différent 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 a timely
mannet:to senior management;:who consults with the business
unit on.an appropriate course of action.

Risk Controk
Risk controls are apphed at the lcvel 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.c
Company’s risk-capacity. : o ~ :
Constellation, Encrgys RMG is an mdependent 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
Company’s 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. o

The RMG consists of six divisions that focus on a- -
specialized area of risk. :

Credzt Risk Management o
Credit Risk Management is responsible for managing the rlsk of
loss inherent in the business units stemming from counterparty -,
or’customer failures and adverse market events that effect -
counterparty creditworthiness. This group supports the business. -
units by establishing credit relationships. with.various wholesale:
counterparties and retail customers and facilitating market .
liquidity with credit limjts and appropriate contractual credlt -
terms and conditions.. Credit risk managers are responsible for -
managing credit risk associated with our business. activities,
including establishing limits and- contractyal structures, as well as
establishing and enforcing credit policies. :

Market Risk Management BICIES : ‘-

Market Risk Management is responsible for effectlvely
identifying, quantifying, monitoring, and reporting on impacts
of marke risk, to include price volatility, correlations, volume
uncertainty, marketliquidity, interest rate and currency expostre
on company businesses. The market risk group.also enforces the



Market Risk policies and ensures compliance with these policies,
including the monitoring, analyzing, and escalating of market
risk controls. This group also develops market risk measurement.
tools, such as stress and scenario tests, gross margin-at-risk, and
assists the businesses in implementing market strategies with the
highest benefits. : :

Collateral Risk Management

Collateral Risk Management is responsible for providing an
integrated view on credit, market, and company liquidity risks to
facilitate Treasury’s management of the Company’s collateral and
overall liquidity position. This group’s responsibilities include
measuring and monitoring collateral flows, downgrade collateral
needs, and collateral use across the Company. Additionally, this
group forecasts expected collateral requirements as well as
estimates' potential collateral requirements due ‘to marker shifts,
hedging strategies, and adjustments to the Company’s credit
ratings. Finally, Collateral Risk Management assists the
businesses in determining the strategic use of collateral and the
appropriate cost of collateral for transactions. The group also
works closely with the Treasury function to plan for expected
and contingent liquidity needs based on the Company’s
long-term business plan. :

Operational Risk Management «

Each business area maintains responsibility for operational risk
management. A corporate staff oversees implementation of a
common framework for defining, measuring, momtormg, and
reportmg operanonal risks.

Corporate Audz't : -

Corporate Audit assists’in ensuring that controls put in place by
managenient to mitigate the risks of the business are adequate
and functioning approptiately. This group supports the risk
assessment process including the analysis of inherent and residual
risk, performs risk-based audits as approved by the Audit
Comnmittee of the Board of Directors, and supports the
improvement of the effectiveness and efficiency of key business
processes. :

Risk Infrastructure

Risk Infrastructure supports the risk management divisions and
consolidates risk exposures across the businesses and disciplines.
This group’s responsibilities include risk and credit systems
design and maintenance; risk metric' development and
calculation, controls structureand enforcement, and risk
reporting. In-addition, the Risk Infrastructure Group provides
analytical suppott 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 summiarize below the nsks we’
manage within each of our businesses. -
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Merchant Energy. Business B R

Our merchant energy business is exposed to various nsks 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 Flectric Business

BGE does not own or operate any electtic generating facilities.
Therefore, BGE’s regulated electric business is exposed to market
price risk. To mitigate this, BGE obtains energy and capacity to
provide SOS through a competitive bidding process approved by
the Maryland PSC. We discuss SOS and the impact on base
rates in more detail in Jzem 1. Business—Baltimore Gas and
Electric Company—Electric Business section. As a result of this
process, BGE’s exposure to market price risk is limited, and at
December 31, 2009, our exposure to commodity price risk for
our regulated electric business was not marerial. 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 to Consolidated Financial Statemenss... _

BGE’s 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 i 1mpacts from storms and dnsmbunon asset
failures.

Regulated Gas Business

BGE acquires all of its natural gas for dehvery to customers
from third party suppliers. Therefore, BGE’s regulated  gas
business is exposed to market price tisk. 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 to Consolidated Financial Statements. At
December 31, 2009, our exposure to commodity pnce risk for
our regulated gas business was not material.

BGE'’s 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 Expo.mre 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; operational risk and funding
liquidity risk. As'previously noted, 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, hatural gas, coal, and other
related commodities. These Tisks 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 related commodities,

¢ changes in market volatilities or correlations, and

. & changes in interest and’ fore1gn exchange rates.

A 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’ cominodity price volatility could adversely affect
our eéoniomic value or 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 w1thm a.nd
between regions,
location of our generating facilities relative to the:
location of our Ioad-serving'obligations,
procedures used to maintain the integrity of the physn:al
power system during extreme conditions,
changes in. the nature and extent of federal and state
_regulations, and-
geopolitical concerns affecnng global supply of coal, oil,
- and natural gas: 3

These factots can affect energy commodnty and denvatlve
prices in differenit ways and to different degrees. These effects
may vary as a result of regional’ d1fferences in:

* weathier condmons, ,

& “market llquxdlty, ,

RS capablhry and relxablllty of the physical power and gas

.. systems,and. . .,
o the nature and extent of power market restructurmg

- Additionally, we have fuel requirements that are subject to
future changes in coal, natural gas, 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 a 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, foreign
currency, weather, 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,

L

futures contracts, which are exchange-traded
standardized commitments to purchase or sell a
commodity or financial instrument, or to make a cash
settlement, at a specific price and future date, o
swap agreements, which require paytments to or from
counterparties based upon the differential between two
prices for a predetermined contractual (notional)
quantity, and

option contracts, which convey the right to buy or sell a
commodity, financial instrument; or index at a
predetermined price.

The objectives for entering into such hedges include:

" & fixing the price for a portion of anticipated future
electricity sales at a level that provides an acceptable
‘return on our electric generation operations,

# fixing the price of a portion of antlc1pated fuel

purchases for the operation of our power plants,

¢ fixing the price for'a portion of anticipated energy

purchases to supply our load-serving customers,

¢ managing our collateral requirements, and

& managing our exposure to interest rate and forelgn

* currency exchange risks.

The portion of forecasted transactions hedged may vary
based upon management’s assessment of market conditions,
weather, operational, and other factors.

While some of the contracts we use to manage risk-
represent commodities or instruments for which prices are
availablé.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
best estimates to determine the fair value of commodity and
derivative contracts we hold and sell. These estimates consider
various. factors mcl_udzmg closing exchange and over-the-counter
price quotations, time value, volatility factors, historical price
relationships, 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, anid such variations could be material.

Power, gas, coal, and other related commodity tradmg risks
involve the potential decline in net income or financial - ‘
condition due to adverse.changes in market prices, whether
arising from customer activities, generating plants, or proprietary
positions taken by the Company. We assess and monitor market
risk with-a variety of tools,.including EVaR, VaR, scenario
analysis, and stress testing,

7



EVaR: : . :
EVaR measures the potential pre-tax loss in the fair value of the
merchant energy business due to changes in market risk factors.
EVaR is a one-day value-at-risk measure calculated at a 95%
confidence level assuming a standard normal distribution of
prices over the most recent rolling 3-month period. EVaR
inchudes all positions over a forward rolling 60-month time
horizon that expose us'to market price risk, regardless of
accounting treatment and business line.

. Positions included in EVaR are comprised of all positions,
regardless of accounting treatment, that create market risk
including:

# derivative and nonderivative commodity contracts

associated with our Generation, Customer Supply, and
Global Commodities operations, ‘

# physical assets, such as our owned and contractually-

controlled generating plants, and ‘

& our share of investments in generating plants.

We include the positions related to physical assets to
provide a more completé presentation of our commodity ‘market
risk exposures. EVaR inctudes illiquid products and:positions for
which there is limited price discovery. Modeling the positions in
our Generation and Customer Supply operations involves a
number of assumptions, and includes projections of generation,
emission rates and costs, customer load growth, load response to
weather, and customer response to competitive supply. Changes
in our forecast of management estimates will affect the fair value
of these positions in a manner not captured by EVaR.

EVaR reflects the risk of loss due to market prices under
normal market conditions. An inherent limitation- of our
value-at-risk measures is the reliance on historical prices. A
sudden shift in market conditions can cause the future behavior
of market prices to. differ materially from the past. We use stress
tests and scenario analysis to better understand extreme events as
a complement to EVaR. This includes exposure to unlikely but
plausible events in abnormal markets, sensitivity to changes in
management projections of customer demand or forecasted
generation output, and price sensitivity to illiquid points and -
regional basis spreads: ' ' o

EVaR is monitored daily and is subject to. regional and
overall guidelines for the Customer Supply operations. We place.
guidelines on the risk associated with illiquid delivery locations
and regional basis within our Customer Supply operation.
Additionally, we monitor generation plant hedge ratios relative to
guidelines specified by management. Stress tests and scenario
analysis are conducted regularly and the results; trends, and
explanations are reviewed by senior management and risk
committees. v :

The EVaR amounts below represent the potential pre-tax
change in the fair values of our merchant energy business
positions over a one-day holding period.

EVaR

For the year ended December 31, 2009 2008

(In millions)

95% Confidence Level, One-Day Holding

Period

Year end $73.0 $135.6
Average 92.8 N/A
High 1228  N/A
Low 64.1 N/A

N/A—Average, high, and low amounts for 2008 are not available as we
did not begin computing those categories of EVaR until the fourth quarter of
2008.
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At December 31, 2009, our EVaR was approximately
$73 million, which represents:a 46% decline from its level of
$136 million on December 31, 2008, mainly due to de-risking
activities and the closing of the EDF transaction in the last
quarter of the year.

VaR:

VaR measures the potential pre-tax loss in the fair value of
mark-to-market energy contracts due to changes in market risk
factors. VaR is a one-day value-at-risk measure calculated at a
95% confidence level assuming a standard normal distribution of
prices over the most recent rolling 3-month period. VaR includes
all positions subject to mark-to-market accounting, including
contracts that hedge the economics of Customer Supply
nonderivative power and fuel contracts, but which do not receive
hedge accounting treatment, but also contracts designated for
trading. Thus, the positions for which we monitor VaR are
included within, and are not incremental, to the positions
subject to EVaR.

VaR and EVaR have similar limitations. VaR may include
some products and positions for which' there is limited price
discovery or market depth. The modeling of option positions
included in VaR involves a number of assumptions and
approximations. An inherent limitation of our VaR measures is
the reliance on historical prices. A sudden shift in market
conditions can cause the future behavior of market prices to
differ materially from that of the past.

The VaR amounts below represent the potential pre-tax loss
in the fair value of our merchant energy business positions
subject to mark-to-market accounting, including both- trading
and non-trading activities, over one and ten-day holding periods.

During 2009, 99% Confidence Level, One-Day Holding
Period mark-to-market VaR represented, in the table below
ranged between a high of $55.5 million in the beginning of the
year and a low of $5.0 million towards the end of the year.
Despite the wide range of values during 2009, mark-to-market
VaR has been declining steadily throughout the year, consistent
with our de-risking efforts. While de-risking activities were the
main contriburor to the declining level of mark-to-market V4R,
this metric will continue to be impacted by the volatility of
commodity prices and by the size of mark-to-market positions of
our nop-trading activities.



Total Mark-to-Market VaR™ Constellation Energy’s proprietary trading activities are

For the year ended December 31, 2009 2008 substantially reduced from previous years and are now
: (In millions) immaterial. These activities continue to be managed with daily
99%. Confidence Level, One-Day Holding ' VaR limits, stop loss limits and positioﬁ limits.
Period
Year end ) $ 8.0 $19.7  jnierest Rate Risk
Average " 181 261 e exposed to changes in interest rates as a-result of
High 555 380  financing through our issuance of variable-rate and fixed-rate
Low o ’ 50 197 gebt and certain related interest rate swaps. We may use
95% ponﬁdence Level, One-Day Holding derivative instruments to manage our interest rate risks.
Period ‘ In July 2004, to optimize the mix of fixed and floating-rate
Year end © 8 6 3150 geby, we entered into-interest rate swaps relating to
Average 13.8 19.9  $450.0 million of our long-term debt. These fair value hedges
High - 422 289 ffectively convert our current fixed-rate debt to a floating-rate
Low ~ o 38 150 jinstrument tied to the three month London Inter-Bank Offered
95% Qonﬁdence Level, Ten-Day Holding Rate. In July 2009, we terminated an interest rate swap relating
Period - to $50 million of the $450 million of fixed-rate debt. Including
Year end - ' ‘ $ 192 $47.5  (he $400.0 million in interest rate swaps, approximately 13% of
Average ' 437 . 628 oy long-term debt is floating-rate. '
High . - ' 133.6  9L5 We discuss our use of derivative instruments to manage our

interest rate risk in more detail in Note 13 to Consolidated

Low o : : 12.0 . 475
N 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 Maturity Date

Fair value at
- : December 31,
2010 .- 2011 2012 2013 2014 Thereafter Total 2009

(Dollars in millions)

Long-term debt :
Variable-rate debt $ — $ — $ 246.9 $ — . $§ — $ 4030 $ 649.9 § 649.9

Average interest rate (A) ' —% —% 3.16% —% —% 1.22% 1.96%

Fixed-rate debt $ 569 .$81.8 $.676.9 $466.6 $ 904  $2,8524 $4,225.0  $4,433.1
Average-interest rate 5.68% . 5.95% 6.84% 6.06% 5.33% 6.61% 6.53%

(A) Interest on variable rate debt is. included based on the forwam’ curve for interest rates at December 31, 2009.

Security Price Risk , : Credit Risk

We are exposed to -price fluctuations in financial markets We are exposed to credit risk through our merchant energy
primarily through our pension plan assets. In 2009, our actual business and BGE’s operations. Credit risk is the loss that'may
gain on pension plan assets was $217.6 million. We describe our  result from counterparties’ nonperformance and retail customer
pension funding requirements in more detail in Note 7 t0 - accounts receivable and forward value payment risk arising from

Consolidated Financial Statements. : contracted power and gas supply agreements. \We evaluate our
~ credit risk as discussed below.

Foreign Cutrency Risk

Our merchant energy business is exposed to the impact of Wholesale Credit Risk

foreign exchange rate fluctuations: This foreign currency risk We measure wholesale credit risk as the repIacemeynt cost for
arises from our-activities in countries where we transact in open energy commodity and derivative transactions (both
currencies other than the U.S. dollar. In 2009, our exposure to mark-to-market and accrual) adjusted for amounts owed to or
foreign currency risk was not material. We manage our exposure  due from counterparties for settled transactions. The replacement
to foreign currency exchange rate risk using a foreign currency cost of open positions represents unrealized gains, net of any
hedging program. We will continue to have limited exposure to unrealized losses, where we have a legally enforceable right of
the Canadian dollar due to our Canadian gas and power setoff. We monitor and manage the credit risk of our Global
operations. : : Commodities operation”through credit policies and procedures,

which include an established credit approval process, daily
monitoring of counterparty credit limits, the use of credit
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mitigation measures such as margin, collateral, or prepayment
arrangements, and the use of master netting agreements.

As of December 31, 2009 and 2008, counterparties. in the
credit portfolio of our Global Commodities operation had the
following public credit ratings:

At December 31, 2009 2008
Rating .
Investment Grade (1) 43% 52%
Non-Investment Grade 2 15
Not Rated 55 33

(1) Includes counterparties with an investment grade rating by at
least one of the major credit vating agencies. If split rating
exists, - the lower rating is used, . :

Our exposure to “Not Rated” counterparties was
$1.5 billion at'December 31, 2009 and December 31, 2008. -

Many of our not rated 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 $1.2 billion or 81% of the exposure to unrated
counterparties was rated investment grade equivalent at
December 31, 2009 and approximately $0.9 billion or 60% was
rated investment grade equivalent at December 31, 2008. The
following table provides the breakdown of the credit quality of
our wholesale credit portfolio based on our internal credit

ratings.

At December 31, 2009 2008
Investment Grade Equivalent - 88% 74%
Non-Investment Grade Equivalent 12 .26

Our total exposure, net of collateral, to counterparties
across our entire wholesale portfolio is $2.8 billion as of
December 31, 2009. The top ten counterparties account for
approximately 52% of our total exposure with approximately 5%
of that exposure being non-investment grade. ‘

If a 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 a counterparty were to default
under an accrual contract that is currently favorable to us, we
may recognize a 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 )
counterparties, we attempt to enter into agreements that allow
us to obrain collateral on a contingent basis, seck third party |
guarantees of the counterparty’s obligation, and enter into

netting agreements that allow us to offset receivables and
payables with forward exposure across many transactions.

As of December 31, 2009, our total exposure of
$2.8 billion, net of collateral, includes accrual positions and
derivatives. This total exposure has declined significantly from
the $4.5 billion as of December 31, 2008, as a result of our
de-risking activities and divestitures and changes in commodity
prices. Of our $2.8 billion total exposure at December 31; 2009,
less than $1 billion is recorded on our Consolidated Balance
Sheets. : g
Immediately preceding the EDF transaction, our Global

'Commodities operation entered into long term PPA agreements

with CENG, creating a counterparty exposure (net of payables
owed) exceeding 10% of our total credit exposure. We discuss

‘our counterparty credit risk in more detail in Note I to

Consolidated Financial Statements. Other than the exposure to
CENG, no single counterparty concentration comprises more
than 10% of the total exposures recorded on our Consolidated

‘Balance Sheets as of December 31, 2009.

Dué 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 a
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 a .
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loss that could have a material impact on our financial results.

If a 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 a counterparty were to default
under an accrual contract that is currently favorable to us, we
may recognize a 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. v

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 a 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 citcumstances. Performance assurance
collateral is designed to protect BGE's 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 a full-requirements service
agreement with a supplier should occur, as well as specific
mechanisms for BGE to otherwise replace defaulted supplier
contracts. All costs incurred by BGE ta replace the supply
contract are to be recovered from the defaulting supplier or from
customers through rates.

Retail Credit Risk ‘ : L
We are exposed to retail credit risk-through our cornpetmve
electricity and natural gas supply activities, which serve
commercial and. industrial companies and governmental entities,
and through BGE’s electricity and natural gas: distribution
operations. Retail icredit 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 crcdlt
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 quahty 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, geographic, or industry concentrations. In 2008,
reserve levels had been increased across our retail businesses due
to indicators of deteriorating credit quality and macroeconomic
slowdown. In the first half of 2009, the overall incidence of
customer bankruptcies increased, but had moderated to more
historic levels by year end. Sectors most susceptible to financial
stress were concentrated in consumer cyclical industries and
commercial real estate. As a result, we have increased our reserve
levels accordingly. We have also augmented our credit risk
organization with a dedicated credit workout function.

BGE is subject to retail credit risk associated with both the
delivery portion of a customer’s 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 BGE's
delivery and commodity rates include some level of costs for
uncollectible customer accounts receivable expenses, full recovery
is contingent on amounts approved by the Maryland PSC in
customer rates and, therefore is not guaranteed and BGE is
exposed to these potential losses and related carrying costs.

Operational Risk

Operational risk is the risk associated with human error or a
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
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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_ o
monetary losses. to.us. o

We own, have direct and indirect ownershlp interests in,
and/or operate a number of power generation facilities, which
utilize a 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 dehvcry of energy to_meet our V
customers’ needs. If one or more of our- generating facilities is
not able to produce electrlqty when required due to operatlonal
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, vyholesa.le 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 be forced to purchase electricity
in the wholesale market at higher prices. This could have a
material adverse impact on our financial results.

CENG, an entity in which we own a 50.01% mcmbershlp
interest, owns nuclear plants. These nuclear plants produce
electricity at a relatively low marginal cost. Nine Mile Point
Unit 2 and the Ginna facility sell approximately 90% of their
respective output under unit-contingent power purchase
agreements (CENG has 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, CENG may have to purchase
replacement power at potentially higher prices to meet their
obligations, which could have a material adverse impact on
CENG’s and 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 a
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 a negative
impact on our financial results.
A :

Funding Liquidity Risk
Funding liquidity risk relates to the ability to fund current and
future obligations of the company given variability in’ collateral
requirements as well as variability around working capital
requirements and other cash flows that may affect our liquidity.
To assess funding liquidicy risk, we ‘distinguish between sources
and uses of liquidity. Sources of liquidity include projected net
available cash; the unused capacity available from our credit
facilities, and any availability under the EDF put arrangement
through December 31, 2010. Uses include expected and
contingent collateral requirements as well as any unexpected
variation of cash flows from projected levels. We define '
contirigent requirements to be any incremental or decremcntal
requirements to expected requirement levels.

To manage liquidity risk, we quantify sources of liquidity
and the expected and contingent uses of liquidity both 6ver a

short-term and Jong-term horizon. Contingent uses of liquidity
are determined by’ stress-testing our portfolio using a simulation
of extreme, adverse price stresses and measuring their combined
impact-on collateral néeds and on cash flows related to losses
due to market and credit risk. Liquidity stresses related to "
operational risks (weather, plant outages) and other business risks
not directly linked to price moves are assessed on a regular basis
using scenario analysis. Results of the liquidity assessment are
shared regularly with senior management.

Liquidity risk assessment has been integrated into our
strategic planning process. Expected and contingent funding
needs implied by the business plans. of our various business units
are first aggregated and compared to available liquidity sources
over the planning horizon. Capital and'liquidity ‘sources are then
allocated to business units based on'their business plans, taking
into account the cost of providing liquidity. We beliéve that this
integrated view on sources‘and uses of liquidity allows us to
ensure proper funding of the business in accordance with our
business plan.

Item 7A. Quantitative and Qualitative Disclosures about Market Risk
The information requlred by this item with respect to miarket risk is set forth in Jtem 7 of Part II of thls Form 10-K under the

heading st/e Management.
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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 management’s best
estimates, and judgments of known conditions.

PricewaterhouseCoopers LLP, an independent reglstered
public accounting firm, has audited the financial statements and
expressed their opinion on them. They performed their audlt 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. ‘

Management’s Report on Internal Control Over Financial
Reporting—Constellation 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-15(f).

Constellation Energy’s system of internal control over
financial reporting is designed to provide reasonable assurance to
Constellation Energy’s 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. Constellatlon Energy conducted an
evaluation of the effectiveness of Constellation Energy’s internal
control over.financial reporting using the framework: in Jnsernal
Control—Integrated 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 entity’s 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, 2009. ‘

PricewaterhouseCoopers LLP, an independent registered
public accounting firm, has audited the effectiveness of
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Constellation Energy’s internal control over financial reporting as
of December 31, 2009, as stated in their report on the next

page. , .
jonathan W. Thayer

Mayo A. Shattuck III
Chairman of the Board, -~ Senior Vice: President and Cbzef
Fzmznrzal Officer

President and Chief Executzve
O]fﬁ'cer

Management's Report on Internal Control Over Financial
Reporting—Baltimore Gas and Electric Company’

The managernént 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 intetnal control over financial reporting as
defined in Exchange Act Rule 13a-15(f): :

BGE’s system of internal control over financial réporting is-
designed to provide reasonable assurance to BGE’s management
and Board of Directors regarding the reliability of financial
reporting and the preparation of financial statements for external
purposes in ‘accordance with generally accepred accountmg
principles in the United States of America.

- The management of BGE conducted an evaluation”of the
effectiveness of BGE’s internal ‘control over financial reporting
using the framework in Internal Control—Integrated Framework
issued by the Comhittee of Sponsoring Organizations of the
Treadway Commission (COSO). As néted in the COSO
framework, an internal control system, no matter how well
conceived and operated can provide only reasonable, not -
absolute, assirance to management and the Board of Directors’
regarding achievement of an entity’s finaricial reporting ‘
objectives. Based upon the evaluation under this framework,
management concluded that BGE’s intefnal control over
financial reporting was effective as of December 31, 2009.

This annual report does not include an ‘attestation report of
BGE’s independent registered public accounting firm regarding
internal control over financial feporting. Management’s report’
was not sibject to attestation by BGE’s independent registered
public ‘accounting firm pursuant to temporary rules of the
Securities and Exchange Commission that permit BGE, asa
non-accelerated ﬁler, to prov1de only managements report in this
annual report.

Fonnitl 0- xﬁ%aé«) W

Kevin W. }Hadlock
‘Senior Vice President and Chief
Financial Officer

Kenneth W. DeFontes, Jr.
President and Chief Executive
Officer ’



REPORTS OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors an
Constellation Energy Group, Inc.

In' our opinion, the consolidated financial ‘statements listed in
the index appearing under Item 15(a) (1) present fairly, in all
material respects, the financial position of Constellation Energy
Group, Inc. and its subsidiaries (the Company) at December 31,
2009 and 2008, and the results of their operations and their
cash flows for each of the three years in the period ended
December 31, 2009 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 Ttem 15(a) (2) 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, 2009, based on criteria established in Internal .
Control—Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission .
(COSO). The Company’s 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 8. Our responsibility is to express opinions on these
financial statements, on the financial statement schedule, and on
the Company’s internal control over. financial reporting based on
our integrated audits. We conducted our audits i in accordance
with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require thar 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 gver financial reporting was.,
maintained in all material respects. Qur audits of the. financial
statements included examining, on a test basis, evidence
supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and
significant estimates made by management, and evaluating the
overall financial statement presentation. Our audit. of internal
control over financial reporting included obtammg an
understandmg of internal control over financial reporting,
assessing the risk that a 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 audlts provxde a
reasonable basis for“our opinions. :

As discussed in Noze 1 to the consolldated ﬁnanc1al
statements, in 2009 the Company changed its method of
presenting noncontrolling interests. As discussed in Note 13 to
the consolidated financial statements, in 2008 the Company
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anged its'method of atcounting for the’ measuremient of fair
value and classifying certain collateral balances. As discussed in
Note 1 to the consolidated financial statements, in 2007 the
Company changed its method of accounting for uncertain tax
positions.-

A company’s internal control over financial réporting is a
process ‘designed to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial
statements for exterhal purposes in accordance with generally
accepted accounting principles. A company’s internal control
over financial reporting includes those policies and proceduires
that (i) pertain to the maintenance of records that, in reasonable
detail, ‘accurately and fairly reflect the transactions and
dispositions of ‘the assets of the company; (i)' provide reasonable
assurance that transactions are recorded as necessary to permit
preparation of financial statements in accordance with generally
accepted ‘dccounting principles, and that réceipts 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 of unauthorized acquisition, use;,
or disposition of the company’s assets that could have a materlal :
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 Coristellation
Energy Group, Inc. and its subsidiaries as of December 31,
2007, 2006 and 2005, and the related consolidated statements
of income (loss), cash.flows, and common shareholders’ equity
and comprehensive income (loss) for the years ended
December 31, 2006 and 2005 (none of which are presented
herein); and we expressed unqualified opinions on those
consolidated financial statements. In our opinion, the
information set forth in theé'Summary of Operations and
Surtimary of Financial Condition of Constellation Energy
Group, Inc. and its subsidiaries included in the Selected
Financial Data appearing under Item 6 for each of the five years
in the period ended December 31, 2009, is fairly stated, in all
miaterial respects, in relation to the consolidated financial
statements from which it has been derived:

PM;&wMC.’v:
PricewaterhouseCoopers LLP

Baltimore, Maryland
February 26, 2010



To Board of Directors and Shareholder of Baltimore Gas and
Electric Company

In our opinion, the consolidated financial statements listed in
the index appearing under Item 15(a) (1) present fairly, in all
material respects, the financial position of Baltimore Gas and
Electric Company and its subsidiaries (the Company) at
December 31, 2009 and 2008, and the results of their
operations and their cash flows for each of the three years in the
period ended December 31, 2009 in conformity with accounting
principles generally accepted in the United States of America. In
addition, in our opinion, the financial statement schedule listed
in the index appearing under Item 15(a) (2) presents fairly, in all
material respects, the information set forth therein when read in
conjunction with the related consolidated financial statements.
These financial statements and financial statement schedule are
the responsibility of the Company’s management. 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 of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements, assessing
the accounting principles used and significant estimates made by
management, and evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable
basis for our opinion.
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As discussed in Note I to the consolidated financial
statements, in 2009 the Company changed its method of
presenting noncontrolling interests. As discussed in Noze 13 to
the consolidated financial statements, in 2008 the Company
changed its method of accounting for the measurement of fair
value. As discussed in Note I 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,
2007, 2006 and 2005, and the related consolidated statements
of income and cash flows for the years ended December 31,
2006 and 2005 (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 6
for each of the five years in the period ended December 31,
2009, is fairly stated, in all material respects, in relation to the
consolidated financial statements from which it has been derived.

P M.;mec.’,; [y
PricewaterhouseCoopers LLP

Baltimore, Maryland
February 26, 2010
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CONSOLIDATED STATEMENTS OF INCOME (LOSS)

COnstellatioh Enefgy Groub, lné. and S;l':‘b'sidiaries

Year Ended December 31, 2009 2008 2007

(In millions, except per share amounts)

Revenues

Nonregulated revenues $12,024.3 $16,057.6 $17,786.5

Regulated electric revenues 2,820.7 2,679.5 .. 2,455.6

Regulated gas revenues 753.8 1,004.8 943.0

Total revenues 15,598.8 . 19,741.9 : 21,185.1
Expenses _

Fuel and purchased energy expenses 11,135.6 15,521.3 16,473.9

Operating expenses 2,228.0 2,378.8 2,447 .4

Merger termination and strategic alternatives costs 145.8 - 1,204.4 —

Impairment Josses and other costs 124.7 741.8 20.2

Workforce reduction costs 12.6 22.2 2.3

Depreciation, depletion, and amortization 589.1 583.2 557.8

Accretion of asset retirement obligations 62.3 - 68.4 68.3

Taxes other than income taxes . _ 290.4 301.8 - . 288.9

Total expenses 14,588.5 20,821.9 19,858.8
Equity Investment (Losses) Earnings 6.1) 76.4 8.1
Gain on Sale of Interest in CENG 7,445.6 S — —
Net (Loss) Gain on Divestitures (468.8) : . 255 » —
Income (Loss) from Operations 7,981.0 (978.1) 1,334.4
Gain on Sales of CEP LLC Equity — — ‘ 63.3
Other (Expense) Income ' (140.7) (69.5) 157.4
Fixed Charges .

Interest expense o 437.2 399.1 S 3118

Interest capitalized and allowance for borrowed funds used during

" construction - o (87.1) (50.0) (19.4)
' Total fixed charges . 350.1 349.1 2924
Income (Loss) from Continuing Operations Before Income Taxes 7,490.2 (1,396.7) 1,262.7
Income Tax Expense (Benefit) 2,986.8 (78.3) 428.3
Income (Loss) from Continuing Operations 4,503.4 (1,318.4) 834.4
Loss from discontinued operations, net of income taxes of $1.5 — ‘ — (0.9)
Net Income (Loss) 4,503.4 - (1,318.4) ) - 8335
Net Income (Loss) Attributable to Noncontrolling Interests and BGE : S

Preference Stock Dividends =~ ' ) ‘ 60.0 (4.0) 12.0
Net Income (Loss) Attributable to Common Stock $ 4,443.4 $(1,314.4) ‘ $ 8215
Average Shares of Common Stock Outstanding—Basic 199.3 179.1 180.2
Average Shares of Common Stock Outstanding—Diluted 200.3 179.1 182.5
Earnings (Loss) Per Common Share from Continuing Operations—

Basic $ 2229 $  (7.34) $ 4.56
Loss from discontinued operations —_ — (0.01)
Earnings (Loss) Per Common Share—Basic $ 2229 $  (7.34) $ 455
Earnings (Loss) Per Common Share from Continuing Operations—

Diluted $ 2219 $  (7.34) $ 4.51
Loss from discontinued operations — —_ (0.01)
Earnings (Loss) Per Common Share—Diluted $ 2219 $  (7.34) $ 450

0.96 $ . 191 g 174

-

Dividends Declared Per Common Share

See Notes to Consolidated Financial Statements. \ :
Certain prior-period amounts have been reclassified to conform with the current year’s presentation.
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CONSOLIDATED EALANCE SHEETS

Constellation Energy Group, Inc. and Subsidiaries B
At December 31, o 2009 2008
(In millions)
Assets RRTR
~ Current Assets : o A
» Cash and cash equivalents ) v o _$ 3,440.0 Lo $:202.2
Accounts receivable (net of allowance for uncollectibles of $160.6 and $240.6, ; . .
respectively) 2,137.6 3,389.9
Fuel stocks _ _ 314.9 _ 717.9
Materials and supplies R 93.3 ' 224.5
Derivative assets R 639.1 . 1,465.0
Unamortized energy contract assets (includes $371.3 million related to CENGY 436,50 B 81.3
Restricted cash : ' 270 : “1,030.5
Deferred income taxes ; 1279 o 268.0
Other " o 2444 o 8155
. Total current assets 7,460.7 . . ‘ 8,194.8

Investments and Other Noncurrent Assets ; RTINS e
Nuclear decommissioning trust funds —_— L .. 1,006.3

_ Investment in CENG . a ' ' o - 52229 : B
.. Other investments ' ' 4243 "421.0
Regulatory assets (net) ‘ 414.4 o Y4947
Goodwill C 25.5 N
Derivative assets 633.9 7 8518
Unamortized energy contract assets (includes $400.9 million related to CENG), _604.7 S 173.1
Other _ . o o 3042 213

" Total investments and other noncurrent assets ' - 7,629.9 - .3,37238

Property; Plant and Equipment ‘ o - o 4 '
Nonregulated property, plant and equipment ©'5,784.6 o 8,866:2

Regulated property, plant and equipment . ST 67499 ’ 1 76,419.4
Nuclear fuel (net of amortization) v — S 4430
Accumulated depreciation Ll e e e e e {4;080.7)... .. - +:(5,012:1)
Net property, plan.f and equipment . e e BAS3.8 T 07165

Total Assets e R > X SRR 72 78!

See Notes to Consolidated Financial Statements.
Certain prior-year amounts have been reclassified to conform with the current years presentation.
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CONSOLIDATED BALANCE SHEETS

Constellation Energy Group, Inc. and Subsidiaries

At December 31, - | 2009 2008
 (In millions) ‘

Liabilities and Equity,
Current Liabilities : . ;
Short-term borrowings ‘ . : $ 46.0 $ 8557

Current portion of long-term debt ..56.9 12,5915
Accounts payable and accrued liabilities 1,262.4 - . 2,370.1
Customer deposits and collateral ‘ 103.3 v 120.3
Derivative liabilities 632.6 o . 1,241.8
Unamortized energy contract habllmes 390.1 e - 3935
Accrued taxes . ' 877.3 LT 51.1
Accrued expenses. o 297.9 s 322.0
Other - 374.2 - 514.2
Total current liabilities ‘ 4,040.7 o - 8,460.2

" Deferred Credits and Other Noncurrent Liabilities . , o : :
Deferred income taxes 3,205.5 S 677.0

. Asset retirement obligations '29.3 B 987.3

~Derivative liabilities TR © 6741 . ‘ 1,115.0

. Unamortized energy contract liabilities 653.7 - L 906.4

Defined benefit:obligations 743.9 o 1,354.3

" Defetred investment tax credlts S - ) L 320 CL .. 441

Other ’ ' ' v 3888 . . T 2496

~ Total deferred credits and other noncuirrent liabilities , L. 57273 0 15,3337

Long-term Debt, Net of Current i,’o_ljti'on 48140 . R 5,098.7
Equity | ‘ . - N ".(.V‘lb ‘ . N ‘ 1. o

Common shareholders’ equity . : - 8,697.1 . ’ 321:81_.4

BGE preference stock not subject to mandatory redemption 1900 - o .. 190.0

* Noncontrolling interests - 75.3" ‘ Tt 2001

Total equity ‘ 8,962.4 33915

. Commitments, Guarantees, and Cbﬁtﬁngencies (see.Note 12). .

Total Liabilities and Equity o $23,544.4 L 822,841

See Notes to Consolidated Financial Statements. : S o
Certain prior-year amounts have been reclassified to conﬁ)rm with the current ymrs presenmtzon
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Constellation Energy Group, Inc. and Subsidiaries

Year Ended December 31, 2009 2008 2007
(In millions)

Cash Flows From Operating Activities

Net income (loss) $ 4,503.4 $(1,318.4) $ 8335
Adjustments to reconcile to net cash provided by operating activities
Depreciation, depletion, and amortization 589.1 583.2 557.8
Amortization of nuclear fuel 117.9 123.9 114.3
Amortization of energy contracts and derivatives designated as hedges (138.4) (256.3) (222.9)
All other amortization 135.7 40.5 11.2
Accretion of asset retirement obligations 62.3 68.4 68.3
Deferred income taxes 1,846.9 - . (122.8) 226.2
Investment tax credit adjustments (121 (6.4) 6.7)
Deferred fuel costs 68.9 52.0 (248.0)
Defined benefit obligation expense 85.3 99.6 111.8
Defined benefit obligation payments (372.5) (120.4) (165.4)
Merger termination and strategic alternatives costs 128.2 541.8 —
Woriforce reduction costs 12.6 22.2 2.3
Impairment losses and other costs 124.7 741.8 20.2
Impairment losses on nuclear decommissioning trust assets 62.6 165.0 8.5
Gain on sale of 49.99% membership interest in CENG (7,445.6) — —
Gains on sale of CEP LLC equity — —_ (63.3)
Loss (gain) on divestitures 468.8 (38.1) —
Gains on termination of contracts — (73.1) =
Accrual of BGE residential customer credit 112.4 — —_—
Equity in earnings of affiliates less than dividends received 15.5 63 45.3
Derivative contracts classified as financing activities 1,138.3 (107.2) 32.2
Changes in working capital
Accounts receivaEle, excluding margin 543.3 606.7 (664.2)
Derivative assets and liabilities, excluding collateral " 425.3 (757.9) (138.2)
Net collateral and margin . 1,522.8 (960.3) 49.6
Materials, supplies, and fuel stocks 220.6 (33.5) (66.4)
Other current assets N 217.2 (95.4) (18.5)
Accounts payable and accrued liabilities (1,105.0) (225.8) - 448.8
Liability for unrecognized tax benefits 102.1 79.7: 71.9
Other current liabilities 788.8 (238.1) (14.0)
Other 1717 (38.5) (53.3)
Net cash provided by (used in) operating activities 4,390.8 (1,261.1) 941.0
Cash Flows From Investing Activities . )
Investments in property, plant and equipment (1,529.7) (1,934.1) (1,295.7)
Asset acquisitions and business combinations, net of cash acquired . (41.1) (315.3) (347.5)
Investments in nuclear decommissioning trust fund securities (385.2) (440.6) (659.5)
Proceeds from nuclear decommissioning trust fund securities 366.5 4219 650.7
Investments in joint ventures {201.6) — —
Issuances of loans receivable —_— — (19.0)
Proceeds from sale of 49.99% membership interest in CENG 3,528.7 J— —
Proceeds from sales of investments and other assets 88.3 446.3 13.9
Contract and portfolio acquisitions (2,153.7) — (474.2)
Decrease (increase) in restricted funds 1,003.3 (942.8) (109.9)
Other 0.1 21.7 (45.3)
Net cash provided by (used in) investing activities 675.6 (2,742.9) (2,286.5)
Cash Flows From Financing Activities
Net (maturity) issuance og short-term borrowings (809.7) 813.7 14.0
Proceeds from issuance of common stock 33.9 17.6 65.1
Proceeds from issuance of long-term debt 136.1 3,211.4 698.2
Common stock dividends paid (228.0) (336.3) (306.0)
Reacquisition of common stock — (16.2) (409.5)
BGE preference stock dividends paid (13.2) (13.2) (13.2)
Proceeds from contract and portfolio acquisitions 2,263.1 — 847.8
Repayment of long-term debt (1,986.8) (577.4) (745.3)
Derivative contracts classified as financing activities (1,138.3) 107.2 (32.2)
Debt and credit facility costs (98.4) (104.8) —
Other 12,7 8.3 334
Net cash (used in) provided by financing activities (1,828.6) 3,110.3 152.3
Net Increase (Decrease) in Cash and Cash Equivalents 3,237.8 (893.7) (1,193.2)
Cash and Cash Equivalents at Beginning of Year 202.2 1,095.9 2,289.1
Cash and Cash Equivalents at End of Year $ 3,440.0 $ 2022 $ 1,095.9

Other Cash Flow Information:
Cash paid during the year for:
Interest (net of amounts capitalized)
Income taxes

369.5 $ 3414 $ 291.8
57.1 $ 119.2 $ 2824

®»

See Notes to Consolidated Financial Statements.
Certain prior-year amounts have been reclassified to conform with the current year’s presentation.
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CONSOLIDATED STATEMENTS OF COMMON SHAREHOLDERS’ EQUITY AND COMPREHENSIVE INCOME (LOSS)

Constellation' Ehergy Group, Inc. and Subsidiaries

Accumulated
Other
: . Common Stock Retained ~ Comprehensive . Noncontrolling Total
Years Ended December 31, 2009, 2008, and 2007 ' Shares Amount Earnings Loss Interests’ Amount
- A : (Dollar ts in milli ber of shares in thousands)
Balance at December 31, 2006 180,519 $2,738.6 $ 3,474.3 $(1,603.6) $284.5 $ 4,893.8
Decrease in noncontrolling interests from deconsolidation v (74.1) O (74.1)

Comprehensive Income o
Net income 821.5 - 120 833.5
Other comprehensive income ‘ s :
Hedging instruments:
Reclassification of net losses on hedging instruments from ) -
OCI to net income, net of taxes of $(682.3) 1,124.8 : 1,124.8

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 securmes, net of taxes of $(25.5) 26.5" : 26.5
- Defined benefit plans: :
“ Net gain arising during period, net of taxes of $(7.8) ‘ o : 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) g . 7.0 : 7.0
Other : ) (10.8) © - ' (10.8)
Total: Comprehensive Income 821.5 511.0 120 1,344.5
Effect of adoption of uncertain tax position accounting standard 7.3) . . (7.3)
BGE preference stock dividends (13.2) (13.2)
Common stock dividend declared ($1.74 per share) (368.4) ) . . (368.4)
Common stock issued and share-based awards 1,789 184.2 184.2
Common stock purchased (1,847) (159.5) . . (159.5)
Common stock purchased and retired (2,024) (250.0) ’ . (250.0)
Other ) . (0.6) - . (0.6)
Balance at December 31, 2007 178,437 2,513.3 3,919.5 (1,092.6) - ..209.2 T 5,549.4
Increase in noncontrolling interests from consolidation: of a VIE ) . 181 18.1

Comprchenswe Loss

(L3144) - (40) . (1,318.4)

. Net loss ; . ;
Other comprehenslve logs™ oo T e e
Hedging instruments: i
Redlassification of net losses on hedging instruments from S ’
OCI to net income, net of taxes of $(120.2) . -+ 200.6 el 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
Total Comprehensive Loss (1,314.4) (1,119.2) (4.0) 2, 437 6)
Effect of adoption of fair value measurement accounting standard 0.9
BGE preference stock dividends (13.2) (13 2)
Common stock dividend declared ($1.91 per share) (341.3) (341.3)
Common stock issued and share-based awards * 21,406 667.3 (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 199,129 3,164.5 2,228.7 (2,211.8) 210.1. . 3,391.5

*  Includes 19,897.3 million shares issued to MidAmerican Energy Holdings Company.

Certain prior-period amounts have been reclassified to conform with the current periods presentation.
See Notes to Consolidated Financial Statements.

continued on next page
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Accumulated:.

= ' N s : - Other : . +
Common Stock Retained ~ Comprehensive  Noncontrolling Total
Years Ended December 31, 2009, 2008, and 2007 Shares Amount Earnings Loss Interests Amount
) (Dollar in milli ber of shares in thousands)
Balance at December 31, 2008 199,129 $3,164.5 $ 2,228.7 $(2,211.8) $210.1 $ 3,391.5
Contribution from noncontrolling interest "~ 8.0 ) X
Other noncontrolling interest activity 0.4 0.4
Comprehensive Income N
Net income 4,443.4 60.0 4,503.4
Other comprehensive income
Hedging instruments:
Reclassification of net losses on hedgin instruments from
OCI to net income, net of taxes of $(898.5) 1,499.4 1,499.4
Net unrealized loss on hedging instruments, net of taxes of
$251.2 (474.7) (474.7)
Available-for-sale securities:
Reclassification of net losses on securities from OCI to net
income, net of taxes of $(24.6) 25.4 25.4
Net unrealized gains on securities, net of taxes of $(78.2) 77.7 777
Defined benefit plans:
Prior service cost arising during period, net of taxes of
$1.0 (1.5) .. (15)
Net gains arisin fg during period, net of taxes of $(23.9) 26.9 26.9
Amortization of net actuarial loss, prior service cost, and
transition obligation included in net periodic benefit o
cost, net of taxes of $(19 8) 30,3 - 30.3
Deconsolidation of CENG joint venture:
Net unrealized gains on nuclear decommissioning trust
funds, net of taxes of $125.3 (125.3) (125.3)
Net unrealized losses on defined benefit plans, net of taxes
of $(94.6) 138.0 138.0
Net unrealized gains on foreign currency translation, net of
taxes of $(2.7) 7.1 7.1
Other comprehensive income-—equity investment in CENG, ‘
net of taxes of $(11.7) 12.9 12.9
Other comprehensive income related to other equity method
investees, net of taxes of $(1.3) 2.1 2.1
Total Comprehensive Income -4,443.4 1,218.3 60.0 5,721.7
BGE preference stock dividends ) (13.2) (13.2)
Common stock dividend declared ($0.96 per share) (192:2) (192.2)
Common stock issued and share-based awards 1,856 65.1 (18.9) 46.2
Balance at December 31, 2009 200,985 $3,229.6 $ 6,461.0 $ (993.5) $265.3 $ 8,962.4

Certain prior-period amounts have been reclassified to conform with the current periods presentation.

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, 2009 2008 2007
v (In millions)
Revenues oo
Electric revenues $2,820.7 $2,679.7 $2,455.7
Gas revenues 758.3 1,024.0 962.8
Total revenues ‘ 3,579.0 3,703.7 3,418.5
Expenses ‘ '
Operating expenses . ’ _
_Electricity purchased for resale : 1,217.4 ‘ 1,078.1 360.8
Electricity purchased for resale from affiliate 623.5 802.0 1,139.6
" Gas purchased for resale 449.9 o '694.5 639.8
_ Operations and maintenance 433.7 4282 405.0
' Operations and maintenance from affiliate 126.2 109.6 128.6
Impairment losses and other costs 20.0 — ’ —
- Workforce reduction costs' — 6.4 -
Depreciation and amortization 262.1 227.9 234.2
Taxes other than income taxes ™ 177.8 174.5 ) 176.2
.. Total expenses ‘ . 3,310.6 3,521.2 . 3,084.2
Income from Operaﬁons , :‘ o 268.4 ‘ 182.5 3343
Other Income - : - ' 25.4 29.6 26.9
Fixed Charges
Interest expense 143.6 . 1442 . 1279
Allowance for borrowed funds used during construction (4.3) (4. 3) 2.6)
" Total fixed charges 139.3 139.9 125.3
Income Before Income Taxes - . : 154.5 72.2 235.9
Income Taxes R L ‘
Current (119.8) (18.2) 2.4
Deferred 184.7 40.2 100.0
Investment tax credit adjustments (1.1) (1.3) © (1.6)
Total income taxes § 63.8 20.7 96.0
Net Income T 90.7 51.5 139.9
Preference Stock Dividends . - 13.2 13.2 13.2
Net Income Attributable to Common Stock before Noncontrolling Interests $ 775 $..383 - $ 1267
Net Loss (Income) Attnbutable to Noncontrollmg Interests 7.3 L - (0.1)

Net Income Attrlbutable to Common Stock $ 84.8 v $ 383 ‘$ 126.6

See' Notes to Consolidated Financial Sasemenss,
Gertain prior-year amounts havé been reclassified to conﬁ)rm with the current year’s pre:entatzon
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CONSOLIDATED BALANCE SHEETS g

Baltimore Gas and Electric Company and Subsidiaries

At December 31, ' ' S 2009 S 2008

(In millions)
Assets
. Current Assets .
Cash and cash equivalents . ‘ ‘ ‘ $ 136 $ 107
Accounts receivable (net of allowance for uncollectibles of $46.2 and $33.3,
respectively) 3117 327.0
Accounts receivable, unbilled (net of allowance for uncollectibles of $1.0 and $0.9, ) )
respectively) . . 2527 R 2323
Investment in cash pool, affiliated company 314.7 . ' 148.8
~ Accounts receivable, affiliated companies 154 o 4.3
Fuel stocks . 738 o 143.7
Materials and supplies . 319 38.4
Prepaid taxes other than income taxes 49.5 o 51.0
Regulatory assets (net) 72.5 v 79.7
Restricted cash ‘ 24.3 ' 23.7
Deferred income taxes : 11.2 —
Other . o ) N . 11.3 © 108

+ Total current assets U 1,182.6 o 1,070.4

Investments and Other Assets :
Regulatory assets (net) ‘ ) IR ' 414.4 " C 4947

Receivable, affiliated company ' 326.2 . 161.1
Other o ' 98.2 o - 1316
Total investments and other assets 838.8 . .787.4

Utility Plant

Plant in service

Electric S : 4,772.4 . v 4,493.7

- Gas [ ) 1,260.6 ~1,221.1
Common o 7 ) 499.0 o 476.3

Total plant in service ot : L B R T 65320 - oL 6,191
Accumulated depreciation ) ‘ o : - (2,3182) (2,191.0)

Net plant in service - o , L. 42138 - 4,000.1
Construction work in progress 215.5 225.7
Plant held for future use 24 e 2.6

Net utility plant . . : 4,431.7.. - : 4,228.4
Total Assets $ 6,453.1 $ 6,086.2

See Notes to Consolidated Financial Statements.
Certain prior-period amounts have been reclassified to conform with the current periods presentation.

88



; CONSOLIDATED BALANCE SHEETS

Baltimore Gas and Electric Company and Subsidiaries

At December 31, 2009. . - 2008
‘ (In millions)
Liabilities and Equity ‘ '
Current Liabilities

.Short-term borrowings $ 46.0 ... % 3700
Current portion of long-term debt 56.5 ' 900
Accounts payable and accrued liabilities 166.0 . 2310
Accounts payable and accrued liabilities, affiliated companies 98.3 v . 97.0
Customer deposits , 76.0 L 723
Deferred income taxes . - S 40.2
Accrued taxes . 802 o ) 18.8
Residential customer rate credit } 1124 - ' —
Accrued expenses and other - 96.1 98.4
Total current liabilities : 7315 1,017.7
i 'Deferred Credits and Other Liabilities
; Deferred income taxes 1,087.6 843.3
Payable, affiliated company 243.4 243.2
Deferred investment tax credits - - 9.5 : 10.6
* Liability for uncertain tax positions : 73.3 . ‘ 5.5
Other ' : BRI 200 23.1
Total deferred credits and other liabilities L 1,433.8 . 11257
Long-term Debt - :

" Rate stabilization bonds ‘ o 5109 T 5644
Other long-term debt of BGE 1,431.5 1,443.0
6.20% deferrable interest subordinated debentures due October 15, 2043 to wholly o : , ’ e

owned BGE Capital Trust II relating to trust preferred securities ' 257.7 L2577
Long-term debt of nonregulated: business — ‘ 250
Unamortized discount and premium (2.2) : » (24
Current portion of long-term debt. . (56.5) ‘ (90.0)
“ Total long-term debt B 2,1414 - 2,197.7

Equity
Common shareholder’s equity: » ) K _ o
Common stock. o ' 912.2 9122
Retained earnings 1,026.0 ' 625.4
Accumulated other comprehensive income 0.6 0.6
Total common shareholder’s equity - . 1,938.8 ‘ 1,538.2
Preference stock not subject to mandatory redemption 190.0¢ : -:7190.0
Noncontrolling interest ) ] o . - 17.6 : = 16.9

Total equity ‘ o v ‘ ~ ©2,146.4 o i1,745.1

Commitments, Guarantees, and Contingencies (see Note 12)

Total Liabilities and Equity T  $64530 $6,086.2

See Notes to Consolidated Financial Statements,
Certain prior-period amounts have been reclassified to conform with the current period’s presentation.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Baltimore'G.as and Electric Company and Shbéidiaries PR

Year Ended December 31, . 2009 2008 2007
’ ' ) (In millions)

Cash Flows From Operating Activities

Net income $ 90.7 $ 515 $ 139.9
Adjustments to reconcile to. net cash provided by operating activities L
Depreciation and amortization 262.1 2279 234.2
Other amortization ' 9.2 132 12,5
Deferred income taxes 184.7 = ' 402" 100.0
Investment tax credit adjustments - ‘ 1.1 (1.3) - (1.6)
Deferred fuel costs 68.9 52.0 v (248.0)
" Defined benefit plan expenses 32.7 30.6 39.8
Allowance for equity funds used during construction (8.2) (8.0) ° 4.9)
Accrual of residential custorer rate credit 1124 © —_ —
Impairment losses and other costs 20.0 _ — —
Workforce reduction costs — 6.4 —_—
Changes in: ) ’
Accounts receivable (5.1) 1(33.1) . (181.5)
Receivables, affiliated companies (11.1) (0.1) (1.7)
Materials, supplies, and fuel stocks 76.4 (40.6) 9.6
Other current assets - (10.2) 4.5) 259
Accounts payable and accrued liabilities (65.0). 48.6 (4.9)
Accounts payable and accrued liabilities, affiliated companies 1.3 (67.5) 1.1
Other current liabilities (44.4) (11.4) ' 29.6
Long-term receivables and payables,. affiliated companies : (197.8) ' (45.7) (42.0)
Other 130.3 (29.1)  (44.8)
Net cash provided by operating activities 645.8 229.1 ‘ 63.2

Cash Flows From Investing Activities
Utility construction expenditures (excluding equity portion of allowance for funds.

) used during construction) (372.6) (426.4) (376.4)
Change in cash pool at parent (165.9) - (70.4) " (17.8)
Sales of investments and other assets - o129 0.8
(Increase) decrease in restricted funds - 0.6) ©15.5 ' (42.3)
Net cash used in investing activities . (539.1) (468.4) (435.7)

Cash Flows From Financing Activities
Net (repayment) issuance of short-term borrowings (324.0) 370.0 —
Proceeds from issuance of long-term debt — 400.0 623.2
Repayment of long-term debt (90.0) (350.0) (124.8)
Debt issuance costs .. . *. . .. C0.5) 2.7) —
Contribution from noncontrolling interest 8.0 — —

- Preference stock dividends paid ! . (13.2) o (13.2) - (13.2)
:Contribution from (distribution to) parent 315.9 -(171.7) (106.0)
Net cash (used in) provided. by financing activities (103.8) 232.4 379.2

Net Increase (Decrease) in Cash and Cash Equivalents ( 2.9 (6.9) 6.7

Cash and Cash Equivalents at Beginning of Year o ’ 107 17.6 10.9

Cash and Cash Equivalents at End of Year $ 13.6 $ 10.7 $ 17.6

Other Cash Flow Information:
Cash paid (received) during the year for:
Interest (net of amounts capitalized) $136.9 " $ 126.6 $126.3
Income taxes $(250.9) $ (5.1) $ (37.6)

See Notes to Consolidated Financial Statements.
Certain prior-period amounts have been reclassified to conform with the current period’s presentation.
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Notes to Consolidated Financial Statements

1 Significant Accounting ‘Policies'

Nature of Our Business

Constellati(')'n‘Energy Group, Inc. (Constellation Energy) is an
energy company that conducts its business through various
subsidiaries including a merchant energy business and Baltimore
Gas and Electric Company (BGE). Our merchant energy '
business is a competitive prov1der of energy solutions for a
variety of 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 ten counties in central Maryland.
We describe our operating segments in Note 3.

This report is a 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 business(es)” are to BGE.

Subsequent Event Policy

We evaluated events or transactions that occurred after
December 31, 2009 for inclusion in these financial stateinehts 4
through February 26, 2010, the date these financial statemenis
wete issued.

Consolidation Policy

We use three different accounting methods to report our
investments in our subsidiaries or other companies:
consohdatlon, the equity method and' the cost-method.

Consolidation

We use consolidation for two types of entities:

& subsidiaries in which we own ‘2’ majority of the voting -
stock and exercise control over the operations and
policies of the company, and -
variable interest entities (VIEs) for which we are the :

- primary beneficiary, which means that we-have a
controlling financial interest in a VIE. We discuss- our
investments in VIEs in more detail in Noze 4.

Consolidation mearis that we conibine the accounts-of these
entities with ouf accounts. Therefore, our consolidated financial
statements include our accounts, ‘the accounts of our majority-
owned subsididries that are not VIEs, and the accounts of VIEs
for which we are the primary beneficiary. We have consolidated
three VIEs for which we are the primary beneficiary: We
eliminate all intercompany balances and transactions when we
consolidate these accounts.

The Equzty Method
We usually use the equity method to report investiments,
corporate joint ventures, partnerships, and-affiliated companies
where we hold approximately a 20%. t0:50% 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). If our
carrying value of the investment differs from our share.’
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of the investee’s equity, we recognize this basis difference
as an adjustment of our share of the investee’s earnings.
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 a 20%
voting interest in an investment. Under the cost method, we
report our investment 3t 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 mﬂuence 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 Ownership Interests

We may sell portions of our ownership interests in a subsndlarys
stock. Through 2008, we recorded any gains or losses in our
Consolidated Statements of Income (Loss), as a component of
non-operating income. Beginning in 2009, we treat sales of
subsidiary stock as an equity transaction and do noet recognize
any gains or losses on the transaction as long as we retain a
controlling financial interest.

When we sell ownership interests in our subsn:hanes such
that we do not retain a controlling financial interest, we _
deconsolidate that subsidiary. Upon deconsolidation, we
recognize a gain or loss for the difference between the sum of
the fair value of any consideration received and the fair value of
our retained investment and the carrying amount of the former
subsidiary’s assets and liabilities.

On November 6, 2009, we completed the sale of a 49.99%
membership interest in Constellation Energy Nuclear
Group LLC and affiliates (CENG), our nuclear generation and
operation busnness, to. EDF Group and affiliates (EDF). As a
result, we ceased to have a controlhng financial interest in
CENG and deconso!,ldated CENG at that time. We account for
our retained interest in CENG using the equity method. See
Note 2 for the gain recognized on our sale of a 49.99% interest
in CENG to EDE

Regulation of Electric and Gas Business _

The Maryland Public Setvice Commission (Maryland PSC) and
the Federal Energy Regulatory Commission (FERC) provide the
final determination of the rates we charge our customers for our
regulated busmesses. Generally, we follow the same accounting
policies and practices used by nonregulated companies for
financial reporting under accounting principles generally
accepted .in the Umted States of America. However, sometimes
the Maryland PSC or the FERC orders an accountmg treatment
different from that used by nonregulated companies t o
determme 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 Consohdated Balance Sheets.

We summarize and discuss regulatory assets and liabilities

further in Note 6.

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, mcludmg

¢ our revenues and expenses in our Consolidated

Statements of Income (Loss) during the reportmg
penods,

¢ our assets and liabilities in our Consolidated Balance

Sheers at the dates of the financial statements, and

& our disclosure of 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
management’s control. As a result, actual amounts could
materially differ from these estimates. .

Reclassifications
In accordance with the requirements for the reporting of
noncontrolling interests, which were effective on January 1, 2009
(see Accounting Standards Adopted section later in this note), we
have separately presented:
¢ “Nert income (loss) attributablc to noncontrolling
interests” on our, and BGE’;, Consohdated Statements
of Income (Loss),
“Noncontrolling interests” and “BGE Preference Stock
Not Subject to Mandatory Redemption” as
noncontrolling interests on’ our Consolidated Balance
Sheets,
“Comprehensive income attributable to noncontrollmg
interests, net of taxes” in our Statements of
Comprehensive Income (Loss), and
“BGE preference stock dividends paid” in the financing
section of our Consolidated Statements of Cash Flows.
We have also made the following reclasslﬁcatxons of prlor
year amounts for comparative purposes:
¢ We have separately presented “Equity investment (losses)
earnings” that were previously reported within
“Nonregulated revenues” on our. Consolldated
Statements of Income (Loss).
We have separately presented “Accrued taxes” that was
previously reported within “Accrued expenses”_on our
Consolidated Balance Sheets. T
We have separately presented “Liability for uncertain tax
positions” that was previously reported within “Other
" long-term 11ab1htlcs on BGE’s Consohdated Balance
Sheets. ,
We have separately presented “Electricity purchased for
resale from affiliate” that was previously reported within

L 4
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“Electricity purchased for resale” on BGE’s Consohdated
Statements of Income.
We have separately presented “Operations and
maintenance from affiliate” that was previously reported
within “Operations and maintenance” on BGE’s
Coﬁsolidatod Statements of Income.

Revenues
Sources of Revenue )
We earn revenues from the following primary business activities:

‘¢ sale of enérgy and energy-related products, including
electricity, natural gas, and other commodmes, in
nonregulated markets;
providing standard offer service and delivering ‘electricity’
and natural gas to customers of BGE;
trading energy and energy-related commodities; and,
provxchng other energy-related nonregulated products
‘and services.

We report BGE’s revenues from standard offer service and
delivery of electricity and natural gas to jts customers as
“Regulated electric revenues” and “Regulated gas revenues” in
our Consohdated Statements of Income (Loss) We report all
other revenues as “Nonregulated revenues.’

Revenues from nonrcgulatcd 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. BGE’s
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 6. We describe the
effects of these orders on BGE’s revenues below.

Regulated E/ectricd

BGE provides matket-based standard offer electric service to. its
residential, commercial, and industrial customers. BGE charges
these customers standard offer service (SOS) rates that are
designed to recover BGE’s wholesale power supply costs and
include an administrative fee consisting of a sharcholder return
component -and an incremental cost component. Pursuant to
Senate Bill 1, 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 1, 2007 for a 10-year period. However, under
an order issued by the Maryland PSC in May 2007, as of
June 1, 2007, BGE reinstated collection of the residential return
component of the SOS administration charge and began
providing all residential electric customers a 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 2, BGE resumed collection of the
shareholder return portion of the residential standard offer
service administrative charge from June-1, 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 1, 2010 through
December 31, 2016. Senate Bill 1 imposed a 15% rate cap for



BGE residential electric customers from July 1, 2006 until
May 31, 2007 and gave customers the option to further delay
paying full market rates until January 1, 2008. :

As part of the October 30, 2009 order from the Maryland
PSC approving our transaction with EDE BGE may filean
clectric distribution case -at any time beginning in January 2010
and may not file a subsequent electric distribution rate case until
January 2011. Any rate increase in the first electric drstrlbunon
rate case will be capped at 5%. w

BGE defers the difference between certain of its actual costs
related to the electric commiodity and ‘what it collects from - -
customers under the commodity charge portion of SOS rates in
a given period. BGE either bills or reﬁmds its customers the
difference in the future. - v : o

Regulated Gas S

BGE charges ‘its gas customers for the. natural: .gas they. purchase
from BGE using “gas cost adjustment clauses.” Under ‘these
clauses, BGE defers the differencé between-certain: of its-actual
costs related to*the gas commodity and what.it collects from-
customers under the commodity charge in a given period for -
evaluation under a market-based rates incentive mechanism. For
each period subject to that mechanism, BGE compares its actual
cost of gas to a market index (a measure of the market price of
gas for that period) and shares the difference equally-between’ -
shareholders and customers through ‘an adjustment o the price
of gas service in future periods. This sharing mechanism
excludes fixed-price contracts which the Maryland PSC tequires-
BGE to procure for at least 10%, but not more thin 20%, of
forecasted system supply requirements for the November through
March period. ‘As a condition to, the October 30, 2009 order
from the Maryland PSC approving otir transaction with' EDF -
BGE may file a gas distribution case at any time beginning in-
January 2010 and may not file a subsequent gas dlsmbutlon rate
case until January 2011. :

Selection of Accounting Treatment S

We determine the appropriate accounting' treatment for
recognizing revenues based on the nature of the transaction,
governing accounting standards and, where required, by applymg
judgment as to the most transparent presentation of the -
economics of the undeilying transactions. We utilize two
primary accounting treatments to recogmze and report reveniues.
in our results of operations: e ‘

¢ accrual accounting, including hcdge accountmg, and
¢ mark-to-market accountlng :
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We describe each of these accounting: treatments below.

Accrual Accounting

Under accrual accdunting, we record revenues in the period
when we deliver” energy commodltles or products, render
services, or settle contracts. We generally use accrual accounting
to_recoghize 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 a 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
BGE’s 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 demgnated those
contracts as NPNS.

We record accrual revenues from sales of products or
services on a gross basis at the contract, tariff, or spot price
because we are a principal to the transaction. 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 recoguize’
the effectlve portion of hedge gains or losses in revenues during
the same perlod in which we record the revenues from the -
hedged transactlon We record any hedge. ineffectiveness in
revenues when it occurs. We discuss our hedgé accounting policy
in the Derwatzves aml Hea’gzng Actzz/ztm section later in this
Note.

We may make of receive cash payments at the fime we'’
assume previously existing power sale agreements for which the
contract price differs from' current market prices. We also may
designafe 4 derivative as NPNS after its inception. We recognize
the value of these derivatives in 6ur 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 underlylng cash flows provrded by the

contr: acts



The following table summarizes the primary components of
accrual revenues:

Activity

Other
Nonregulated
Products and

. Services

Nonregulated
Physical
Energy
Delivery

Regulated,
Electricity
and Gas
Sales

Component of
Accrual Revenues

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 detivative contracts for which
we are not permitted, or do not elect, to use accrual accountmg
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 Josses on new transactlons,

¢ unrealized gains and losses from changes in the fair

value of open contracts, o

@ net gains and losses from realized transactlons, 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 a 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.

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
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& 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-felated 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 oceurred: BGE’s.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
requite 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 6. We describe the . -
effects: of these orders:on BGEs fuel and purchased energy

expense below. S

Regldtm' Elecm

BGE provides: market-based standard offer electric service to its
residential, commercial, and industrial. customers. BGE charges
these customers: SOS rates that are designed to recover BGE’s
wholesale power supply.costs and include an administrative fee
consisting of a 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
a 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, BGE’s
fuel and purchased energy expense approximates the amount of
the related commodity charge included in-revenues for the
period, reflécting 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:BGE ‘using “gas cost adjustment clauses.” These clauses:
include a market-based rates incentive. mechanism that requires
BGE to compare its actual cost of gas to a market index (a
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 a 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, BGE’s
fuel -and purchased energy expense approximates the amount of
the related commodity charge included in revenues for the
period, reflecting actual gas costs ad)usted 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 a 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 accountmg rather
than accrual accounting for recognizing fuel and purchased
energy expenses on physical commodity derivatives if we have
not designated those contracts as NPNS.

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:

Activity

Other
Nonregulated
Products and

. Services

Nonregulated
Physical
Energy
. Delivery

Regulated

Electricity

and Gas
Sales

Component of
Accrual Fuel and
Purchased Energy

Expense

Actual costs of fuel and

purchased energy ,X X X

Reclassification of net
gains/losses on cash
flow hedges from
AOCI

Ineffective portion of
net gains/losses on - X
cash flow hedges

Amortization of
acquired energy
contract assets or
liabilities

Deferral or
amortization of
deferred SOS and
gas cost adjustment
clause regulatory
assets/liabilittes

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
éxtent 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 a 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 commodity price fluctuations, we enter into energy
and energy-related derivative contracts traded in the



over-the-counter markets or on exchanges. These contracts
include: :

o forward physical purchase and sales contracts,

¢ futures contracts,

"o financial swaps, and

.4 “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 forelgn
currency exchange rate fluctuations.

Selection of Accounting Treatment .
We account for derivative instruments and hedging activities in
accordance with several possible accounting treatments for
derivatives that meet all of the requirements of the accounting
standard. Mark-to-market is 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, both at the time-of

. designation and on an ongoing basis.

The following are permissible accounting treatments for
derivatives:

& mark-to-market,

¢ cash flow hedge,

o fair value hedge, and

¢ NPNS.

Each of the accounting treatments for derivatives affects our
financial statements in substantially different ways as summarized

below: o
Accounting Recognition and Measurement
Treatment Balance Sheet Income Statement

Mark-to-market ® Derivative asset or liability @ Changes in fair value

recorded at fair value recognized in earnings

Cash flow @ Derivative asset or liability @ Ineffective changes in fair
hedge recorded at fair value value re:cogmzedg
@ Effective changes in fair earnings
value recognized in & Amounts in accumulated
accumulated other other comprehensive
comprehensive:income income reclassified to
earnings when the hedged
forecasted transaction
affects earnings or becomes
_ . probable of not occurring
Fair value # Derivative asset or liability 4 Changes in fair value
hedge recorded at fair value recognized in earnings
#® Book value of hedged asset ~ ' Changes in fair value of
or liability adjusted: for hedged asset or liability
changes in its fair value recognized in earnings
NPNS # Fair value not recorded # Changes in fair value not
(accrual) ¢ Accounts receivable or recognized in earnings

accounts payable recorded

Revenue or expense
when: derivative settles

recognized in earnings
when underlying physical
commodity is sol (i)
consumed
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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 economiic 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 assocnated with' derivatives
subject to mark-to-market accounting. Origination gains
represent the initial fair value of certain structured transactions
that our portfolio managenient 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 a single
transaction. We generally recoghize 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 éarnings recognition, cash flows, and the underlying
business activities. We only use fair value hedge accountmg on a
limited basis.

We use regression analysis to determine whether we expect
a derivative to be highly effective as a 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 a 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 thata derivative is no longer highly effective as'a
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 a physical commodity that will be
delivered in quantities expected to be used or-sold over a -
reasonable period in the normal course of business. Once we



elect NPNS classification for a given contract, we do not
subsequently change the election and treat the contract as a
derivative using mark-to-market or hedge accounting. However,
if we were to determine that a 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 a market participant. An exit price is the price at
which a market participant could sell an asset or transfer a
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 a result, often 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 management’s best estimates of
inputs a 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.

The valuation adjustments we record include the following:

¢ Close-out adjustment-—the estimated cost to close out

or sell to a 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 adjustment—necessary
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 adjustment—necessary 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 Noze 13.

*

Balance Sheet Netting
We often transact with counterparties under master agreements
and other arrangements that provide us with a 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 a
net basis in our Consolidated Balance Sheets.

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
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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 a 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
qualify as derivatives due to the absence of a 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
(cash or letters of credit) 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 a legally enforceable right of
setoff.:

Electric and gas utilities, municipalities, cooperatives,
generation owners, coal producers, 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
$95.2 million as of December 31, 2009 and $258.3 million as
of December 31, 2008. These amounts are included in
“Customer deposits and collateral” in our Consolidated Balance
Sheets. .
We consider a significant concentration of credit risk to be
any single obligor or counterparty whose concentration exceeds
10% of our total credit exposure. As of December 31, 2009, we
only had one significant counterparty concentration, CENG,
which comprised 25% of our total credit exposure. This
exposure is primarily related to the power purchase agreement
that we executed with CENG which has a value of $0.8 billion,
which is recorded on our balance sheet in “Unamortized energy
contract assets.” However, no collection of counterparties based
in a single country other than the United States comprised more
than 10% of the total exposure of our total credit exposure.



Equity Investment Earnings .
We include equity in-earnings from our investments in
qualifying facilities and power projects, joint ventures, and
Constellation; Energy Partners LLC_(CEP) in “Equity Investment
(Losses) Earnings”. in-our Consolidated Statements of Income
(Loss) in the period they are earned. “Equity Investment (Losses)
Earnings” also includes any adjustments to amortize the
difference, if any, except for goodwill, between our cost in an
equity method invéstment and our underlying equrty innee
assets of the investee at the date of investment.

We consider our investmients in-generation-related
qualifying facilities, power projects, and joint ventures to be
integral to our operations. ‘

Taxes

‘We summarize our income taxes in Note 1 0 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 Noze 10.

Income Tax Expense
We have two categories of income tax expense—current 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 (descrrbed
below) durmg the year. o

Tax Credits R .

We defer the investment tax credits assocrated with-our regulated
business, assets previously held by our regulated business, and
any investment tax credits that are convertible to cash grants 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 credits: that -
are not convertible to cash.grants and other tax credits associated
with our nonregulated businesses.

Through December 31, 2007, we held certain investments
in faciliries 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 believed it was 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 méasure the deferred income
tax assets and liabilities using income tax rates-that.are currently
in effect. : :

A portion of our tota.l defcrred 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

s “Income taxes recoverable through future rates (net).” We -
have re¢orded that portion of the net liability as a regulatory
asset in our Consolidated Balance Sheets. We discuss this further
in Note 6. : : /

State and Local Taxes .
State and local income-taxes are mcludcd in “Income ‘taxes” in
our Consolidated Statements of Income (Loss).

Taxes Other Than Income Taxes
Taxes other than income taxes primarily mclude property and
gross.receipts-taxes along with franchise taxes and other
non-income taxes,. surcharges, and fees.

BGE and our Customer Supply. operations collect certain
taxes from. customers such as-sales and gross receipts taxes, along
with other taxes, surcharges, and fees that are Jevied by state or
local governments on the sale or distribution of gas and
electricity. Some of these taxes are imposed on the customer and
others -are imposed on BGE and our Customer Supply
operations. Where these taxes, such as sales taxes, are imposed
on the customer, we account for these taxés on a net basis with
no impact. to our Consolidated Statements of Income (Loss).
However, where these taxes, such as gross. receipts taxes or other
surcharges or fees, are imposed on BGE or our Customer Supply
operations, we account for these taxes on a gross basis. -
Accordingly, we recognize revenues for these taxes collected from
customers along with an offsetting tax expense, which are both
included in our Consolidated Statements of Income (Loss). The
taxes, surcharges, or fees that ate included in revenues were as
follows:

2009

2008 2007

(In. millions)

Year Enéf,a’ December 31,

Co‘nsrellation Energy (incliuding": .
BGE)
BGE

$106.8
; 76.8

$111.7  $113.4
732 - 77.0

Unrecognized Tax Benefits
We adopted guidance related to the accounting for uncertainty -
in income taxes on January 1, 2007.

We recognize in our financial statements the effects of -
uncertain-tax positions if these positions meet a
“more-likely-than-not” threshold. For those uncertain tax
positions that we have fecognized 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. We recognize interest and penalties



related to unrecognized tax benefits in ‘Income tax expense™ in
our Consolidated Statements of Income (Loss).

We discuss our unrecognized tax beneﬁts in more detail in
Note 10. ek :

Earnlngs Per Share

Basic earnings per.common share (EPS) is computed by drvrdrng
net income (loss) attrlbutable to common stock by the weighted-
average number of common shares outstandmg 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 equrvalent shares prrmarrly
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
in each period, as. well as the drluuve common stock . equlvalent
shares as follows: :

Year. Ended December 31, 2009. #2008 2007
e i mzllzom)
Non-dilutive stock options 5.1 2 6 -
Dilutive' common stock equivalent o
shares 1.0 55 23

As a result of the Company incurring a loss for the year ma’ea'
December 31, 2008, diluted common stock eqttzvalent s/mres were
not zncz’uded in czzlculdtmg diluted EPS.

We 1ssued to MidAmerican Energy Holdrngs Company
(MrdAmerrcan) 19,897,322 shares of Constellatron Energys ’
common stock upon the conversion of the Series A Preferred
Stock, ‘which occurred upon the termination of the merger
agreement with MidAmerican on December 17, 2008. These
addmonal shares 1mpacted our earnlngs per share for 2009

Stock-Based Compensatmn
Under our long—term incentive plans, ‘we hdve granted ‘stock”
options; performanCe—based units; service-based ‘inits,
performance and service-based restricted stock, and equity-to”
officers, key employees, and membets of the Board: of Drrectors '
We discuss these awards in more detail in Noze 4
CWe recognrze compénsation expense for all equlty-based
compeniation awards issued to employees that are expected to’
vest. Equity-based compensation awards include stock Gptions,
restricted stock, and any other share-based payments  We
recognize compensation cost ratably or in trariches (depending if
the award has cliff or graded vesting) over the petiod during
which an employee is required to provide service in exchange for
the award, which is typically a one to ﬁve-year period. We use a
forfeiture assumption based on historical experrence to estimate
the number of awards that are expected to vest during the
service ‘period, and ultimately true-up the estimated expensé to
the actual expense associated with vested awards. We estimate
the fair value of stock - optron awards on the dite of grant usrng
the Black—Scholes optron-prrcmg 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 Equlvalents
All highly liquid investments with original maturrtres of three
months or less are considered cash equivalents.

Accounts Receivable and Allowance for Uncollectibles
Accouits 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 expécted exposure to the credit risk of customers based
ona varrety of factors.

Materlals, Supplies, and Fuel Stocks'

We record our fuel stocks, emissions cfedits, renewable energy

credits, coal held for resale; and materials and supplies at the
lower of cost or mdrket: We determine cost using the average’

cost method for our entire inventory. :

Restricted cash :

At December: 31, 2009, our restricted cashprimarily rncludes
cash at one of our consolidated variable. interest entities;
proceeds -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:-and BGE’s funds restricted for the repayment
of the rate stabilization bends. At :December 31, 2008, restricted
cash also- included ‘the proceeds that we received on - :
December 17, 2008:from issuance of the .Series: B. Preferred -
Stock to EDE These proceeds were restricted for payment of the
14% Senior Note that was held-by MidAmerican. We used these
proceeds to repay the 14% Senior Note in January 2009.

As of December 31, 2009 and 2008, BGE’s restricted cash:-
primatily represented funds restricted for the repayment: of the
rate stabilization bonds. We discuss the rate stabrlrzatron bonds
in miore detail in Note 9. Yo

Fmanclal Investments .
In . Note 4, we:summarize the financial investments. that are in -
our Consolidated Balance Sheets.

We report our debt and, equity securities at fair value, and
we use either specific identification. or average cost to determine
their: cost for.computing ‘realized gains or losses.

szzlable for—Sale Secuntzes , e

We classify our investments, in trust assets secunng certain

executive benefits that are classified as available-for-sale securltles
“We include. any unrealized gains (losses).onour. ., .. .

available-for-sale securities in “Accumulated other comprehensrve

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-Lwed Assets o

We. evaluate certain assets that have long 1 hves (for example,
generating property and equipment and real estate) to determine
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if they are impaired when certain conditions exist. 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.”

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 undlscounted 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 géﬁ
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,
CENG and partnerships that own power, projects) for
impairment. The standard for determining whether an
impairment must be recorded is whether the investment has
experienced a loss in value that is considered an “other than a
temporary” decline. :

We evaluate unproved gas producing properties at least
annually to determine if they are impaired. Impairment for
unproved property occurs if there are no firm plans to continue
drilling, lease expiration:is at risk, or historical experlence
necessitates a valuation -allowance.

We use our best estimates in making these evaluatlons 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.

Investments

We evaluate-our equity-method and cost-method investments
(for example, CENG, UniStar Nuclear Energy, LLC (UNE),
CEP and partnerships that own power projects) to determine
whether or not they are impaired. The standard for determining
whether an impairment must be recorded is whether the
investment has experienced an “other than a temporary > decline
in value.

Additionally, if the projects-in which we hold ‘these
investments recognize an impairment, we would record our
proportionate share of that impairment loss and would evaluate
our investment for an other than temporary decline in value.

We continuously monitor issues that potentially could
impact future profitability of our equity-method investments that
own geothermal, coal, hydroelectric, fuel processing projects, ds
well as our equity investments in our nuclear joint ventures and
CEP: These issues include environmental and legislative
initiatives as well as events that will impact the viability of new
nuclear development.

Debt and Equity Securities

We determine whether a decline in fair value of a debt or equity
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 a
new cost basis.

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 do not
amortize goodwill. We 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. We
amortize intangible assets with finite lives. We discuss the
changes in our goodwill and intangible assets in more detail in
Note 5.

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. ‘

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 Conemaugh substation and 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 a net investment of $339.6 million at December 31,
2009 and $285.1 million at December 31, 2008. 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 Nonregulated property, plant and equlpment
in our Consolidated Balance Sheets.

The * “Nonregulated property, plant and equlpment in our
Consolidated Balance Sheets includes nonregulated generation
construction work in progress of $685.1 million at
December 31, 2009 and $1,230.8 million at December 31,
2008.

When we retire or dispose of property, plant and
equipment, we remove the asset’s 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

100



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 “Operatirig 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 exploratio'n costs are
capitalized. Costs of drilling exploratory wells are initially
capitalized and later charged to expense if reserves are not
discovered or deemed not to be commercially viable. Other
exploratory costs are charged to expense when incurred.

Depreciation and Depletion Expense
We compute depreciation for our generating, electric.
transmission and distribution, and gas-distribution facilities. We
compute depletion: for our oil and gas exploitation and .
production activities. Depreciation and depletion are determined
using the following methods: :
¢ the group straight-line method using rates averaging
- approximately 2.3% per year for our generating assets,
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 rcgulated
. business, 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 stralght-lme
method and the following estimated useful lives: .

*

Estimated Useful Livés

Asset

Building and improvements 5 - 50 years
Office equipment and furniture 3 - 20 years
Transportation equipment - 5 -15 years
Computer-software: 3 - 10 years

Amortization Expense

Amortization is an accounting process of reducmg an asset
amount in our Consolidated Balance Sheets over a.period of
time that approximates the useful life of the related item. When
we reduce amounts in our Consolidated Balance Sheets, we -
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 5.

Accretion Expense -

We recognize an estimated hablhty for legal obligations and legal
obligations conditional upon a future event associated with the -
retirement of tangible long-lived assets. Our conditional asset
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retirement obligations relate ptimarily to asbestos removal at
certain of our generating facilities.

Prior to November 6, 2009, substantially all of our- total
asset retirement obligation was associated with the '
decommissioning of our nuclear power plants—Calvert Cliffs
Nuclear Power Plant (Calvert Cliffs), Nine Mile Point Nuclear
Station (Nine Mile Point) ‘and: R. E. Ginna Nuclear Power Plant
(Ginna). Upon the close ‘of the transaction with EDF on
November 6, 2009, we deconsolidated CENG and removed the
asset retirement obligations associated with these nuclear power
plants from our Consolidated Balance Sheets. Our remaining
asset retirement obligations are 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 a llabxhty when we are
able to reasonably estimate the fair value of any future legal
obligations, associated with retirement that have been incurred
and capitalize a 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 llves
of these assets. Since the fair value of the asset retirement
obligations is determined using a 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 a 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 2009 was as follows:

. : (In millions)
Liability at January 1, 2009

$ 9873
Accretion expense 62.3
Liabilities incurred 0.2-
Liabilities settled (1.0)
Revisions to cash flows 5.8
Deconsolidation of CENG (1,025.2)
Other 0.1)
Liability at December 31, 2009 $ 293

Nuclear Fuel

Through November 6, 2009 we arnortlzed 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 were 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 g

Our nonregulated businesses capitalize interest costs for costs
incurred to finance our power planit construction projects, real
estate developed for internal use, and other capital projects.



Allowance for Funds 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
consttuction 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 jts
customers for the AFC plus a return after the utility property is
placed in service.
The AFC rates are 9.4% for electric distribution plant,

8.8% for electric transmission 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; othér costs such as external legal,
accounting, and regulatory fees, and. printing costs. We amortize
costs related to long-term debt into interest expense ‘over the life
of the debt. We amortize costs related to credit facilities to other
income (expense) over the terms of the facilities.

In: addition to the fees that are paid upfront for credlt
facilities, we also incur. ongoing fees related to these facilities. We
record the ongoing fees in other income (expense), and we
record interest incurred. on cash draws in interest expense.

When BGE incurs gains or lesses 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
Accounting for Variable Interest Entities
In June 2009, the FASB amended the accounting, -presentation,
and disclosure guidance related to variable interest entities,
effective for interim and annual reporting perieds beginning .
after November 15, 2009. The amended standard includes the
following significant provisions:
# requires an entity to qualitatively assess whether it
should consolidate a VIE based on whether the entity
(1) has the power to direct matters that most
significantly impact the activities of the VIE, and
(2) has the obligation to absorb losses or the right to
receive benefits of the VIE that could potentially be.
significant to the VIE,
# requires an ongoing reconsideration of this assessment
instead -of only upen certain triggering events,
& amends the events that trigger a reassessment of whether
-.an entity is a VIE, and ) ;
& requires, the entity that consolidates a VIE (the pnma.ry
beneficiary), to.present separately on the face of its
balance sheet (1) the assets of the consolidated VIE, if
they can be used to only settle specific obligations of the
consolidated VIE, and (2) the liabilities of 2 |
consolidated VIE for which creditors do not have
recourse to .the general credit of the primary. beneficiary.
We are completing our evaluation of -this standard; Based
on our evaluation to date, we believe the primary impact will be
increased VIE disclosures, and we do._not believe the
implementation of this standard will have a material i impact. on ‘
our, or BGE, ﬁnanc1al results :

Accounting Standards Adopted
Noncontrolling Interests in Consolidated Financial Statements _
In December 2007, the FASB issued amended guidance related
to the accounting and feporting of noncontrolling interests in
consolidated financial statements. A noncontrolling interest in a
subsidiary is now considered an ownership interest in the -
consolidated. entity that should be reported as equity.in the
consolidated financial statements. This presentation views the
consolidated business as a single economic entity and considers
minority ‘ownership interests.in consolidated subsidiaries as
equity in the consolidated entity. ,
Under the amended guidance, companies: are requlred to:
# present noncontrolling interests (formerly described as
“minority interests”) in the consolidated balance sheet as
a 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 a change in control as équity transactions, and

# - upon deconsolidation of a subsidiary due to a change in

control, measure any retained interest-at fair value and
record a-gain or loss for both the pomon sold and the
portion retained.

Effective January 1, 2009 we presented and disclosed
noncontrolling interests in our Consolidated Financial
Statements in accordance with the amended guidance, and we
accounted for the sale of a 49.99% membership interest in
CENG to:EDF by deconsolidating. CENG, measuring our
retained interest at fair value, and recognizing a gain-at closing.
We discuss. this transaction in more detail in. Noze 2.
Disclosures about Derivative Instruments and Hedging Activities
In March 2008, the FASB issued amended guidance requiring
significantly expanded disclosures about derivative instruments
and hedging activities, buit did not change the accounting for
derivatives. We adopted the new disclosure requirements on
January 1, 2009 and provide these additional disclosures in
Note 13.

Determining Fair Value When the Volume and. Level of Activity
Jor the Asset or Liability have Significantly Decreased and
Identifying Transactions That Are Not Orderly

In April 2009, the FASB issued accounting guidance for
determining fair-value when the volume and level of activity for
the asset or liability have significantly decreased and for
identifying transactions that are not orderly. The guidance.
provides for estimating fair value when'the volume and level of
activity for the asset or liability. have decreased .and assists in
identifying circumstances that indicate a-transaction is not
orderly: Finally, the guidance expands the-disclosure requirements
for fair value measurements to include further disaggregation in-
the tabular disclosures. We adopted this guidance as of April 1,
2009 with no effect on our, or BGE’s, financial ‘results and
provided the required’ disclosures about fair vdlue measurements
in Note 13. The adoptlon of this standard only impacted our
disclosures.
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2 Other Events

2009 Events
- Pre-Tax After-Tax
(In. millions) .-

Gain on sale of 49.99% membership
interest in our nuclear generation and
operation business (CENG) to EDF

Amortization of basis difference in

$7,445.6  $4,456.1

CENG (29.6) (17.8)
Net loss on divestitures (468.8) (293.2)
Impairment losses and other costs (1) (124.7) (96.2)
Impairment of nuclear decommissioning

trust assets through November 6, o .

2009 oo . (62.6) (46.8)
Loss on-redemption. of Zero Coupon . :

Senior Notes (16.0) -(10.0)
Maryland PSC order—BGE resrdentlal

. customer: credits (112.4) (67.1)
Merger termination and, strategic o .

alternatives costs (145.8) (13.8)
Workforce reduction costs (12.6) 9.3)
Total other' items ' $6,473.1’ $3,901.9

(1) Aﬁ‘er tax amount net of nonmntrol/mg interest.

Gain on Sale of 49.99% Members/up Interest in CENG to EDF
On Decémber 17,2008, we entered into an Investiment
Agreement with EDF under which EDF wotld purchase from -
us a 49.99% membeiship interest in CENG for $4.5 billion-
(subject to certain adjustments). ‘

“In October 2009, the Maryland PSC issued ‘an order :

approving our transaction with EDF subject to the following
conditions: : -

# Constellation Energy is to fund a one-time per customer
distribution rate credit for BGE residential customers,
before the end of March 2010, totaling $110.5 million,

- or approximately $100 per customer, for ' which we

- 'tecorded a liability in November 2009. In December -
2009, BGE filed a tariff with the Maryland PSC stating
we would give residential customers a rate credit of
exactly $100 per customer. As a result, we accrued an
additional $1.9 million for a total fourth quarter 2009
accrual of $112.4 million. Constellation made a
$66 million equity contribution to BGE in December
2009 to fund the after-tax amount of the rate credit as
‘ordered by the Maryland PSC.

¢ Constellation Energy is required to make a $250 million

" cash capital contribution to BGE by no later than"

June 30, 2010. We made this contribution in Decembcr
2009. ‘

¢ BGE will not pay common dividends to Constellation -
Energy if (a) after the dividend payment, BGE’s equity
ratio would be below 48% s calculated pursuant to the
Maryland PSC’s ratemaking precedents or (b) BGE’s
senior unsecured credit rating is rated by two of the.
three major credit rating agencies below invéstment
grade. - »

¢ BGE may file an electric distribution rate ¢ase at any
time beginning in January 2010 and may not file a
subsequent electric distribution rate case until January
2011. Any rate increase in the fitst electric distribution

* rate case will be capped at 5% as agreed to by
Constellation Energy in its 2008 settlement with the
State of Maryland and the Maryland PSC. The timing
of any gas distribution rate filing will also occur no
carlier than the electric case.

¢ Constellation Enetgy will be limited to allocating no
more than 31% of its holding company costs t6 BGE -

< until the Maryland PSC reviews such cost allocanons in
the context of BGE’s next rate case.

& Constellation Energy and BGE are required to
implement “ring fencing” measures designed to provide
barikruptcy protection and credit rating sepatation of : -
BGE from Constellation Energy. Such measures include
the formation of 4-new special purpose subsidiary by -
Constelldtion ‘Energy (RF HoldCo) to hold all of the-
commoti equity interests in BGE. ' We completed the
implémentation of these measures in February 2010.

With the receipt of the Maryland PSC's otder, '

Constellation Energy and EDF closed the transaction on
November 6, 2009. Upon closing of the transaction, we sold a°
49.99% :membership ‘interest in CENG to EDF for total
consideration of approximately $4.7 billion (includes $3.5 billion
in cash at close, the non-cash' redémption of the $1.0 billion "
Series B Preferred Stock held by EDFE and certain 'expense" o
reimbursements). As a result, we ceased to have 4 controllirig
financial interest in CENG and deconsolidated CENG in thc
fourth quarter of 2009.

We recorded this transaction as follows: .

& We received cash consideration . of approximately -
$3:5 billion, plus certain adjustments, and redeemed the
$1.0 billion Series B Preferred Stock held by EDF as
additional purchase price resulting in net proceeds of

* approximately $4.7 billion. * i
¢ We removed the individual assets and liabilities of
"~ CENG from our balance sheet with a net asset value of
approximately $2.4 billion. <~~~ e
& We recorded our retained investment in CENG at -
estimated fair-valie of approximately $5.1 billion.
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& We recognized a pre-tax gain on sale of approximately

$7.4 billion, calculated as follows:

(In billions)
$ 4.7

Fair value of the consideration received from EDF

Estimated fair value.of our. retained interest in .
CENG Do 5.1

Carrying amount: of CENGs assets and hablhtles
prior to deconsolidation

(2.4)
$ 7.4

Pre-tax gain

On November 6, 2009, we began to account for our
retained- investment in, CENG wusing the equity. method and
report our share of its carnings in the merchant energy segment.
As a tesult, we no.longer record the individual income statement
line items, but instead record our share of the investment’s
earnings in a single line in our Consolidated‘ Statements of
Income (Loss).

We estimated the fairvalue of CENG for putposes of
recordlng our retained interest upon closing of the sale. Our
estimate considered the replacement cost, discounted future cash
flows, and comparable market transactions valuation approaches.
After correlating the valuations under these three approaches, the
ultimate fair value estimate reflects the discounted future
expected cash flows of: the-business ysing various inputsthat we
believe are reflective of a market participant’s perspective. The
most significant inputs include, our-expectations: of nuclear plant
performance, future power prices, nuclear fuel and-operating
costs, forecasted capital expenditures, existing power sales
commitments, and a discounting factor reflective of an investor’s
required risk-adjusted return. '

The fair value of our investment in CENG exceeded our
share of CENG’s equity because CENG’s assets and liabilities
retained their. historical ,carrying' value. This basis difference
totaled approximately $3.9 billion, and we assigned it to.the
noncurrent assets. of CENG based on fair value. We will
amortize this difference as a reduction in our equity investment
earnings in CENG as follows:

Difference Amortization Period

Property, plant and equipment
Power purchase. agreements and
‘revenue sharing agreements

Depreciable life

Term ‘of the agreement

Land and 1ntang1bles w1th indefinite
lives ’

Upon sale by CENG

For the period November 6, 2009 through December 31,
2009, we recorded $29.6 million. of basis- difference amortization
as a reduction to: our equity,investment earnings in CENG. We
discuss the components of our equity investment earnings in
Note 4.

Also, if we were to sell an additional portion of our
investment, we would recognize a proportionate amount of the
basis difference.

Divestitures

In 2009, we completed many of the strategic initiatives we
identified in 2008 to improve liquidity and reduce our business
risk.

The transactions to sell a majority of our international
commodities, our Houston-based gas trading and.other
operations were structured in two parts:

# the assignment and transfer .of a majority of the

portfolio, and

& the executioh of a Total Return Swap (TRS) mechanism

for the remainder of the portfolio: -

Under the TRS, we entered into offsetting trades with the
buyers that matched the terms of the remaining third party
contracts for which we were unable to complete assignment to
the buyers as of the transaction-dates. This structure transferred
the risks associated with changes in' commodity prices-as of the
transaction dates to the buyers in all instances. However, the
trades under the TRS are newly executed transactions, and we
remain the principal under both the unassigned third party
trades and the matching trades with the buyers under the TRS
with no right of either financial or legal offset. We continue to
pursue the assignment of these remaining contracts to the
buyers. o

“~ The matching contracts under the TRS include both
def_ivatives and non-derivatives and were executed at prices that
differed from market prices at closing; which resulted in a ner -
cash payment to/from the buyers. We recorded the underlying
contracts at fair value on a gross basis as assets or liabilities in
our Consolidated Balance Sheets depending on whether the
contract prices were above- or below-market prices at closing. As
a result, the derivative contracts have been included in
“Derivative Assets and Liabilities” and the nonderivative
contracts have been included in “Unamortized Energy Contract
Assets and Liabilities.” The derivative contracts are subject to
mark-to-market.accounting until they are realized or assigned.
The nonderivative contracts will be amortized into carnings as
the underlying contracts are realized, or sooner if those contracts
are assigned.

We record the cash proceeds we pay or receive at the
inception of energy purchase and sale contracts based upon
whether the contracts are in-the-money or out-of-the-money as
follows: . :

In-the-money contracts—proceeds paid
Out-of-the-money contracts—proceeds

Investing Outflow

recelved Financing Inflow

After inception, we record the cash flows from all energy
purchase and sale contracts as operating activities, except for
out-of-the-money derivative contracts that were liabilities at
inception; We, record the ongoing cash flows from these
out-of-the-money derivative contracts as financing activities,
regardless of whether they are purchase or sale contracts.
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International Commodities Operation

In January 2009, we entered into a definitive agreement to sell a
majority of our international commodities operation. We
completed. this transaction on March 23, 2009 ‘and recognized
the following impacts during 2009:

& a pre-tax loss of approximately $334.5 million
representing net consideration paid to the buyer, the
book value of net assets sold, and transaction costs,

#_ a reclassification of $165.7 million in losses on
previously designated cash-flow hedge contracts, for
which the forecasted transactions are now deemed
probable of not occurring, from “Accumulated Other
Comprehensive Loss” to “Nonregulated revenues” in the

. Consolidated Statements of Income (Loss),

# workforce reduction costs of $10.9 million, recorded as
part of “Workforce reduction costs” in the Consolidated
Statements of Income. (Loss), and

¢ other costs of $17.6 million related to leaschold
improvements, furniture and computer hardware and
software, recorded as part of “Impairment losses and
other costs” in the Consolidated Statements of Income
(Loss).

We removed the contracts that were assigned from our
balance sheet, paid the buyer approximately $90 million, and
reflected the, impact of this payment on our. working capital in
the operating activitjes section of our Consolidated Statements of
Cash Flows: _

The net cash payment to the buyer upon completion of the
TRS was $2.5 million. As part of the consideration, we acquired
matching nonderivative contracts that resulted in a net liability
of approximately $75 million, which will be amortized into
earnings as the undetlying contracts are realized, or sooner if the
original nonderivative contracts are assigned. o

We have reflected the contracts under the TRS on a gross
basis in cash flows from investing and financing activities in our
Consolidated Statements of Cash Flows as follows:

Year Ended December 31, 2009

’ o ‘ v (I;i milligns)
Investing activities—Contract and portfolio

acquisitions $(866.3)
Financing activities—Proceeds from contract and

portfolio, acquisitions : 863.8
Net cash flows from contract and portfoho

acquisitions : ' - % (2.5)

In addition to the March 23, 2009 transaction for a
majority of our international commodities operation, on
June 30, 2009 we completed the sale of a uranium market
participant that we owned. We received cash proceeds of
approximately $43 million and recorded a $27.2 million loss on
this sale. This loss from our merchant energy segment is
included in the “Net (loss) gain on divestitures” line in our
Consolidated Statements of Income (Loss).

Houston-Based Gas and Other Trading Operations v
On February 3, 2009, we entered into a definitive agreement to
sell our Houston-based gas trading. operation. We transferred
control of this operation on April 1, 2009. In addition, in the .
second quarter of 2009 we also sold certain other trading .
operations. In total, we received proceeds of approximately

$61 million, and recorded a $102.5 million net loss on these
sales in 2009. The net loss on sale primarily relates to
nonderivative accrual contracts, which were not recorded 01’:_1,‘ our
Consolidated Balance Sheet, the cost associated with disppsihg of
an entire portfolio and not merely individual contracts, and the
cost of capital, including contingent capital, to support the
operation. ‘ o \

The matchmg derivative and nondenvanve transactlons
differed from market prices at closrng As a result, we record the,
ongoing cash flows related to the out—of—the—money derivative
contracts that were liabilities at inception as ﬁnancmg cash
flows. This resulted in cash outflows related to ﬁnancmg
activities of $858.5 million in our Consolidated Statements of
Cash Flows for the year ended December 31, 2009 assocrated
with derivative liabilities that were out—of—the—money .

The net cash receipt from the buyers upon completion of
the TRS was $91.9 million in the second quarter of 2009. We
have reflected these contracts on a gross basis in cash flows from
investing and financing activities in our Consolidated Statements
of Cash Flows as follows: ’

i

Year Ended December 31, 2009

. - (In millions),
Investing activities—Contract and portfolio.

acquisitions. _ v ‘ $(1,2874)
Financing activities—Proceeds from contract and . .

portfolio acquisitions. _ . 13793
Net cash flows from contract and portfolio A

acquisitions - © o+ 5 9L9.

In addition, we incurred other costs of $7.0' million for L
2009 related to leasehold improvements, furniture, computer
hardware and software costs, which are recorded as part of |
“Impairment losses and other costs” 'on our Consohdated
Statements of Income (Loss).. ; -

On April 1, 2009, we executed an agreement with the
buyer of our Houston-based gas trading operation under which
the buyer will provide us with the gas supply needed to support
our retail gas customer supply business through March-31; 011,
This agreement was “structured such that our requirements to
post collateral are reduced. The supplier has liens on the assets
of the retail ‘gas supply business as well as our investment m the '
stock of these entities to secure our oblrgatlons undcr the gas
supply agreement. In connection with this agreement, we posted |
approximately $160 million of collateral. This was sub‘sequently
reduced to $100 million. The initial $160 million posted )
rcpresented approximately 25 percent of the previous collateral
requirements to support this operatlon _
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Shipping Joint Venture

We completed the sale of our equity investment in a shipping
joint venture during the third quarter of 2009. No gain or loss
was recognizéd on the sale. We discuss the sale of the shipping °
joint venture below.

Other Nonregulated Divestiture ’
During the fourth quarter of 2009, one of our nonregulated
subsidiaries sold an energy project and recorded a net loss of

$4. 6 million.

Impairment Losses and Other Costs

Available for Sale Securities

We evaluated certain 6f our investments in equity securities
during 2009. The investments we evaluated included our nuclear
decommxssmmng trust fund assets (through November 6, 2009)

and other 'marketable securities. We record an impairment charge

if an mvestmcnt has experiénced a decline in fair value to a level
less than our carrying value a.nd the dcchne is “other than
tcmporary '

In makmg thls determination, we eévaluate the reasons for
an investment’s decline in value, the extent and duration 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 is considered other than temporary and we
write them down to fair value. We discuss our impairment
policy in more detail in Noze I.

The fair values of certain of the securities held in our
nuclear decommxsslomng trust fund held through November 6,
2009 and other marketable securities declined below book value.
As a result, we recorded a $62.6 million pre-tax impairment
charge for the yeat ended December 31, 2009 for our nuclear
decommissioning trust fund assets in the “Other income
(expense)” line in our Consolidated Statements-of Income -
(Loss). We also recorded an impairment charge of $0.5 million
for ‘other marketable securities not included in our nuclear h
decommissioning trust funds for the year ended December 31,
2009.

The estimates we utilize i in ‘evaluating i impairment of our
available for sale securities require judgment and the evaluation
of economic and other factors that are subject to varlatlon, and
the i impact of such variations could be material.

Eqmty Method Investments

Shipping Joint Venture

We record an impairment if an equity method mvestmem has
expenenced a decline in fair value to a level less than our,
can:ymg value and the decline is other than temporary. Durmg
the quarter ended June 30, 2009, we contemplated several
potential courses of action together with our partner relatmg to

the strategic direction of our shipping joint venture and our
continuing involvement. This led to a decision to. explore a plan
to sell our 50% interest to a party related to our joint venture
partner for negligible proceeds. We completed the sale of this
investment in the third quarter of 2009. We have no further
involvement in the activities of the joint venture.

As a result of the events that occurred during the second
quarter of 2009, we concluded: that the fair value of our
investment had declined to a'levél ‘below the' carrying value at
June 30, 2009 and that this decline was ‘other than temporary:
As such, we recorded a pre-tax impairment charge of -
$59.0 million associated with our equity investment in our
shipping joint ventute within the “Impairment losses and other
costs” line in our Consolidated Statements of Income (Loss),
and reported the charge in our merchant énergy business results
for 2009.

Constellation Energy Partners LLC
As of March 31, 2009, the fair value of our investment in
Constellation Energy Partners LLC (CEP) based upon its closing
unit price was $10.0 million, which was lower than its carrying
value of $24.0 million.

The decline in fair value of our investment in CEP
reflected a number of other factors, including:

& continuing difficulties in the financial and credit

“markets in the United States,
¢ decreases in the market price of natural gas and oil,

¢ the effect of these factors on market perceptions of gas
~éxploration and product1on master limited partnerships,
and
& factors related to Constellation Energy’s financial
condition and possible sale of its investment in CEP.
As a result of evaluating these factors, we determined that
the decline in the value of ‘our investment is other than
temporary. Therefore, we recorded a $14.0 miillion pre-tax
impaifment charge at March 31, 2009 to write-down our
investment ‘to fair value. We recorded this ¢harge in
“Impairment losses and other costs™ in our Consolidated
Statements of Income (Loss). We did not record an 1mpalrment
charge for the remamder of 2009

District Chilled Water
During 2009, BGE entered into an agreement to sell its interest
in a nonregulated subsidiary that owns a district chilled’ water
facility to a third party. We completed this sale in January 2010.
We have no further involvement in the activities of this entity.
As a result of these events, we concluded that the fair value
of our investment in this subsidiary had declined to a level
below éarrying value at December 31, 2009 and that this decline
was other than temporary. As such, we recorded a pre-tax
lmpalrment charge of $12.0 million, net of the noncontrollmg

interest impact of $8.0 million. The gross impairment charge of
$20.0 million is recorded within the “Impairment losses and
other costs” line in both our and BGE’s Consolidated Statements
of Income (Loss). The noncontrolling interest portion of

$8.0 mllhon_ is recorded within the “Net Income Attributable to
Noncontrolling Interests and BGE Preference Stock Dividends”
line in our Consolidated Statements of Income (Loss) and
within the “Net Income Attributable to Noncontrolling
Interests” line in BGE’s Consolidated Statements of Income.
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Other Costs
Durmg 2009, we recordcd $31.2 million pre-tax charges in the
“Impairment losses and other costs” line in our Consolidated
Statements of Income (Loss) primarily related to:
& divested operations—long-lived assets no longer used
and lease terminations, and
& the write-off of an uncollectible advance to an affiliate. : .

Loss on Redemption of Zero Coupon Senior Notes

In November 2009, we redeemed the Zero Coupon Senior
Notes early and recognized a pre-tax loss on redemption of’
$16.0 million within “Interest Expense” on our Consohdated
Statements of Income (Loss).

Merger Termination and Strategic Alternatives Costs

We incurred additional costs during 2009 related to the
terminated merger: agreement with MidAmerican, the
transactions related to EDE and other strategic alternatives costs.
These costs totaled $145.8 million pre-tax for the year ended
December 31, 2009, and primarily relate to fees incurred to
complete the transactions with EDF and 'the first quarter of
2009 write-off of the unamortized debt discount associated with
the 14% Senior Notes (Senior Notes) that were repaid in full to
MidAmerican in January 2009. Upon the closing of the
transaction with' EDF on November 6, 2009, certain of the costs
incurred in 2008 and 2009 became tax deductible. We reflected
this impact in 2009.

Workforce Reduction Costs :
We incurred workforce reduction ‘costs during the fourth quarter
of 2008, primarily related to workforce reduction efforts across
all of ‘our operations (Q4 2008 Program), and during the first
quarter of 2009, primarily related to the divestiture of a majority
of our international commodities operation as well as some
smaller restructurings elsewhere in ‘our organization (Q1 2009
Program). For the Q1 2009 Program, we recognized a

$12.6 million pre-tax charge during 2009 related to the
elimination of approximately 180 positions. We expect both of
these restructurings will be completed by the end of the first
quarter of 2010. ' »

The following table summarizes the status of the -
involuntary severance llabllmes at'December 31, 2009

Q1 2009,
Program

(In millions)

Q4 2008
Program

Initial severance liability

$19.7

balance $10.8
Additional expenses :

recorded in 2009 1.8 S —
Amounts recorded as

pension and

postretirement

liabilities : S —_ (3.0)
Net cash severance

liability 12.6 16.7
Cash' severance paymenits (12.0) (15.8)
Severance liability balance o » o “

at December 31, 2009 $ 0.6 $ 0.9
2008 Events

Pre-Tix After-Tax

(In millions)
Merger termination and strategic
alternatives costs

$(1,204.4)  $(1,204.4)

Impairment losses and other costs (741.8) (470.7)
Workforce reduction costs (22.2) (349
Emissions allowances write-down 46.7)  (28.7)
Net gain on divestitures 25.5 16.0
Gain on sale of dry bulk vessel 29.0 18.9
Maryland settlement credit ‘(aft¢f—tax '

amount reflects the effective tax rate .

impact on BGE) (189.1) (110.5)
Impairment of nuclear

decommlssmnmg trust asscts (165.0) (82.0)

Total other items

$(2,314.7) $(1,874.8)

Merger Termination zmd Strategic Alternatives Costs

We incurred costs during 2008 related to the terminated : merger
agreement with MidAmerican, the conversion of Series A
Preferred- Stock, the execution of the Investment Agreement and
related agreements with EDE, and our pursuit of other strategic
alternatives. These costs totaled $1.2 billion pre-tax. We did not
record a tax benefit for any of these costs in our Consohdated
Statement of Income (Loss) in 2008.

A significant portlon of these costs was incurred pursuant
to the termination of the | merger agreement with MidAmerican
and the conversion of the Series A Preferred Stock. Specnﬁcally,
Constellation Energy incurred the following charges: ‘

¢ $175 million merger termination fee,

¢ approximarely $945 million for settling the conversion

of the Series A Preferred Stock, which included a cash
payment of $418 million and issuance of approxlmatcly
19.9 million shares of our common stock,
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# 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 recorded
this $150 million as additional purchase price at closing,

BGE recorded $16 million as its allocable portion of these
costs through November 30, 2008 when the merger with
MidAmerican was still pending, However, in light of the EDF
transaction involving an investment in our nonregulated nuclear
generation and operation business rather than a merger with
Constellation Energy, BGE was not allocated any further costs
effective in December 2008 and all of the previously allocated
costs recorded by BGE were allocated to the merchant energy
segment.

Iinpairment Losses and Other Costs
“Impairment Evaluations

We discuss our evaluation of assets for impairment and other
than temporary declines in value in Noze 1. 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, we evaluate goodwill for 1mpa1rment 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 of each year.

During the third quarter of 2008, the following triggering
events resulted in the need for us to perform impairment
analyses:

& we announced a strategic initiative to sell our upstream

gas assets subject to market conditions,

¢, there was a significant decline in the availability of

credit in the markets,

# there was a significant decline in the overall stock

market and, in particular, our stock price,

& we signed a definitive merger agreement with

" MidAmerican, which was subsequently terminated, and

# commodity prices declined substantially.

As a 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 and recognize an impairment loss if the carrying
amount of 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 facrors 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 alternative 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 a. 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 evaluated. both proved and unproved property for
impairments. Unproved property is impaired if there are no firm
plans to continue drilling, lease expiration is at risk, or historical
experience necessitates a valuation allowance. To the extent that
unproved property is part of an asset that contains proved
property, we applied the accounting guidance for proved
property for evaluating impairment.

During the third quarter of 2008, we began the process
necessary to sell our upstream gas properties, and, while we sold
some of these properties by December 31, 2008, we had not yet
obtained the formal approval of our Board of Directors for the
sale of our other remaining properties. This approval was
required to commit to a plan for sale. As a result, we continued
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
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evaluated a combination of cash flows from operations scenarios
for the remaining period for which we expected to hold these
properties as well as estimates of proceeds from each property’s
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 a 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
property’s 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 less than the
carrying value for two additional properties and for one property
in which that property’s 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 a result, we recorded the following pre-tax impairment
charges:

At : Ae
September 30, December 31,
2008 2008

(In milZiohs) .

Asset Groups

Interest in proved and unproved
natural gas and crude oil

reserves in south Texas $ 62.6 $ —
Interest in proved natural gas

reserves in the Rocky

Mountains 73.2 —

Interest in proved and unproved

natural gas reserves in the

Offshore-Gulf of Mexico 7.1 3.8
Interest in proved and unproved

crude oil and natural gas

reserves in eastern Oklahoma — 30.0
Interest in proved and unproved

natural gas reserves in central y

Oklahoma — 153.2
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
plant’s activities, we determined that our generating plants were
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 declines in market prices during the third and fourth
quarters of 2008. The investments we evaluated included our
investment in CEP, other marketable securities, our nuclear
decommissioning trust fund assets, and our investment in UNE.
We record an impairment if an investment has experienced a
decline in fair value to a 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 investment’s 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 CEP’s estimate of net asset value exceeded our
carrying value, the decline in fair value of our investment in
CEP reflects a 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 partnershlps,

and .
¢ factors related to Constellation Energy’s financial

condition and possible sale of its investment in CEP.

As a 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 a
$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
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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.

Asa result of significant dechnes 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 a
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
decornmissioning 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 Noze 4.

We also evaluated the impact of the events that occurred in
2008.0n the recoverability of our investment in UNE. Based
upon our consideration of these events and the status of UNE’s
activities, -we determined that our investment in UNE was 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
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 a 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 a
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 a 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 usmg current market
price information. - - K

The primary inputs and assumpnons 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 fait value of BGE, and

& the estimated value of the. agreements executed with .

MidAmerican.

Using this information, we deducted the estlmated fair
value of non-merchant energy segment businesses from the fair
value of Constellation Energy as a 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 market’s valuation
discount associated with our merchant energy segment due to its
significant liquidity and. collateral requirements. We belicve that
this was, a more appropriate method for estimating fair value
than the modeled valuation techniques because it incorporated .
observable market information to a greater.extent, which reflects
current market conditions, and because it required fewer and less
subjective judgments and estimates than our modeled estimates. °

As a final consideration during our September 2008
impairment evaluation, we also evaluated the circumstances
surrounding MidAmerican’s purchase of Constellation Energy
and whether the current market price of our common stock:
should be considered to represent fair value for accounting
purposes. While the transaction price for the purchase of
Constellation Energy résulted from negotiations that occurred
over an abbreviated petiod of time during which the Company
was experiencing financial difficulty, ongoing trading of the stock
at levels approximating the transaction price represented the
market’s present assessment of fair value in a 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. v

Based on our evaluation of these altefnative measures of fair
value, we determined that the fair value of the merchant énergy
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 segment’s assets
and liabilities. We determined that the fair value of its assets net
of liabilities substantially exceeded the segment’s total fair value,
indicating that the merchant energy segment’s goodwill was
impaired as of September 30, 2008. Accordingly, we recorded a
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 i in Impalrment losses and other costs” in our
Consolidated Statements of Income (Loss).
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Other Costs ,

In September 2008, we entered into a non—bxndmg agreement to
settle a class action complaint that alleged a subsidiary’s ash
placement operations at a third party site damaged surrounding
properties. In December 2008, the settlement was -approved by
the court. As a result of this agreement; we recorded a

$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 and2007. We
substantially completed both of these workforce reductlon efforts
during 2008. ' .

In September 2008, our merchant energy business approved
a restructuring of the workforce at our Customer Supply
operations. We recognized a $2.5 million pre-tax charge during
2008 related to the elimination of approximately 100 positions -
associated with this restructuring. We substantially completed
this workforce reduction during 2009.

During the fourth quarter of 2008, we approved a
restructuring of the workforce across all of our operations. We
recognized a $19.7 million pre-tax charge in 2008 related to the
elimination of approximately 380 positions.

Emissions Allowances

The Clean Air Interstate Rule (CAIR) required states in the _
eastern United States to reduce emissions of sulfur dioxidé (SO,)
and’ established ‘a cap-and-trade program for annual nitrogen =~
oxide (NO,)-emission allowances. On July 11, 2008, the United
States Court of Appels forthe D.C. Circuit (the “Court”)
issued an opinion vacating CAIR, subject to petitions for
rehearing. The Environmental Protection Agency (EPA) filed 2~
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 ‘réplaced by a revised rule issued by
the EPA that wotld preserve the environmental rules established
by CAIR. The Court did not propose a deadline by which the
EPA must cortect the flaws identified with GAIR 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 a result of the Court’s December 2008 decision, the
annual NO, program became effective in 2009 “is*otiginally
established by CAIR. In addition, since the December 2008
decision, market prices for 2009 NO, allowances have increased-
significantly, with lesser increases showt in allowances for
subsequent years: There was also an increase'in trading volumes
for annual NO,. For the' SO, program, the EPA will be required
to issue a new rule that would replace the allowances issued
under Title IV of the Clean Air Act with a new, reduced pool of
allowances which would meet or exceed existing CAIR targets.
Market prices for SO, allowanées have also risen since the
Court’s decision. ‘ '

We account for our emission allowance inventory ‘at the
lower of cost or market, which includes cénsideration of our
expected requirements related to thé fiiture generation of
electricity. The weighted-average cost of our 2008 SO, allowance
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inventory in excess of amounts needed to satisfy these
requirements was greater than market value at June 30, 2008
and market prices decreased further for both SO, 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 a write-down of our SO, 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 SO, emission allowance inventory
and recorded a 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 increases in SO, and NO emission allowance
prices stemming from the December 23,2008 Court ruling, we
evaluated the value of our emissions allowances and determined
that a 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 a new cost basis for SO, 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.
‘We cannot predict the outcome of any further judicial,
regulatory or legislative developments or their impact on the
emission ‘allowance markets.

Net Gain on Divestitures

On:March 31, 2008, we sold our working interest in oil and
natural-gas producing properties in Oklahoma to CEP a related
party, and recognized a gain of $14.3 million, net of the
minority interest gain-of $0.7 million. We discuss this
transaction in more-detail in Noze 16.

In addition, onJune 30, 2008, our mérchant energy
business sold a 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 a $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 nartural gas reserves and unproved properties in Texas
and' Montana to unrelated parties for total praceeds of -
$55.7 million, subject te certain purchase price adjustments.
Our merchant energy business recognized a $67.2. million
pre-tax loss ofr ‘these sales. Co

The net gain is included in “Net(Loss) Gains on
Divestitures” line in-our Consolidated Statements of Income
(Loss).



Gain on Sale of Dry Bulk Vessel

On July 10, 2008, a shipping joint venture, in which our
merchant energy business has a 50% ownership interest, sold
one of the six dry bulk vessels it owns. Our merchant energy
business recognized a $29.0 million pre-tax gain on this sale.
The gain is included in “Nonregulated revenues” line in our
Consolidated Statements of Income (Loss).

Maryland Settlement Agreement—Customer Rate Credit

In March 2008, Constellation Energy, BGE and a Constellation
Energy affiliate entered into a 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 1, 2008. Pursuant to the terms
of the settlement agreement:

o Fach party acknowledged that the agreements adopted
in 1999 relating to Maryland’s 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 a one-time $170 per
customer rate credit. We recordeda reduction to
“Electric revenues” on our and BGE’s 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 Calvert Cliffs Unit 1 and
Unit 2, scheduled to occur no earlier than 2034 and
2036, respectively, and are no. longer ‘obligated to pay a
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 1, 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 1, on June 1, 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 ]une 1,
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 1,.2010. The -
agreement does not govern or affect BGE’s 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 1, 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 1, 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 mdependent 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 v

operations (2.4) (0.9)
Total other items $384 $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 a wind development project in
Western Maryland. In the second quarter of 2007, we elected
not to make the-additiona.l investment that was required at that
time to retain our rights in the project; therefore, we recorded a
charge of $20.2 million pre-tax to write-off our investment in
these development rights.

Workforce Reduction Costs

In June 2007, we approved a restructuring of the workforce at
the Nine Mile Point nuclear facility related to the elimination of
23 positions. We recognized costs of $2.3 million pre-tax related
to recording a liability for severance and other benefits under
our existing benefit programs. We completed this workforce
reduction in 2008,

Gain on Sales of Equity of CEP

In November 2006, CEP, a limited liability company formed by
Constellation Energy completed an initial public offering of

5.2 million common units at $21 per unit. In April 2007, CEP

acquired 100% ownership of certain coalbed methane properties
located in the Cherokee Basin in Kansas and Oklahoma. This
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acquisition was funded through CEP’s sale of equity in which
we did not participate.

As a result of the April 2007 equity issuance by CEP, 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.
We discuss the equity method of accounting in more detail in
Note 1. ) '

In July and September 2007, CEP issued additional equity.
In connection with our equity ownership in CEP, we recognize
gains on CEP’s 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:

* Units Price/ Proceeds  Pre-tax
Issued Unit to CEP  _gain

(In-millions, except price/unit)

April 2007 Sale - .
22 $26.12

Common units: $ 58 $12.5
Class E units 0.1 25.84 2 0.4
July 2007 Sale -
Common units 2.7 35.25 94 20.0
Class F units 2.6 3525 92 11.2
September 2007 Sale i ' ’

- 4250 105 19.2

Common units : 2.5

113

Discontinued operations v
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
after-tax loss of $0.3 million as a 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 a
geothermal generating facility in Hawaii that was also previously
classified as discontinued operations.



3 Information by Operating Segment

Our reportable operating segments are—Merchant Energy,
Regulated Electric, and Regulated Gas: :

¢ At December 31, 2009, our merchant energy busiriess is

nonregulated and includes:

fossil and renewable generating facdltles, interests
in nuclear and hydroelectric generating faclhtles,
qualifying facilities, and power prOJects in the
United States,

— full requirements load-serving sales of energy and
capacity to utilities, cooperatives, and commercial,
industrial, and governmental customers,

— gas retail energy products and services to
commercial, industrial, and governmental
customers,

— structured transactions and risk management
services for various customers (including hedging
of output from generating facilities and fuel
costs),

— upstream (exploration and production) natural gas
operations, 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 for commercial,

industrial, and governmental customers throughout
North America,

& provide energy performance contracting and energy
efficiency engineering services,

& provide home improvements, service electric and gas
appliances, service heating, air conditioning, plumbing,
electrical, and indoor air quality systems, and provide
electric and natural gas marketing to residential
customers in Central Maryland, and

¢ develop and deploy new nuclear plants in North
America.

Pnor to ]une 30, 2009 our merchant energy business
segment included addmonal activities that have been dwested as
part of our strategy to 1mprove our llquldlty and reduce our
business risk. The divested activities include: -

& our international commodities operatlon, whlch was

divested in March 2009, '

" & our gas trading operation, which was divested on

April 1, 2009, ’ ‘

& our ownership of a uranium market participant, which

was divested on June 30, 2009, and

& our investment in a shipping joint venture, which was

divested. in the third quarter of 2009.

-On November 6, 2009, we sold a 49.99% membership
interest in CENG. As a result, we deconsolidated CENG and
removed all of the assets and liabilities from this business from: -
our merchant energy segment. We now account for:our retained
investment as an equity method investment. We discuss this
transaction in more detail in Note 2.

As a result of the successful execution of these i initiatives, ds
well as our other initiatives that we have undertaken to feduce
risk in our merchant energy business, we have reduced our '
exposure to activities that require contingent capital support and
improved our liquidity. In turn, the results for our merchant
energy business segment will be materially different from prior
periods.

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 the
performance of these segments based on net income. We
account for intersegment revenues using market prices. A
summary of information by operating segment is shown in the
following table.
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Holdi
Reportable Segments oang

Company and

Merchant  Regulated Regulated Other

Energy Electric Gas Nonregulated

Business  Business Business . Businesses  Eliminations ‘Consolidated

(In millions) ’

2009
Unaffiliated revenues $11,769.8 $2,820.7 $ 753.8 $ 254.5 $ — $15,598.8
Intersegment revenues 663.7 —_ 4.5 0.1 (668.3) —
Total revenues 12,433.5  2,820.7 758.3 254.6 (668.3) 15,598.8
Depreciation, depletion, and amortization 250.2 218.1 44.0 76.8 — 589.1
Fixed charges 207.5 113.3 26.0 0.5 2.8 350.1
Income tax expense (benefit) 2,938.2 50.9 17.1 (19.4) — 2,986.8
Net income (loss) (1) 4,435.0 79.1 25.5 (36.2) —_— 4,503.4
Net income (loss) attributable to common stock 4,381.0 68.9 22.5 (29.0) _ 4,443.4
Segment assets 13,535.6 4,994.5 1,413.4 4,781.7 (1,180.8) 23,544.4
Capital expenditures 1,119.0 373.0 66.0 37.0 — 1,595.0
2008
Unaffiliated revenues $15,798.6 $2,679.5 $1,004.7 $ 259.1 $ — $19,741.9
Intersegment revenues 891.9 02 19.3 0.2 (911.6) L —
Total revenues 16,690.5  2,679.7 1,024.0 259.3 911.6) 19,741.9
Depreciation, depletion, and amortization 287.1 184.2 43.7 68.2 — 583.2
Fixed charges - 1914 113.5 26.3 1.7 16.2 349.1
Income tax (benefit) expense (99.5) 4.9) 25.5 0.6 — (78.3)
Net (loss) income (2) (1,374.6) 11.1 40.4 4.7 —_ (1,318.4)
Net (loss) income -attributable to common stock - (1,357.4) 1.1 37.2 4.7 — (1,314.4)
Segment assets (3) 13,8579  4,620.3 1,392.4 3,508.5 (1,095.0) 22,284.1
Capital expenditures 1,675.0 388.0 74.0 86.0 — 2,223.0
2007 : . . L -
Unaffiliated revenues $17,537.0 $2,455.6 $ 943.0 $ 2495 $ — $21,185.1
Intersegment revenues 1,199.4 0.1 - 19.8 - 0.3 (1,219.6) —
Total revenues | 18,736.4 - 2,455.7 962.8 249.8 (1,219.6)- 21,185.1
Depreciation, depletion, and amortization 269.9 187.4 46.8 53.7 — 557.8
Fixed charges 86.9 97.6 27.7 8.6 71.6 292.4
Income tax expense 332.7 64.6 22.8 8.2 — 428.3
Income from discontinued operations- 0.9) - — — — — (0.9)
Net incomé (4) 677.0 107.9 32.0 16.6 — 833.5
Net income attributable to common stock 678.3 97.9 288 16.5 — 821.5
Segment assets .15,947.7  4,378.4 1,293.6 458.6 (336.0) 21,742.3
Capital expenditures 1,178.0 340.0 62.0 85.0 — 1,665.0

(1)  Our merchant energy. business. remgmzed the followmg aﬁer—mx items: gain on sale of a 49.99% membership interest in. CENG to EDF of

$4,456.1 million, amortization of basis difference in investment in CENG of ($17.8) million, loss on the early extinguishment of zero caupon
senior. notes of $10.0 million, impairment losses and other costs of $84.7 million, workforce reduction costs of $9.3 million, merger termination
and strategic alternatives costs of $13.8 million, losses on divestitures, which include losses on the sales of the international commodities and gas
trading operations, the reclassification of losses on prevzou:ly designated cash-flow hedges from Accumulated Other Comprehensive Loss because the
forecasted transactions are probable of not occiirring, earnings that are no longer part of our core business, of $371.9 million, and impairmens
charges of our nuclear decommissioning trust assets through November 6, 2009 of $46.8 million. Our regulated electric and gas businesses

&)

3

@

recognized after-tax charges of $56.7 million-and $10.4 million, respectively, for the accrual of a residential customer credit. Our holding company
and other nonregulated businesses. vecognized after-tax charges of $11.5 million for impairment losses and other costs and $2.9 million for losses on
divestitures. We discuss these items in more detail in Note 2.

Our merchant energy business recognized the following after-tax charges: impairment losses and other costs of $470.7 million, workforce reduction
costs of 89.3 million, merger termination and strategic alternatives costs of $1,204.4 million, net emission allowance write-down of $28.7 million,
a net gain on the sale of upstream gas properties of $16.0 million, a gain on sale of a 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 vecognized after-tax charges related to workforce
reduction costs of $2.8 million and the Maryland settlement credit of $110.5 million. Our regulated gas business recognized an after-tax charge
related to workforce 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. We discuss these items in more detail in Note 2.

“At December 31, 2008, Holding Company and Other Nonregulated segment assets include approximately $1.6 billion of intercompany receivables

from 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 restricred cash related to the issuance of Series B Preferred Stock to 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.

Our merchant energy business recognized an after-tax loss of $12.2 million related to a cancelled wind development project, an afier-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 move detail in Note 2.

115



4 Investments

Investments in Joint Ventures, Qualifying Facilities and
Power Projects, and CEP

Investments in joint ventures, qualifying facilities, domestic
) q g
power projects, and CEP consist of the following:

2009 2008
(In willions)

At December 31,

Joint Ventures:

CENG 85,2229 § —
UNE 122.0 51.0
Shipping JV . — 59.9
Qualifying facilities and domestic power
projects:
Coal 119.7 1195
Hydroelectric 55.2 55.6
Geothermal 40.0 37.0
Biomass 56.2 58.2
Fuel Processing 243 150
Solar 6.9 6.9
CEP - — 17.7
Other — 0.2
Total $5,647.2  $421.0

Investments in'joint ventures, qualifying facilities, domestic
power projects, and CEP were -accounted for under the following

methods:

At December 31, 2009

- (In millions)
Equity method $5,640.3 $414.1
Cost method ' 6.9 6.9

Total $5,647.2  $421.0

2008,

We are actively involved in our nuclear joint ventures,
qualifying facilities and power projects. Qur percentage voting
interests in these investments accounted for under the equity
method range from 20% to 50.01%. Equity in earnings of these
investments is as follows: '

Year ended December 31, 2009 2008 2007
(In millions)

CENG $339 $§ — $ —

Amortization of basis difference in .

- CENG (see Note 2 for more detail) (29.6) — —_

Total equity investment earnings—

CENG 4.3 — —
UNE 247) (.9 1.9
Shipping JV (1.8) 374 0.6)
CEP 46 77 61
Qualifying facilities and domestic ‘

power projects 20.7 37.2 0.7
Total equity investment earnings $ (6.1) $764 §8.1

We describe each of these investments below.

Joint Ventures
CENG

" On November 6, 2009, we completed the sale of a 49.99%

membership interest in CENG, our nuclear generation and -
operation business, to EDE As a result of this transaction, we
deconsolidated CENG and began to record our 50.01%
investment in CENG under the equity method of accounting.
Because the transaction occurred on November 6, 2009, we
récorded $4.3 million of equity investment earnings in CENG,
which represents our share of earnings from CENG from
November 6, 2009 through December.31, 2009, net of the
amortization of the basis difference in CENG. The basis
difference is the difference between the fair value of our
investment in CENG at closing and our share of the underlying

*equity in CENG, because the underlying assets and liabilities of

CENG were retained at their carrying value. See Note 2 for a
more detailed ‘discussion. .

Summarized balance sheet information for CENG is as
follows:

Az December. 31, 2009

(In millions)

Current assets $ 513.0
Noncurrent assets 4,404.2
Current liabilities 556.9
Noncurrent liabilities 1,716.1
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Summarized’ income statement information for CENG is as
follows:

For the period from November 6, 2009 t/mmgb
December 31, 2009

(In millions)

Revenues $217.6
Fuel and purchased energy expenses 29.8
Income from operations 64.6
Net income 68.5

In future petiods, we may be cligible for distributions from
CENG in excess of our 50.01% ownership interest based on tax
sharing provisions contained in the operating agreement for
CENG. We would record these dlstnbunons, if realized, in
earnings in the period received.

UNE

In August 2007, we formed a joint venture, UNE with EDF.
We have a 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 a
phased-in investment of $625 million by EDF in UNE. We and
EDF have contributed assets to- UNE with the following
carrying values:

Investment by

» Constellation
Year ended December 31, Energy EDF
- » - (In millions)
2009 (1) . L $91.6 $ 916
2008 , _ 1.7 175.0
2007 48.7 350.0

(1) Amounts contributed to fund UNE’ cafital requirements.
EDF5 contribution does not count. toward- its 3625 million
obligation.

EDEF will contribute up to an additional $100 million to .
UNE, for-a total of $625 million, upon reaching additional
licensing milestones.

As of December 31, 2009 UNE’s capltahzcd construction
work in progress was approximately $510 million. Such amounts
are being capitalized based on UNE’s assessment that
construction of new nuclear projects is probable. Should that
expectation change, previously capitalized costs would be
written-off by UNE and we would be required to recognize our
proportionate share of such charges. 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.

" We also believe that UNE’s construction of new nuclear
projects is probable. Should that assessment change, we would
be required to evaluate our investment in UNE for potential
impairment. ' V

Shipping JV

In December 2006, we formed a shipping joint venture in
which our merchant energy business had a 50% ownership
interest. We sold our interest in this joint venture during 2009
for negligible proceeds.

Qualifying Facilities and Power Projects

Our merchant energy business holds up to a 50% voting interest
in 18 operating domestic energy projects that consist of electric
geéneration, 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 a cogeneration process.

CEP

In November 2006, CEP, a 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 CEP. During the second quarter
of 2007, CEP issued additional equity to the public and our
ownérship percentage fell below 50%. Therefore, we
deconsolidated CEP and began accounting for our investment
using the equity method. As of December 31, 2009, we hold a
28.5% voting interest in CEP. '

Investments Classified as Available-for-Sale N
We classify the following investments as available-for-sale:
¢ nuclear decommissioning trust funds (through
November 6, 2009), and

& crust 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 securltlcs' '
in the following tables. We use specific identification to
determine cost in computing realized gains and losses.

Adjusted Unrealized Unrealized ~Fair

Az December\ﬁ], 2009 Cost Gains Losses  Value'
) ) (In millions)
Money market funds $ 01 $— $— .s01
Mutual funds 16.1 2.8 — 189
Totals ' $162  $28  $—  $19.0

Adjusted Unrealized Unrealized . - - Fair..

At December 31, 2008 Cost Gains Losses. Value -
(In millions) . .
Money market funds $176 % — $ — $ 176
Marketable equity securities 700.9 41.5 2.1). 740.3
Corporate -debt and U.S . -
Treasuries 2248 6.8 - 231.6
State municipal bonds . 462 . 13 — 47.5
Totals $989.5  $49.6 $(2.1) - $1,037.0
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On November 6, 2009, we removed the nuclear
decommissioning trust funid assets from our Consolidated
Balance Sheets-as part of the deconsolidation of CENG
described in Note 2. Prior to November 6, 2009, the investments
in our nuclear decommissioning trust funds were managed by
third parties who have independent discretion over the purchases
and sales of securities. We recognized impairmentsfor any of
these investments for which the fair value declines below our
book value. We recognized $62.6 million and $165.0 million in
pre-tax impairment losses.on our nuclear decommissioning trust
investments during 2009 and. 2008, respectively. There were
immaterial impairments in 2007. 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, 2009 2008 -
(In millions) .
$29.8 $ 49.6 $335

(86.9) (2104 (30.9)
. $(57.1) $(160.8) $ 2.6

2007

Gross realized gains
Gross. realized losses

Net realized (losses) gains

Investments in Variable Interest Entities ,

As of December 31, 2009, we consolidated three variable interest
entities (VIE) in which we were the primary beneficiary, and we
had significant interests in six VIEs for which we did not have
controlling financial interests and, accordingly, were not the
primary beneficiary. See Note I for estimated impacts of new
accounting requirements for VIEs in 2010. '

Consolidated Variable Interest Entities ‘

In 2007, BGE formed RSB BondCo LLC (BondCo), a 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 incutred power purchase costs that BGE
deferred pursuant to Senate Bill 1.

BGE determined that BondCo is a VIE for which it is the
primary beneficiary. As a result, BGE, and we, consolidated
BondCo.

* The BondCo assets 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 2009, 2008, and 2007,
BGE remitted $85.8 million, $87.2 million, and $38.4 million,
respectively, to BondCo.

BGE did not provide any additional financial support to
BondCo during 2009. Further, BGE does not have any
contractual commitments or obligations to provide additional
financial support to BondCo unless additional rate stabilization
bonds are issued. 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.

During the second quarter of 2009, our retail gas customer
supply operation formed two new entities and combined them
with our existing retail gas customer supply operation into a
retail gas entity group for the purpose of entering into a
collateralized gas supply agreement with a third party gas
supplier. While we own 100% of these entities, we determined
that the retail gas entity group is a VIE because there is not
sufficient equity to fund the group’s activities without the
additional credit support we provide in the form of a letter of
credit and a parental guarantee. We are the primary beneficiary
of the retail gas entity group; accordingly, we consolidate the
retail gas entity group as a VIE, including the existing retail gas
customer supply operation, which we formerly consolidated as a
voting interest entity.

The gas supply arrangement is collateralized as follows:

¢ The assets of the retail gas entity group must be used to

settle obligations under thie third party gas supply -
agreement before it can make any distriburidns to’ us,

& The third party gas suppliér has a collateral interest in

all of the" assets and equity of the retaxl gas entlty ‘group,
“and
¢ We provided a $100 million parental guarantee and a
$65 million letter of credit to the third party gas
supplier in support of the retail gas entity group.

Other than credit support provided by the parental
guarantee and the letter of credit, we do not have any
contractual or other obligations to provide additional financial
support to the retail gas entity group. The retail gas entity group
creditors do not have any recourse to our general credit. Finally,
we did not provide any financial supporr to the retail gas entity
group during 2009, other than the equity contributions, parental
guarantee and the letter of credit.

“We also consolidate"a retail power supply VIE for whlch we
became the primary beneficiary in 2008 as a result of a
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 a material i lmpact on our ﬁnancla.l results or ﬁnanc1al
condition.” - »

The tarrying amounts and classification of the above -
consolidated VIEs’ dssets and liabilities included in our
consolidated | ﬁnanclal statements at December 31, 2009 are as
follows o

(In millions)

Current assets ' $608 9
Noncurrent assets 67 7
Total Assets $676.6
Current liabilities - $509.9
Noncurrent liabilities 420.3
Total Liabilities $930.2
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All of the assets in the table above are restricted for
settlement of the VIE obligations and all of the liabilities in the
preceding table can only be settled using VIE resources.

During 2010, as part of the 2009 order from the Maryland
PSC approving our transaction with EDE we created RF
HoldCo, a bankruptcy-remote special purpose subsidiary to hold
all of the common equity interests in BGE. This- subsidiary is
not a VIE, However, due to our ownership structure, we will
consolidate this subsidiary as a voting interest entity.

BGE and RF-HoldCo are separate legal entities and are not
liable for the debts of Constellation Energy. Accordingly,
creditors of Constellation Energy may not satisfy their debts
from the assets of BGE and RF HoldCo except as required by
applicable law or regulation. Similarly, Constellation Energy is
not liable for the debts of BGE or RF HoldCo. Accordingly,
creditors of BGE and RE HoldCo may. not satisfy their debts
from the assets of Constellation Energy except as required by
applicable law or regulation. -

Unconsolidated Variable Interest Entities
As of December 31, 2009, we had significant intetests in six
VIEs for which we were not the primary beneficiary. We have
not provided any material financial or other support to these - -
entities during 2009.

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 Date of

VIE Category Financing Involvement Support Involvement

Power contract  Combination Power sale $34.7 million -~ March 2005
monetization of debt and agreements, in letters of -
entities equity loans, and credit
(2 entities) financing guarantees .

Power pro.jcctS ‘Combir‘lation‘ Equity $2.0 million " Prior to
and fuel of debt and investments debt guarantee 2003
supply equity and guarantees * and working
entities financing ) capital funding

(4 entities)

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, 2009 abourt these entities:

Power
Contract All
Monetization Other _ .
VIEs VIEs Total
(In. millions)
Total assets $568.3 $338.6  $906.9
Total liabilities 460.4 77.9 538.3
Our ownership interest — 62.6 62.6
Other ownership interests 107.9 198.1  306.0
Our maximum exposure to o :
loss 34,7 64.6. .. 993
Carrying amount and
location of variable interest
on balance sheet:
—Other investments — 62.6 62.6

" Our maximum exposure to loss 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, 2009
consists of the following; )

¢ outstanding receivables, loans, and letters of credit
totaling $34.7 million,
¢ the carrying amount of our investment totallng
$62.6 mllhon, and ‘ v
# debt and payment guarantees totaling $2.0 million.
We assess the risk of a loss equal to our maximum exposure
to be remote and, accordingly have not recognized a 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 rlsk of our
variable interests in these vanable interest entities.

Power Contmct Monetization VIEs )

In March 2005, our merchant energy business closed a
transaction in which we assumed from a 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, a third party acquired the equity of the VIEs and .
we loaned that party a portion of the purchase price. If the
electric distribution utility were to default ‘urider 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 récovery of our losses from the
electric distribution utility. ‘
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5 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, 2009, 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 recorded a $266.5 million impairment charge in 2008,
which related solely to our merchant energy segment. We discuss
this'impairment charge in more detail in Noze 2.

The changes in the gross amount of goodwill and the
accumulated impairment losses for the years ended
December 31, 2009 and 2008 are as follows:

At December 31, 2009 2008

(In millions)

Balance as of January 1,:

Gross goodwill $271.1 $261.3

Accumulated impairment losses (266.5) —
Net goodwill 4.6 261.3
Goodwill acquired 18.6 9.8
Impairment losses — (266.5)
Other purchase price adjustments ' 2.3 —
Balance as of December 31,

Gross goodwill 292.0 271.1

Accumulated impairment losses (266.5)  (266.5)
Net goodwill $ 255 §$ 46

For tax purposes, $18.6 million of our goodwill balance at
December 31, 2009 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: ‘ ‘

We recognized amortization expense related to our
intangible assets as follows:

Year Ended December 31, 2009 2008 - 2007
(In millions)
Nonregulated businesses $742 $66.8 - $51.9
BGE 23.6 20.1 20.2
Total Constellation Energy $97.8 $86.9 - $72.1

The following is our, and BGE’s, estimated amortization
expense related to our intangible assets for 2010 through 2014
for the intangible assets included in our, and BGE’s,
Consolidated Balance Sheets 4t December 31, 2009:

Year Ended December 31, 2010 2011 2012 2013 2014

(In millions)

Estimated amortization expense—
Nonregulated businesses
Estimated amortization expense—BGE

$56.7 $45.1
24.6 219

$25.7. $ 99 $ 44
153 116 74

Total estimated amortization expense—

Constellation Energy $81.3 $67.0 $41.0 $21.5 $11.8

Unamortized Energy Contracts

As discussed in Noze I, unamortized energy contract assets and
liabilities represent the remaining unamortized balance of
nonderivative energy contracts acquired, certain contracts which
no longer qualify as-derivatives due to the absence of a liquid
market, or derivatives designated as normal purchases and
normal sales, which we previously recorded as derivative assets
and liabilities. Unamortized energy contract assets also include
the power purchase agreement entered into with CENG with a
fair value of approximately $0.8 billion. See Noze 16 for more
dertails on this power purchase agreement.

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

At December 31, 2009 2008 Sheets:
Grogs  ccummul- g - cumul- At December 31 2009 2008
Carrying Amortiz- Net- Carrying Amortiz-  Net Accumul- Accumul-
Amount  ation Asset Amount ation Asset ated ated
(I millions) Carrying Amortiz-  Net Carrying Amortiz-  Net
Software $580.5 $(347.3) $233.2 $5549  $(291.5) $263.4 Amount  ation Llablhty' ‘Amount ation  Liability
Permits and licenses 2.2 (0.8) 1.4 64.9 (10.0) 54.9 (In millions)
Operating manuals Unamortized
and procedures —_ — -— 38.6 (8.6) 30.0 energy
Other 29.0 (13.9) 15.1 - 439 (22.6) 21.3 contracts, net  $(1,587.1) $1,584.5 $ (2.6) $(2,332.3) $1,286.8 $(1,045.5)
Total $611.7 $(362.0) $249.7 $702.3 $(332.7) $369.6

BGE had intangible assets with a gross carrying amount of $242.5 million and

acc lated amorts of $148.8 million at December 31, 2009 and $217.0 million
and accumulated amortization of $131.4 million at December 31, 2008 that are
included in the table above. Substantially all of BGE’ intangible assets relate to software.

We recognized amortization expense of $353.1 million,
$390.4 million, and $423.7 million related to these energy
contract assets for the years ended December 31, 2009, 2008,
and 2007 for our nonregulated businesses.

The table below presents the estimated amortization for
these assets and liabilities over the next five-years:

Year Ended December 31, 2010 2011 2012 2013 2014
(In millions)
Estimated amortization $45.6  $295.1 $(89.8) $(92.3) $(72.1)
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6 Regulatory Assets (net)

As discussed in Note I, 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 chargc our customers.

We summarize regulatory assets and liabilities in the
following table, and we discuss each of them separately below.

2009 . 2008
. (In millions)

At December 31,

Deferred fuel costs

Rate stabilization’deferral $ 477.5. $ 536.3

Other 14.3 24.4
Electric generation-related regulatory asset 102.5 118.0
Net cost of removal (210.1) (198.0)
Income taxes recoverable through futurc B

rates (net) 67.6 63.2
Deferred smart energy savers program’ ;

costs 1221 15.6
Deferred postretirement and

postemployment benefit costs 9.6 12.9
Deferred environmental costs 6.5 7.7
Workforce reduction costs 1.5 —
Other (net) (4.6) 5.7)
Total regulatory assets (net) 486.9 574.4
Less: Current portion of regulatory assets

(net) 72.5 79.7

Long-term portion of regulatory assets
(net)

$ 414.4 § 494.7

Deferred Fuel Costs

Rate Stabilization Deferral

In June 2006, Senate Bill 1 was enacted in Maryland and
imposed a rate stabilization measure that capped rate increases
by BGE for residential electric customers at 15% from July 1,
2006 to May 31, 2007. As a result, BGE recorded a 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 1, 2006 to May 31, 2007. In
addition, as required by Senate Bill 1, the Maryland PSC
approved a plan that allowed residential electric customers the
option to further defer the transition to market rates from
June 1, 2007 to January 1, 2008. During 2007, BGE deferred
$306.4 million of electricity purchased for resale expenses and
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certain applicable carrying charges as a regulatory asset related to
the rate stabilization plans. During 2009 and 2008, BGE
recovered $51.4 million and $57.1 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 a period not to exceed ten
years when collection from customers began in June 2007.
Customers who pamclpated in the deferral from June 1, 2007 to
December 31, 2007 are repaying the deferred charges without
interest over a 21-month period whlch began in April 2008 ancl
ended in December 2009.

Other
As described in Note 1, deferred fuel costs are the difference
between our actual costs of purchased energy and our fuel rate
revenues collected from customers We rcduce deferred fuel costs
as we collect them from our customers. » .
We exclude deferred fuel costs from rate base because their
existence is relatively short—hved These costs are recovered. in the
following year through our fuel rates.

Electric Generation-Related Regulatory Asset

As a result of the deregulation of electric gencratlon, BGE ccascd
to meet the requirements for accounting for a regulated busmess
for the previous electric generation portion of its business. As a
result, BGE wrote-off its entire individual, generation- relatcd .
regulatory assets and liabilities. BGE established a single,
generation-related regulatory asset to be collected through its
regulated rates, which is being amortized on a basis that
approximates the pre-existing individual regulatory asset
amortization schedules.

A portion of this regulatory asset represents income taxes
recoverable through future rates that do not earn a regulared rate
of return. These amounts were $62.8 million as of
December 31, 2009 and $72.4 million as of December 31,
2008. We will continue to amortize this amount through 2017.

Net Cost of Removal

As discussed in Note 1, 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 a component of
depreciation expense. However, effective January 1, 2003, the
recognition of expected net future costs of removal is shown as a
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 a



component of depreciation expense and the related accumulared
depreciation balance is included as a net reduction to BGE’s 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 a regulatory
liability. This liability is relieved when actual removal costs are
incurred.

Income Taxes Recoverable Through Future Rates (net)

As described in Note 1, 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 1mplement demand response, conservation, and
advanced metering programs. These programs are designed to
help BGE ‘manage peéak defnand, improve system reliabilicy,
reduce customer consumption, 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 a 5-year period from the
date incurred pursuant to an order by the Maryland PSC. Actual
costs incurred in the conservation program, which began in ‘
February 2009, are being amortized as mcurrcd pursuant to an
order by, the Maryland PSC,

Deferred Postretirement and Postemployment Benefit
Costs

We record a regulatory asset for the deferred postretirement and
postemployment benefit costs in excess of the costs we included
in the rates we charged our customers through 1997."We began
amortizing these costs over a 15-year period in 1998.

Deferred Environmental Costs a

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 PSC’s 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 a
10-year period that began in January 2006.

Workforce Reduction Costs

The portion of the costs associated with our 2008 workforce
reduction program that relate to BGE’s gas business were
deferred in 2009 as a regulatory asset in accordance with the
Maryland PSC’s orders in prior rate cases and.are being
amortized over a 5-year period that began in January 2009.

Other (Net)

Other regulatory assets are comprised of a variety of current
assets and liabilities that do not earn a regulatory rate of return
due to their short-term nature.
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1: Pension, Postretirement, Other Postemployment, and Employee Savings Plan Benefits

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, owned by CENG, offers its
own pension, postretirement, other postemployment, and
employee savings plan benefits to its employees. In connection
with the deconsolidation of CENG as a result of the investment
in CENG by EDF on November 6, 2009, the Nine Mile Point
plan is no longer included in our consolidated results. In
addition, benefit plan assets and obligations relating to CENG
employees that previously participated in our plans were
transferred inito new CENG plans ‘that are no longer included in
our consolidated results: Therefore, the tables below include the
benefits for the CENG plans, including Nine Mile Point, only
through November 6, 2009.

We use a December 31 measurement date for our pension,
postretirement, othér postemployment, and employee savings :
plans. The following table summarizes our defined benefit
liabilities and their classification in our Consolidated Balance -
Sheets:

At December 31, 2009 2008
(In millions)

Pension benefits -$411.7 $ 936.7
Postretirement benefits 322.3 415.4
Postemployment benefits 50.6 59.9
Total defined benefit obligations 784.6 1,412.0
Less: Amount recorded in other current :

liabilities 40.7 57.7

Total noncurrent defined benefit

obligations $743.9 $1,354.3

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- quahﬁed plans that are
available only to certain employees, A defined benefit plan
specifies the amount.of benefits a 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
related to participants’ past service. We amortize the change in
the benefit costs from these plan amendments on a 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
the amount of funding using an actuarial method called the
projected unit credit cost method. The assets in all of the plans
at December 31, 2009 and 2008 were mostly marketable equity
and 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 of service, and pension benefit levels or final basé pay.
We do not fund these plans. For nearly all of the health care
plans, retirees make contributions to cover a portion of the plan
costs. For the life insurance plan, retirees do not make ' -
contributions to cover a 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 1,.2002 are capped at the
2002 level. We also amended our plans to increase the Medlcare
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 a prescription drug benefit
for Medicare beneficiaries, a benefit that we provide to our -
Medicare eligible retirees. Our actuaries concluded that
prescription drug benefits available under our postretirement
medical plan are “actuarially equivalent” to Medicare Part D -and
thus qualify for the subsidy under the'Act. This subsidy reduced
our 2009 Accumulated Postretirement Benefit Obligation by
$28.4 million and our 2009 postretirement medical payments by
$2.8 million.

Liability Adjustments :

At December 31, 2009 and 2008, our pension obhgatlons were
greater than the fair value of our plan assets for our quahﬁed
and our nonqualified pension plans as follows:

M_ Non-Qualified

At December 31, 2009 = Nine Mile: Other Plans Total -
' (In millions)
Accumulated benefit .
obligation . $— 81,2775 $84.1 $1,361.6
Fair value of assets — 1,058.1 —_ 1,058.1
Unfunded obligation $— ' $ 2194  $841  $ 3035
_ Qualified Plans o Qualified
At December 31, 2008 Nine Mile . Other Plans Total
- (In millions)
Accumulated benefic - ‘
obligation’ . $123.7° $1,417.3 1$99.8 $1,640.8
Fair value of assets 63.3 804.3 — 867.6
Unfunded obligation ~ $ 604 $ 613.0 $99.8 $ 7732

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. We reflect the funded status of our
postretirement benefits in terms of the accumulated
postretirement benefit obligation.

123



The following table summarizes the impacts of funded
status adjustments recorded during 2009 and 2008:

Accumulated Other

Postretirement ,CIZomp reh(clz?siv)e
Pénsion Benefit - ncome |08
Liability Liability Pre-tax  After-tax
! (In millions)
December 31, .
2009 $ (49.3) $ 1.0 $ 483 $ 254
November 6, . : .
2009 (1) $(211.7) $(20.9) $232.6 $ 138.0
December 31, . ;
2008:- $ 590.7 $ 9.5) $(581.2) $(347.1)

(1) e performed a remeasurement of our pension and postretirement
obligations at November 6, 2009 in connéction’ with the separation
of a portion of those plans upon the deconsolidation of CENG.

Obligations and Assets

As a result of workforce reduction initiatives, pension and
postretirement special termination benefits were recorded in
2009, 2008. and 2007. We discuss the workforce. reduction
initiatives further in Noze 2. :

We show the change .in the benefit obligations and plan
assets of the pension:-and postretirement benefit plans in the
following tables. :Postretirément benefit plan amounts are
presented. net of expected reimbursements under Medicare
Part D. o

Pension Pos‘tretirement
Benefits Benefits
2009 2008 2009 2008

(In - millions) .
Change in benefit
obligation (1)
Benefit obligation at

January 1 $1,8043 $1,644.2 $415.4 $421.5
Service cost T 50.8 55.4 6.3 6.1
Interest cost 101.1 100.2 22.6 24.0
Plan amendments 2.4 12.1 — —
Plan participants’

contributions — — 10.2 10.8
Actuarial loss (gain) 55.8 102.4 1.0 9.5)
Separation of CENG Plan (410.5) — (98.6) —
Settlements (19.0) — — —
Special termination benefits 0.1 22. — 0.8
Benefits paid (2)(3) (115.2) (112.2) (34.6) (38.3)
Benefit obligation at

December 31 $1,469.8 $1,804.3 $322.3 $4154

(1)  Amounts reflect projected benefit obligation for pension benefits and
accumulated postretirement benefit obligation for postretirement benefits.
(2)  Pension benefits paid include annuity payments and lump-sum
. distributions.
(3) Postretirement benefits paid are net of Medicare Part D reimbursements.

Pension Postretirement
Benefits Benefits
2009 . . 2008 - - 2009 2008

(In millions)
Change in'plan assets
Fair value of plan assets at

January 1 $ 8676 $1,2585 $ — $ —
Actual return on plan assets 217.6 -(364.9) — —
Employer contribution (1) 341.5 86.2 24.4 27.5
Plan participants’

contributions —_ — 10.2 10.8
Separation of CENG Plan (234.4) — T
Settlements (19.0) — — -
Benefits paid (2)(3) (115.2) (112.2)  (34.6)  (38.3)
Fair value of plan assets at S ’

December 31 $1,058.1 $ 867.6

$ — ' —

(1) Includes benefit payments for unﬂhﬁ'ed plans. : .

(2)  Pension benefits paid include annuity payments and lump-sum
distributions. v »

(3)  Postretirement benefits paid are net of Medicare Part D reimbursements.

Net Periodic Benefit Cost and Amounts Recognized in
Other Comprehensive Income

We show the components of net periodic pension benefit cost.in
the following table:

Year Ended December 31, 2009 2008

(In millions)

2007

Components of net periodic
pension benefit cost

'$ 508 $ 554 $ 494

Service cost

Interest cost 101.1 100.2 94.7
Expected return on plan assets (118.9) = (111.3) (102.6)
Amortization of unrecognized

prior service cost 10.9 109 5.2
Recognized net actuarial loss 38.3 247 327

Amount capitalized as

construction cost (10.2) (10.2) (11.7)

Net periodic pension benefit

cost (1) $ 720 $ 697 $ 67.7

(1) Net periodic pension benefit cost excludes settlement charge of
$9.0 million and termination benéfits of $0.1 ‘million in
2009, termination benefits of $2.2 million in 2008, and
termination benefits of $1.2 million in 2007. BGE’ portion
of our net periodic pension benefit costs, excluding amount
capitalized, was $27.9 million in 2009, $25.5 million in
2008, and $32.1 million in 2007. The vast majority of our
retirees are BGE employees. " ‘
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We show the components of net periodic postretirement
benefit cost in the following table: - :

2008
(In millions)

Year Ended December 31, 2009 2007

Components of net periodic
postretirement benefit cost

Service cost $63 $61 $65
Interest cost 22.6 24.0 24.4
Amortization of transition obligation 2.1 2.1 2.1
Recognized net actuarial loss 2.2 2.0 4.1
Amortization of unrecognized prior ‘

service cost 34 (35 (35
Amount capitalized as construction

cost _ 6.3 7.6 (7.7
Net periodic postretirement, benefit ' _

cost (1) $23.5 $23.1 $25.9

(1) Net periodic postretirement benefit cost excludes termination
benefits of $0.8 million in 2008 and $0.3 million in 2007.
BGES’ portion of our net periodic postretirement benefit cost,
excluding amounts capitalized, was $18.7 million in 2009,
$20.4 million in 2008, and $22.7 million in 2007

In determining net periodic pension benefit cost, we apply
our expected return on plan assets to a market-related value of
plan assets that recognizes asset gains and losses ratably over a
five-year period.

" The following is a summary of amounts we have recorded
in “Accumulated: other comprehensive income” and of expected
amortization of those amounts over the next twelve months:

o e Expected
Pension Postretirement Amorti
. ortiz-
Benefits Benefits .
C _ ation Next
2009 2008 2009 - 2008 12 Months
. (In millions)
Unrecognized : -
actuarial loss $702.2 . $.999.8 $515 $787. $36.3
Unrecognized
prior service
cost 9.9 22.5 (13.9) (22.6) 1.3
Unrecognized ‘
transition
obligation — — 6.2 8.5 2.1
Total O $7121  $1,0223 $43.8  $646 $39.7

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 in the following table. These
estimated benefits are based on the same assumptions used to
measure the benefit obligation at December 31, 2009, but
include benefits attributable to estimated future employee
service.

Postretirement Benefits

Before After
Pension  Medicare Medicare
Benefits ~ Part D Subsidy  Part D
(In millions)
2010 $102.7 $ 26.8 $ 22 $ 24.6
2011 94.3 27.1 2.2 249
2012 101.3 27.2 2.3 249
2013 107.0 27.5 2.4 25.1
2014 111.4 27.8 2.4 25.4
2015-2019 655.5 139.5 11.7 127.8
Assumptions

We made the assumptions below to calculate our pension and
postretirement benefit obligations and periodic cost.

Postretirement
Benefits
2009 2008
6.00% 6.00%

Pension
Benefits

2009 2008
6.00% 6.00%

Assumption
Impacts
Calculation of

Benefit
. Obligation
and Periodic
Cost
Periodic Cost

Discount rate

Expected return 850 875 N/A N/A

on plan assets
Rate of 4.0 4.0 4.0 4.0

compensation

Benefit
Obligation
. and Periodic
Cost

increase

Our discount rate is based on a bond portfolio analysis of
high quality corporate bonds whose maturities match our
expected benefit payments. Our 8.50% 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. L

We determine expected return on plan assets by applying
expected future asset returns provided by external sources by
asset class to our targeted long-term asset allocations. We then
review actual historical plan asset returns for comparability and
supplement this approach with peer group surveys when
available. » o
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, 2009 2008
Next year 8.0% 8.0%
Following year 7:5%  7.5%
Ultimate trend rate 50% 5.0%
Year ultimate trend rate reached 2016 2015

A one-percentage point increase in the health care inflation
rate from the assumed rates would increase the accimulated
postretirement benefit obligation by approximately $19.0 million
as of December 31, 2009 and would increase the combined
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service and interest costs of the postretirement benefit cost by
approximately $1.7 million annually.

A one-percentage point decrease in the health care inflation
rate from the assumed rates would decrease the accumulated
postretirement benefit obligation by approximately $16.6 million
as of December 31, 2009 and would decrease the combined
service and interest costs of the postretirement benefit cost by
approximately $1.4 million annually.

Qualified Pension Plan Assets

Investment Strategy

We invest our qualified pension plan assets using the following
investment objectives:

# ensure availability of funds for payment of plan benefits

as they become' due,

¢ provide for a reasonable amount of long-term growth of

capital (both principal and income) without excessive
volatility,

¢ produce investment results that meet or exceed the

assumed long-term rate of return,

o reduce funded status volatility as funded status improves,

and

& improve the funded status of the plan over time.

To achieve these objectives, Constellation Energy, through a
management Investment Committee (the Committee), has.
adopted an investment strategy that divides its pension
investment program into two primary portfolios:

o return secking assets—those assets intended to generate

returns in excess of pension liability growth, and

¢ liability hedging assets—those assets intended to have

characteristics similar to pension liabilities.

Currently, the Committee allocates a substantial portion of
its plan assets to return seeking assets to help reduce existing
deficits in the funded status of the plan. As the funded status of
our plans improve, the Committee expects to reduce its exposure
to return seeking assets and increase its hablllty hedglng assets to
reduce its total risk.

Return Secking Assets

The purpose of return secking assets is to provide investment
returns in excess of the growth of pension liabilities. This
category includes a diversified portfolio of public equities, private
equity, real estate, hedge funds, high yield bonds and other
instruments. These assets are likely to have lower correlations
with the pension liabilities and lead to higher. funded status 'risk.
over shorter periods of time.

Liability Hedging Assets

The purpose of liability hedging assets, such as bonds, is to
hedge against interest rate changes. Exposure to liability hedging
assets is intended to reduce the volatility of plan funded status,
contributions, and pension expense.

Risk Management
The Committee manages plan:asset risk using several
approaches. First, the assets are invested in two diverse

portfolios, each of which contains investments across a spectrum
of asset classes. Second, the Committee considers the long-term
investment horizon of the plan, which is greater than ten years.
The long-term horizon enables the Committee to tolerate ‘the
risk of investment losses in the short-term with the expectation
of higher returns in the long-term. Third, the Committee
employs a thorough due diligence program prior .to. selecting an
investment, and a rigorous ongoing monitoring program once
assets are invested: The Committee evaluates risk on an ongoing
basis.

Asset Allocatzon

Plan assets are diversified across various asset classes and
securities based on the investment strategy approved by the
Committee. This policy allocation is long-term oriented and
consistent with the risk tolerance and. funded status. The target
asset allocation as well as the actual ‘allocations for 2009 -and
2008 is provided below.

. ‘ ’ Actualk
. ‘ far;get _‘ Allocation
At December 31, . Allocation. | 2009 2008
Global equity securities - 48%* 57%  57%
Fixed income securities 30 27 26
Alternative investments 15 7 11
High yield bonds = - 7 7. 6
Cash -and cash equivalents —_ 2 —
Total 100% | 100% 100%

*  50% passively invested; 50% actively invested

The target asset allocation also allows for investments in
financial instruments, including asset-backed securities and
collateralized mortgage obligations, which are exposed to risks
such as interest rate, market and overall market volatility. These
instruments are sensitive to changes in ecoriomic conditions.
Such changes could materially affect the amounts reported.

The actual portfolio will be rebalanced in early 2010 to
reflect the recently approved target allocation. The Committee
will then rebalance our portfolio periodically when the actual
allocations fall outside of the ranges prescribed in the investment
policy. Further, the Committee will rebalance to de-risk the
portfolio as funded status improves.

Fair Value Hierarchy

We.determine the fair value.of the plan assets usmg unadjusted
quoted prices in active markets (Level 1) or pricing inputs that
are observable (Level 2) whenéver that iriformation is available. -
We use unobservable inputs (Level 3) to estimate fair value only
when relevant observable inputs are not available. We classify
assets within this fair value hierarchy based on the loweést level of
input that is significant to the fair ‘value measurement of each
individual asset taken as a whole.
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The following table sets forth by level, within the fair value
hierarchy, the investments in the Plans’ master trust at fair value
as of December 31, 2009:

Total
‘ - Fair
Level 1  Level 2. Level 3 Value
(In millions) -
Global equity
securities $215.4 $383.00 $ — . $::598.4
Fixed income = . .
securities — 289.2 — 289.2
High yield bonds 0.6 75.6 — 76.2
Cash equivalents . - 19.9 — 19.9
Alternative investments — — 74.4 74.4
Total $216.0 $767.7 $744  $1,058.1

The following is a description of the valuation

methodologies used for assets measured at fair valye:

¢ Global equity securities are valued at unadjusted quoted
market share prices within active markets (Level 1) or
based on external price/spread data of comparable:

- securities (Level 2). Common collective trust funds
within this category are valued at fair value based on the
unit value of the fund which is observable on a less
frequent basis (Level 2). Unit values are determined by
the bank sponsoring such funds by.dividing the fund’s.
net assets at fair value by its units outstandmg at the-

* valuation dates.

‘e Fixed income, high yield bonds, and cash and cash
equivalents are valued based on external price data of
comparable securities (Level 2).

¢ Alternative investments primarily consist of hedge funds
and financial limited- partnerships (private equity funds).
These investments do not have readily determinable fair

- values because they are not listed on national exchanges
or over-the-counter markets. We have valued these.

. alternative investments-at. their. respective net asset-value
per share (or its equivalent such as partner’s capital)
which has been calculated by each partnership’s general
partner in a manner consistent with generally accepted
accounting principles in the ‘United States of America -
for investment companies. Among otheér requirements,
the partnerships must value-their underlying investmerts
at fair value. While the' net asset value per share
provides a reasonable:approximation of fair value, the
fair values. of the alternative investments are estimates

- and, accordingly, such estimated values may differ from
the values that would have been used had. a'ready .
market for the investments existed, and the differences
could be material. .

The following table summarizes the changes in the fair
value of the Level 3 assets for the year ended Decembcr 31,.
2009: o
Year ended December 31, 2009

(In millions)

Balance at beginning.of period '$96.3
Actual return on plan assets:
Assets still held at year end 2.5)
Assets sold during the year 6.4
Purchases, sales, and settlements (10.8)
Transfers into and out of Level 3 (15.0)
Balance at end of period $ 74.4

Contributions and Benefit Payments .

We contributed $319.4 million to our qualified pension plans. in
2009, even though there was no IRS. required minimum,
contribution in 2009. We expect to contribute $37 million to
our qualified pension plans in 2010. ‘Our non- -qualified pension
plans and our postreurement benefit programs are not funded.
We estimate that we will incur approxxmately $10 million in
pension benefits for our non-qualified pension plans and -
approximately $25 million for retiree health and life insurance
costs net of Medicare Part D during 2010. :

Other Postemployment Benefits
We provide the following postemployment benefits:

& health and life insurance benefits to eligible employees
detérmined to be disabled under our Dlsablhty
Insurance Plan, and

# income replacement payments for employees deteljr'n‘inc:d
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 $5.3 million in 2009, $1.9 million
in 2008, and $16.7 million in 2007: BGE’s portion of expense
associated with other postemployment benefits was $4.4 million
in 2009, $2.2 million in 2008, and $10.2 million in 2007.

We assumed the discount rate for other postemployment
benefits to be 4.75% in 2009 and 5.00% in 2008. This:,
assumption impacts the calculatlon of our other postemployment
benefit obligation and periodic cost. :

Employee Savings Plan Benefits .

We sponsored two defined conmbuuon plans until November 6
2009, when upon the close of the sale of a 49.99%. interest in
CENG to EDE, we deconsolidated CENG and the defined -
contribution plan related to Nine Mile Point was removed. from
our books. To all remaining ehglble employees of Constellatlon
Energy, we continue to sponsor a defined contribution s savings
plan. The savings plan is a qualified 401(k) plan under the
Internal Revenue Code. In a defined contribution plan, the
benefits a participant is to receive result from regular.
contributions to a participant account. Matching contributions -
to participant accounts are made under these plans. Matching
contributions were as follows:

Year Ended December 31, 2009 2008 2007
' ' ' (In rpillion_s) o
Nonregulated busmesses $14.8 $17.6 $16.1

BGE .57 58 58
$20.5 $23.4  $21.9

Total Constellation Ener.
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8 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. We enter
into these facilities to ensure adequate liquidity to support our
operations.

Constellation Energy
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.
Constellation Energy had bank lines of credit under
committed credit facilities tofaling $4.0 billion at December 31,
2009 for short-term financial needs as follows:

Amount
(In billions) Expiration Date

Type of Credit

Facility Capacity Type

. Letters of credit
$2.32

Syndicated Revolver (1) July 2012 and cash
Commodity-linked 0.50 August 2014 Letter of credit
Bilateral : 0.55 September 2014 Letters of credit
v Letters of credit

Bilateral } . 0.25 December 2014 and cash
Letters of credit

Bilateral 0.25 June 2014 and cash
Bilateral ' 0.15 September 2013 Letters of credit

Total . $4.02

(1)~ Facility size was reduced from $3.85 billion to $2.32 billion as a result
of the completion-of the transaction with EDE

Collectively, these facilities currently support the issuance of
letters of credit and/or cash borrowings up to $4.0 billion. At
December 31, 2009, we had approximately $1.7 billion in letters
of credit issued and no commercial paper outstanding under
these facilities. :

The commodity-linked ‘credit facility currently aﬂows for
the issuance of letters of credit up to a maximum capacity of
$0.5 billion. This commodity-linked facility is designed to help
manage our contingent‘collateral requirements associated with
the hedging of our Customer Supply operations because its
capacity increases as natural gas price levels decrease compared to
a reference price that is adjusted periodically. As of
December 31, 2009, there were no letters of credit outstandlng

under this facility.

BGE

BGE has a $575.0 m1lhon 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. The size of the facility may be increased up to
$600- million with additional commitmenits by lenders. At

December 31, 2009, BGE had $46.0 million in commercial
paper outstanding with a weighted average effective interest rate
of 0.39%. There were immaterial letters of credit outstanding at
December 31, 2009.

Net Available Liquidity
The following table provides a summary of our net available
liquidity at December 31, 2009:

As of December 31, 2009

Constellation Total
_Energy BGE Consolidated
(In billions)

Credit facilities (1) $3.5 '$0.6 $4.1
Less: Letters of credit ‘

tssued (1.7) R (1.7)
Less: Cash drawn on

credit facilities : — — —
Undrawn facilities 1.8 06 2.4
Less: Commercial paper ‘

outstanding — — . —
Net available facilities 1.8 «+ 06 - 24
Add: Cash 3.4 —_ 3.4
Less: Reserved cash (2) (1.3) — (1.3)
Cash and facility : ‘

liquidity ‘ 3.9 0.6 4.5
Add: EDF put

arrangement 11 — 1.1
Net available liquidity $5.0 $0.6.  $5.6
(1)~ Excludes cammoa’zgy—lmked credit facility due to its contingent

nature.

(2) * Represents managements expectation of payments to be made
Jor income taxes-and. bond repurchase: in the first quarter of
2010. -

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 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. The amount of after-tax
proceeds will be impacted by the assets actually-sold and the
related tax impacts at that time. -

Exercise of the put arrangement 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
a material adverse effect, as defined in the Investment
Agreement. During April 2009, we received regulatory approvals
and consents for the majority of the assets covered by the put
arrangement. As of December 31, 2009, we have approximately
$1.1 billion after-tax of liquidity available through the put
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arrangement. We expect to receive regulatory approval for an
additional asset in the second quarter of 2010, which will
increase the net after-tax liquidity from the put arrangement to
approximately $1.4 billion. -

Wie believe that the actions that we have taken and our
current net available liquidity will be sufficient to support our
ongoing liquidity requirements. Our liquidity projections include
assumptions for comtiodity price changes, which are subject to
significant volatility, and we are exposed to certain operational
risks that could have a significant impact on our liquidity.

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 a
provision requiring Constellation Energy to maintain a ratio of
debt to capitalization equal to or less than 65%. At
December 31, 2009, the debt to capitalization ratio as defined
in the credit agreements was 34%.

Under our $2.32 billion credit facility, we granted a lien on
certain of our generating facilities and pledged our ownership
interests in our nuclear business to the lenders upon the
completion of the transaction with EDE

The credit agreement of BGE contains a provision
requiring BGE to maintain a ratio of debt to capitalization equal
to or less than 65%. At December 31, 2009, the debt to
capitalization ratio for BGE as defined in this credit agreement’
was 45%. :

Decreases in Constellation Energys or BGE’s credit ratings
would not trigger an early payment on any of our, or BGE’s,
credic facilities. However, the impact of a credit ratings
downgrade on our financial ratios associated with our credit
facility covenants would depend on our financial condition at
the time of such a downgrade and on the source of funds used
to satisfy the incremental collateral obligation resultmg from a
credit ratings downgrade. For example, if we were to use existing
cash balances or exercise the put option with EDF to fund the
cash portion of any additional collateral obligations resultlng
from a credit ratings downgrade, we would not expect a material
impact on our financial ratios. However, if we were to issue
long-term debt or use our credit facilities to fund any additional
collateral obligations, our financial ratios could be materially
affected. Failure by Constellation Energy, or BGE, to comply
with these covenants could result in the acceleration of the
maturity of the borrowings outstanding and preclude us from
issuing letters of credit under these facilities.
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9 Capitalization

We detail in the table below our total capitalization, which includes long-term debrt, common stock, noncontrollmg interests, and "
preference stock, as of December 31, 2009 and 2008. :

At December 31, 2009 2008
' (In millions)
Long-Term Debt
Long-term debt of Constellatlon Energy

Zero Coupon Senior Notes, due June 19, 2023 o $ - — $ 2567
8.625% Series A Junior Subordinated Debentures, due June 15, 2063 450.0 450.0
8% Series B Mandatorily Redeemable Preferred Stock - 1,000.0
14% Senior Notes, due December 31, 2009 _ R — 1,000.0
6.125% Fixed-Rate Notes, due September 1, 2009 _ ‘ —_— 500.0
7.00% Fixed-Rate Notes, due April 1, 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 1, 2032 700.0 700.0
Fair Value of Interest Rate Swaps : 38.6 55.9
Total long-term debt of Constellation Energy “ 0 2,438.6 5,212.6

Long-term debt of nonregulated businesses
Tax-exempt debt transferred from BGE effective July 1, 2000

Port facilities loan, due June 1, 2013 h o — 10.0
4.10% DPollution control loan, due July 1, 2014 20.0 20.0
Floating-rate pollution control loan, due June 1, 2027 —_— 8.8
Tax-exempt variable rate notes, due April 1, 2024 75.0 75.0
Tax-exempt variable rate notes, due December 1, 2025 47.0 47.0
Tax-exempt variable rate notes, due December 1, 2037 65.0 65.0
District Cooling facilities loan, due December 1, 2031 — 25.0
5.00% Mortgage note, due June 15, 2010 0.4 1.6
4.25% Mortgage note, due March 15, 2009 — 0.2
7.3% Fixed Rate Note, due June 1, 2012 1.7 1.8
Asset-based lending agreement due July 16, 2012 27.1 —
Total long-term debt of nonregulated businesses 236.2 254.4
Other long-term debt of BGE
6.125% Notes, due July 1, 2013 400.0 400.0
5.90% Notes, due October 1, 2016 300.0 300.0
5.20% Notes, due June 15, 2033 200.0 200.0
6.35% Notes, due October 1, 2036 400.0 400.0
Medium-term notes, Series E 131.5 143.0
Total other long-term debt of BGE 1,431.5 1,443.0
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 510.9 564.4
Unamortized discount and premium (4.0) (41.9)
Current portion of long-term debt (56.9) (2,591.5)
Total long-term debt $ 4,814.0 $5,098.7
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At December 31,

2009 2008

Equity:
Noncontrolling Interests -

BGE Preference Stock

(In millions) o

$ 753 =% 201

Cumulatrve preference stock not subject to mandatory redemption, 6,500,000 shares authorized 7.125%,
1993 Series, 400,000 shares outstanding, callable at $101.42 per share until June 30, 2010, and at

lesser amounts thereafter 40.0 40.0
6.97%, 1993 -Series, 500,000 shares outstanding, callable at $101.39 per share until September 30, _
2010, and at lesser amounts thereafter 50.0 50.0
6. 70%, 1993 Series, 400,000. shares outstanding, callable at $101.68 per share until December 31, 2010, ’
. and at lesser amounts thereafter 40.0 40.0
6. 99%, 1995 Series, 600,000 shares outstandmg, callable at $102 10 per share until September 30,
2010 a.nd 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 valﬁe,‘ 600,000,000'shares authorized; 200,985,414 and 199,128,908 shares
issued and outstanding at December 31, 2009 and 2008, respectively. (At December 31, 2009,
5,790,545 shares were reserved for the long-term incentive plans, 7,041,111 shares were reserved for o
the shareholder mvestment plan, a.nd 527,959 shares were reserved for the employee savings plan.) '3,229.6 , 3,164.5
Retained earnings 6,461.0 = 2,228.7
Accumulated other comprehensive loss (993.5) ~ (2,211.8)
Total common shareholders’ equity 8,697.1 3,181.4
Total Equity ' 8,962.4 3,391.5

Total Capitalization’

$13,776.4 $ 8,490.2

Long-term Debt

Long-term debt matures in one year or more from the date of
issuance, The long—term debr of Constellation Energy and BGE
do not contain, material adverse change clauses, We detail our
long-term debt in the table above.

Comtellatzon Energy o

Mandatorily Redeemable, Serzex B Preferred Stock

On December 17, 2008, Constellation Energy entered. into an
Investment Agreement with EDE Simultancously with the
execution of the Investment Agreement, Constellation. Energy
issued 10,000 shares of 8% Series B. Preferred Stock (Series B
Preferred Stock) to EDF for $1 billion, which was restrrcted for
the repayment of our 14% Senior Notes. On November 6,
2009, the date EDF completed the purchase of the 49.99%
interest in CENG pursuant to the Investment Agreement, EDF
surrendered to Constellation Energy all of the shares of the
Series B Preferred Stock as partial payment for the purchase of
the interest in CENG.

U:wtream Gas Property Asset-Based Lending Agreement

In July 2009, we entered into a three year asset-based lending
agreement associated with ceértain upstream gas properties that
we own. At Decémber 31, 2009, the borrowing base committed
under the facility was $100 rrulhon, of which $27.1 mrlhon has
been utilized and reflected in Long—term debt” in our
Consolidated Balance ‘Sheets. The size of the facility may be
increased up to $200 million with additional commitments by

the lenders. Any debt issued under this facility is secured by the
upstream gas properties, and the lenders do not have recourse
against Constellation Energy in the event of a default. Interest is
payable quarterly in March, June, September, and December.

This asset-based lending agreement contains'a provision
that requires certain of our entities that own our upstream-gas
properties to maintain a cuitent ratio of one-to-one. As of
December 31, 2009 these entities were in compliance with thrs
provision. :

Vohintary Debr Retirements - :
The repurchase of the following notes is part of our previously
announced commitment to repay’ $1 billion of debt following -
the close of our transaction with EDF in November 2009.

Zero Coupon Senior Notes

In November 2009, we redeemed an aggregate principal amount
of $267.6 million for the Zero Coupon Senior Notes early and

recognized a pre-tax loss on' redemption of $16.0 million. We

recorded the loss within “Interest expense in the Consolrdated

Statements of Income (Loss). :

Cash Tender Offer for Outstanding 7.00% Notes due April 1, 2012
In February 2010, we retired an aggregate principal amount of
$486.5 million of our 7.00% Notes due April 1, 2012 pursuant
to a cash tender offer, at a premium of approximately 11%.




Tax-Exempt Notes
During 2009, we retired approximately $150 million of variable

rate tax exempt notes prior to maturity. On February 15, 2010,
we issued a notice to call our outstanding $47 million and

$65 million variable rate tax-exempt notes. These notes are
expected to be repurchased on March 10, 2010. Since these
notes are variable rate instruments, we do not expect to record
any gain or loss upon repurchase.

BGE

Secured Indenture

BGE entered into a secured indenture in July 2009. The secured
indenture creates a first priority lien on substantially all of BGE’s
electric utility distribution equipment and fixtures and on BGE’s
franchises, permits, and licenses that are transferable and
necessary for the operation of the equipment and fixtures. As of
December 31, 2009, BGE has not issued any secured bonds
under this indenture.

BGE’ Rate Stabilization Bonds , _
In June 2007, BondCo, a 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 4. Below are the details of the rate
stabilization bonds at December 31, 2009:

Scheduled
Principal Interest Rate  Maturity Date
$171.7 547%  October 2012
220.0 5.72 April 2016
119.2 5.82 April 2017

The bonds are secured primarily by a usage-based,
non-bypassable charge payable by all of BGE’s residential electric
customers over aten year period. The charges will be adjusted
semi-annually to ensure that the aggregate charges collected are
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. BondCo’s 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.

BGE’s Other Long-Term Debt
On July 1, 2000, BGE transferred $278.0 million of tax-exempt
debt to our. merchant energy business related to. the transferred
generating assets. At December 31, 2009, BGE remains
contingently liable for the $20 million outstanding balance of
this debt.

BGE’s fixed-rate medium-term note, series E, outstanding
at December 31, 2009 has a weighted average interest rate of
6.71%, maturing between 2011 and 2012.

BGE Deferrable Interest Subordinated Debentures
On November 21, 2003, BGE Capital Trust II (BGE Trust II),
a Delaware statutory trust established by BGE, issued
10,000,000 Trust Preferred Securities for $250 million ($25
liquidation amount per preferred security) with a 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 a 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 preferréd
security plus accrued but unpaid distributions when' the 6.20%
debentures ‘are paid at maturity or upon any eatlier 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
Trust II. o - B

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 agréement. :

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.

Loan Agreement
On December 18, 2001, BGE’s ‘subsidiary, District Chilled
Water Partncrshlp (ComfortLink) entered into a $25.0 mxlhon
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 1,
2031 issued by MEFA for ComfortLink to ﬁnance the cost of
building a chilled water distribution-system.

These bonds were repurchased in June 2009.

Maturities of Long-Term Debt
As of December 31; 2009, our long-term borrowings mature on
the following schedule:

- Constellation Nonregulated :
Total

Year Energy (1)  Businesses BGE
, (In millions) .

2010 $  — $ 04 $ 565 $ 569
2011 —_ 0.1 81.7 81.8
2012 722.6 28.7 172.5 923.8
2013 , — —_ " 466.6 466.6
2014 — - 20.0 70.4 90.4
Thereafter 1,716.0 187.0 1,352.4 3,255.4
Total $2,438.6 - .$2362  $2,200.1 $4,874.9

(1) A portion of Constellation Energy: bonds will be retired in
2010 as discussed in. the Voluntary Debt Retzrements section.
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Weighted-Average Interest Rates for Variable Rate Debt
Our weighted-average interest rates for variable rate debt
outstanding were:

At December 31, 2009 2008
Nonregulated Businesses
(including Constellation Energy)
Loans under credit agreements 4.50%
Tax-exempt debt 1.22%
.Fixed-rate debt converted to floating * 2.30%

* As discussed in Note 13, as of December 31, 2009, we have
interest rate swaps relating to $400.0 million of our fixed-rate
debt.

Preference Stock i
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 of on a 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 BGE’s charter,
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.

2.61% Dividend Restrictions
3.17% Constellation Energy
4.88% Constellation Energy pays dividends on its common stock after

its Board of Directors declares them. There are no contractual
limitations on Constellation Energy paying common stock
dividends, except certain of our credit facilities prohibit us from
increasing our common stock dividend without the consent of
the lenders.

BGE

BGE pays dividends on its common stock after its Board of
Directors declares them. However, pursuant to the order issued
by the Maryland PSC on October. 30, 2009 in connection with
its approval of the transaction with EDE, BGE cannot pay
dividends to Constellation Energy if (a) after the dividend
payment, BGE’s equity ratio would be below 48% as calculated
pursuant to the Maryland PSC’s ratemaking precedents or

(b) BGE’s senior unsecured credit rating is rated by two of the
three. major credit rating agencies below investment grade.
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The components of income tax expensc are as follows:

Year Ended December 31, ' 2009 2008 . - 2007
- (Dollar amounis in millions)

Income Taxes

Current , ‘ e :
Federal , . ‘ ' $ 8915 $ 28 $168.2
State .. ' - 260.4 - 48.1 40.6

Current taxes charged to expense ' o L1519 509 208.8

Deferred : , . ‘
Federal : ‘ 1,474.5 (101.6) 1847
State _ 3725 (212 T 415

Deferred taxes charged (credited) to expense : - 1,847.0 v (122.8) 2262

Investment tax credit adjustments ‘ R _ (12.1) .. (64) . (6.7)

Income taxes per Consolidated Statements of Income (Lossj : R $2;986.8 ) $ (78'.3) $428.3

Tortal iricome taxes are different from the amount that would be computed by applymg the statutory Federal income tax rate of
35% 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 incomie taxes $7,490.2  $(1,396.7) $1,262.7
Statutory federal income tax rate S 35% 35%.. . 35%
Income taxes computed at statutory federal rate e . ©12,621.6 - {488.8) 4419
Increases (decreases) in income taxes due to

State income taxes, net of federal income tax benefit 411.0 17.3 53.4
Merger-related transaction costs (79.3) 416.2 —
Interest expense on mandatorily redeemable preferred stock 23.7 7.8 —
Qualified decommissioning impairment loss 3.1 (28.5) —
Amortization of deferred investment tax credits (12.1) (6.4) 6.7)
Synthetic fuel tax credits flowed through to income —_ (4.5) (166.2)
Estimated synthetic fuel tax credit phase-out — — 110.3
Nondeductible international losses 19.2 — —
Other (0.4) 8.6 4.9
Total income taxes $2,986.8 $ (78.3) $ 4283
Effective income tax rate 39.9% 5.6% 33.9%

BGE’s effective tax rate was 41.3% in 2009, 28.7% in 2008, and 40.7% in 2007. In general, the primary difference between
BGE’s 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 increase in BGE’s effective tax rate in 2009 is primarily due to higher taxable income. For
2008, BGE had lower taxable income related to the 2008 Maryland settlement agreement, which increased the relative impact of
favorable permanent tax adjustments on BGE’s 2008 effective tax rate.
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The major components of our net deferred income tax liability are as follows:

Constellation Energy " BGE~
At December 31, 2009 2008 2009 2008
(In millions)
Deferred Income Taxes
Deferred tax liabilities 4
Net property, plant and equipment $1,474.6 $1,432.5 $ 920.1  $604.4
Qualified nuclear decommissioning trust funds — 310.9 — —
Regulatory assets, net 263.0 295.5 263.0 295.5
Derivative assets and liabilities, net 329.6 310.6 —_ -
Investment in CENG 1,802.7 -— e e—
Other 33.1 126.6 (55.1) 32.5
Total deferred tax liabilities 3,903.0 2,476.1 1,128.0 932.4
Deferred tax assets
Asset retirement obligation 7.9 391.6 — —
Defined benefit obligations 311.7 552.0 (23.7) 30.8
Financial investments and hedging instruments 337.0 949.7 — —
Deferred investment tax credits 13.0 17.8 3.8 43
Other 155.8 156.0 71.5 13.8
Total deferred tax assets 825.4 2,067.1 51.6 48.9
Total deferred tax liability, net 3,077.6 409.0 1,076.4 883.5
Less: Current portion of deferred tax (asset)/liability (127.9) (268.0) (11.2) 40.2
Long-term portion of deferred tax liability, net $3,205.5 $ 677.0 $1,087.6  $843.3

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
2009, the IRS expanded its current audit of our consolidated
federal income tax returns for the tax years 2005 through 2007
to include the 2008 tax year. Although the final outcome of the
2005-2008 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.

Unrecognized Tax Benefits

The following table summarizes the change in unrecognized tax
benefits during 2009 and 2008 and our total unrecognized tax
benefits at December 31, 2009 and 2008:

2009 2008

(In millions)
$189.7 $114.5

Total unrecognized tax benefits, January 1

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 a result of a
lapse of the applicable statute of
limitations

101.5 112.2
148.4 —
(126.3)  (15.5)

(21.5)

(0.8) —

Total unrecognized tax benefits,

December 31 (1) $312.5

(1) BGE’ portion of our total unrecognized tax benefits at
December 31, 2009 and 2008 was $111.8 million and
$4.8 million, respectively.

$189.7

Increases in tax positions related to the current year are
primarily due to unrecognized tax benefits related to state
income tax accruals associated with the transaction to sell a
49.99% membership interest in CENG to EDF. Increases in tax
positions related to prior years are primarily due to unrecognized
tax benefits for BGE repair and depreciation deductions
including a change of accounting method for tax return
purposes for the 2008 tax year for which IRS consent was
received in 2009 and which is currently subject to IRS
examination. Reductions in prior year tax positions are primarily
due to increased certainty in the deductibility of certain costs
associated with the termination of our merger with
MidAmerican as a result of the structure and sale of a 49.99%
membership interest in CENG.

Total unrecognized tax benefits as of December 31, 2009 of
$312.5 million include outstanding claims of approximately
$65.8 million, including $52.2 million in state tax credits, for
which no tax benefit was recorded on our Consolidated Balance
Sheer because refunds were not received and the claims do not
meet the “more-likely-than-not” threshold.

If the total amount of unrecognized tax benefits of
$312.5 million were ultimately realized, our income tax expense
would decrease by approximately $177 million. However, the
$177 million includes state tax refund claims of approximately
$52 million that have been disallowed by tax authorities and are
subject to appeals. These state refund claims may be resolved by
December 31, 2010. For this reason, we believe it is reasonably
possible that reductions to our total unrecognized tax benefits of
approximately $50 million may occur by December 31, 2010,
although these reductions are not expected to materially impact
income tax expense.
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Interest and penalties recorded in our Consolidated
Statements. of Income (Loss) as tax expense (benefit) relating to
liabilities for unrecognized tax benefits were as follows:

For the Year Ended
December 31,

2009 2008 2007
(In millions)

Interest and penalties recorded as tax

expense (benefit) $12.8 $(0.4) $4.7

BGES portion of interest and penalties was immaterial for all years.

Accrued interest and penalties recognized in-our
Consolidated Balance Sheets were $23.1 million, of which BGE’s
portion was $1.6 million at December 31, 2009, and
$10.3 million, of which BGE’s portion was $0.7 million, at
December 31, 2008.
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There are two types of leases—operating 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 BGE's
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 outpur of the plant due to the
contingency associated with these payments.

Through June 2009, we also entered into time charter
purchase agreements which entitled 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 2009 and 2008; we entered into time charter
leases with terms ranging in duration from 1 to 60 months.. .
These arraigements do not include provisions for material rent
increases and do not have provisions for rent holidays,
contingent rental$ or other incentives. In 2009 and 2008, we
recognized aggregate lease expense of approximately $145 million
and $477 million, respectively, related to 31 and 49 dry bulk
freight vessels, respectively, hired under time charter
arrangements. The average term of these arrangements is
approximately 3 months. We record the payments as “Fuel and
purchased energy expenses in our Consolidated Statements of
Income' (Loss). '

- We recogmzed expense related to our operatmg leases as
follows:

Fuel and
purchased. -
energy Operating
expenses expenses Total
(In millions).. . .
2009 $385.6 $37.2 $422.8
2008 664.8 38.0 .702.8
2007 7587 40.1 798.8

At December 31, 2009, we owed future minimum *
payments for long-term, noncancelable, operatmg leases as -

follows:
Power
Purchase :
Year Agreements . Other Total
) (In millions)

2010 $ 1945 $.31.5 $ 2260
2011 202.1 28.8 . 230.9
2012 178.5 25.7 204.2
2013 . 166.3 24.5 190.8
2014 161.5 22.7 184.2
Thereafter 333.8 62.6 396.4
Total future minimum lease - o :

payments $1,236.7  $195.8 ~$1,432.5

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’
2009 and 2008, we recorded sub-lease income of approximately
$114 million and $289 million, respectively, related to our time
charter sub-leases. We record sub-lease income as part of
“Nonregulated revenues” in our Consolidated Statements of
Income (Loss).. As of December 31, 2009, the future mmxmuni
rentals to be received for these time charters are shown below:

Time
Charter
Year . Sub-Leases
(In mzllzom)
2010 $ 565
2011 566
2012 45.5
2013 32.0°
2014 24.3
Thereafter v 114.8
Total future minimum lease rentals . $329.7
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1 2 Commitments, Guarantees, and Contingencies

Commitments L ) ‘

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 delivéry 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 escélations, minimum purcha_se
levels, and other financial commitments. These contracts expire
in various yeafs between 2010 and 2018. In addition; our
merchant energy business enters into long-term contracts for the
capacity and transmission rights for the delivery of energy to
meet our physical obligations to our customers. These contracts
expire in various years between 2010 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 procuremerit of electricity. As of December 31,
2009, these contracts expire between 2010 and 2012 and
represent BGE’s estimated requirements as follows:

Percentage of

o Estimated
Contract Duration Reguirements
From January 1, 2010 to September 2010 100%
From October 2010 to May 2011 75
From June 2011 to September 2011 50
From October 2011 to May 2012 25

The cost of power under these contracts is recoverable
under the Provider of Last Resort agreement reached with the
Maryland PSC. IR )

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 2010 and 2011, and transportation and storage
contracts that expire between 2012 and 2027. The cost of gas
under these contracts is recoverable under BGE’s gas cost
adjustment clause discussed in Note 1, and therefore are excluded
from the table later in this Note.

Our other nonregulated businesses have committed to gas
purchases, as well as to contribute 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 technelogy
systems. :

At December 31, 2009, we estimate our future obligations
to be as follows:

Payments
2011- 2013-
2010 2012 2014  Thereafter = Total

(In millions)
Merchant Energy: ‘
Purchased capacity
and energy
Purchased energy

$ 160.9 $ 3035 § 107.7 $208.7 - $. 780.8

5347 1,513.3 2,249.8 —

from CENG (1) 4,297.8
Fuel and
transportation 540.5  437.5 943 2179  1,290.2
Long-term service
agreements, capital;
and other . - 12.9 7.8 4.9 6.7 323
Total merchant energy ~ 1,249.0 2,262.1 24567 4333  6,401.1
Corporate and Other: .
Long-term service
agreements, capital, :
and other 49.6 11.3. 1.7 — 62.6
Regulated:
Purchase obligations .
and other 154 ' 202 — = 35.6
Toral future obligations $1,314.0 $2,293.6 $2,458.4  $433.3. $6,499.3

(1) . Represents the nominal amounts of payments made to CENG under our
power purchase agreement.- The total fair value at closing of $0.8 billion
was recorded on our balance sheet in “Unamortized energy contract assets.

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 a 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 maigin, 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
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summarizes the maximum exposure by guarantor based on the
stated limit of our outstanding guarantees:

Stated Limit
(In billions)

At December 31, 2009

Constellation Energy guarantees $10.1
BGE guarantees ‘ : 0.3
Total guarantees $10.4

At December 31, 2009, Constellation Energy had a total of
$10.4 billion in guarantees outstanding related to loans, credit
facilities, and contractual performance of certain of its:
subsidiaries as described below. '

# Constellation Encrgy guaranteed a face amount of

$10.1 billion as follows:

& $9.4 billion 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
commiercial transactions covered by these guarantees
was approximately $2 billion at December 31,
2009, which fepresents the total amount the parent
company could be required to fund based on
December 31, 2009 market prices. For those
guarantees related to our derivative liabilities, the
fair value of the obligation is recorded in our
Consolidated Balance Sheets.

¢ $0.5 billion primarily on behalf of CENG’s nuclear
generating facilities for nuclear insurance and credit
support to- ensure thesé plants have funds to meet
expenses ‘and obligations to safely operate and-
maintain the plants. We recorded the fair value of
$12.3 million for these guarantees on our
Consolidated Balance Sheets.

& $0.2 billion to its other nonregulated businésses.

& BGE guaranteed the Trust Preferred Securities of

$250.0 million of BGE Capital Trust II.

Contingencies

Litigation

In the normal course of busmess, 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 MidAmerican. 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 flawed, and that
unreasonable deal protection devices were agreed to in ordér to
ward off competing bids. The federal lawsuits also assert that the

conversion of the Preferred Stock issued to MidAmerican into,
debt is not permitted under Maryland law.

The termination of the MidAmerican merger renders moot
the claims attempting to enjoin the merger with MidAmerican.
One of the federal merger cases was voluntarily dismissed on
December 31,.2008, and the other federal merger cases were
dismissed as moot on May 27, 2009. Plaintiffs’ counsel in six of
the seven state merger cases have filed dismissals without .
prejudice of their MidAmerican merger claims. In addition, on
October 27, 2009 certain counsel in the state merger cases
jointly moved for approval of a settlement regarding claims for
attorneys fees, which the court approved on November 16, .
2009. We believe there are meritorious defenses.to any claims or
requests for relief that might possibly remain regarding this
matter. ,

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 a.
proposed class of, persons who acquired publicly traded securitics,
including the Series A 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, a number of its
present or. former officers or directors, and the underwriters
violated. the securities laws by issuing a false and misleading
registration statement and.prospectus in connection with
Constellation Energy’s 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 10-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.

The Southern District of New York granted the defendants
motion to transfer the two securities class actions filed there to
the District of Maryland, and the actions have since been .
transferred for coordination with the securities class action. filed
there. On June 18, 2009, the court appointed a lead plaintiff,
who filed a consolidated amended complaint on September 17,
2009. On November 17, 2009, the defendants moved to dismiss
the consolidated amended complaint in its entirety. We are
unable at this time to determine the ultimate outcome of the
securities class actions or their possible effect on our, or BGE’s
financial results.

ERISA Actions

In the fall of 2008, rnultlple 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
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Energy; Mayo A. Shattuck III, Constellation Energy’s 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 Plan’s assets by designating
Constellation Energy common stock as an investment, by failing
to properly provide accurate information about the investment,
by ‘failing to avoid conflicts of interest, by failing to properly
monitor the investment and by failing to properly monitor other
fiduciaries. The plaintiffs seek 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 a 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. On October 2, 2009, the
defendants moved to dismiss the consolidated complaint in its
entirety. We are unable at this time to determine the ultimate
outcome of the Consolidated Action or its possible effects on
our;-or BGE’s, 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 a
subsidiary of Constellation Energy. In addition to BGE and
Constellation Energy, approximately 11 other defendants,
consisting” of pharmacéutical 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.

~The claims against BGE and Constellation Energy have
been dismissed in all of the cases either with prejudice based on
rulings by the Court or without prejudice based on voluntary
dismissals by the plaintiffs’ counsel. 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 actions vigorously. However, we cannot predict the
timing; or outcome, of these cases, or thelr possible effect on
our, or BGE’s, 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 494 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 a small minority have been resolved for amounts
that were not material to our financial results.

BGE and Constellation Energy do not knew 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 BGE, liability might be. Although
insurance and hold harmless agreements from contractors who
employed the plaintiffs may. cover a portion of any awards in the
actions, the potential effect on our, or BGE’s, financial results
could be material.

Environmental Matters

Solid and Hazardous Waste

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 a 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, a 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 indemnified by a wholly owned subsidiary of
Constellation Energy for most of the costs related to this
settlement and clean-up of the site. The clean-up costs will not
be known until the investigation is closer to completion, which
is expected by mid-2010. The completed investigation will
provide a range of remediation alternatives to the EPA, and the
EPA is expected to select one of the alternatives by the end of
the first quarter of 2011. The clean-up costs we incur could
have a material effect on our financial results.

Air Quﬂlzt_y
In May 2007, a subsidiary of Constellatlon Encrgy entered into
a consent decree with the Maryland Department of the
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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 a $100,000 penalty, provide
$100,000 to a supplemental environmental project, and install
technology to control emissions from those plants.

In January 2009, the EPA issued a notice of violation
(NOV) to a 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 Clean Air Act. The EPA also contends that the alleged
failure to comply with those requirements are continuing
violations under the plant’s 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 Quality

In October 2007, a subsidiary of Constellation Energy entered
into a consent decree with the Maryland Department of the
Environment relating to groundwater contamination at a third
party facility that was licensed to accept fly ash, a byproduct
generated by our coal-fired plants. The consent decree requires
the payment of a $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 a liability in our Consolidated Balance
Sheets of approximately $8.4 million, which includes the

$1 million penalty and our estimate of probable costs to
remediate contamination, replace drinking water supplies,
monitor groundwater ¢onditions, and otherwise comply with the
consent decree. We have paid approximately $4.8 million of
these costs as of December 31, 2009, resulting in a remaining
liability at December 31, 2009 of $3.6 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.

Investment in CENG
On November 6, 2009, we completed the sale of a 49.99%
membership interest in CENG to EDE As a result of the sale,
we now hold a 50.01% interest in CENG. As a 50.01% owner
in CENG, we are subject to certain capital contribution
requirements, which may be greater than the amount planned
and, therefore, could have an adverse impact on our financial
results.

In addition, if the fair value of our investment in CENG
declines to a level below our carrying value and the decline is
considered other-than-temporary, we may write down the
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investment to fair value, which would adversely affect our
financial results.

" We are also exposed to the same risks to which CENG is
exposed. CENG owns and operates three nuclear generating
facilities and is exposed to. risks associated with operatmg these
facilities and the risks of a nuclear accident.

Operating Risks
The operation of nuclear generating facilities involve routine
risks, including,

¢ mechanical or structural problems,

# inadequacy or lapses in maintenance protocols,

& cost of storage, handling and disposal of nuclear
materials, including the availability or unavailability of a
permanent repository for spent nuclear fuel,
regulatory actions, including shut down of units because
of public safety concerns,
limitations on the amounts and types of insurance
coverage commercially available,
uncertainties regarding both technological and financial
aspects of decommissioning nuclear generatirlg facilities,
terrorist attacks, and
environmental risks.

L 4
*

Nuclear Accidents )

CENG is required to insure itself 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 $375 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

$12.6 billion. Under the retrospective assessment program,
CENG 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. In the event of a nuclear
accident, the cost of property damage and other expenses
incurred may exceed CENG’s insurance coverage. As a result,
uninsured losses or the payment of retrospective insurance
premiums could each have a significant adverse impact to
CENG?s, and therefore, our financial results as a 50.01% owner
in CENG. Each of Constellation Energy and EDF has
guaranteed the obligations of CENG under these insurance
programs in proportion to their respective membership interests.

Non-Nuclear Property Insurance

Our conventional property insurance provides coverage of

$1.0 billion per occurrence for Certified acts of terrorism as
defined under the 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 a terrorist act occurs at
any of our facilities, it could have a significant adverse impact
on our financial results.



1 3 Derivatives and Fair Value Measurements

Use of Derivative Instruments’

Nature of Our 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

o 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 w1th
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 a
portion of the power from our power generation
facilities and purchase power to meet our load-servmg

~ requirements,

¢ the risk of unfavorable fuel price changes for the
purchase of a 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. dollass.

L

Objectives and Strasegies for Using Derivatives

Risk Management Activities

To lower our exposure to the risk of unfavorable ﬂuctuauons 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 a pomon of anticipated future
electricity sales from our generation operations,
¢ fixing the price of a portion of anticipated fuel
purchases for the operation of our power plants,
¢ fixing the price for a 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 for:

& optimizing the margin on surplus electricity generation
and load positions and surplus fuel supply and demand
positions,.

& price discovery and venﬁcatxon, and

& deploying limited risk capital in an effort to_generate
returns.

Accounting for Derivative Instrument_s ’

The accounting requirements for derivatives require recognition
of all qualifying derivative i instruments on the balance sheet at
fair value as either assets or liabilities.

Accounting Deszgnatwn
We must evaluate new and existing transactlons and agreements
to determine whether they are derivatives, for which there. are
several possxble accounting treatments. Mark-to- market is
required 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 accountmg treatments must meet specific,
restrictive criteria, both at the time of designation and on an
ongoing basis. The permissible accounting treatments include:

¢ pormal purchase normal sale (NPNS),

¢ cash flow hedge,

& fair value hedge, and

¢ mark-to-market.

We discuss our accounting policies for derivatives and.,
hedging activities and their impacts on our financial statements
in Note 1.

NPNS : _
We elect NPNS accounting for derivative contracts that prov1de
for the purchase or sale of a physical commodity that will be
delivered in quantities expected to be used or sold over a
reasonable period in the normal course of business. Once we
elect NPNS classification for a given contract, we cannot
subsequently change the election and treat the contract as a
derivative using mark-to-market or hedge accounting.
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Cash Flow Hedging : e

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 (via offsetting
transactions) derivative transactions demgnated 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 2010
through 2016. Our merchant energy business had net unreallzed
pre-tax losses on these cash-flow hedges recorded in
“Accumulated other comprehensive loss” of $951.3 million at
December 31, 2009 and $2 624 0 million at December 31,
2008.

We expect to reclassify $631.5 ‘million of net pre—taX'l(‘)sses '
on cash-flow hedges from “Accumulated other comprehensive
loss” into earnings during the next twelve months based on
market prices at December 31, 2009. However, the actual
amount reclassified into earnings could vary from the amounts
recorded at December 31, 2009, due to future changes in
market prices. :

“When we determine that a 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 followmg pre-tax amounts on such
contracts:

- 2009 2008 2007
(In millions)
'$(241.0) $(31.7) $(24.4)

Year ended December 31,

Pre-tax losses

The pre-tax loss reclasmﬁed in 2009 resulted from the sale’
of a majority of our international commodities operation and
our termination of certain contracts as part of our efforts to
improve liquidity and reduce risk. The forecasted transactions
associated with previously designated cash- flow hedge contracts
were deemed probable of not occurring.

Interest Rate Swaps, Desigﬁated 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 loss” in our Consolidated Statements of
Comprehensive Income (Loss). We reclassify gains and losses on
the hedges from “Accumulated other comprehensive loss” into
“Interest expense” in our Consolidated Statements of Income

(Loss) during the periods in which the interest payments belng
hedged occur. : : :

Accumulated other comprehensive loss includes net
unrealized pre-tax gains on interest rate cash-flow hedges of prior
debt issuances totaling $11.3 million at December 31,.2009 and
$12.0 million at December 31, 2008. We. expect to reclassify
$2.3 million of pre-tax net gains on these cash-flow hedges from
“Accumulated other comprehensive loss” into “Interest expense”
during the next twelve months. We had no hedge ineffectiveness
on these swaps.

Fair Value Hedging »

We elect fair value hedge accountmg for a 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. We did not have
any fair value hedges related to the value of our natural gas in
storage during the last nine months of 2009.

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-“Interést expense.” We:record. changes in -
fair value of the swaps in “Derivative assets and liabilities”-and .
changes in'the fait 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. o ; :
During 2004, we entered into interest rate: swaps quahfymg
as fair value hedges relating to $450 million of our fixed-rate
debt maturing-in 2012 and 2015,.and converted this nétional
amount of debt to floating-rate. On July 15, 2009, we :
terminated an interest rate swap relating to $50 million of the
$450 million of our fixed-rate debt and. received approxlmately
$4.5 million in cash. The fair value of these hedges was an. .
unrealized gain of $35.8 million at December 31, 2009 and.. -
$55.9 million at December 31, 2008.a'nd was recorded as an .
increase in our.!Derivative assets” ‘and an-increase in-our -
“Long-term debt.” We. had no.hedge 1neEeet1veness on these
interest rate, swaps. e

Hedge Ineffectiveness -
For all categories of derivative instruments. de31gnated in: hedgmg
relationships, we recorded in earningsthe following pre—tax gains
(losses) related to hedge ineffectiveness:

Year ended December 31, © 2009 2008

(In millions)

2007

Cash-flow hedges $11.3 $(121.00 $(31.4)
Fair value hedges 23.9 20.6 24.4
Total $35.2  $(100.4) $ (7.0)
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We did not recognize ‘any gain or loss during 2009 and
2008 relating to changes in value for the portion of our fair
value hedges excluded from our hedge effectiveness assessment.

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 petformance of the
undetlying 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 a 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:

& none in 2009,

& $73.8 million pre-tax in 2008 resulting from 6

. transactions, and

& - $41.9 million pre- tax in 2007 resulting from 1

transaction.

Termination or Restructuring of Commodity Derivative Contracts
We may terminate or restructure in-the-money contracts in
exchange for upfront cash payments and a 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:
.4 none in 2009,
¢ $73.1 million pre-tax in 2008 resultmg from 7
transactions, and
¢ $17.8 million pre-tax in 2007 resulting from 1
transaction.

Quantitative Information About Derivatives and Hedging
Activities
Background
Effective January 1, 2009, we adopted an accounting standard
that addresses disclosures about derivative instruments and
hedging activities. This standard. does not change the accounting
for derivatives; rather, it requires 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
entity’s financial position, financial performance, and
cash flows.

Ba/am'e Sbeet YZzb[es _

We present our derivative assets s and habllmes in our
Consolidated Balance Sheets on a net basis, including cash
collateral, whenever we have a legally enforceable master netting
agreement with a counterparty to.a derivative contract. We use
master netting agreements whenever possible to manage and
substantially reduce our potential counterparty credit risk. The
net presentation in our Consolidated Balance Sheets reflects our
actual, credit exposure after. giving effect to the beneficial effects
of these agreements and cash collateral, and our credit risk is
reduced further by other forms of collateral.

The following table provides information about the types of
market risks we manage using derivatives. This table only
includes derivatives and does not reflect the price risks we are
hedging that arise from physical assets or nonderivative accrual
contracts within our generating plants, customer supply, and
global commodities activities.

As discussed more fully following the table, we present this
information by disaggregating our net derivative assets and
liabilities into gross components on a contract-by-contract basis
before giving effect to the risk-reducing benefits of master
netting arrangements and collateral. As a result, we must present
each individual contract as an “asset value” if it is in the money
or a “liability value” if it is out of the money; regardless of
whether the individual contracts offset market or credit risks of
other contracts in full or in part. Therefore, the gross amounts
in this table do not reflect our actual economic or credit risk
associated with derivatives. This gross presentation is intended
only to show separately the various derivative contract types we
use, such as commodities, interest rate, and foreign exchange.

In order to identify how our derivatives impact our
financial position, at the bottom of the table we provide a
reconciliation of the gross fair value components to the net fair
value amounts as presented in the Fair Value Measurements
section of this note and our Consolidated Balance Sheets.

144



The gross asset and liability values in the table below are segregated between those derivatives designated in qualifying hedge

accounting relationships and those-not designated in hedge accounting relationships.

Derivatives not designated in hedging

relationships include our retail gas customer supply operation, economic hedges of accrual activities, the total return swaps entered
into to effect the sale of the international commodities and Houston-based gas trading operations, and risk management and trading
activities which we have substantially curtailed as part of our effort to reduce risk in our business. We use the end of period

accounting designation to determine the classification for each derivative position.

Derivatives
Designated as Hedging
Instruments for

Derivatives Not
Designated As Hedging

Instruments for All Derivatives

As of December 31, 2009 Accounting Purposes Accounting Purposes Combined
Asset Liability Asset Liability Asset Liabilicy
Contract type Values (3)  Values (4) Values (3)  Values (4) Values (3) Values (4)
: = (In millions)
Power contracts $1,737:3 - $(2,292.1) $11,729.3 - $(12,414.3) $ 13,466.6 $(14,706.4)
Gas contracts '1,860.6 (1,380.0) 4,159.1 ¢ - (3,857.1) 6,019.7 (5,237.1)
Coal contracts .20.1 (40.8) 609.5 (627.2) 629.6 (668.0)
Other commodity contracts (1) - L 1.4 ©.(0.8) 83.1 . (32.1) 84.5 (32.9)
Interest rate ‘contracts 35.8 — 28.5 (39.9) 64.3 (39.9)
Foreign exchange contracts . . — — 13.2 9.0) 13.2 - (9.0)
Total gross fair values $3,655.2  $(3,713.7) $16,622.7° $(16,979.6) $20,277.9  $(20,693.3)
Netting arrangements (5) (19,261.0) 19,261.0
Cash collateral (92.6) 125.6
Net fair values $ 9243 $ (1,306.7)
Net fair value by balance sheet line item:
Accounts receivable (2) $ (348.7)
Derivative assets—current 639.1
Derivative assets—noncurrent 633.9
Derivative liabilities—current (632.6)
Derivative liabilities—noncurrent (674.1)
Total Derivatives $ 9243 $ (1,306.7)

(1)  Other commodity contracts include oil, freight, emission allowances, and weather contracts.

(2)  Represents the unrealized fair value of exchange traded derivatives, exclusive of cash margin posted.

3 Representx in-the-money contracts without regard to potentially offietting out-of- t/?e—maney contracts under master netting agreements.

4) Repments out-of-the-money contracts without regard to potentially oﬁ?emng in- the-money contracts under master nerting agreements.

(5)  Represents the effect of legally enforceable master netting agreements.

The magnitude of and changes in the gross derivatives
components in this table do not indicate changes in the level of
derivative activities, the level of markert risk, or the level of-credit
risk. The primary factors affecting the magnitude of the gross
amounts-in the table are changes in 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 separate presentation is required for contracts that

are in the money from those that are out of the money. As a
result, the gross amounts of even fully hedged positions could
increase 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
requirement to present the gross value of each individual
contract separately.

The primary purpose of this table is to disaggregate the
risks being managed using derivatives. In order to achieve this

objective, we prepare this table by separating each individual
derivative contract that is in the money from each contract that
is out of the money and present such amounts on a gross basis,

*even for offsetting contracts that have identical quantities for the

same- commodity; location, and delivery period. We must also
present these components excluding the substantive credit-risk
reducing effects of master netting agreements and collateral. As a
result, the gross “asset” and “liability” amounts for each contract
type 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 derivative
credit risk exposure after master netting agreements and cash
collateral is reflected in the net fair value amounts shown at the
bottom of the table above. Our total economic and credit
exposures, including derivatives, are managed in a comprehensive
risk framework that includes risk measures such as economic
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value at risk, stress testing, and maximum potential credit
exposure. :

Gain and (Loss) Tables
The tables below summarize the gain and loss impacts of out
derivative instruments segregated into the following categories:’

& cash flow hedges,

& fair value hedges, and

¢ mark-to-market derivatives.

The tables only include this information for derivatives and
do not reflect the related gains or losses that arise from
generation and generation-related assets, nonderivative accrual

contracts, or NPNS contracts within our Generation, Customer
Supply;. and Global Commodities activities, other than fair value:
hedges, for which we separately show the gain or loss on the -
hedged asset or liability. As.a result, for mark-to-market and ..
cash-flow hedge derivatives, these tables only reflect the impact
of derivatives:themselves and thereforé - do not necessarily include
all of the income statement impacts of the transactions for

* which derivatives are used to manage risk. For a more complete

discussion of how derivatives affect our financial performance,

‘see our accounting policy for Revenues, Fuel and Purchased
. Energy Expenses, and Derivatives and Hedging Activities in
- Note 1.

The following table presents gains and losses on derivatives designated as cash flow hedges. As discussed more fully in our
accounting policy, we record the effective portion of unrealized gains and losses on cash flow hedges in Accumulated Other
Comprehensive Loss until the hedged forecasted transaction affects earnings. We record the ineffective portion of gains and losses on
cash flow hedges in earnings as they occur. When the hedged forecasted transaction settles and is recorded in earnings, we reclassify
the related amounts from Accumulated Other Comprehensive Loss into earnings, with the result that the combination of revenue or
expense from the forecasted transaction and gain or loss from the hedge are recognized in earnings at a total amount equal to. the.
hedged price. Accordingly, 'the amount of derivative gains and losses recorded in Accumulated Other Comprehensive Loss and
reclassified from Accumulated Other Comprehensive Loss into earnings, does not reflect the total economics of the hedged forecasted
transactions. The total impact of ‘our forecasted transactions and related hedges is reflected in our Consohdated Statements of Income

(Loss).

Cash Flow Hedges

Year Ended December 31, 2009

Gain (Loss) Recorded

. Gain. (Loss) - . .
in AOCT Reclassified Ineffectiveness Gain
Year Ended from AOCI into (Loss) Recorded in
Contract type: December 31, 2009 Statement of Income (Loss) Line Irem Earnings Earnings ..«
; (In millions)
Hedges of forecasted sales: Nonregulated revenues ) : .
Power contracts $ 3625 $ (180.6) $775
Gas contracts (65.1) (67.3) 6.3
Coal contracts o 10.0 (229.9) - —
Other commodity contracts (1) 68 (0.4) 6.2)
Interest rate contracts 0.3y (0.3) —
Foreign exchange contracts 25 - (L1) : —
Total gains (losses) $ 3164 Total included in nonregulated revenues $ (479.6) $77.6
Hedges of forecasted purchases: " Fuel and purchased energy expense
Power contracts $(1,056.0) o $(1,905.3) $(42.2)
Gas contracts 103.7 165.8 (15.2)
Coal contracts 77.7) (187.6) (8.9)
Other commodity contracts (2) (12.3) 82 —
Foreign exchange contracts o — o — —
. . lTovtal included in fuel and purchased energy . .
Total losses $(1,042.3) expense $(1,918.9) $(66.3)
Hedges of interest rates: Interest expense - R
Interest rate contracts — ) 0.6 ) —
Total gains : $ — Total included in- interest expense $. 06 $ —
Grand total (Iosses) gains $ (725 9) v $(2,397.9) $11.3

(1).  Other mmmoﬂ'lty sale contracts include 0il and ﬁng/}t contracts.

(2) Other commadzgl purc/.raxe contracts include freight and emission ﬂllowame:
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The following table presents gains and losses on derivatives designated as fair value hedges and, separately, the gains and losses
on the hedged item. As discussed earlier, we record the unrealized gains and losses on fair value hedges as well as changes in the fair -
value of the hedged asset or liability in carnings as they occur. The difference between these amounts represents hedge ineffectiveness:
Due to the sale of our Houston-based gas trading operation; we do not have any activity under fair value hedges related to gas
contracts since the second quarter of 2009. -

_Yéar Ended December 31, 2009

Gain (Loss)
Recognized in Income
on Hedged Item

(In millions)

Fair Value Hedges .

_.Gain (Loss)
Recognized in Income
on-Derivative

Contract type: Statement of Income (Loss) Line Item

Commodity contracts:

$(16.7) -

Gas contracts Nohr¢gulated revenues $40.6
Interest rate contracts Interest expense " (0.1) "0.7
Total gains. (losses) $40.5 - - $(16.0)

The following table presents gains and losses on mark-to-market derivatives, contracts that have riot been designiated as hiedges
for accounting purposes. As discussed more fully in Note I, we record the unrealized gains and losses on mark-to-market derivatives
in earnings as they occur. ' While we use mark-to-market accounting for risk management and trading activities because changes in fair
value more closely reflect the economic performance of the activity, we also use mark-to-market accounting for certain derivatives
related to portions of our physical energy delivery activities. Accordingly, the total amount of gains and losses from mark-to-market
derivatives does not necessatily reflect the total economics of related transactions. ) o v

- Year Ended December 31, 2009

Gain (Loss)
Recorded in Income
on Derivative

(In milliom) o

Mark-to-Market Derivatives

Contract type: Statement of Income (Loss) Line ftex_n

Commodity contracts:

Power contracts Nonregulated revenues $ 250.9
Gas contracts Nonregulated revenues (360.0)
Coal contracts , Nonregulated revenues 140
Other commodity contracts (1) ' Nofiregulatcd revenues: S avy '.
Coal contracts Fuel and purchased energy expense (109.8)
Interest.rate contracts Nonregulated revenues (27.2)
Foreign exchange contracts Nonregulated revenues 7.6
Total gains (losses) $(236.2)

(1) Other commodity contracts include oil, freight, emission allowances, weather, and uranium.

In computing the amounts of derivative gains and losses in
the above tables, we include the changes in fair values of
derivative contracts up to the date of maturity or settlement of
each contract. This approach facilitates a comparable
presentation for both financial and physical derivative contracts.
In addition, for cash flow hedges we include the impact of intra-
quarter transactions (i.e., those that arise and settle within the
same quarter) in both gains and losses recognized in:
Accumulated Other Comprehénsive Lossand amounts
reclassified from Accumulated ‘Other Comprehensive Loss into
earnings. S o
Volume of Derivative Activity
The volume of our derivatives activity is directly related to the
fundamental nature and scope of our business and the risks we
manage. We own or control electric generating facilities, which
exposes us to both power and fuel price risk; we serve electric
and gas wholesale and retail customers within our customer

supply business, which exposes us to electricity and natural gas
price risk; and we provide risk management services and engage .
in trading activities, which can expose us to a variety of
commodity price risks. We conduct our business activities
throughout the United States and internationally. In order to - -
manage the risks associated with these activities, we are required
to be an active participant in the energy markets, and we
routinely employ derivative instruments to conduct our business.
Derivative instruments provide an efficient and effective”
way to conduct our business and to manage the associated risks.
We manage our generating resources and customer supply
activities based upon established policies and limits, and we use
detivatives to establish a portion of our hedges and to adjust the
level of our hedges from time to time. Additionally, we engage
in trading activities which enable us to execute hedging -
transactions in a cost-effective manner. We manage those
activities based upon various risk measures, including position
limits, economic value at risk (EVaR) and value at risk (VaR),
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and we use derivatives to establish and maintain those activities
within the prescribed limits. We are also using derivatives to
execute, control, and reduce the overall level of our trading
positions and risk as well as to manage a portion of our interest .
rate risk associated with debt and our foreign currency risk from
non-dollar denominated transactions. Accordingly, the use of
derivative instrumients is integral to the conduct of our business,
and derivative instruments are an important tool through which
we are able to manage and mitigate the risks that are inherent in
our activities. ’

The following table presents information designed to
provide insight into the overall volume of our derivatives usage.
However, the volumes presented in this table are subject to a
number of limitations and should only be used as an indication
of the extent of our derivatives usage and the risks they are
intended to manage. '

First, the volume information is not a complete
representation of our market price risk because it only includes
derivative contracts. Accordingly, this table does not present a
complete picture of our overall net economic exposure, and
should not be interpreted as an indication of open or unhedged
commodity positions, because the use of derivatives is only one
of the means by which we engage in and manage the risks of
our business. For example, the table does not include power or
fuel quantities and risks arising from our physical assets,
non-derivative contracts, and forecasted transactions that we
manage using derivatives; a portion of these volumes reduce
those risks. It also does not include volumes of commodities
under nonderivative contracts that we use to serve customers or
manage our risks. Our actual net economic exposure from our
generating facilities and customer supply activities is reduced by
derivatives, and the exposure from our trading activities is
managed and controlled through the risk measures discussed

above. Therefore, the information in the_table below is only an
indication of that portion of our business that we manage
through derivatives and serves primarily to identify the extent of
our derivatives activities-and the types of risks that they are
intended to manage. :

Additionally, the disclosure of derivative quantities
potentially could reveal commercially valuable or otherwise
competitively sensitive information that could limit the
effectiveness and profitability of our business activities.
Therefore, in the table below, we have computed the derivative
volumes for commodities by aggregating the absolute value of
net positions within commodities for each year. This provides an
indication of the level of derivatives activity, but it does not
indicate either the direction of our position (long or short), or
the overall size of our position. We believe this presentation gives
an appropriate indication of the level of derivatives activity
without unnecessarily revealing the size and direction of our
derivatives positions. _ .

Finally, the volume information for commodity derivatives
represents “delta equivalent” quantities, not gross notional ‘

.amounts. We make use of different types of commodity

derivative instruments such as forwards, futures, options, and
swaps, and we believe that the delta equivalent quantity is the
most relevant measure of the volume associated with these
commodity derivatives. The delta-equivalent quantity represents
a risk-adjusted notional quantity for each contract thar rakes into
account the probability that an option will be exercised. =~
Therefore, the volume information for commodity derivatives
represents the delta equivalent quantity of those contracts,
computed on the basis described above. For interest rate
contracts and foreign currency contracts we have presented the

notional amounts of such contracts in the table below.

The following table presents the volume of our derivative activities as of December 31, 2009, shown by contractual settfement

year.

Quantities (1) Under Derivative Contracts

" As of December 31, 2009

Contract Type (Unit)

2010 20111 2012 2013 2014 Thereafter Total

Power (MWH)

Gas (mmBTU)

Coal (Tons)

Oil (BBL)

Emission Allowances (Tons)
Interest Rate Contracts

Foreign Exchange Rate Contracts

(]h millions)

327 16 32 32701 0.9 41.7
373 - 374 221 210 " 227 21.3 161.8
39 - 39 02 —_ — 8.0
0.3 " — — = - — 0.3
72— — — 7.2
$972.3 $140:6 $440.5 $58.2 $255.0° '$200.0 $2,066.6
$279 $724 $167 $167 $ 168 $ 155 $ 166.0

(1) Amounts in the table are only intended to provide an indication of the level of derivatives activity and should not be interpreted as a
measure of any derivative position or overall economic exposure to market risk. Quantities are expressed as “delta equivalents” on an
absolute value basis by contract type by year. Additionally, quantities relate only to derivatives and do not include potentially offsetring
quantities. associated with physical assets and nonderivative accrual contracts. .

In addition to the commodities in the tables above, we also
hold derivative instruments related to weather that are B
insignificant relative to the overall level of our derivative activity.

Credit—Risye Rcfldte}(l Contingent Features

Certain of our derivative instruments contain provisions that
would require additional collateral upon a credit-relared event
such as an adequate assurance provision or a credit rating
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decrease in the senior unsccured debt of Constellation Energy.
The amount of collateral we could be required to post would be
determined by the fair value of contracts containing such
provisions that represent a.net liability, after offset for the fair
value of any asset contracts with the same counterparty under
master netting agreements and any other collateral already
posted. This collateral amount is a component of, and is not in
addition to, the total collateral we could:be required to post for
all contracts upon a credit rating decrease.

The following table presents information related to-these
derivatives. Based on contractual provisions, we estimate that. if
Constellation Energy’s senior unsecured debt were downgraded,
our total contingent collateral obligation for derivatives in a net
liability position was $0.2 billion as of December 31, 2009,
which represents the additional collateral that we could be
required to post with counterparties, including both cash _
collateral and letters of credit, in the event of a credit downgrade
to below investment grade. These amounts are associated with
net derivative liabilities totaling $1.0 billion after reflecting

legally binding master netting agreements and collateral already
posted.

We present the gross fair value of derivatives in a net
liability position that have credit-risk-related contingent features
in the first column in the table below. This gross fair value
amount represents only the out-of-the-money contracts
containing such features that are not fully collateralized by cash
on a stand-alone basis. Thus, this amount does not reflect the
offsetting fair value of in-the-money contracts under legally-
binding master netting agreements with the same counterparty,
as shown in the second column in the table. These
in-the-money contracts would offset the amount of any gross
liability that could be required to be collateralized, and as a
result, the actual potential collateral requirements would be
based upon the net fair value of derivatives containing such
features, not the gross amount. The amount of any possible
contingent collateral for such contracts in the event of a
downgrade would be further reduced to the extent that we have
already posted collateral related to the net liability.

Because the amount of any contingent collateral obligation would be based on the net fair value of all derivative contracts under
each master netting agreement, we believe that the “net fair value of derivative contracts containing this feature” as shown in the table

below is the most relevant measure of derivatives in a net liability position with credit-risk-related contingent features. This amount
reflects the actual net liability upon which existing collateral postings are computed and upon which any additional contingent

collateral obligation would be based.

Credit-Risk Related Contingent Feature

Gross Fair Value Offsetting Fair Value
of Derivative of In-the-Money
Contracts Containing Contracts Under Master

This Feature (1) Netting Agreements (2)

Contracts Containing
This Feature (3)

As of December 31, 2009

Net Fair Value
of Derivative Amount of
Posted

Collateral (4)

Contingent
Collateral
Obligation (5)

$8.6 $(7.6)

(In billions)

$1.0 $0.7 $0.2

(1) Amount represents the gross fair value of out-of-the-money derivative contracts containing credit-risk-related contingent fearures that are
not fully collateralized by posted cash collateral on an individual, contract-by-contract basis ignoring the effects of master netting

agreements.

(2) Amount represents the offsetting fair value of in-the-money derivative contracts under legally-enforceable master netting agreements with
the same counterparty, which reduces the amount of any liability for which we potentially could be required to post collateral.

(3) Amount represents the net fuir value of out-of-the-money derivative contracts containing credit-risk related contingent features after
considering the mitigating effects of offierting positions under master netting arrangements and reflects the actual net liability upon
which any posential contingent collateral obligations would be based,

(4) Amount includes cash collateral posted of $125.6 million and lesiers of credit of $585.2 million.

(5) Amounts represent the additional collateral that we could be required to post with. counterparties, including both cash collateral and
letters of credit, in the event of a credit downgrade to below investment grade afier giving consideration to offetting derivative and

non-derivative positions under master netting agreements.

Concentrations of Derivative-Related Credit Risk

We discuss our concentrations of credit risk, including
dervivative-related~po§itions, in Note I to the Consolidated
: Financial Statements.

Fair Value Measurements !
Effective January 1, 2008, we adopted guidance related to fair

value measurements. Thi$ guidance defines fair value, establishes =~

a framework for measuring fair value, and requires certain
disclosures about fair value measurements. We discuss our fair
value measurements below.

We determine the fair value of our assets and liabilities
using unadjusted quoted prices in active markets (Level 1) or
pricing inputs that are observable (Level 2) whenever that
information is available. We use unobservable inputs (Level 3) to
estimate fair value only when relevant observable inputs are not
available. i

. 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 a whole. We determine fair value for assets and
liabilities classified as Level 1 by multiplying the market price by
the quantity of the asset or liability. We primarily determine fair

149



valtue measurements classified as Level 2 or Level 3 using the
income valuation approach, which involves discounting estimated
cash flows using assumptions that market participants would use
in pricing the asset or liability. :

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 our on-balance sheet
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 8.

Recurring Measurements . .

BGE’s assets and liabilities ‘measured at fair value on a recurring
basis are immaterial. Our merchant energy business segment’s
assets and liabilities measured ‘at fair value on a recurring basis
consist of the following: :

As of December 31,

2009
Assets Liabilities
(In millions)
Cash equivalents $3,065.4 $ —
Equity securities 46.2 —
Derivative instruments:
Classified as derivative assets and
liabilities: :
Current 639.1 (632.6)
Noncurrent 633.9 - (674.1)
Total classified as derivative assets
and liabilities 1,273.0  (1,306.7)
Classified as accounts receivable* (348.7) —
Total derivative instruments 19243 (1,306.7)

$4,035.9  $(1,306.7)

Tortal recurring fair value measurements

*Represents the unrealized fair value of exchange traded
derivatives, exclusive of cash margin posted.

Cash equivalents represent exchange-traded money market -
funds which are included in “Cash and cash equivalents” in the
Consolidated Balance Sheets. Equity securities primarily -
represent mutual fund investments which: are included in “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 a gross contract-by-contract basis. Each individual
asset or liability that is remeasured at fair. value on a recurring
basis is required 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 a particular
contract is eligible for netting against other contracts or whether
it has been collateralized.

The tables below set forth by level within the fair value hierarchy the gross components of the Company’s assets and liabilities
that were measured at fair value on a recurring basis as of December 31, 2009. These gross balances®ate 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.

) I Netting and Total Net
At December 31, 2009 Level 1 Level 2 Level 3 Cash Collateral* Fair Value
(In millions) ‘
Cash equivalents $3,065.4 $ —  $ — $ — $ 3,065.4
Equity ‘securities—mutual funds 46.2 — — = 46.2
Derivative assets 80.7 19,3939 803.3 (19,353.6) 9243
Derivative liabilities (79.0)  (19,519.5)  (1,094.8) 19,386.6 (1,306.7)
Net derivative position 1.7 (125.6)  (291.5) 33.0 . (3824)
Total . $3,113.3.. '$ - (125:6) -~ $ 1(291.5) $ 330

$ 2,729.2

*

VVe‘fresent‘ our derivative assets and liabilities in our Consolidated Balance Sheets on a net basis. We net derivative dssets and

liabilities, including cish collateral, when a legally enforceable master netting agreement exists between us and the counterparty to a
derivative contract. At December 31, 2009, we included $92.6 million of cash collateral held and $125.6 million of cash collateral”
posted (excluding margin posted on exchange traded derivatives) in netting amounts in the above table. . R
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. The factors that cause changes in the gross components of
the derivative amounts in the tables above are unrelated to the
existence or level of actual market or credit risk from our
operations. We describe the primary factors that change the
gross components below..

We prepared this table by separatmg each individual-
derivative contract. that is in. the money from each contract that
is out of the money. We also did not reflect master netting
agreements and - collateral for our derivatives. As a result; the
gross “asset” and “liability” amounts in 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 separate-presentation is required for contracts that
are in the money from those that are out of the money. As a
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 consist of exchange-traded money market
funds, which are valued based upon unadjusted quoted prices in
active markets and are classified within Level 1.

Equity securities consist of mutual funds, which are valued
based upon-unadjusted quoted prices in active markets and are
classified within Level 1.- : e

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 structured transactlons. 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 simildr assets or liabilities in tharkets that
are not active, othet 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
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classified derivative. contracts within the fair value hierarchy as
follows:

#. Exchange-traded derlvatlve contracts. valued based on
" unadjusted quoted prices in active markets are classified

within Level 1. PRI
Exchange-traded derivative contracts valued using
pricing inputs based upon market quotes or market
transactions are classified within Level 2. 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 wichin Level 2.

Bilateral derivative contracts with a lower availability of

- pricing information are classified in Level 3. In addition,
structured transactions, such as-certain options, may
require. us to-use internally-developed.model inpurs,
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 3.

In order to determine fair value; we utilize various inputs
and 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. The inputs and factors:include:

¢ forward commedity prices,
price volatility, --
volumes,
location,
interest rates, -
credit quality of counterparties and Constellatlon
Energy, and:.

.# credit enhancements.

~We. also record- valuation ad}ustments 1o 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
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-a portion of the effect on earnings of changes in
valuation adjustments may be offset by changes in the value of
the underlying positions.
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& Close-out adjustment—represents the estimated cost to

close out or sell to a third party open mark-to-market
positions. This valuation adjustment has the effect of
valuing “long” positions (the purchase of a commodity)
at the bid price and “short” positions (the sale of a
commodity) at the offer price. We compute this
adjustment using a 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.

Unobservable input valuation adjustment—this
adjustment is. necessary when we 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 a 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 a
presumption that the transaction price is equal to the
market value of the contract when we transact in our
principal market and thus we. recalibrate our estimate of
fair value to equal the transaction price. Therefore we
do not recognize a 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 adjustment—for risk management
purposes, we compute the value of our derivative assets
and liabilities using a 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 a defaul
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 defaule

probability percentages, and we evaluate its reliability
based upon market liquidity, comparability,-and other
factors. We also use a ctedit-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 a 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 Company’s assessment of the significance of a
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 thereof. Thus, even though we
are required to classify these assets and liabilities in the lowest
level in the hierarchy for which inputs are significant to the fair
value measurement, a portion of that measurement may be
determined. using inputs from a higher level in the hierarchy.

The following table sets forth a reconciliation of changes in
Level 3 fair value measurements: '

Year Ended
December 31,
2009 2008

(In millions)
$ 37.0 $(147.1)

Balance at beginning of period
Realized and unrealized (losses) gains:

Recorded in income (486.9) 471.2
Recorded in other comprehensive
income . 201.6 (511.9)
Purchases, sales, issuances, and settlements 49.1 = 376
Transfers into and .out of Level 3 92.3) 187.2

$(291.5) $ 37.0

Balance at-end of year

Change in unrealized gains recorded in
income relating to derivatives still held
“at end of year

$ (27.8) $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 Note 1.

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
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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. Transfers
into Level 3 represent existing assets or liabilities that were
previously categorized at a higher level for which the inputs to
the model became unobsetvable. Transfers out of Level 3
represent assets and liabilities that were previously classified as
Level 3 for which the inputs became observable based on the
criteria discussed previously for classification in either Level 1 or
Level 2. 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 aresult, we also expect derivatives balances to transfer into
and-out of Level 3 frequently based on changes. in the
observable data available as of the end of the period.

Nonrecurring Measurements :

As of December 31, 2009, there were no assets or liabilities
measured at fair value on a nonrecurring basis. The table below
set forth by level within the fair value hierarchy our financial
assets and liabilities that were measured at fair value on a
nonrecurring basis as of December 31, 2008:

Losses for the

Fair Value at year ended
December 31, December 31,
2008 Level 1 Level 2 Level 3 2008
(In millions)
Equity method
investment $17.7 $17.7 $— $— $124.4

As described more fully in Note 2, 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 a Level 1 measurement because CEP is a -
publicly traded stock on the New York Stock Exchange'and the
fair value is a 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:

At December 31, . 2009 : 2008

Carrying Fair Carrying Fair
Amount Value Amount Value

(In millions)

Investments and other asse}“,s—- :
$2,264.5

Constellation Energy $ 1676 $ 1660  $2,264.5
Fixed-rate long-term debt: ) '
Constellation Energy . - : :
(including BGE) ) 4,225.0 4,433.1 6,995.4 6,290.3
BGE 2,200.1 2,280.5 2,265.1 1,990.2
Variable-rate long‘term debt: - C
Constellation Energy : b
-(including BGE) 649.9 649.9 736.7 736.7

BGE - — D — -

We use the following methods and assumptions for -
estimating fair value disclosures for financial instruments:

¢ cash and cash equivalents, net accounts recéivable, 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 asscts: 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.

153



1 4 Stock-Based COmpensation.'

Under our long-term incentive plans, we grant stock optlons,
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, sharcholders
approved Constellation Energy’s 2007 Long-Term Incentive Plan,
under which we can grant up to a total of 9,000,000 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, 2009,
there were 5,790,545 shares available for issuance under the
2007 Long-Term Incentive Plan. At December 31, 2009, we had
stock options, restricted stock, performance units 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 2009, 2008, and
2007 was not material to BGE’s financial results.

Non-Qualified Stock Optlons

Options are granted with an exercise price equal to the market
value of the common stock at the date of grant, become vested
over a period up to three years (expensc 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: -

‘ 2009 2008 2007
Risk-free interest rate 1.95% 2.57% 4.69%
Expected life (in years) 4.0 4.0 4.0
Expected market price volatility factor 37.8% 25.8% 20.3%
Expected dividend yield 4.83% 1.85% - 2.5%

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 a daily basis) for a period
equal to the duration of the expected life of option awards,
information on the volatility of an identified group of peer
companies, 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 a 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 ciirve 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:

2009 2008 2007
Weighted- Weighted- Weighted-
Average Average Average
Shares Exercise Price  Shares  Exercise Price  Shares  Exercise Price
(Shares in thousands)

Outstanding, beginning of year 6,058 $59.99 6,145 $55.90 6,051 $47.23
Granted with exercise prices at fair market value 3,511 20.14 1,434 93.79 1,759 76.22
Exercised (83) 31.07 (375) 47.02 (1,411) 41.91
Forfeited/expired (1,340) 52.41 (1,146) 84.59 (254) 67.85

Outstanding, end of year 8,146 $44.36 6,058 $59.99 6,145 $55.90

Exercisable, end of year 4,114 $55.81 4,665 $52.13 4,043 $48.51
Weighted-average fair value per share of options

granted with exercise prices at fair market value $ 4.24 $18.75 $13.76
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The following table summarizes additional information
about stock options during 2009, 2008 and 2007:

$20.1 million in 2008, and $17.6 million in 2007. Su_mmariz_e_d
share information for our restricted stock awards is as .fqllgws:

2009 . 2008 2007 2009 2008. . 2007
. (In millions) : (Shares in thousands)
Stock Option Expense Recognized $14.2 $11.0 $15.1  Outstanding, beginning of year 1,033 = 1,322 1,207
Stock Options Exercised: Granted - 866 365. 710
Cash Received for Exercise Price 26 202 43.4 Released to participants (701) (536) (552)
Intrinsic Value Realized by Canceled (181) (118) (43)
Employee 02 141 676 Oyyranding, end of year 1,017 1,033 1,322
Realized Tax Benefit - 0.1 57 267 : -
Fair Value of Options that Vested 110 983 827  Weighted-average fair value of

As of December 31, 2009, we had $4.0 million of
unrecognized compensation cost related to the unvested portion
of outstanding stock option awards, of which $2.9 mllhon is
expected to be recognized during 2010.

The following table summarizes additional information
about stock options outstanding at December 31, 2009 (stock
options in thousands): ' ‘

Outstanding Exercisable V[V{:ighted-
verage
Range of Aggregate Aggregate - Remaining
Exercise Stock Intrinsic. Stock Intrinsic - Contractual
Prices Options Value Options Value . Life
(In millions) (In miUions) (In years)
$0-3%20 3,140 $49.4 — $— 92
$20- % 40 1,141 \ 3.1 996 2.1 4.3
$40 - $ 60 2,306 — 2,306 T 5.6
$60 - $ 80 792 — 543 —— 7.2
$80 — $100 767 — 269 — ‘8.1
8,146 $52.5 4,114 $2.1

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. 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 $16.7 million in 2009, $35.3 million in 2008,
and $35.8 million in 2007. The tax benefits received associated
with our restricted awards were $6.7 million in 2009,

restricted stock granted (per
share)

Total fair value of shares for
which restriction has lapsed (in
millions)

$19.83  $94.62 $75.29

. $ 165 $ 497 § 445

As of December 31, 2009, we had $8.6 million of
unrecognized compensation cost related to the unvested portion
of outstanding restricted stock awards expected to be recognized
within a 29-month period. At December 31, 2009, we have'
recorded in “Common shareholders’ equity” approximately
$37.4 million and approximately $47.8 million at December 31,
2008 for the unvested portion of service-based restricted stock
granted from 2007 until 2009 to officers and other ‘employees
that is contingently redeemable in cash upon a change in
control.

Performance-Based Units

‘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 a 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. We reported compensation expense of
$1.5 million in 2009, a reduction of expense of $3. 2 million in
2008, and compensation expense of $17.6 million in 2007 for
these awards. During the 12 months ended December 31, 2009,
no performance-based unit awards vested. 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,
2009, we had $10.0 mlllxon of unrecognized compensation cost
related to the unvested portion of outstanding’ performance-
based unit awards expected to be recognized within a 26-month
period.

Equity-Based Grants

We recorded compensation expense of $0.9 million in 2009,
$0.9 million in 2008, and $0.9 million in 2007 related to
equity-based grants to members of the Board of Directors.
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1 5 Merger and Acqui:é'itioﬁs

CLT Efficient Technologies Group
On July 1, 2009, we acquired CLT Efficient Technologies
Group (CLT). We include CLT as part of our other
nonregulated businesses and have included its results of
.operations in our consolidated financial statements since the date
of acquisition. CLT is-an energy services company that provides
energy performance contracting and energy efficiency
engineering services.

We acquired 100% ownership of CLT for $21.9 mllhon, of
which $20.8 million was paxd in cash at closing. :

Our final purchase price allocation related to CLT is as
follows:

At July 1, 2009

(In millions)

Current assets $ 5.7
Goodwill (1) 18.6
Other assets 2.3
Toral assets acquired 26.6
Current liabilities (4.7)
Net assets acquired $21.9

(1) 100% deductible ﬁr tax purposes.

The pro-forma impact of the CLT acquisition would not
have been material to our results of operations for the years
ended December 31, 2009, 2008, and 2007.

Criterion Wind Project

On November 30, 2009, we signed an agreement to acquire the
Criterion wind project in Garrett County, Maryland The
completed cost of this project is expected to be approximately
$140 million. This 70 MW wind energy project would be
developed, constructed, owned, and operated by us. We expect
to close this transaction, subject to certain conditions in the first

quarter of 2010 and expect commercial operation of the facility
in the fall of 2010.

Terminétion 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 A Preferred Stock, we made certain payments and 1ssued
certain securities to MidAmerican. Specifically, we:

¢ paid MidAmerican 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 A Preferred Stock but that
could not be issued due to regulatory limitations, '

o issued and delivered a total of 19,897,322 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 A 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. We also delivered
to MidAmerican 14% Senior Notes in the aggregate

+ principal amount of $1.0 billion, also issued upon the

. conversion of the Series A Preferred Stock.

We discuss the merger termination fee in more detail in

Note 2. :

Nufcor International Limited

On June 26, 2008, we acquired 100% ownership of Nufcor
International Limited (Nufcor), a urapium market participant
that provides marketing services to uranium producers, utilities
and an investment fund in the North American and European
markets, for $102.8 million. We included Nufcor as part of our
Global ‘Commodities operations in our merchant energy business
segment and had included its results of operations in our ‘
consolidated financial statements since the date of acquisition
until its sale on June 30, 2009. We discuss this divestiture in
more detail in Note 2.

West Valley Power Plant

On June 1, 2008, we acquired the West Valley Power Plant, a
200 MW gas-fired peaking plant located in Utah for
approximately $88.6 million (including direct costs). We
accounted for this transactiofi as an asset acquisition and have
included this plant’s results of operations'in the Géneration
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 spate
parts inventory.

Hillabee Energy Center

On February 14, 2008, we acquired the Hlllabee Energy Center,
a partially completed 740 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 the first
quarter of 2010.
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1 6 Related Party Transactions

Constellation Energy
CENG
On November 6, 2009, upon the sale of a membershlp interest
in CENG, our nuclear generation and operation business, to
EDE we deconsolidated CENG and began accounting for our
50.01% membership interest in CENG as an equity method
investment.

In connection with the closing of the transaction with EDE,

we entered into a power purchase agreement (PPA) with CENG

with a fair value of $0.8 billion where we will purchase between
85-90% of the output of CENG’s nuclear plants that is not sold
to third parties under pre-existing PPAs over the five year term
of the PPA.

For the period from November 6, 2009 through

December 31, 2009, we recognized $122.5 million in purchased

power costs from CENG. : ‘

In addition to the PPA, we entered into a power services
agency agreement (PSA) and an administrative service agreement
(ASA). The PSA is a five-year agreement under which we will
provide scheduling, asset management and billing services to
CENG and recognize average annual revenue of approximately
$16 million. For the period from November 6, 2009 through

December 31, 2009, we recognized $2.7 m1lhon in revenue for

services rendered under the PSA with CENG.

The ASA is a one year agreement that is renewable
annually under which we will provide administrative support
services to CENG for a fee of approximately $66 million for
2010. The fees for administrative support services will be subject
to change in future years based on the level of services provided.
The charges under this agreement are intended to represent the
actual cost of the services provided to CENG from us. For the
period from November 6, 2009 through December 31, 2009, we
recognized $10.0 million for services rendered under the ASA
with CENG as an offset to operating expenses.

UNE » )
We discuss our relationship ‘with UNE in Noze 4.

CEP ,

On March 31, 2008, our merchant energy business sold its
working interest in 83 oil and narural gas producing wells in
Oklahoma to CED, an equity method investment of
Constellation Energy, for total proceeds of approximately

$53 million. Our merchant energy business recognized a

$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 CEP. This gain is recorded in “Gains on Sales of
Assets” in our Consolidated Statements of Income (Loss).

BGE—Income Statement » »

BGE is obligated to provide market-based standard offer service
to all of its electric customers for varying periods. Bidding to
supply BGE’s market-based standard offer service to electric

customers will occur from time to- time through a competitive
bidding process approved by the Maryland PSC. -

Our merchant energy business will supply a portion of
BGE’s market-based standard offer service obhgatlon to electrlc
customers through May 31, 2012.

The cost of BGE’s purchased energy from nonregulated
subsidiaries of Constellation Energy to meet its standard offer
service obligation was as follows:

Year Ended December 31, 2009 2008 2007
(In millions)
Electricity purchased for resale ‘
expenses $623.5  $802.0 $1,139.6

In addition, Constellation Energy charges BGE for the
costs of certain corporate functions. Certain costs are directly
assigned to BGE. W allocate other corporate function costs
based on'a 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. Under the
Maryland PSC’s October 30, 2009 order approving the ’
transaction with EDE, we are limited to allocating no more than
31% of these costs to BGE. Other nonregulated affiliates of
BGE also charge BGE for the costs of certain services provided.

The followmg table presents the costs Constellation Energy
charged to BGE in each period.

2008
(In millions)
$164.7.  $153.6  $160.8

Year ended December 31, 2009 2007

Charges to BGE

BGE—Balance Sheet _
BGE participates in a cash pool under a Master Demand Note
agreement with Constellation Energy. Under this arrangement,
participating subsidiaries may invést in or borrow from the pool
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 $314.7 million at
December 31, 2009 ‘and $148.8 million at December 31, 2008.
As part of the ring-fericing measures required by the
Maryland PSC in its order approving the transaction with EDE,
BGE ceased participation in the cash pool on January 7, 2010.
BGE's Consolidated Balance Sheets include intercompany
amounts related to BGE’s purchases to meet its standard offer
service obligation, BGE’s gas purchases, BGE’s charges to
Constellation Energy and its nonregulated affiliates for certain -
services it provides them, Constellation Energy and its
nonregulated affiliates’ charges to BGE, and the participation of
BGE’s-employees in the Constellation Energy deﬁned benefit
plans.
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1 7 Quarterly Financial Data (Unaudited)

Our quarterly financial information' has not been audited but, in management’s opinion, includes all adjustments necessary for a fair
statement. Our business is seasonal'in nature with the peak sales periods generally occurring during the summer and winter months.
Accordingly, comparisons among quatters of a year may not represent ovefall trends and changes in operations.

2009 Quarterly Data—Constellation Energy . . 2009 Quarterly Data—BGE -
Earnings
Net Earnings (Loss)g + Net
Income (Loss) Per Share Income
Income Attributable . Per Share o Income Acributable
(Loss) Other Total Net 0 from Common (Loss) to
from (Expense) Fixed Income Common  Operations—  Stock— from “Net Common
Revenues  Operations Income * Charges * (Loss) Stock Diluted Diluted ) Revenues = Operations  Income Stock
) (In millions, except per share amounts) ; (In millions)
Quarter Ended ) ' . Quarter Ended )
March 31 $ 4,303.4 $ (212.1) $ (563) $ 93.5 § (119.7) $ (123.5) $(0.62)  $(0.62) March 31 $1,193.7 $168.7 $ 85.0 $ 817
June 30 3,864.1 230.6 (15.0) 84.5 28.3 8.1 0.04, - 0.04 .. June 30 7674 - 543 16.0 12.7
September 30 4,027.7 534.3 11.6 80.1 167.4 - 137.6. 0.69 0.69 September 30 '866.5 78.7 32.3 28.6
December 31 3,403.6  7,428.2 (81.0) 92.0 4,4274 44212 21.96 21.96 December 31 751.4 (33.3) (42.6) (38.2)
Year Ended Year Ended

Decermber 31 $15,598.8 $7,981.0 $(140.7) $350.1 $4,503.4 $4,443.4 $22.19 $22.19 December 31 $3,579.0 $2684 $ 90.7 . $ 84.8

The sum of the quarterly earnings per share amounts may not equal the total for the year due to the effects of rounding and dilution.

*  In the fourth quarter of 2009, we modified our policy for the classification of credit facility fees and we reclassified amounts for the
first three quarters of 2009 to conform with that policy. Amounts prior to 2009 were not ‘material. See Note 1 for a discussion of our
policy for the classification of credit facility fees. ‘

First quarter results include:

*

2 $184.2 million aféer-tax loss on the sale of a majority of our international commodities operation, the reclassification of
losses on previously designated cash-flow hedges from Accumulated Other Comprehensive Loss, and earnings that are no
longer part of our core business,

a $5.1 million after-tax charge for the impairment of our investment in CEP LLC, R

a $23.8 million after-tax charge for the impairment of certain of our nuclear decommissioning trust fund investments,

a $6.0 million after-tax charge for certain long-lived assets that ceased to be used in connection with the divestiture of a
majority of our international commodities operation and our Houston-based gas trading operation,

merger termination and strategic alternatives costs totaling $42.3 million after-tax,

workforce reduction costs totaling $4.2 million after-tax, and ) ;

a $3.7 million after-tax amortization of credit facility amendment fees in connection with the EDF - transaction.

Second quarter results include:

*

L R 4

L 2R 2K 2R 4

a $123.8 million after-tax loss on the sale of a majority of our international commodities operation, our Houston-based gas
trading operation, certain other trading operations, and a uranium market participant, the reclassification of losses on
previously designated cash-flow hedges from Accumulated Other Comprehensive Loss, and earnings that are no longer part
of our core business, '

a $59.0 after-tax charge for the impairment of our shipping joint venture,

a $6.1 million after-tax charge for the impairment of certain of our nuclear decommissioning trust fund investments,

a $4.9 million after-tax charge for certain long-lived assets that ceased to be used in connections with the divestiture of a
majority of our international commodities operation and our Houston-based gas trading operation as well as the write-off of ‘
an uncollectible advance to an affiliate, ) ‘ i
2.$1.5 million after-tax charge for the impairment.of our investment in CEP LLC,

merger termination and strategic alternatives costs totaling $4.0 million after-tax,

workforce reduction costs totaling $1.1 million after-tax, and '

a $5.2 million after-tax amortization of credit facility amendment fees in connection with the EDF transaction.

Third quarter results include:
o 2 $62.9 million after-tax loss on the sale of a majority of our international commodities operation, our Houston-based gas

trading operation, certain other trading operations, and a uranium market participant, the reclassification of losses on
previously designated cash-flow hedges from Accumulated Other Comprehensive Loss, and earnings that are no longer part
of our core business,

158



# 2 $19.7 million after-tax charge for the impairment of certain of our nuclear decommissioning trust fund investments .
(primarily due to income tax adjustments), ; . - ‘

¢ 2 $9.0 million after-tax charge for certain long-lived assets that ceased to be used in connection with the divestiture of a
majority of our international commodities operation and our Houston-based gas trading operation,

¢ merger termination and strategic alternatives costs totaling $4.9 ‘million after-tax,

¢ workforce reduction costs totaling $1.6 million. after-tax, and , :

# 2 $8.2 million after-tax amortization of credit facility amendment fees in connection with the EDF transaction.

Fourth quarter results include: T : o
¢ a $4,456.1 million after-tax gain on sale of a 49.99% membership interest in CENG to EDE
# 2 $17.8 million after-tax charge for amortization of the basis difference in CENG, o
¢ 2 $1.0 million after-tax loss on the sale of a majority of our international commodities operation, our. Houston-based. gas
trading operation, certain other trading operations, and a uranium market participant, the reclassification of losses on
previously designated cash-flow hedges from Accumulated Other Comprehensive Loss, and earnings that are no longer part
of our core business, ;

¢ 2 $3.6 million after-tax charge for certain long-lived assets that ceased to be used in connections with the divestiture of a
majority of our international commodities operation and our Houston-based gas trading operation,.

¢ a $7.1 million after-tax charge for the impairment of BGEs nonregulated subsidiary, District. Chilled Water, net of
noncontrolling interest, - .i.. oo : : Ce L v v

# 2 $2.8 million after-tax benefit for the impairment of certain of our nuclear decommissioning trust fund investments
(primarily due to income tax adjustments), .

¢ 2 $10.0 million after-tax loss on redemption of our zero coupon senior notes, -

¢ a $67.1 million after-tax charge for a BGE customer rate credit,

¢ merger termination and strategic alternatives costs benefit totaling $37.4 million after-tax due to a true-up for 2008 and
2009 expenses that became tax deductible upon the close. of the transaction with EDF on November 6, 2009,

¢ workforce reduction costs totaling $2.4 million after-tax, and .

¢ a $20.6 million after-tax credit facility amendment-and termination fees in connection with the EDF transaction.

We discuss these items in Note 2.

2008 Quarterly Data—Constellation Energy 2008 Quarterly Data—BGE

Net Net
Income Income
(Loss) Earnings (Loss) Earnings (Loss) (Loss)
Income Attributable Per Share Per Share Income Applicable
(Loss) Net to from of Common (Loss) to
from Income Common Operations— Stock— from Net Common
Revenues  Operations (Loss) Stock Diluted Diluted Revenues  Operations  Income Stock
(In millions, except per share amounts) (In millions)
Quarter Ended Quarter Ended
March 31 $ 48122 $ 2543 $ 1494 $ 1457 $ 0.81 $ 0.81 March 31 $1,105.8 $137.7 $ 762 $ 73.0
June 30 4,756.1 331.7 175.0 171.5 0.95 0.95 June 30 636.8 (131.1)  (104.2) (107.4)
September 30 5,323.6 (228.4) (222.1) (225.7) (1.27) 1.27) September 30 977.9 69.6 23.5 19.9
December 31 4,850.0 (1,335.7) (1,420.7) (1,405.9) (7.75) 7.75) December 31 983.2 106.3 56.0 52.8
Year Ended Year Ended
December 31 $19,741.9 $ (978.1) $(1,318.4) $(1,314.4) $(7.34) $(7.34) December 31 $3,703.7 $1825 $ 515 $ 383

The sum of the quarterly earnings per share amounts may not equal the total Jor the year due to the effects of rounding and dilution as a
result of issuing common shares during the year.

First quarter results include:
¢ a $3.9 million after-tax charge for the impairment of certain of our nuclear decommissioning trust fund investments,
¢ 2 $6.6 million tax benefit related to the anticipated finalization of the Maryland settlement agreement, and
¢ 2 $9.1 million after-tax gain on the sale of certain working interests in an upstream gas property.

Second quarter results include:
¢ 2 $2.4 million after-tax charge for the impairment of certain of our nuclear decommissioning trust fund investments,
¢ 2 $13.4 million after-tax charge related to the write-down of our emission allowance inventory,
¢ 2 $125.3 million after-tax charge related to the one-time $170 residential electric customer credit related to the Maryland
settlement agreement,
¢ 2 $2.1 million tax benefit related to the Maryland settlement agreement, and
¢ a $46.2 million after-tax gain on the sale of certain working interests in upstream gas properties.
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Third quarter results. include:

LR R R IR 2R 2 2 4

L R

a $169.1 million after-tax charge for the impairment of goodwill,

a $86.6 million after-tax charge for the impairments of certain of our upstream gas properties,

2 $34.2 million after-tax charge for the impairment of our investment in CEP LLC,

a $22.8 million after-tax charge related to the write-down of our emission allowance inventory,

a $15.3 million after-tax charge for the impairment of certain of our nuclear decommissioning trust fund investments,
a $18.9 million after-tax gain on the sale of a 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 a class action complaint alleging ash placement at a third
party site damaged surrounding properties, :

workforce reduction costs totaling $1.6 million after-tax related to our Customer Supply operations, and

a $2.0 million tax benefit related to: the Maryland setrlement agreement. -

Fourth quarter results include:

*
*

L K 2R B 4

*

*

2 $119.8 million after-tax charge for the impairments of certain of our upstream gas propertics,

2 $50.6 million loss afer-tax for an impairment of our investment in CEP LLC and a marketable security held by our
Global Commodities operations, - S

a $7.5 million after-tax gain related to the recovery in the value of our emission allowance inventory,

a $60.4 million after-tax charge for the impairment of certain of our nuclear decommissioning trust fund investments,
a $39.3 million after-tax loss on the sale of certain upstream gas properties, . w

merger termination and strategic alternatives costs totaling $1,167.1 million after-tax, of which BGE recorded a cost
reduction of $10.6 million after-tax associated with the re-allocation of costs prior to EDF transaction to our merchant
energy segment, o . )
worlkforce reduction costs totaling $11.8 million after-tax related to our company-wide reduction in force,

2 $0.6 after-tax benefit for an adjustment to the estimated settlement costs relating to' the class action ash placement
complaint, ‘

a $2.1 million after-tax charge for an adjustment to the impairment of goodwill,

a $1.2 million loss after-tax related to a final true-up of the one-time $170 residential electric customer credit related to the
Maryland settlement agreement, and

a $5.3 million tax benefit related to the Maryland settlement agreement.

We discuss these items in Noze 2.
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure
None.

Items 9A and 9A(T). Controls and Procedures

Evaluation of Disclosure Controls and Procedures

The principal executive officer and principal financial officer of Constellation Energy have each evaluated the
effectiveness of the disclosure controls and procedures (as such term is defined in Rules 13a-15(e) and 15d-15(e) under
the Securities Exchange Act of 1934, as amended (the “Exchange Act”)) as of December 31, 2009 (the “Evaluation
Date”). Based on such evaluation, such officers have concluded that; as of the Evaluation Date, Constellation Energy’s
disclosure controls and procedures are effective in providing reasonable assurance that information required to be
disclosed in the reports that Constellation Energy filés and submits under the Exchange Act is recorded, processed,
summarized, and reported when required and is accumulated and communicated to management, as appropriate, to
allow timely decisions regarding required disclosure. S :

The principal executive officer and principal financial officer of BGE have each evaluated the effectiveness of
BGE’s disclosure controls and procedures as of the Evaluation Date. Based on such evaluation, such officers have
concluded that, as of the Evaluation Date, BGE’s disclosure controls and procedures are effective in providing
reasonable assurance that information required to be disclosed in the reports that BGE files and submits under the
Exchange Act is recorded, processed, summarized, and reported when required and is accumulated and communicated
to management, as appropriate, to allow timely decisions regarding required disclosure.

Internal Control Over Financial Reporting , .

Each of Constellation Energy and BGE maintains a system of internal control over financial reporting as defined in
Exchange Act Rule 13a-15(f). The Management’s Reports on Internal Control Over Financial Reporting of each of
Constellation Energy and BGE are included in e 8. 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 Management’s 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 o : .

During the quarter ended December 31, 2009, there has been no change in either Constellation Energy’s or BGE’s
internal control over financial reporting (as such term is defined in Rules 13a-15(f) and 15d-15(f) under the Exchange
Act) that has materially affected, or is reasonably likely to ‘materially affect, either Constellation Energy’s or BGE’s
internal control over financial reporting. - - ‘ -

Item 9B. Other Information

None.
PART Il S B E " The information required by this item with respect
BGE mieets the conditions set forth'in General * " to executive officers of Constellation Energy, pursuant
Instruction I(1)(a) and (b) of Form 10-K for a ‘reduced " to ifistruction 3 of paragfaph (b) of Item 401 of-
disclosure format. Accordingly, all items in this section Regulation S-K, is set forth following ltem 4 of Part I
related to BGE are not presented. of this Form 10-K under Executive Officers of the

C o ’ e ‘ Registrant. ' -
Item 10. Directors, Executive Officers and '
Corporate Governance Iltem 11. Executive Compensation .
The information required by this item with respect to The information required by this item will be set forth
directors and corporate governance will be set forth under Executive and Director Compensation and Report of
under Proposal No. I: Election of Directors in the Proxy Compensation Committee in the Proxy Statement and
Statement and incorporated herein by reference. " incorporated herein by reference.
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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. - ,

Equity Compensation Plan Information ) T
The following table reflects our equity compensation plan information as of December 31, 2009:

(@) b (©)
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
L : outstanding options, outstanding options, plans (excluding securities
Plan Category. ‘ warrants, and rights  warrants, and rights reflected in item (a))
L _ ‘ (In thousands) v . (In thousands)
Equity compensation plans approved , , L
by security holders 7,432 . $44.52 579
Equity compensation plans not . . -
approved by security holders 714 $42.63 , —

Total 8,146 - ' $44.36 5,791

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. 10(k)) and the Constellation Energy Group, Inc. Management
Long-Term Incentive Plan (Designated as Exhibit No. 10(1). A brief description of the material features of each of
these plans is set forth below. : '

2002‘ Senior Management Long- Term Incentive Plan

The 2002 Senior Management Long-Term Incentive Plan becéfnez effective May 24, 2002 and authorized the issuance .

of up to 4,000,000 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 a change in control, as defined in the plan. The plan is administered by Constellation
Energy’s Chief Executive Officer.

Management Long-Term Incentive Plan

The Management Long-Term Incentive Plan became effective February 1, 1998 and authorized the issuance of up t :
3,000,000 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 a change in control, as defined by the plan. The plan is administered by Constellation Energy’s Chief.
Executive Officer.

Item 13. Certain Relationships and Related Transactions, and Director Indebendence
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 Rasification of Pricewaterbou:eCaépers LLP as Independent
Registered Public Accounting Firm for 2010 in the Proxy Statement and incorporated herein by reference.
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PART

v

Item 15. Exhibits and Flnanclal Statement Schedules

() The following documents are filed as a part of this Report:

. Financial Statements:

Reports of Independent Registered Public Accounting Firm dated February 26, 2010 of
PricewaterhouseCoopers LLP

Consolidated Statements of Income (Loss)——Constellatron Energy Group for three years ended December 31,
2009

Consolidated Balance Sheets—Constellatlon Energy Group at December 31, 2009 -and December 31, 2008

Consolidated Statements of Cash Flows—Constellation Energy Group for three years ended December 31,
2009

‘Consolidated Statements of Common Sharcholders’ Equity and Comprehensive Income ‘(Loss)—Constellation

Energy Group for three years ended December 31, 2009

Consohdated Statements of Income—Baltimore Gas and Electnc Company for three years ended
“December 31,2009

Consolidated Balance Sheets—Baltimore Gas and Electric Company at December 31, 2009 and December 31,
2008 ‘ ,

Consolidated Statements of Cash Flows—Baltlmore Gas and Electrlc Company for three years ended
December 31, 2009 :

Notes to Consolidated Financial Statements

. Financial Statement Schedules

Schedule II—Valuation and Qualifying Accounts ‘
. Schedules other than, Schedule IT are omitted as not apphcable or not requrred

3. Exhibits Required by Item 601 of Regulation S-K...

Exhibit .

Number . ; ‘ »

*2 — Agreement and Plan of Share Exchange between Baltimore Gas and” Electrrc Company and
Constellation Energy Group, Inc, dated as of February 19; 1999. (Designated as Exhibit No. 2 to the

- Registration Statement on Form S-4 dated March 3,.1999, File.No. 33-64799.).
*2(a) — Agreement and Plan of Reorganization and Corporate Separation (Nuclear). (Designated as Exhibit
: No. 2(a) to the Current Report on.Form 8-K dated. July 7, 2000, File Nos. 1-12869 and 1- 1910.) -
*2(b) — Agreement and Plan of Reorgamzatlon and Corporate Separation (Fossil). (Designated as Exhibit
- No. 2(b) to .the Current Report on Form 8-K dated July 7, 2000, File Nos. 1-12869 and 1- 1910.)

*2(c) — 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.) . '

*2(d) — Master Pur Option and Membershrp 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.)

20 — Amendment No. 1 to the Master Put Optlon and Membership Interest Purchase Agreement.

) (Designated as Exhibit No. 2.1 to ‘the Current Report on Form 8-K dated September 16, 2009, File
No. 1-12869.)

20  — Amendment No. 2 to ‘the Master Put Option. and Membershrp Interest Purchase Agreement.

s (Designated as Exhibit No. 2.1 to the Current Report on Form 8-K dated September 22, 2009, File
No. 1-12869.)
*2() — Amendment No. 3 to the Master Pur Optron and Membershrp Interest Purchase Agreement.

‘(Des1gnated as Exhibit No. 2.1 to the Current Report on Form 8-K datecl October 30, 2009, File
No. 1-12869.)
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*2(h)
*3(a)
*3(b)
*3(c)
*3(d)
30
*3(f)
*3(g)
*3(h)
*3(i)

*3())
*3(k)
*3(1)
*3(m)

*4(a)
*4(b)
*4(c)

*4(d)

Amendment No. 4 to the Master Put Option and Membership Interest Purchase Agreement.
(Designated as Exhibit No. 2.1 to the Current Rep’oi"t on Form 8-K dated November-12, 2009, File:
No. 1-12869.)

Articles Supplementary to the Charter of Constellation Energy Group, Inc. as of December 17, 2008.
(Designated as Exhibi; No. 3.1 to the Current Report-on Form 8-K dated December 17, 2008, File
No. 1-12869.)

Correction to Articles Supplementary to the Charter of Constellation Energy Group, Inc. as of
November 25, 2008. (Designated as Exhibit No. 3(c) to the Annual Report on Form 10-K for the

- year ended December 31, 2008, File Nos. 1-12869 and 1-1910.)

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:) ' ' '

~ Articles of Amendment to the Charter of Constellation Energy Group, Inc. as ’of July 21, 2008.
(Designated as Exhibit No. 3(a) to the Quarterly Report on Form 10-Q dated June 30, 2008, File

Nos. 1-12869 and 1-1910.) ‘ ‘

Articles Supplementary to the Charter of Constellation Energy Group, Inc. as of April 10, 2007.
(Designated as Exhibit 3(a) to the Current Report on Form 8-K dated April 10, 2007, File
No. 1-12869.)

Articles Supplementary to the Charter of Constellation Energy Group, Inc. as of November 20, 2001.
(Designated as Exhibit No. 3(e) to the Annual Report on Form 10-K for the year ended
December 31, 2001, File Nos. 1-12869 and 1-1910.)

Certificate of Corréction to the Charter of Constellation Energy Group, Inc. as of September 13,
1999. (Designated as Exhibit No. 3(c) to the Annual Report on Form 10-K for the year ended
December 31, 1999, File Nos. 1-12869 and 1-1910.)

Articles Supplementary to the Charter of Constellation Energy Group, Inc., as of July 19, 1999.
(Designated as Exhibit No. 99.1 to the Current Report on Form 8-K dated July 19, 1999, File Nos.
1-12869 and 1-1910.) . .

Articles of Amendment and Restatement of Constellation Energy Group, Inc. as of April 30, 1999.
(Designated as Appendix B to Post-Effective Amendment No. 1 to the Registration Statement on
Form $-4 filed March 3, 1999; File No. 33-64799.)

Bylaws of Constellation Energy Group, Inc., as amended to July 18, 2008. (Designated as Exhibit
No. 3 to the Current Report on Form 8-K dated July 18, 2008, File No. 1-12869.)

Articles of Amendment to the Charter of BGE ‘as of February 2, 2010. (Designated as Exhibit

No. 3.1 to the Current Report on Form 8-K dated February 4, 2010, File No. 1-1910.)

“Ghatter of BGE, restated as of August 16, 1996. (Designated as Exhibit No. 3 to the Quarterly

Report on Form 10-Q for the quarter ended September 30, 1996, File' No. 1-1910.)

" Bylaws of BGE, as amended to February 4, 2010, (Designated as Exhibit No. 3.2 to the Current

Report on Form 8-K dated February 4, 2010, File No. 1-1910.)

Indenture betwee';l Constellation Energy Group, Inc. and the Bank of New York, Trustee dated as of
March 24, 1999. (Designated as Exhibit No. 4(a) to the Registration Statement on Form S-3 dated
March 29, 1999, File No. 333-75217.)

First Supplemental Indenture between Consteilation Encr,gf Group, Inc. and the Bank of New York,
Trustee dated as of January 24, 2003. (Designated as Exhibit No. 4(b) to the Registration Statement
on Form'S-3 dated January 24, 2003, File No. 333-102723.)

Indenture dated as of July 24, 2006 between Constellation Energy Group, Inc. and Deutsche Bank
Trust Company Americas, as trustee. (Designated as Exhibit No. 4(a) to the Registration Statement
on Form S-3 filed July 24, 2006, File No. 333-135991.)

First Supplemental Indenture berween Constellation Energy Group, Inc. and Deutsche Bank Trust
Company Americas, as trustee, dated as of June 27, 2008. (Designated as Exhibit 4(a) to the Current
Report on Form 8-K dated June 30, 2008, File No. 1-12869.) ‘
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*4(e)

*4(f)

“4(g)
*4(h)

*4(1)
*4())

*4(k)
*4(1)
*4(m)

*4(n)

*4(0)

*4(p)

*4(q)

“4(r)

*4(s)

+*10(a)

Indenture dated June 19, 2008 between Constellation Energy Group, Inc. and Deutsche Bank Trust
Company Americas, as trustee. (Designated as Exhibit No. 4(a) to the Quarterly Report on
Form 10-Q for the quarter ended June 30, 2008, File Nos. 1-12869 and 1-1910.)

Indenture dated July 1, 1985, between BGE and The Bank of New York (Successor to
Mercantile-Safe Deposit and trust Company), Trustee. (Designated as Exhibit 4(a) to the Registration
Statement on Form S-3, File No. 2-98443); as supplemented by Supplemental Indentures dated as of
October 1, 1987 (Designated as Exhibit 4(a) to the Current Report on Form 8-K, dated

November 13, 1987, File No. 1-1910) and as of January 26, 1993 (Designaied as Exhibit 4(b) to the
Current Report on Form 8-K, dated January 29, 1993, File No. 1-1910.)

Form of Subordinated Indenture between BGE and The Bank of New York, as Trustee in connection
with the issuance of the Junior Subordinated Debentures. (Designated as Exhibit 4(d) to the
Registration Statement on Form S-3 dated August 5, 2003, File No. 333—107681.)

Form of Supplemental Indenture between BGE and The Bank of New York, as Trustee in connection
with the issuance of the Junior Sgbordinated Debentures. (Designated as Exhibit 4(e) to the
Registration Statement on Form S-3 dated August 5, 2003,. File No. 333-107681.) _

Form of Preferred Securities Guarantee (Designated as Exhibit 4(f) to the Registration Statement on
Form §-3 dated August 5, 2003, File No. 333-107681.)

Form of Junior Subordinated Debenture (Designated as Exhibit 4(e) to the Registration Statement on
Form S-3 dated August 5, 2003, File No. 333-107681.)

Form of Amended and Restated Declaration. of Trust (including Form of Prefefred Security)
(Designated as Exhibit 4(c) to the Registration Statement on Form S-3 dated August 5, 2003, File
No. 333-107681.)

Indenture dated as of July 24, 2006 between BGE and Deutsche Bank Trust Company Americas, as
trustee. (Designated as Exhibit 4(b) to the. Registration Statement on Form $-3 filed July 24, 2006,
File No. 333-135991.)

First Supplemental Indenture between BGE and Deutsche Bank Trust Company Americas, as trustee,
dated as of October 13, 2006. (Designated as Exhibit No. 4(a) to the Quarterly Report on
Form 10-Q for the quarter ended September 30, 2006, File Nos. 1-12869 and 1-1910.)

Indenture and Security Agreement dated as of July 9, 2009, between BGE and Deutsche Bank Trust
Company Americas, as trustee (including form of BGE Officer’s Certificate and form of Senior
Secured Bond) (Designated as Exhibit Nos. 4(u) and 4(u)(1) to Post-Effective Amendment No. 1 to
the Registration Statement on Form $-3 dated July 9, 2009, File Nos. 333-157637 and
333-157637-01.) o '

Supplemental Indenture No. 1, dated as of October 1, 2009, to the Indenture and Security
Agreement dated as of July 9, 2009, between BGE and Deutsche Bank Trust Company Americas, as

trustee. (Designated as Exhibit No. 4(c) to the Quarterly Report on Form 10-Q for the quarter ended
September 30, 2009, File Nos. 1-12869 and 1-1910.) )

BGE Deed of Easement and Right-of ' Way Grant dated as of July 9, 2009 (Designated as Exhibit
No. 4(u)(2) to Post-Effective Amendment No. 1 to the Registration Statement on Form $-3 dated
July 9, 2009, File Nos. 333-157637 and 333-157637-01.)

Indenture dated as of]u_ne‘ 29, 2007, by and between RSB BondCo LLC and Deutsche Bank Trust
Company Americas, as Trustee and Securities Intermediary. (Designated as Exhibic 4.1 to the Current
Report on Form 8-K dated July 5, 2007, File No. 1-1910.)

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 No. 4(b) to the Quarterly Report on Form 10-Q for the quarter ended September 30, 2009,

' File No. 1-1910.)

Replacement Capital Covenant dated June 27, 2008. (Designated as Exhibit No. 4(b) to the Current
Report on Form 8-K dated June 30, 2008, File No. 1-12869.) :

Executive Annual Incentive Plan of Constellation Energy Group, Inc., as amended and restated.

“(Designated as Exhibit No. 10(d) to the Quarterly Report on Form 10-Q for the quarter ended

September 30, 2008, File Nos. 1-12869 and 1-1910.)
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+*10(x)
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Constellation Energy Group, Inc. Nonqualified Deferred Compensation Plan, as amended and

testated. (Designated as Exhibit No. 10(b) to the Annual Report on Form 10-K for the year ended

December 31,2008, File Nos. 1-12869 and 1-1910.)

Constellation Energy Group, Inc. Deferred Compensation Plan for Non-Employee Directors, as

- amended and testated. (Designated as Exhibit No. 10(c) to the Annual Report on Form 10-K for the

year ended December 31, 2008, File Nos. 1-12869 and 1-1910.) -

~ Constellation Energy Group, Inc. Benefits Restoration Plan, as'amended and restated. (Designated as

Exhibit No. 10(d) to the Annual Report on Form 10-K for the year ended December 31, 2008, File
Nos. 1-12869 and 1-1910.) ' '

Constellation Energy Group, Inc. Supplemental Pension Plan, as amended and restated. (Designated

" as Exhibit No. 10(e) to the Annual Report on Form 10-K for the year ended December 31, 2008,

File Nos. 1-12869 and 1-1910.)

Constellation ‘Er‘xergyl Group, Inc. Senior Executive Supplemenf.al Plan, as amended and restated.
(Design_atéd as Exhibit No. ‘l_O(f) to the Annual Report on Form 10-K for the year ended
December 31, 2008, File Nos. 1-12869 and 1-1910.) '

Consteﬂétibn Energy Group, Inc. Su_ppl'efhental Benefits Plan, as amended ‘and'_restatved. (Designated
as Exhibit No. 10(a) to the Quarterly Report on Form 10-Q for the quarter ended June 30, 2008,
File Nos. 1-12869 and 1-1910.) :

Constellation Energy Group, Inc. 1995 Long-Term Incentive Plan, as amended and restated.
(Designated as Exhibit No. 10(b) to the Quarterly Report on Form 10-Q for the quarter ended
September 30, 2004; File Nos. 1-12869 and 1-1910.) '

Constellation Energy Group, Inc. Executive Long-Term Incentive Plan, as amended and restated.
(Designated as Exhibit 10(b) to the Quarterly Report on Form 10-Q for the quarter ended
September 30, 2006, File Nos. 1-12869 and 1-1910.) : :

Constellation Energy Group, Inc. 2002 Executive Annual Incentive Plan, as amended and restated.
(Designated as Exhibit 10(0) to the Annual Report on Form 10-K for the year ended December 31,
2006, File Nos. 1-12869 and 1-1910.) : . :

Constellation Energy Group, Inc. 2002 Senior Managemenf Long-Term Incentive Plén, as amended

- and restated. (Designated as Exhibit 10(c) to the Quarterly Report on Form 10-Q for the quarter

ended September 30, 2006, File Nos. 1-12869 and 1-1910.)

Constellation Energy Group, Inc. Management Long-Ter'm. Incentive Plan, as amended and restated.
(Designated as Exhibit 10(d) to the Quarterly Report on Form 10-Q for the quarter ended
September 30, 2006, File Nos. 1-12869 and 1-1910.) ;

" Constellation Energy Group, Inc. 2007 Long-Term Incentive Plan, as amended and restated.

(Designated as Exhibit 10(a) to the Quarterly Report on Form 10-Q for the quarter ended March 31,
2009, File Nos. 1-12869 and"1-1910.) _ ' ,

Grantor Trust Agreement Dated as of February 27, 2004 b_letw'een Constellation Energy Group, Inc.
and Citibank, N.A. (Designated as Exhibit No. 10(d) to the _Quarterly Report on Form 10-Q for the
quarter ended June 30, 2004, file Nos. 1-12869 and '1j19l'('):.) '

Grantor Trust Agreement dat;d as of Febrgary 27, 2004 between Constellation Energy Group, Inc.
and T. Rowe Price Trust ‘Company.' (Designated as Exhibit No. 10(b) to the Quarterly Report on
Form 10-Q for the 'quarter ended June 30, 2004, File Nos. 1-12869 and 1-1910.)

Consent of Mayo A. Shattuck 111 to termination of change-in-control agreement. (Designated as
Exhibit No. 10.1 to the Current Report on Form 8-K dated December 10, 2009, File No. 1-12869.)

. Consent of <M.ichael J. Wallace to termination of chahge-in—control agreement. (Designated as Exhibit

No. 10.2 to the Current Report on Form 8-K dated December 10, 2009, File No. 1-12869.)

Consent of Henry B. Barron, Jr. to termination of change-in-control agreement. (Designated as
Exhibit No. 10.3 to the Current Report on Form 8-K dated December 10, 2009, File No. 1-12869.)

Offer letter between Constellation Energy Group, Inc. and Henry B. Barron, Jr. (Designated as
Exhibit No. 10(d) to the Quarterly Report on Form 10-Q for the' quarter ended March 31, 2009,
File Nos. 1-12869 and 1-1910.)- , . :
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+*10(t)

+*10(u)

*10(v)

*10(w)

*10(x)

*10(y)

*10(z)

*10(aa)

*10(bb)

*10(cc)

12(a)
12(b)
21

23
31(a)

31(b)
31(c)

31(d)

Letter agreement between Constellation Energy Group, Inc. and Jonathan W, Thayer. (Designated as
Exhibit No. 10(e) to the Quarterly Report on Form 10-Q for the quarter ended -March 31, 2009,
File Nos. 1-12869 and 1-1910.) - :

Offer letter between Constellation Energy Group, Inc. and Brenda Boultwood. (Designated as Exhibit
No. 10(f) .to the Quarterly Report on Form 10-Q.for the quarter ended March 31, 2009, File
Nos. 1-12869 and 1-1910.)

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 5, 2007, File No. 1-1910.)

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 5, 2007, File No. 1-1910.) :

Second Amended and Restated Operating Agreement, dated as of November 6, 2009, by and among
Constellation Energy Nuclear Group, LLC, Constellation Nuclear, LLC, CE Nuclear, LLC, EDF
Development Inc., and for certain limited putposes, E.D.E International S.A. and Constellation
Enefgy Group, Inc. (Designated as Exhibit No. 10.1 to the Current Report on Form 8-K dated
November 12, 2009, File No. 1-12869.) '

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.)

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.)

Letter Agreement dated April 21, 2009 among Constellation Energy Group, Inc., EDF
Development Inc. and E.D.E Internarional S.A. (Designated as Exhibit No. 10() to the Quarterly
Report on Form 10-Q for the quarter ended March 31, 2009, File Nos. 1-12869 and 1-1910.)

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.)

Amendment No. 1, dated as of April 15, 2009, to the Second Amended and Réstated 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(h) to the Quarterly Report on

Form 10-Q for the quarter ended March 31, 2009, File Nos. 1-12869 and 1-'1910.)

Conéte]latibn Energy. Group, Inc. and Subsidiaries Computation of Ratio of Earnings to Fixed
Charges.

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.

Subsidiaries of the Registrant.
Consent of PricewaterhouseCoopers LLP, Independent Registered Public Accounting Firm.

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.

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.

Certification of President and Chief Executive Officer of Baltimore Gas and Electric Company
pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

Certification of Senior Vice President and Chief Financial Officer of Baltimore Gas and FElectric
Company pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
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32(a)

32(b)

32(c)

32(d)

99(a)
*99(b)

*99(c)

*99(d)

101.INS

101.SCH
101.PRE
101.LAB
101.CAL

. 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.

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.

Cértification 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.

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.

Audited Financial Statements of Constellation Energy Nuclear Group, LLC.

Operating Agreement, dated as of February 4, 2010, by and among RF HoldCo LLC, Constellation
Energy Group, Inc. and GSS Holdings (BGE Utility), Inc. (Designated as Exhibit No. 99.1 to the
Current Report on Form 8-K dated February 4, 2010, File Nos. 1-12869 and 1-1910.)

Contribution Agreement, dated as of February 4, 2010, by and among Constellation Energy
Group, Inc., BGE and RF HoldCo LLC. (Designated as Exhibit No. 99.2 to the Current Report on
Form 8-K dated February 4, 2010, File Nos. 1-12869 and 1-1910.)

Purchase Agreement, dated as of February 4, 2010, by and between RF HoldCo LLC and GSS
Holdings (BGE Utility), Inc. (Designated as Exhibit No. 99.3 to the Current Report on Form 8-K
dated February 4, 2010, File Nos. 1-12869 and 1-1910.)

XBRL Instance Document

XBRL Taxonomy Extenéion Schema Document
XBRL Taxonomy Presentation Linkbase Document
XBRL Taxonomy Label Linkbase Document
XBRL Taxonomy Calculation Linkbase Document

101.DEF —— XBRL Taxonomy Definition Linkbase Document
+ Management contract or compensatory plan or arrangement.

*

Incorporated by Reference.

In accordance with Rule 402 of Regulation S-T, the XBRL related information in Exhibit 101 to this Annual
Report on Form 10-K shall not be deemed to be “filed” for purposes of Section 18 of the Exchange Act, or otherwise
subject to the liability of that section, and shall not be incorporated by reference into any registration statement or
other document filed under the Securities Act or the Exchange Act, except as shall be expressly set forth by specific
reference in such filing.
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CONSTELLATION ENERGY GROUP, INC. AND SUBSIDIARIES
AND

BALTIMORE GAS AND ELECTRIC COMPANY AND SUBS|D|AR|ES
. SCHEDULE II—VALUATION AND QUALIFYING ACCOUNTS
Column A Column B Column C Column D Column E

Additions
Balance at Charged Charged to Balance at
beginnin to costs Other Accounts—  (Deductions)— end of
Description of periof and expenses Describe Describe period

) : (In millions)
Reserves deducted in the Balance Sheet
from the assets to which they apply:

Constellation Energy
Accumulated Provision for

Uncollectibles o ) .
2009 . $ 240.6 $ 71.2 $ (G.0A) % (146.2)(Q) $160.6
2008 44.9 127.1 102.3 (B) (33.7)(C)  240.6
2007 48.9 31.3 — (35.3)(C) 44.9

Valuation Allowance
Net unrealized (gain) loss on
available for sale securities

2009 2.1 (3.6) (1.3)(D) — (2.8)
2008 (17.3) 7.0 0.3 (D) 12.1 (E) 2.1
2007 (18.5) — . L2 (D) — (17.3)

Net unrealized (gain) loss on nuclear
decommissioning trust funds

2009 (49.6) —_ (201.0)(D) 250.6 (F) —_
2008 (256.7) — 207.1 (D) — (49.6)
2007 (206.1) — (50.6)(D) —_ (256.7)
BGE
Accumulated Provision for
Uncollectibles ‘ )
2009 34.2 41.8 — (28.8)(C) 472
2008 21.1 34,5 —_ (21.4)(C) 34.2
2007 16.1 21.0 — (16.0)(C) 21.1

(A) Represents amounts recorded as an increase to nonregulated revenues resulting from a settlement with a
counterparty that was in default.

(B) Represents amounts recorded as a reduction to nonregulated revenues resulting from liquidated damages claims
upon termination of derivatives which were determined to be uncollectible.

(C) Represents principally net amounts charged off as uncollectible.

(D) Represents amounts recorded in or reclassified from accumulated other comprehehsive income. |
(E) Represents sale of a marketable security.

(F) Represents decrease due to the deconsolidation of CENG.
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SIGNATURES

Pursuant to the tre’q'uirem‘ents of Section 13 or 15(d) of the Securitie; Excha.nge Act of 1934, éonétellatibn Energy
Group, Inc., the Registrant, has duly caused this Report to be signed on its behalf by the undersigned, thereunto duly
authorized. . :

CONSTELLATION ENERGY GROUP, INC.
(REGISTRANT)

Date: February 26, 2010 By /s/ MAYO A. SHATTUCK 111

Mayo A. Shattuck III
Chairman of the Board, 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 Constellation Energy Group, Inc., the Registrant, and in the capacities and on the dates
indicated. '

Signature Title Date
Principal executive officer and director:
By /s/ ‘ M. A. Shattuck III Chairman of the Board, February 26, 2010

M. A. Shattuck III President, Chief Executive
Officer, and Director

Principal ﬁnaﬁcial officer:

By /s/ ‘ J. W. Thayer Senior Vice President and February 26, 2010
J. W. Thayer Chief Financial Officer

Principal accounting officer:

By Is/ ~ B. P Wiighet Vice President, Chief February 26, 2010
B. P. Wright Accounting Officer, and
: ' : Controller
Directors:
Is/ Y. C. de Balmann Director February 26, 2010

Y. C. de Balmann

Isl A. C Berzin Director February 26, 2010
A. C. Berzin

Is/ J. T. Brady Director February 26, 2010
J. T. Brady

Is/ J. R. Curtiss Director February 26, 2010
J. R. Curtiss

Is/ E A. Hrabowski, 111 Director February 26, 2010

FE. A. Hrabowski, I1I
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Is/

Signature

N. Lampton

/sl

N. Lampton

R. J. Lawless

Isl

R. J. Lawless

"J. L. Skolds

Is/

J. L. Skolds

. M. D. Sullivan

M. D. Sullivan
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Title

Director

Director

Director

Director -

... Date

February 26, 2010

February 26, 2010

February 26, 2010

-February 26, 2010.



Pursuant to the requirements of Section 13 or 15(d) 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. L :
BALTIMORE GAS AND ELECTRIC COMPANY
(REGISTRANT) _

February 26, 2010 By /s/ KENNETH W."DEFONTES, JR.

Kenneth W. 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 capatities and on the

dates indicated.

Signature Title Date

Principal executive officer and director:

By /s/ K. W. DeFontes, Jr. President, Chief Executive February 26, 2010
K. W. DeFontes, Jr. Officer, and Director

Principal financial and accounting officer:

By /s/ K. W. Hadlock Senior Vice President and February 26, 2010
K. W. Hadlock Chief Financial Officer

Directors:

Is/ M. D. Sullivan Chairman of the Board of February 26, 2010
M. D. Sullivan Directors

Is! T. E Brady Director February 26, 2010
T. E Brady -

Is/ J. Haskins Jr. Director February 26, 2010

J. Haskins Jr.

Is! C. Hayden Director February 26, 2010
C. Hayden
Is/ M. A. Shattuck III Director February 26, 2010

M. A. Shattuck I
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e : - . - EXHIBIT INDEX

Exhibit
Number
*2 “— 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. 2 to the
Registration Statement on Form S-4 dated March 3, 1999, File No. 33-64799.)
*2(a)  — Agreement and Plan of Reorganization and Corporate Separation (Nuclear). (Designated as Exhibit

No. 2(a) to the Current Report on Form 8-K dated July 7,:2000, File Nos. 1-12869 and 1-1910.)

*2(b) — Agreement and Plan of Reorganization and Corporate ‘Sc;paration (Fossil). (Designated as Exhibit
No. 2(b) to:the Current Report on Form 8-K dated July 7, 2000, File Nos. 1-12869 and 1-1910.)

*2(c) — 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.) . ;

*2(d). — Master Put Option and Membershlp Interest Purchase Agreement, dated as of December 17, 2008, by
and among Constellation Energy Group, Inc., EDF Deyelopment, 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.) :

*2(e) — _ Amendment No. 1 to the Master Put Optlon and Membershrp Interest Purchase Agreement
(Designated as Exhibit No. 2. 1 to the Current Report on Form 8- K dated September 16 2009, File
No. 1- 12869)

) — Amendment No 2 to the Master Put Optron and, Membershrp Interest. Purchase Agreement
(Designated as Exhibit No. 2 1 to the Current Report on Form 8-K dated September 22, 2009, File
No. 1-12869.)

*2(g) — Amendmient No. 3 to the Master Put Option and Membershrp Interest Purchase Agreement
(Designated as Exhibit No. 2.1 to the Current Report on Form 8-K dated October 30, 2009, Frle
“No. 1:12869.)°

*2(h) — Amendment No. 4 to the ‘Master Put Optron and Membershrp Interest Purchase Agreement
(Designated as Exhibit No. 2.1 to the Current Report on Form 8-K dated November 12, 2009 Frle
“No. 1- 12869)

*3(a) — 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:)

*B(b) — Correctron to Articles Supplementary to the Charter of Constellation Energy Group, Inc. as of
November 25, 2008. (Desrgnated as Exhrbrt No. 3(c) to the Annual Report on Form 10 K for the year
ended’ December 31, 2008 Flle Nos. 1- 12869 and 1- 1910) ' o .

*3(c) — Articles Supplementary to the Charter of Constellatron Energy Group, Inc as of September 19, 2008.
(Designated as Exhibit No. 3.1 to the _Current Report on Form 8- K dated ‘SIeptember 19, 2008, File
No. 1-12869.) ‘

*3(d) — Aurticles of Amendment to the Charter of Constellation” Energy Group, Inc. as of Ju}y 21, 2008.
{Designated as Exhibit No.;3(a) to the Quarterly Report on Form 10—Q dated June 30 2008 Frle
Nos. 1- 12869 and 1 1910)

ot

*3(e) — Articles Supplementary to the Charter of Constellatron Energy Group, Inc.-as of Aprrl 10 2007.
(Designated as Exhibit 3(a) to the Current Report on Form. 8-K dated Aprrl 10, 2007, File
No. 1-12869.) B

*3(f) — Aurticles Supplementary to the Charter of Constellation Energy Group, Inc. as of November 20, 2001.
' (Desrgnated as Exhibit No. 3(e) to the Annual Report on Form 10-K for the year ended December 31,
2001, File Nos. 1-12869 and 1- 1910.)
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*3(h) —

4G

*3(g —

30 . —

Certificate of Correction to the Charitr of Constellation Energy Group, Inc. as of September 13, 1999.
(Designated as Exhibit No. 3(c) to the Annual Report on Form 10-K for the year ended December 31,
1999, File Nos. 1-12869 and 1-1910.)

Articles. Supplementary to the Charter .of Constellation Energy Group, Inc,, as of July 19, 1999.
- (Designated as Exhibit No..99.1 -to the Current Report on Form 8K dated ]uly 19,1999, File

Nos. 1-12869 and 1-1910.) -

Articles of Amendment and Restatement of Constellation Energy Group, Inc, as-of Aprrl 30, 1999:
{Designated as Appendix B:to. Post-Effective Amendment No..1 to the Registration Statement on

. Form S-4 ﬁled March 3, 1999 File No. 33-64799.)

3G — 1

*3(k) —

e

*4(b) —

’,Bylaws of Constellatxon Energy Group, Inc., as amended to July 18, 2008. (Desrgnated as Exhrbrt
:No. 3 to the Current Report on Form 8-K dated July 18, 2008, File No. 1- 12869)

Artrcles of Amendment to the Charter-of BGE as of February 2, 2010. (Desrgnated as Exhibit No 3.1

-to the Current Report on Form 8-K dated February 4, 2010, File No..1- 1910)
*3(1) _”

Charter of BGE; restated 45 of August 16, 1996. (Designated as Exhibit No. 3 1o the Quarterly Report
on Form 10-Q for the quarter ended September 30, 1996, File No 1-1910.) - ‘

Bylaws of BGE, as amended to February 4, 2010. (Desrgnated as Exhrblt No. 3. 2 to the Current

Report on Form 8-K dated February 4 2010, File No. 1- 1910)
*4a) —

Indenture between Constellation Energy Group, Inc: and the Bank of. New York Trustee dated as of
March 24, 1999. (Designated as Exhibit No. 4(a) to the Regrstratlon Statement on Form S-3 dared
March 29, 1999, File No. 333-75217.)

First Supplemental Indenture between Constellatron Energy Group, Inc. and the Bank of New York,
Trustee dated as of January 24, 2003. (Designated as Exhrblt No 4(b) to the Regrstratron Statement on

' Form S-3 dated ]anuary 24, 2003, File No. 333- 102723)

“d) —

Indenture dated as of July 24, 2006 between Constellatron Energy Group, Ine. and Deutsche Bank
Trust Company Americas, as trustee. (Designated as Exhrbrt No. 4(a) to the Reglstratlon Statement on
Form S-3 filed ]'uly 24, 2006, File No. 333- 135991 )

First Supplemental Indenture between Constellation Energy Group, Inc. and Deutsche Bank Trust
Company Americas, as trustee, dated as of June 27, 2008. (Designated as Exhlbrt 4(a) to the Current

, 'Report on Form 8-K ‘dated ]une 30 2008 File No. 1- 12869)

e —

4 —

*4(h) —

Indenture dated June 19, 2008 between Conseellation Energy Group, Inc. and, Deutsche Bank Trust
Company Americas, as trustee. (Designated as Exhibit No. 4(a) to the Quarterly Report on Form 10-Q
for the quarter ended ]une 30, 2008, File Nos. 1-12869 and 1-1910.) '

Indenture dated July 1, 1985, between BGE and The Bank of New York (Successor to Mercantile-Safe
Deposit and trust Company), Trustee. (Designated as Exhibit 4(a) to the Registration Statement on
Form 'S-3, File No. 2-98443); as supplemented by Supplemental Indentures dated as of October 1,
1987 (Desrgnated as Exhibit 4(a) to the Current Report on Form 8-K, dated Noyember 13, 1987, File
No. 1-1910) and as of January 26, 1993 (Desrgnated as Exhibit 4(b) to the Current Report on

-, Form 8-K, dated January 29, 1993, File No. 1-1910.)

Form of Su'bordrnated Indenture between BGE and The Bank of New York, :_ts‘ Tr-ustee‘i‘n connection
with the issuance of the Junior Subordinated Debentures. (Designated as Exhibit 4(d) to the

Registration. Statement on Form S-3 dated August 5; 2003, File No.. 333-107681.) .

Form of Supplemental Indenture between BGE and “The Bank of New York, as ‘Triistee in connection
with the issuance of the Junior Subordinated Debentures. (Designated s Exbibit 4(e) to the

.. -Registration :Statement on Form S-3 dated August 5, 2003 File No. 333 107681.)
“4() — F

Form' of Preferred Securltles Guarantee (Deslgnated as Exhibit 4(f) to the Regrstratron Statement on
Form §-3 dated August 5, 2003, File No. 333-107681.)

— Form of Junior Subordrnated Debenture (Deslgnated as Exhlbrt 4(e) to the Regrstratlon Statement on

* Form $-3 dated August 5, 2003, File No. 333- 107681 ).
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*4(k) — Form of Amended and Restated Declaration of Trust (including Form of Preferred Security)
(Designated as Exhibit 4(c) to the Registration Statement on Form S-3 dated August 5, 2003, File
No. 333-107681.)

*4() — Indenture dated as of July 24, 2006 between BGE and Deutsche Bank Trust Company Americas, as
trustee. (Designated as Exhibit 4(b) to the Reglstratlon Statement on Form S-3 filed July 24, 2006, File
No. 333-135991.)

*4(m) — First Supplemental Indenture between BGE and Deutsche Bank Trust Company Americas, as trustee,
dated as of October 13, 2006. (Designated as Exhibit No. 4(a) to the Quarterly Report on Form 10-Q
for the quarter ended September 30, 2006, File Nos. 1-12869 and 1-1910.) '

*4(n) — Indenture and Security Agreement dated as of July 9, 2009, between BGE and Deutsche Bank Trust
Company Americas, as trustee (including form of BGE Officer’s Certificate and form of Senior Secured
Bond) (Designated as Exhibit Nos. 4(u) and 4(u)(1) to Post-Effective Amendment No. 1 to the
Registration Statement on Form. S-3 dated July 9, 2009, File Nos. 333-157637. and 333-157637-01.)

*4(0) — Supplemental Indenture No. 1, dated as of October 1, 2009, to the Indenture and Security Agreement
dated as of July 9, 2009, between BGE and Deutsche Bank Trust Company Americas, as trustee.
(Designated as Exhibit No. 4(c) to the Quartetly Report on Form 10-Q for the quarter ended
September 30, 2009, File Nos. 1-12869 and 1-1910.)

*4(p) — BGE Deed of Easement and Right-of-Way Grant dated as of July 9, 2009 (Designated as Exhibit
No. 4(u)(2) to Post-Effective Amendment No. 1 to the Registration Statement on Form S-3 dated
July 9, 2009, File Nos. 333-157637 and 333-157637-01.) »

*4(q) — 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 5, 2007, File No. 1-1910.)

*4(r) — 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
No. 4(b) to the Quarterly Report on Form 10-Q for the quarter ended September 30, 2009, File
No. 1-1910.)

*4(s) — Replacement Capital Covenant dated June 27, 2008. (De51gnated as Exhibit No. 4(b) to the Current
Report on Form 8-K dated June 30, 2008, File No. 1-12869.)

+*10(a) — Executive Annual Incentive Plan of Constellation Energy Group, Inc., as amended and restated.
(Designated as Exhibit No. 10(d) to the Quarterly Report on Form 10-Q for the quarter ended
September 30, 2008, File Nos. 1-12869 and 1-1910.)

+10(b) — Constellation Energy Group, Inc. Nonqualified Deferred Compensaﬁon Plan, as amended and restated.
(Designated as Exhibit No. 10(b) to the Annual Report on Form 10—K for the year ended
December 31, 2008, File Nos. 1-12869 and 1-1910.) d

*10(c) — Constellation Energy Group, Inc. Deferred Compensation Plan for Non-Employee Directors, as
amended and restated. (Designated as Exhibit No. 10(c) to the Annual Report on Form 10-K for the
year ended December 31, 2008, File Nos. 1-12869 and 1- 1910)

+*10(d) — Constellation Energy Group, Inc. Benefits Restoration Plan, as amended and restated. ‘(Designated as
Exhibit No. 10(d) to the Annual Report on Form 10-K for the year ended December 31, 2008, File
Nos. 1-12869 and 1-1910.)

+*10(¢) — Constellation Energy Group, Inc. Supplemental Pension Plan, as amended and restated. (Designated as
Exhibit No. 10(e) to the Annual Report on Form 10-K for the year ended December 31, 2008, File
Nos. 1- 12869 and 1-1910.)

+*10(f) — Constellation Energy Group, Inc. Senior Executive Supplemental Plan, as amended and restated.
(Designated as Exhibit No. 10(f) to the Annual Report on Form lO-K for the year ended
December 31, 2008, File Nos. 1-12869 and 1-1910.)

+*10(g) — Constellation Energy Group, Inc. Supplemental Benefits Plan, as amended and restated. (Designated as
Exhibit No. 10(a) to the Quarterly Report on Form 10;Q for the quarter ended June 30, 2008, File
Nos. 1-12869 and 1-1910.)
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+*10(h) —: Constellaion Energy Group; Inc. 1995 Long-Term.Incentive Plan, as amended and restated.
(Designated as Exhibit No. 10(b) to the Quarterly Report on Form 10-Q for the quarter ended
September 30, 2004, File Nos. 1-12869 and 1-1910.)

+*10(1).. — Constellation Energy Group, Inc. Executive Long-Term Incentive Plan, as.amended and restated.
S nis L (Designated as Exhibit 10(b) to the Quarterly Report on Form 10-Q for the quarter ended
September 30, 2006, File Nos. 1-12869 and 1-1910.) :

+*10(j) . — .Constellation Energy Group, Inc. 2002 Executive Annual Incentive Plan, as amended and restated,
-~ 4=+ ,(Designated as Exhibit 10(0) to the Annual Report on Form 10-K for the year ended December 31,
2006, File Nos, .1-12869 and 1-1910.) t

+*10(k) -— Constellation Energy Group, Inc. 2002 Senior Management Long-Term Incentive Plan, ds amended
8y P 8 g
: : and restated. (Designated as Exhibit 10(c) to the Quarterly Report on Form 10- Q for the quarter
-ended September 30, 2006, File'Nos. 1-12869 and 1-1910.) :

+10() ' '— Constellation Energy Group, Inc. Ma‘nagement’Long—Term Incentive Plan, as amended ‘and restated.
-/ (Designated as Exhibit 10(d) to the Quarterly Report on Form 10-Q for the quarter ended
.. September 30, 2006, File:Nos. 1-12869 and 1-1910.)

+*10(m) — Constellation Energy Group, Inc. 2007 Long-Term Incentive Plan, as amended 4nd restated.
(Designated as Exhibit 10(a) to the Quarterly Report on Form 10- Q for the quarter ended March 31,
1. i 2009, File Nos.-1-12869 and 1-1910.) : Lo ,

*10(n)* - 'Grantor Trust Agreement Dated as of February 27, 2004 between Constellatlon Energy Group, Inc.
and Citibank, N.A. (Designated as Exhibit No. 10(d) to the Quarterly Report on Form 10-Q for the
. ‘quarter.ended June 30, 2004, File Nos. 1-12869 and 1-1910.)

*10(0) == Grantor Trust Agréement dated as of February 27, 2004 between Constellation Energy Group, Inc. and
T. Rowe Price Trust Company. (Designated as Exhibit No: 10(b) to the Quarterly Repoit on
" Form: 10-Q for the quarter ended June 30, 2004,. File Nos. 1-12869 and 1-1910.)

+*10(p) = ‘Conaent of Mayo AQ»ZShattuck III to termination of change-in-control agreément. (Designated as
“Exhibit No. 10.1 to the Curreqt Réport on Form 8-K dated December 10, 2009, File No. 1-12869.)

+*10(q) — Consent of Michael J. Wallace to termination of change-in-control agreement. (Desrgnated as Exhibit
*“" "No. 10.2 to the Current Report oh Form 8-K dated December 10, 2009 File No. 1:12869.)

+*10(r) — Consent of Henry B. Barron, Jr. to termination of change in-control agreement (Designated as Exhibit
‘ No. 10.3 fo the Current Report on Form 8-K dated December 10, 2009 File No. 1-12869.)

+%10(s) — Offer letter between Constellation Energy Group, Inec. and Henry B Barron, Jr (Desrgnated as Exhibit
No. 10(d) to the Quarterly Report on Form 10- Q for the quarter ended March 31, 2009, Flle
Nos. 1-12869 and 1- 1910) :

+*10(t) — Letter agreement between Constellation Energy Group, Inc and Jonathan W Thayer (Designated as
Exhibit No. 10(e) to the Quarterly Report on Form 10- Q for the quarter ended March 31, 2009, File
“"Nos. 1-12869 and 1-1910.)

+*10(u) — Offer letter between Constellation Energy Group, Inc. and Brenda Boultwood (Designated as Exhibit
No. 10(f) to the Quarterly Report on Form 10-Q for the quarter ended March 31 2009, File
" Nos.' 1-12869 and 1- 1910.)~ -

*10(v) — 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 Exhrbrt 10.2 to the
Current Report on Form 8-K dated ]uly 5, 2007, File No. l 1910)

“10(w) — Admrnrstratron Agreement dated as of ]une 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 5, 2007, File No. 1-1910.)

*10(x) — Second Arnended and Restated Operating Agreement, dated as of November 6 2009 by and among
Constellation Energy Nuclear Group, LLC, Constellation Nuclear, LLC, CE Nuclear, LLC, EDF
‘Development Inc., and for certain limited purposes, E.D.E Internafional S.A. and Constellation' Energy
Group, Inc. (Designated as Exhibit No. 10.1 to the Current Report on Form 8 K dated November 12,
2009, File No. 1-12869.)
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*10(y) —
*10(z) —
*10(aa) —

*10(bb) —

*10(cc) —

“ 12(a§ —
12(b) —

21 —
23 —
31(a) —

31(b) —
31{cy —
31(d) —

32(a) —
32(b) —

32(c) —

32(d) —

99@) —
*99(b) —

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.) . . Do

Amended and Restated Investor Agreement, dated December 17, 2008, by and between Constellation
Energy Group, Inc. and Electricite de France International, SA- (Desrgnated as; Exhrblt 10.7 to the
Current Report on Form 8-K dated December 17, 2008, File No.: 1-12869.)

Letter Agreement dated April 21, 2009 among Constellation Energy Group, Inc., EDF ..
Development Inc. and E.D.E International S.A. (Designated as Exhibit No. 10(i), to the Quarterly
Report on Form 10-Q for the quarter ended March 31, 2009, File Nos. 1:12869 and 1- 1910)

Second Amended and Restated Credit Agreenient, dated as of December 17, 2008, among
Constellation Energy Group, Inc., the Lenders named therein, Wachovia Bank; National Association, ds:
Administrative Agent, LC Bank, Swmglme Lender and Collateral Agent. (Desrgnated as Exhibit

No. 10.6 to the Current Report on Form 8-K dated December 17, 2008, File No. 1- 12869)

Amendment No. 1, dated as of April 15, 2009, to the 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. (Desrgnated as Exhibit No. 10(h) to the Quarterly Report on Form 10- Q

“for the ‘quarter ended March 31, 2009 'File Nos. 1-12869 ‘and 1- 1910)

Constellation. Energy Group, Inc. and Subsrdrarres Computanon of Ratio of Earnmgs to Frxed Charges

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.

Subsidiaries of the Registrant.
Consent of PricewaterhouseCoopers LLP, Independent Registered Public Accounting Firm.

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.

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.

Certification of President and Chief Executive Officer of Baltimore Gas and Electric Company pursuant
to Section 302 of the Sarbanes-Oxley Act of 2002.

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.

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.

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.

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.

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.

Audited Financial Statements of Constellation Energy Nuclear Group, LLC.

Operating Agreement, dated as of February 4, 2010, by and among RF HoldCo LLC, Constellation
Energy Group, Inc. and GSS Holdings (BGE Utility), Inc. (Designated as Exhibit No. 99.1 to the
Current Report on Form 8-K dated February 4, 2010, File Nos. 1-12869 and 1-1910.)
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*99(c) — Contribution Agreement, dated as of February 4, 2010, by and among Constellation Energy
Group, Inc., BGE and RF HoldCo LLC. (Designated as Exhibit No. 99.2 to the Current Report on
Form 8-K dated February 4, 2010, File Nos. 1-12869 and 1-1910.)

*99(d) — Purchase Agreement, dated as of February 4, 2010, by and between RF HoldCo LLC and GSS
i Holdings (BGE Utility), Inc. (Designated as Exhibit No. 99. 3 to the Current Report on Form 8-K
dated February 4, 2010, File Nos. 1-12869 and 1-1910.) -

101.INS — XBRL Instance Document

101.SCH — XBRL Taxonomy l;:xtehsion Schema Document
101.PRE — XBRL Taxonomy Presentation Linkbase Document
101.LAB° — XBRL Taxonomy Label Linkbase Document
101.CAL — XBRL Taxonomy Calculation Linkbase Document
101.DEF — XBRL Taxonomy Definition Linkbase Document

+ Management contracts or compensatory plan or arrangement.
*  Incorporated by Reference. : ‘

In accordance with Rule 402 of Regulation S-T, the XBRL related information in Exhibit 101 to this Annual
Report on Form 10-K shall not be deemed to be “filed” for purposes of Section 18 of the Exchange Act, or otherwise
subject to the liability of that séction, and shall not be incorporated by reference into anyregistration statement or
other document filed under the Securities Act or the Exchange Act, except as shall be expressly set forth by specific
reference in such filing, :
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Exhibit 12(a)

CONSTELLATION ENERGY GROUP, INC. AND SUBSIDIARIES
COMPUTATION OF RATIO OF EARNINGS TO FIXED CI'IARGES

Income (Loss) from Contmumg Operatxons
(Before Extraordinary Loss and Cumulative
Effects of Changes in Accounting Principles) ..

Net (Income) Loss Attributable to ‘
Noncontrolling Interests and BGE Preference
Stock Dividends .........cooviiiiniin

Taxes on Income (Loss), Including Tax Effect for
BGE Preference Stock Dividends.............

Adjusted Income (Loss) ..........oovn.s e

Fixed Charges:’
Interest-and Amortization of Debt Discount
and Expense and Premium on all
Indebtedness, Net of Amounts Capitalized ..
Earnings Required for BGE Preference Stock
Dividends. ..ooviviiviiiiiiiiiiian.
Capitalized Interest and Allowance for Funds
Used During Construction................
Interest Factor in Rentals

Total Fixed Charges ...c....cooveiiiiiiin... N

Amortization of Capitalized Interest ........... .
Earnings (Loss) (1) ......oooviiiiiiia e

Ratio of Eammgs to Fixed Charges.............

: lZMonthsEnded
Decemb Decemb December  Decemb Decemb
2009 2008 2007 2006 2005
(In millions)
$4,503.4  $(1,3184) $ 8344 $ 7625 § 548.1
(60.0) 4.0 (120)  (139)  (122)
2,978.1 (83.6) 4192 343.1 - 1554
$7,4215  $(1,398.0) $1,241.6 $1,0917 § 6913
$ 3529 $ 3505 $ 2928 $ 3159 $ 2976
21.8 239 223 211 21.6
87.1 50.0 194 - 137 9.9
71.7 96.5 96.7 45 - 61
$ 5335 $ 5209 $ 4312 $ 3552 § 3352
$ 39 $ 33 $ 35 ¢ 43 % 37
$7,871.8 ' $ (923.8) $1,656.9 $1,437.5 $1,020.3
1476 N/A 3.84 4.05 3.04

(1) Earnings (loss) are deemed to-consist of income (loss) from continuing operations (before extraordlnary

items, cumulative effects of changes in accounting principles, and income (loss) from discontinued

operations) that includes earnings of Constellation Energy’s 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 BGE’s preference stock dividends), and fixed charges (including
the amortization of capiralized interest but excluding the capitalization of interest).

N/ADue to the loss for the twelve months ended December 31, 2008, the ratio coverage was less than 1:1.
We would have needed to generate additional earnings of $1,444.7 million to achieve a ratio coverage

of 1:1.



Exhibit 12(b)

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 Decemb Decemb Decemb
2009 2008 - . . 2007 - 2006 2005

(n mzllzons)

Income from Continuing Operations (Before = 3 i _ v
Extraordinary Loss) .........cooviiininininininin.. $ 90.7 $ 515 $139 8  $1703. $189.0

Taxeson Income ......ovviiniiinineieiinnnnnnn, 63.8 20.7 96.0 1022 . 119.9

Adjusted Income.........ooviiiiiii i i, $154.5 $ 722 $235.8 .. $272.5 $308.9
Fixed Charges: ’ : »
Interest and Amortization of Debt Discount and
.Expense and Premium on all Indebtedness, Net of

‘Amounts Capitalized ...\ ............ U . '$143.6  $1442  $127.9 © $1046  $ 95.6
Interest Factor in Rentals ......................... 0.3 0.3 0.3 0.3 0.3
Total Fixed Charges . ...........c.cueueeranennn.. $143.9  $1445  $1282  $1049  $ 959

Preferred and Preference Dividend Requ1rements (l) _ -
Preferred and Preference Dividends . ................ $ 13.2 $132 T§$ 132 $132 $ 13.2
IncomeTaxRequlred...........................:. 8.6 53 9.1 8.0 8.4

Total Preferred and Preference Dividend Requirementg $ 21.8 $ 1‘8.5 $ 223 $212 - $216
Total Fixed Charges and Preferred and Preference '

Dividend Requlrements B N $165.7 $163.0i $150.5 $126.1 : ;“ $‘117.5
Earnmgs (2) cov e eein e :$298.4 $216.7 $364.0  $377.4 $404.8
Ratio of Earnings to leed Charges ..........oiisn. 2.07 1.50. 284 -3.60. . 422
Ratio of Earnings to Combined Fixed Charges and =~

Preferred and Preference Dividend Requlrements RO 1.80 T 1.33 2.42 2.99 3.45

(1) Preferred and prefcrence 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.

(2) Earnings are deemied to consist of incomé from continuing operations (before extraordinary loss) that includes
earnings of BGE’s 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.* -~ =

]unsdlctlon
L A

L ‘ B . _Incorporatlon
Baltimore' Gas ‘and Electric Company . ...... Ll I S L Maryland
Constellation Holdings, Inc. ............000000. . O DR S ST ‘Maryland
Constellation Investments, INC. .+ ...vutuen e e tntineein it iiaianeaaneeaeaeaiae. Maryland
Constellation Power, InC. . ..vveieiniiii e P Maryland
Constellation Real Estate Group, Inc. .......ooviviiiiiiiiiiiin, e o ‘Maryland
Constellation Enterprises, Inc. . ....ouiiniiiiieiiiii i ... Maryland
Constellation Energy Commodities Group, Inc. ....... ..ot  Delaware
Constellation Energy Projects 8 Services Group, Inc. .........ooovvvieeiiiineeniet = “Delaware
Safe Harbor Water Power COrPOTation . ... .........euneeuneenneenneenneueaemnaennnenns. " Pennsylvania
BGE Home Products & Services, InC. .....iuiiiiiiiiiiii i Maryland
Constellation Energy Resources, LLC ... .uiuiiiiiiiniiiiiiii i, e Delaware
Constellation NewEnergy, Inc. ....oovintn e PO PR FERUTMOR L. Delaware
Constellation Nuclear, LLC .. ... 0.0/t ee it . Maryland
Constellation Energy Nuclear Group, LLC......... e P e e Maryland
Calvert Cliffs Nuclear Power Plant, Inc. ...t i DU .. Maryland
Constellation Power Source Generation, Inc. ... iiiiinin., visvew ¢ Maryland
Constellation Power Source Holdings, Inc. .........ocoiiiiiiiiiiiiiiint Vi......  Maryland
BGE Capital Trust IT ...ooooni e T PO Delaware
Nine Mile Point Nuclear Station, LLC ... .oovtiriineiniiieraeenenneeaeuacuaenaenaes.s . Delaware
R.E. Ginna Nuclear Power Plant, LLC . ... ...t iiiiiiiiiiiiiiiiiiiiiiiiiinaninn, o - ‘Maryland

*  The names of certain indirectly owned subsidiaries have been omitted because, considered in the aggregate as a

single subsidiary, they would not constitute a significant subsidiary pursuant to Rule 1-02(w) of
Regulation S-X.



Exhibit 23

CONSENT: OF INDEPENDENT REGISTERED PUBLIC: ACCOUNTING FIRM

Constellation Energy Group, Inc.

We hereby consent to the incorporation by reference in the Registration Statements on Form S-3 and Form S-8
(Nos:"333-157637 and 333-157693 and 33-59545, 333-46980, 333-89046, 333-129802, and 333-143260,
respectively) of Constellation Energy Group, Inc. of our report dated February 26, 2010 relating to the financial
statements, financial statement schedule, and the effectiveness of internal control over financial reportmg, which
appears in this Form 10-K.

memgw
PRICEWATERHOUSECOOPERS LLP

Balnmore, Maryland
February 26, 2010

Baltimore Gas and Electric Company

We. héreBy consent to the incorporation by reference in the Registration Statement on Form S-3 (No. 333-157637-01)
of Baltimore Gas and Electric Company of our report dated February 26, 2010 relating to thc financial statements and
ﬁnanc1al statement schedule, which appears in this Form 10-K.

’ PM@MCT«:
PRICEWATERHOUSECOOPERS LLP

‘B‘altimor'e, Maryland
February 26, 2010



Exhibit 31{a)

CONSTELLATION'‘ENERGY GROUP, INC.
CERTIFICATION

I, Mayo A. Shattuck III, certify that:
1. I have reviewed this report on Form 10-K of Constellation Energy Group, Inc;

2. . Based on my knowledge; this report does not contain any untrue statement of a material fact or omit to
state a 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; - : g TR

3. . 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 operanons and ‘cash flows. of the. reglstrant as of,
and for, the periods presented in this report; : o

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(¢)-and 15d-15(¢)) and internal control-over
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)): for the registrant and have:-

(a) 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, parttcularly durmg the period in
which this report is being prepared;

(b) - Designed suchinternal 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 thepreparation of financial statements for external purposes in accordance with generally

accepted accounting principles;
(c)- - Evaluated the effectiveness of the registrant’s 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
petiod covered by this report based on such evaluation; and '

‘(d) Disclosed in"this-report any change'in the registrant’s internal control over financial reporting that
-occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth quarter in the. case of an annual
- report) that has materially affected, or is reasonably likely to materially affect, the registrant’s intetnal control over
financial reporting; and :
5. = The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of
internal ‘control over financial reporting, to the registrant’s auditors and the audit committee'of the registrant’s Board
of Directors (or persons performing the equivalent functions):

:(a) - All significant deficiencies and material weaknesses inthe desxgn ‘or operatlon of internal ‘control over
ﬁnanaal ‘reporting which dre reasonably likely to adversely affect the reglstrants ability to record, process, -
summarize and report financial information; and " A

(b) - Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.:

Date: February 26, 2010

/s/ MAYO A. SHATTUCK III
Chairman of the Board, President and Chief Executive Officer




Exhibit 31(b)

CONSTELLATION:ENERGY GROUP; INC.
CERTIFICATION

I, Jonathan W. Thayer, certify that: o
1. I have reviewed this report;on-Form 10-K of Constellation: Energy Group, Inc; -

2:  Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to
state a 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,
falrly presem in- all ‘materjal respects the financial condition, results of operations and cash flows.of the reglstrant as of
and for, the periods presented in this report; - R i

-The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in: Exchange Act Rules 13a-15(e) and 15d-15(e)) and: internal.control over.
financial reporting (as. defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the .registrant and have:

A(a) :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
..consolidatéd subsidiaries, is made known to-us by others within those.entities; particularly: during the penod in
which this report is being prepared; o

-.(B) -Designed such internal control over financial reporting, or caused such internal, control over financial
reportmg 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 w1th generally
accepted accounting principles; Le e

#i7c (¢}~ Evaluated the -effectiveness of the registrant’s 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 '

(d) Disclosed in- this report any change in the registrant’s internal control over financial reporting that
oceurred during the registrant’s'most recent-fiscal quarter: (the registrant’s fourth quarter in.the;case of an annual
report). that has materially affected, or is reasonably. likely to.materially affect, the registrant’s internal control. over
financial reporting; and LA

5. = The registrant’s other certifying officer(s) .and I have disclosed, based on our most recent evaluatiofi of
internal- control over financial reporting; to the registrant’s auditors and the audit. commitree of the registrant’s 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 regmtrants ablllty to-record, process,
summarize and report financial information; and S e

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.. - .

Date: February 26, 2010

/s/ JONATHAN W. THAYER
Senior Vice President and Chief Financial Officer




EEESP IR Exhibit 31{c)

BALTIMORE GAS AND ELECTRIC COMPANY
CERTIFICATION
I, Kenneth W. DeFontes, Jr., certify that:

1. I have reviewed this report on Form 10-K of Baltimore Gas and Electric Company;

2. - Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to
state a 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; : ‘ 1 -

3. 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 regrstrant as of,
and for, the periods presented in this report; S cow ;

-4, The registrant’s other certifying officer(s) and I-are resportsible for establishing and maintaining ‘disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(¢) and 15d-15(e)) and internal control over
financial reporting (as defined.in Exchange Act Rules 13a-15(f) and 15d-15(f) for the registrant and have:-

(a) 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, partrcularly during the perrod in
which this report is being prepared; : :

+7(b) - Designed suchinternal control over financial reporting, or caused such: internal control over. fi nancial
reporting to be designed under our supervision, to provide reasonable assutance regarding the reliability of "
financial reporting:and the preparation of financial statements for external purposes in accordarice’ wrth generally

accepted accounting principles;

(c) Evalyated the effectiveness ‘of the registrant’s disclosure controls and. procedures and presented in this
report our conclusions abour the effectiveness of the. disclosure controls and proccdures, as of the end of the
period covered by this report based on such evaluation; and . oyl fe

. (d) -Disclosed in' this report any change in the registrant’s internal control:over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth quarter in the case of an annual
report) that has materially-affected; or is reasonably likely to materially affect, the regrstrants mternal control ‘over
financial reporting; and : . : -

5. " The registrant’s-other certifying’ officer(s)-and 1 have disclosed, based on our most recent evaluation of
internal ‘control over financial repofting, to the: registrant’s audrtors and the audit committee of the regrstrant's Board
of Directors (or persons performing the equivalent functions): :

() All significant deficiencies'and material weaknesses inv the-désign or operationtof internal control over
financial reporting which are reasonably likely to adversely-affect the regrstrants ability to record; process, :
summarize and report financial information; and ,

(b) -=Any' fraud;’ whethet or not ‘material, that involves managemert or other employces who havc a
significant role in the registrant’s internal-control over financial reporting. -

Date: February 26, 2010

/s/ KENNETH W. DEFONTES, JR.
President and Chief Executive Officer




Exhibit 31(d)

BALTIMORE GAS AND ELECTRIC COMPANY
CERTIFICATION
I, Kevin W. Hadlock, certify that:
1. I have reviewed this report on Form 10-K of Baltimore Gas and Electric Company;

2.  Based on my knowledge, this report does not contain any untrue statement of a-material fact or omit to
state a 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;

3. - 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;

4. . The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and.internal control over
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f) for the registrant and have: . -

(a) 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, parncularly during the penod in
which this report is being prepared;

(b).  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;

(c) Evaluarted the effectiveness of the registrant’s disclosure controls and procedures dnd 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.

(d). .Disclosed in this report any change in the: registrant’s internal control over financial reporting that
+ occurged. during the: registrant’s most recent fiscal quarter (the registrant’s fourth quarter jn the case_of an annual
report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal contrel over
financial reporting; and

5. The registrant’s other certifying officer(s). and I have disclosed, based on our most recent evaluation of
internal control: over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s 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’registrant’s- ability to record,, process;
summarize and report financial information; and ‘

(b) . Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting. : :

Date: February 26, 2010

/s/ KevIN W. HADLOCK
Senior Vice President and Chief Financial Officer




Exhibit 32(a)

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Mayo A, 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, 2009 fully complies
with the requirements of Section 13(a) or Section 15(d) of the Securities Exchange Act of 1934, as amended; and .

(i) - The information contained in such report fairly presents, in all material respects, the ﬁnancxal condition and
results of operations of Constellation Energy Group, Inc.

/s/ MAYO A. SHATTUCK III

Mayo A. Shattuck III
Chairman of the Board, President and Chief Executive Officer

Date: February 26, 2010



s A T Exhibit 32(b’

‘CERTIFICATION PURSUANT TO
18 U.S.C.'SECTION 1350
AS ADOPTED-PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Jonathan W Thayer, Senior Vice President and Chief Financial Officer of Constellation Energy Group, Inc., certify
pursuaiit to 18 U.S.C. Section 1350 adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 that to my
knowledge:

(i)~ The accompanying Annual Report on Form 10-K for the year'ended December 31, 2009 fully complies
with the requirements of Section 13(a) or Section 15(d) of the Securities Exchange Act of 1934, as amended; and

- (i) ‘The information contained in such report fairly" presents, in‘all material respects, the ﬁnanc1al condition and
results of operations of Constellation Energy Group, Inc. :

/s/ JONATHAN W. THAYER

Jonathan W. Thayer
Senior Vice President and Chief Financial Officer.:

Date: February 26, 2010



Exhibit 32(c}

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Kenfieth W: DeFontes; Jr., Presiderit and Chief Executive Officer of Baltimore Gas and Electric Company, certify:
pursuant to 18 U.S.C. Sectioni' 1350 adopted pursuant to Section 906 of the Sarbanes-Oxley' Act ‘of 2002 that to rny
knowledge:

(i) -+ The accompanying Annual Report on Form 10-K for the year ended December 31, 2009- fully complies
with the fequirements of Section 13(a)-or Section 15(d) of the Securities Exchange Act of 1934, as’amended; and

* (i) The infotrmation contained in such report fairly presents, in all material respects, the ﬁnancxal cJondmon and
results of operations of Baltimore Gas and Electric Company. .+ - - o '

/s/ KENNETH W. DEFONTES, JR.

Kenneth W. DeFontes, Jr.
President and Chief Executive Officer

Date: February 26, 2010 B NI



Exhibit 32(d)

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Kevin W. 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, 2009 fully complies
with the requirements of Section 13(a) or Section 15(d) of the Securities Exchange Act of 1934, as amended; and .-

(i) 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.

/s/ KeVIN W. HADLOCK

Kevin W. Hadlock
Senior Vice President and Chief Financial Officer

Date: February 26, 2010
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the, Board of Directors and Members of

Conxrellatwn Energy Nuclear Group, LLC:

it ‘our’ opinion, ‘the accompanying consolidated balance sheet
and the related consolidated statements of income, changes in
members’ equity and comprehensive income and of cash flows
present fairly, in all material respects, the financial position of
Constellation Energy Nuclear Group, LLC and its subsidiaries
(“the Comipany”) at December 31, 2009, and the results of their
operations and their cash flows for the period from November 6,
2009 -to-Décember 31, 2009, in conformity with accounting
principles generally accepted in the United States of America.
These financial statements are the responsibility of the
Companys management. Our responsibility is to express an
opinion on thesefinancial statements based on-our audit. " We
conducted our audit of these statements in accordance with the
standards of the Public Company Accounting Oversight Board
(Unitéd States). Those standards require that we plan and
perform’ the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatement. An

o

audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements, assessing
the_ accounting principles used and significant estimates made by .
management, and evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable
basis for our opipion.
The results of operat' ons‘and ‘cash flows of the Company

are présented for'the period November 6, 2009'to December 31,

2009 subsequent to the transactiohdesctibed in' Note 1. As
discussed in Note 2 to the financial statements; the Company
has entered into sngmﬁcartt ‘tratisactions w1th its related pames

Brctoduseliptra. :(x’P

PricewaterhouseCoopers LLP
Baltimore, Maryland. ‘
February 23, 20107 " "f o




CONSOLIDATED STATEMENT OF INCOME

Constellation Energy Nuclear Group, LLC

For the perioa
November 6 through
December 31, 2009 .

(In Thousands of U.S.

Dollars)
Revenues
Sales under power purchase agreements (PPA) o L ,
Constellation Energy Commodities Group, Inc, (CECG) Lo , , $122,478
EDF Trading North Amenca, LLC, ' L ‘ 7,642
Unrelated parties ; : . : G , 3 59,332
Non-PPA sales to unrelated pames S I . . 2,408
Capacity and ancillary services revenues from unrelated partles 25,698
Total revenues . . s . ‘ - o 217,558 -
Expenses , , ot e ' ’
Amortization of nuclear fuel T I C : 24,068
Department of Energy waste disposal fees . =~ , T 4,945
Independent system operator charges ' ' - v 752
Compensation-related expenses ' : : 47,310
Contractual services, professional services, and staff augmentation 14,573
Administrative support services from Constellation Energy Group, Inc. 11,647
CECG power services agency agreement 2,691
Depreciation 17,160
Accretion of asset retirement obligations 11,257
Property taxes 8,447
Other expenses 13,891
Less amounts reimbursed by Long Island Power Authority (3,788)
Total expenses 152,953
Operating Income 64,605
Other Income
Net earnings on nuclear decommissioning trust funds 5,216
Provision for income taxes on nuclear decommissioning trust fund earnings (1,333)
Interest income 31
Total other income 3,914
Net Income $ 68,519

The accompanying notes are an integral part of these consolidated financial statements.



CONSOLIDATED BALANCE SHEET

Constellation Energy Nuclear Group, LLC

December 31,

2009
(In Thousands of
. U.S. Dollars)
Assets
Current Assets coathe L
Cash and cash equivalents $ 222,443
Accounts receivable from the sale of power:
Constellation Energy Commodities Group, Inc. (CECG) 69,205
EDF Trading North America, LLC 7,261
Unrelated parties 43,885

Other receivables:

- UniStar Nuclear Energy, LLC 4,265
" Subsidiaries  of Constellation Energy Group (CEG) 535

Unrelated parties 5,845
Spare parts, materials, and supplies 137,453
Prepaid expenses and other current assets 20,637
Current portion of Ginna power purchase agreement (Note 7) 1,445
Total current assets 512,974

Investments and Other Noncurrent Assets ret -

" Nuclear decommissioning trust funds IR 1,244,683
Nuclear fuel—net of amortization 511,857
Ginna.power purchase agreement 11,850
Deferred costs of CECG power services agency agreement 13,726
Other noncurrent assets 302
Total investments and other noncurrent assets 1,772,418

Property, Plant, and Equipment
Plant in service 3,565,734
- Accumulated depreciation (1,188,174)
Net plant in service 2,377,560
- Construction work in progress 254,197
Total property; plant, and equipment 2,631,757

Total Assets

$ 4,917,149

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDAYED BALANCYE SHEET

Constellation Energy Nuclear Group, LLC Gowdmamet e anwyye S
December 31,
2009
(In Thousands of
U.S. Dollars) .
Liabilities and Members’ Equity SRR

Current Liabilities

Accounts payable and accrued liabilities: SR et
Unrelated parties oot , R e ~:$ 166,211
CEG and subsidiaries of CEG ' © 13,976

Current portion of postretirement and postemployment benefit obligations by 5,466

Current portion of power purchase agreement with CECG S = 371,276

* Total current liabilities . e 9556979

Noncurrent Liabilities » S
Asset retirement obligations » S ‘ 11,036,399
Power purchase agreement with CECG 400,854
Pension obligations 172,549
Postretirement and postemployment benefit obligations e L e VT e 94,122
Deferred income taxes on nuclear decommissioning trust funds L R AP Rt 11,816
Other noncurrent liabilities e s, 355
Total noncurrent liabilities L s e 10716,095

Leases, Commitments, Guarantees, and Contingencies (see Notes 9 and 10)

Members’ Equity e g
‘Members’ capital : L e .. 2,987,752
Accumulated deficit R Co o (362,392)
Accumulated other comprehensive income (loss) S T 18,765
Total members equity ) o Co S 2,644,125

Total Liabilities and Members’ Equity : $4,917,149

The accompanying notes are an integral part of these consolidated financial statements.



CONSCLIDATED STATEMENT OF CASH FLOWS

Constellation Energy Nuclear Group, LLC

For the
period
November 6
through
December 31,
2009

(In Thousands
of U.S. Dollars)

Cash Flows From Operating Activities

Net Income $ 68,519
Adjustments to reconcile to net cash prov1ded by operating activities: ' v 2
Amortization of nuclear fuel ‘ . 24,068
Depreciation ' - o 17,160
Amortization of Ginna power purchase agreement - ' (882)
Accretion of asset retirement obligations o 11,257
Net earnings on. nuclear decommissioning trust funds o X . (5,216)
Provision for income taxes on nuclear decommissioning trust fund earnlngs o ‘ : 1,333
Defined benefit obligation expense : o . 6,676
Defined benefit obligation payments (1,202
Long-term incentive plan compensation ' ' o 778
Changes in: ' : o A
Accounts receivable . (76,747)
Spare parts, materials, and supplies” o o (3,585)
Prepaid expenses and other-current assets - - S : : e - 9568
Deferred costs of CECG power services agen.cy,agr_eement L . ‘ 1 (3,726)
Accounts payable and accrued liabilities ‘ _ , 10,290
Net cash provided by operating activities ) ‘ ‘ " ' ‘ 58,291
Cash Flows From Investing Activities
Investments in property, plant, and equipment (34,493)
Purchases of nuclear fuel (12,760)
Investments in nuclear decommissioning trust fund securities (30,697)
Proceeds from the sale of nuclear decommissioning trust fund securities 30,697
Net cash used in investing activities (47,253)

Cash Flows From Financing Activities

Distributions to members (13,515)
Net cash used in financing activities (13,515)
Net Decrease in Cash and Cash Equivalents (2,477)
Cash and Cash Equivalents at Beginning of Period 224,920
Cash and Cash Equivalents at End of Period $ 222,443

The accompanying notes are an integral part of these consolidated financial statements.



Consolidated Statement of Changes in Members’ Equity and Comprehensive Income

Constellation Energy Nuclear Group, LLC

Accumulated
Other Total
Members’ Accumulated Comprehensive Members’
Capital Deficit Income (Loss) Equity
: B (In Thousands of U.S. Dollars)
Balance, November 6, 2009 $2,986,974 $(417,396) $(25,133) $ 2,544,445
Comprehensive income: :
Net income 68,519 68,519
Other comprehensive income (OCI):
Change in unrealized gains on nuclear J ;
. decommissioning trust funds, net of taxes of $5,434 27,065 27,065
Reclassification of net losses on nuclear
decommissioning trust funds from OCI to net
income, net of taxes of $77 610 610
Gain arising during period on defined benefit plans 14,150 14,150
Amortization of net actuarial loss, net prior service ‘
cost, and transition obligation included in net
petiodic benefit cost © 2,073 2,073
Total comprehensive income 68,519 43,898 112,417
Contribution for long-term incentive plan * 778 778
Distributions (13,515) (13,515)
Balance, December 31, 2009 $2,987,752 %362,392) $18,765 $2,644,125

*

The accompanying notes are an integral part of these consolidated financial statements.

Represents noncash transactions with members associated with employees long-term incentive plan awards.



Constellation Energy Nuclear Group, LLC

Notes to Consolidated Financial Statements
For the Period November 6 Through December 31, 2009

1 Organization and Business

Formation and Organization of the Company

Constellation Energy Nuclear Group, LLC (“CENG” or “the
Company”) is a Maryland limited liability company formed on
December 15, 1999 and reorganized on November 6, 2009. The
Company’s members and their respective member interests are as
follows: 49.11% by Constellation Nuclear, LLC (“CNL”),
0.90% by CE Nuclear, LLC (“CEN”), and 49.99% by

EDF Inc. (“EDFI”) (formerly EDF Development, Inc.), all of
which are Delaware limited liability companies:: CNL and CEN
are ultimately wholly owned subsidiaries of Constellation Energy
Group, Inc. (“CEG”), which, through its. interests in CNL and
CEN, owns 50.01% of the Company. EDFI is a wholly owned
subsidiary of E.D.E. International S.A. (“EDF International”),
which is ultimately a wholly owned subsxdlary of Electricité de
France, SA (“EDF”). ‘

EDFI acquired its- member interest in the Company
effective 10:00 AM Eastern Standard Time on November 6,.
2009 (the “EDF Closing”). Prior to this date, the Company was
a wholly owned subsidiary of CEG. The results of operations
and cash flows of the Company are presented for the period
November 6 through December 31, 2009 subsequent to the
transaction. The Company carried forward its historical basis of
assets and liabilities as a result of this transaction.

The operation of the Company is subject to various
agreements among the members, including the Second Amended
and Restated Operating Agreement dated November 6, 2009
(the “Operating Agreement”). These agreements include
provisions which describe, among other matters, the formation
and termination of the Company, the rights and responsibilities
of the members, the operating activities of the Company, the
governance of the Company; capital contributions by the
members, and profit distributions to the members. The
agreements contain mechanisms for the members to contribute

additional capital or make loan advances to the Company if
needed.

The Company is governed by a board.of ten directors, five
of which are appointed by CNL and five by EDFI. In addition,
the consents of both CNL and EDFI are required before the - -
Company may take certain significant actions, including
materially changing the scope of the Company’s businesses,
issuing credit support outside the ordinary course of business,
incurring certain types of indebtedness, and entering into
agreements of significant size or duration. In general, the
Company is jointly controlled by CEG and EDFI, except for - .
matters. related to nuclear safety, security and reliability, certain
regulatory and environmental compliance issues, and senior
executive officer appointments for which CEG has a casting or. :
controlling vote. No. member is obligated individually for any -
debt, obligation, or liability of the Company solely by reason of
being a member of the Company. Only obligations of the
Company that are assumed by a member in a separate written
agreement can become liabilities of a member. In the event the -
Company were to be liquidated, the remaining equity of the
Company would be divided. among the members according to
each-member’s ownership interest. -

Nature of the Business .

The Company owns and operates three nuclear power plants -
having a total capacity of 4,044 megawatts (“MW”) as set forth
below. The 18% of Nine Mile Point Unit 2 (NMP2) not owned
by the Company is owned by the Long Island Power ‘Authority
(“LIPA”),.an unrelated party, which reimburses the Company for
its 18% share of the operating and construction costs of that -
unit. The Company and LIPA are each respons1ble for provndmg
their own financing for NMP2.

% MW Most

. Owned Owned  Expiration Recent
: - Total By the By the Of NRC  Refueling

Plant Location Region MW  Company Company License Outage
Calvert Cliffs Unit 1 Calvert County, MD  PJM 855 100% = 855 2034 03/2008
Calvert Cliffs Unit-2 Calvert County, MD PIM 850 100% 850 2036 03/2009
Ginna .. Ontario, NY NYISO 581 100% 581 2029 10/2009
Nine Mile Point Unit 1 Scriba, NY NYISO 620 100% 620 2029 04/2009
Nine Mile Point Unit 2 Scriba, NY NYISO 1,138 82% 933 2046 04/2008
~ 4,044 3,839 o

.The Calvert Cliffs and Nine Mile Point units are on
24-month refueling outage schedules, and the Ginna plant is on
an 18-month refueling outage schedule.

The Company is making investments in.Nine Mile Point
Unit 2 which are expected to increase the capacity of that unit
by 105 MW from 1,138 MW to 1,243 MW effective
approximately June of 2012. In January 2010, the Company and
LIPA entered into an agreement under which LIPA will

participate in' 18% of this capacity increase consistent with their
existing ownership interest. The costs incurred through
December 31, 2009 which were attributable to LIPA’s share of
the increased capacity were approximately $16.3 million, and
LIPA reimbursed the Company for this amount in January
2010. As a result, the Company’s and LIPA’s ownership interests
in Nine Mile Point Unit 2 continue to be 82% and 18%,
respectively.



2 Related-Party Transactions

In the normal course of business, the Company conducts
transactions with certain related partles under the followmg
agreements. S

Power Purchase Agreements
As discussed in‘Note 7, the power generated by the Coripany’s:
plants’is sold through various Power Purchase Agreements:
(“PPAs”) to Cbnstellation Energy Commodities Group :
(“CECG”), a wholly owned subsidiary of CEG; EDF Trading '
North America, LLC (“EDFTNA?), which is ultimately a wholly
owned subsidiary of EDF; and unrelated parties. -
Administrative Services Agreement

The Company purchases various administrative ‘services. from-
CEG pursuant to a fixed-price contract and a consumption-: .
based contract. The fixed-price contract covers most services at -
an annual cost of $66 million, and the ‘consumption-based
contract covers primarily information technology services. Both
contracts expire on December 31;:2010, after which they are to
be replaced by a new administrative sérvices: agreement that will
incorporate a d1rect-chargmg mechamsm . :

Power Services Agency'Agreement .

The Company purchases certain scheduling, asset management, -
and billing services from CECG under a power services agency
agreement that expires December 31, 2014"(the “Power Services:
Agency Agreement”). The cost of the Power Services Agency
Agreement is. chatged to expense at the annual rate of .
approximately $16.1 million. Cumulative scheduled payments
under the Power Services Agency Agreement in excess of the
expensed amounts are recorded in the Consolidated Balance
Sheet as a deferred cost. Payments required for each year of the
Power-Services Agency Agreement and the related- deferred costs:
at the respective year ends are as follows:

Year-End Deferred

Cost Balance
o — - Current
Year Payments Total Portion

_ (In Thousands)
November 6 through S
$ I

December 31,:2009 $ 6,417 $ 3,726
2010 42,100 29,681 2,545
2011 13,600 27,135 7,645
2012 8,500 19;490 7,645
2013 - 8,500 11,845 11,845
2014 © 4,300 Do —
Total

© $83,417

Pension Plan
As discussed in Note 8, pendmg a ﬁnal ERISA 4044 evaluatron,
the assets of oné-of the Company’s perisiohi plans are ¥
co-managed with the assets of CEG’s pensron plan as of -
December 31, 2009 :

Contractual Services Agreements : i
EDF has seconded certain of its employees to .the Company, and
the Company has an agreement to reimburse EDF fot the costs
of these employees. During the period November 6 through
December: 31, 2009; the.Company incurred costs of $84,000
under this agreement. The costs ‘4re fecorded in “Contractual =
services, professional services; and staff d@ugmenitation” expense.
UniStar Nuclear Energy, ELC (“UNE”) is‘a 50/50 joint
venture between subsidiaries of CEG and EDE The Company
has assigned. certain of its ‘employees, and provides technical;
managerial, and administrative services, to UNE through a
cost-reimbursement project billing arrangement. For the petiod
November 6 through December31, 2009, rermbursable costs’
were approximately $3.5 miillion.

Contmgent Recelpts

As discussed in:Note 10; CEG is entltled to ‘any funds' received -
ftom the U.S. Department of Energy (“DOE”) that reimburse
costs expended prior to:the EDE Closing for the storage of =
spent nuclear fuel at'the Company’s nuclear ‘sites. -

Parental Guarantees : K »
CEG and EDF have-issued or are otherwrse responsrble for the
following guarantees,. financial assurances; and letters of credit on
behalf of the Company or its operating subsidiaries with respect
to various Company or subsidiary obligations in the combined
aggregate amount of approximately $980.3 million. CEG and-
EDF share in these oblrgatrons in"proportion to their respectlve
member interests.” .
¢ $587.5 mllhon in guarantees for the payment of
contingent retrospective premium adjustments for the
- nuclear liability insurance discussed in Note 10;
~ & $93.5 million in guarantees for the payment of
* - contingent retrospective premium adjustments for the.
“nuclear’ property and decontammatron hablhry insurance
discussed in Note 10;
¢ $290.0 million in combined support agreerfient’
obligations to meet U.S. Nuclear Regulatory
Commission (“NRC”) requirements;
¢ $7.2'million’in guarantees associated with hazardotis
waste management facilities, underground storage tanks,
and operating within the PJM region; and '
¢ $2.1 million in irrévocable ‘standby letters of credit for
workers compenjsation insurance deductibles. *



3 Significant Accounting Policies
Significant accounting policies pertaining to matters:discussed in
other: notes are disclosed in: those notes.-The following are

signiﬁcant“accounting‘ policies not discussed elsewhere.

Basis of Presentatlon

These ‘consolidated financial statements are presented in Umted

States dollars in accordance with accounting principles generally -
accepted in the United States of America (“GAAP”) and include.
the accounts of the. Company andall entities controlled by the
Company. All ‘material mtercompany balances and transactions-
have been: eliminated. T .
- Management evaluated for 1nclusron in these ﬁna.ncml
statements events and transactions that;occurred after
December 31, 2009 through February 26 2010 the date thcse
financial statements were issued.

Use of Estlmates

When ‘preparing financial- statements:in accordance with GAAP,
management -makes estimates and assumptions that affect the- ..
reposted:amdunts:of assets and liabilities; the disclosure of:
contingent assets:and liabilities.at the date-of the financial ...
statements, and the reported amounts of revenues and expenses
during the reporting period., Actual results could- differ‘materially
fromrthose estimates. - - .1 vy R

i
-

Derwahves ERE N

TFhe Company .does-nog have,,any contracts Lhat meet the
definition. of a derivative, other than certain PPAs qualifying for:
the normal purchases.and normal sales exception under GAAP
which are therefore.accounted for on the.accrual basis and net
reported- at fair. value;
Falr Value o i o e
We determine the fair value of our assets and llabrlmes using.;
unadjusted quoted prices in active markets (Level 1) or pricing
inputs that are observable (Level 2) wheneyer that information. is
available- We -use unobservable inputs (Level 3) to estimate fair-
valuée- only when relevant observable inputs are not available. -

- We cldssify assets.and. liabilities within: the fair value - - - .’
hierarchy based on the -lowest, level of input-that is sigrificant 1o
the fair value measurement of each individual asset and liability
taken as a whole. We determine fair value measurements
classified as Level 1 or Level 2 by multiplying the pricing input
by the quantity. We primarily determine fair value measurements
classified as Level 3 using the income valuation approach, which
involves discounting estimated cash flows using assumptions that
market participants would use in pricing the asset or liability.

Income Taxes ,

The Company’s qualified nuclear decommissioning trust ﬁmds
are subject to federal income taxes as separate taxable entities,
and a provision for those taxes is made in these financial
statements. No additional provision for income taxes is made in
these financial statements because the Company is considered a
partnership: for income tax purposes and; accordingly, the
members are résponsible for the income tax consequences of
their respective shares of the Company’s income, loss,.
deductions, and credits. >

Cash and Cash Equivalents

Cash and cash equivalents consist of cash and hlghly liquid
investments with. original maturities of three months or less,
other than those held in and. reported as “Nuclear
decommissioning trust funds.” Cash and cash equivalents are
reported in the Consolidated Balance Sheet at fair value in.the .
Level 1 hierarchy.

Accounts Recewable
Accounts receivable are stated net.of. any allowance for
uncollectibles. At December 31,-2009, the allowance for

uncollectibles was not material.

Spare Parts, Materlals, and Supplles -

Spare parts, materials, and supplies (other than capital spares and
rotatable spares, - which are included in property, plant, and
equipment). are stated at the lower. of average cost or market.

Nuclear Fuel

As discussed :in Note 9, the Company has long—term contracts
for the purchase, conversion, and enrichment. of nuclear fuel, the
fabrication of fuel rod assemblies, and the procurement of
canisters for the storage of spent nuclear fuel. Costs incurred
under, these contracts are recorded in the Consolidated Balance
Sheet .as “Nuclear fuel—net of amortization.” These contracts do
not meet the definition of a derivative or a lease, and the
Company accounts for them on the accrual basis. The nuclear
fuel and canister costs are amortized based on the energy
produced over the life of the fuel in the reactor, and the
amortization expense is reported in the Consolidated Statement
of Income as “Amortization of nuclear fuel.” In addition, fees
paid to the DOE for the disposal of spent nuclear fuel are
recorded to expense as incurred.



4 Property, Plant, and Equipment

Original Cost

Property, plant, and equipment (‘PP&E”) is recorded atiits
original. cost; ‘net ‘of accumulated.depreciation: Original cost
includes the material, labor, and ‘contractor costs directly
associated with the: acquisition or’ construction of the PP&E. In :
addition, as discussed in Note 6, the cost of PP&E includes the
associated: asset, retirement costs.: Executive and general
management costs are charged to expense, not to PP&E. The
costs of capital projects are accumulated in the Consolidated
Balance Sheet as “Construction work in progress” until the assets
are placed in service.

The smallest item recorded as PP&E is a‘retirement unit.*
When a retirement unit:is replaced, and in certain citcumstances
when a retirement unit’is refurbished, the cost of the
replacement or refurbishment is ¢apitalized. When only part of a
retirement unit is replaced or when maintenance (including -
planned major maintenance) is performed, the cost is charged: to
expense in the Consolidated Statement of Income.

Certain significant spare parts, defined as Capital Spares or
Rotatable Spares, are recorded in “Plant in service” rather than -
in “Spare parts, materials; and stipplies” and aré depreciated and -
otherwise accounted for-consistent with other “Plant in service:.”

Depreciation Expense and Useful Life

Plant buildings and equiptent are depreciated using the group
straight-line method: Dépreciation groups ‘consist of retirement:
units that are similar in nature and that have approximarely the
same useful lives. Assets are depreciated through the shorter of
their useful lives or the license expiration date of the plant with
which the asset is associated. Periodically, depreciation studies aré
conductéd to-update the-useful lives of the various dépreciation
groups. PP&E "other' than plant buildings and equipment is
generally deprecidted on a’straight-line basis. Plant buildings and
equipment’comprise more than 95% of the carrying value of the
Companys PP&E, with computer software, office equipment
and furniture, and transportation equipment comprising the ™
remainder of the PP&E. The weighted average annual
depreciation rate applied to'the gross cost of PP&E at
December 31 2009 was 3.1%.

10

Retirements
For routine retirements ‘of. PP&E deprec1ated under the group
depreciation method, the cost of the asset being retired is: ;.
removed from both “Plant in service” and “Accumulated

depreciation” in the Consolidated Balance:Sheet. No gain:or:less:

is recorded for routine retirements because. the .depreciation rates
under the group method contemplate a staristical dispersion of
routine retirement activity. For extraordinary. retitfements not
contemplated in the:periodic depreciation. studies, and for the
retirement of. other PP&E not depreciated under the ‘group
method of depreciation, any disposition gain or loss is recorded
in the Consolidated Statement of Income. The cost of removing
assets from service is-charged ‘to expense as incurred.:

Impalrment Evaluatlons

The Company periodically evaluates whether events have
occurred or conditions have changed that would indicate a.. = -
further evaluation:is warranted to determine whether its PP&E
may be impaired. This evaluation is performed at the. lowest

level for which: identifiable cash flows: are largely independent of :

the cash flows of other groups of .assets and liabilities. The .
PP&E -asset groups evaluated for impairment are 1) Calvert -
Cliffs, 2):Nine Mile Point, 3) Ginna, and 4) the entire -
Company including headquarters and non-plant PP&E. The-
PP&E asset groups consist of the plant-specific PP&E, nuclear

fuel, and PPA assets and liabilities. An impairment would be .= =

indicated:if the:undiscounted estimated future cash flows are less
than the carrying amount. of the asset group, in-which case the -
carrying values of the assets and liabilities comprising the -+ - -
impaired PP&E asset-group would be:adjusted to their fair
values, and a corresponding charge would be:made in the:> -
Consolidated Statement of Income. For the period November 6
through December 31, 2009, none of the Companys PP&E
asset groups were lmparred

Nine Mile Polnt UnIt 2 ;o
Presented in the Consohdared Balance Sheet for the Companys
82% interest/in: Nine Mile: Point Unit 2 is-$410.7 million of
plant in setvice; $92.3 million of accumulated- deprecratron and
$100 6 million: of constructlon work in progress : P

I



5 Nuclear Decommissioning Trust Funds

As discussed. in Note 6, the Company is obligated to
decommission its plants after they cease operation in-accordance
with NRC regulations and relevant state requirements. In
accordance with NRC regulations, the Company maintains
external trust funds to fund the costs-expected to be incurred to
decommission its plants. The 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.
Investments by- nuclea: decommissioning trust funds are guided
by the “prudent man” investment principle, and the trusts are
prohibited from investing directly in CEG, EDE, their affiliates,
or any entity owning a nuclear power plant in the United States.

It is expected that decommissioning activities will be -
undertaken through early in the 2080 decade. If the actual
return on trust fund assets were to be lower than expected, or if
the costs or timing of décommissioning activities were to. change,
the Company could have to ‘provide additional funding, which
could have a material adverse effect on the Company’s liquidity
and financial results. Any shortfall in funding would have to be
satisfied by the Company, and any excess would become
available for general corporate use or settlement of any
non-radiological decommissioning obhganons only after all NRC
decommissioning obligations are met. :

Every two years, the NRC requires U.S. nuclear power
generation companies to report the status of the funds and
provide reasonable assurance that funds will be available to
decommission their sites. The NRC has accepted the Company’s
2009 filings as providing reasonable financial assurance, and the
Company’s next NRC submittal is scheduled to be filed by
March 2011.

The trust fund investments are classified as available-for-sale
securities and are reported at fair value in the Consolidated
Balance Sheet as “Nuclear decommissioning trust funds.” The
trust fund balances were as follows at December 31, 2009:

December 31, 2009

Pre-Tax Unrealized
Gains Recorded in

Accumulated Other
Adjusted Comprehensive
Cost Income Fair Value

(In Thousands)
Calvert Cliffs $335,316 $120,791 $ 456,107
Nine Mile Point 445,839 103,899 549,738
Ginna 179,737 59,101 238,838
Total $960,892 $283,791 $1,244,683

No contributions or distributions were made to or from
any of the trust funds during the period November 6, 2009
through December 31, 2009.

Interest and dividend income net of trust expenses on the
trust funds for the period November 6 through December 31,

2009 was $5.9 million. Gross realized gains and gross. realized
losses were as follows, with cost determined on a tax-lot basis:

Amount

‘ (In Thousands)
Gross realized gains $ 2,482
Gross realized losses (3,169)
Net realized losses $ .(687)

The nuclear decommissioning trust fund assets are subject
to impairment evaluations. ' If the market value of a security falls
below the security’s carrying value, the carrying value is reduced
to market value; and a corresponding charge is recorded in the
Consolidated Statement of Income within “Net earnings on
nuclear decommissioning trust funds.” Impairment charges
recorded during the period November 6 through December 31,
2009 were approximately $1.4 million and are included in gross
realized losses in the table above. In addition, temporary changes
in the fair value of the non-impaired trust fund assets are
recorded as “Other comprehensive income.”

As discussed in Note 3, GAAP provides a hierarchy for
measuring fair value for assets recorded at fair value. The
following table sets forth, by level within the fair value hierarchy,
the fair value of the investments in the nuclear decommxssmmng
trust funds at December 31, 2009:

Total Fair Value at

Level 1 Level 2 Level 3 December 31, 2009

(In Thousands)

Marketable equity

securities $344,939 $ — $ 344,939
Mutual funds /

common collective

erusts 5,472 586,199 — 591,671
Corporate debt

securities — 170,195 — 170,195
U.S. government

agencies — 43249 — 43,249
U.S. treasuries 22,645 —_ = 22,645
State municipal bonds — 54,408 — 54,408
Cash equivalents — 17,576 — 17,576
Total $373,056 $871,627 $— $1,244,683

The investments in corporate debt securities, U.S.
government agencies, U.S. treasuries, and state municipal bonds
mature on the following schedule:

At December 31, 2009
(In Thousands)

Less than 1 year $ 9843
1-5 years 95,352
5-10 years 82,456
More than 10 years 102,846
Total maturities of debt securities $290,497




6 Asset Retirement Obligations

The Company incurs legal obligations, known s asset retirement
obligations (“AROs”); arising from the requirement to
decommission and decontaminate its nuclear generating facilities
in connection with their future retirement. These AROs are
measured by ‘estimating their present values based upon

managements judgment of the probability, amount, and timing

of decommissioning payments and the appropriate interest rates
to discount these future cash flows to present value;: -

The ARO measurements are determined utlhzmg
site-specific decommissioning cost estimates which are updated
periodically. The Company believes these estimates continue to.
be reasonable as of December 31, 2009. However, given the
magnitude of the amounts involved, the complicated and
ever-changmg technical and regulatory requirements, and, the
long time horizons involved, the actual obligation could vary
from the assumptions used in management’s estimates, and the
impact of such variations could be material.

When an ARO liability is recorded, a corrcspondmg ‘
increase to the related long-lived asset is also recorded. When
changes in the assumptions used to calculate the fair value of
existing AROs result in a material change to the existing -

carrying value, the carrying values of both the ARO liability and '

the related Iong-hved asset are adjusted. .
Since the fair value of the ARO is determined usmg a
present value approach, accretion of the liability due to the
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passage of time is recognized in the Consolidated Statement of
Income as “Accretion of asset retirement obligations” until the
settlement of the liability. When the liability is finally settled, 2
gain or loss will be recorded for any difference between the
recorded liability and the actual costs incurred.

The following is a summary of the Companys ARO
liabilities:

December 31, 2009’:
 (In Thousands)

Plant

Calvé_rt Cliffs $ 359,197
Nine Mile Point 396,929
Ginna 280,273
Total $1,036,399

The changc in the ARO liability for the period
November 6 thiough December 31; 2009 was as follows:

ARO Rollforward Momt

A (In Thousands)
Liability at November 6,_ 2009 $1,025,142.
Accretion expense 11,257
Liability at December 31, 2009 $1,036,399




: Power Purchase Agreements and Revenue Sharing Agreements

Power Purchase Agreements : .
The Company earns revenue primarily from the sale of power
from its plants under its PPAs. Energy, capacity, and ancillary
services not sold under PPAs are sold to independent system
operators (“ISOs”) at day-ahead market prices. The PPAs either
do not meet the definition of a derivative or qualify for
derivative accounting’s normal purchases and normal sales
exception under GAAP. As a result, revenue is recorded on the
accrual method in the period when the Company phy51caﬂy
delivers electricity.

The Company has a fixed-price unit-contingent PPA .
expiring in June 2014 with the former owner of the Ginna plant
for approximately 90% of the available energy output from the
Ginna plant. The Ginna PPA was executed in November 2003
at prices other than market, and it became effective upon the:
closing of the acquisition of Ginna in June 2004. Accordingly,
the Ginna PPA was recorded in the Consolidated Balance Sheet
at fair value at the time of execution, and the existing above-
market value is being amortized against revenue over the
remaining term of the contract.

The Company has four fixed-price unit-contingent PPAs
expiring in November 2011 with the former owners of Nine
Mile Point Unit 2 (NMP2) for a total of 90% of the Company’s
82% share of the available energy from NMP2. Because, these.
PPAs were at market value when they became effective in
November 2001, the Company did not record a PPA asset or
liability in the Consolidated Balance Sheet. :

On November 6, 2009, the Cornpany entered into five
PPAs with CECG and five PPAs with EDFTNA for ‘
substannally all ‘of the energy available from its plants after
fulfilling its obligations under the Ginna PPA and NMP2 PPAs.
These CECG and EDFTNA PPAs explre in December 2014
and require the physical delivery of power, except during
planned outages. In the event of an unplanned outage, the
Company is required to purchase power in the open market to
meet its obligations under the PPAs. Under these PPAs, the
Company has the ability to ﬁx the price of a pomon of the
available energy, with any remaining power sold in the spot
market at day-ahead prices, and the Company has fixed the
price for certain portions of future available energy. The split of
available energy berween CECG and EDFTNA after the
Company fulfills its obligations under the Ginna PPA and the
NMP2 PPAs is as set forth below:

PPAs Energy Splic 2010 2011 20122014
CECG PPAs o 90% 87.5%  85%
EDFTNA PPAs 10% 12.5% 15%
Total available 100%

100% 100%- -
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The CECG PPAs were structured at below-market prices at
inception for 2010 .and 2011. The fair values of the PPAs were
determined using Level 2 inputs and totaled approximately.
$772.1 million. The Company recorded this amount in the
Consolidated Balance Sheet as “Power purchase agreement with
CECG” and will amortize it into revenue over the two-year
period beginning January 1, 2010 based on the terms of the .
contracts. . ‘ o

The table. below presents the estimated favorable
(unfavorable) non-cash effect-on revenues of the amortization of

the CECG PPA liabilities and the Ginna PPA asset:

Year Ended

December 31, 2013 ° 2014 Total

, ({(z .j”bouéandx)

2010 12011 020127

CECG PPA
liability
amortization $371,276 $400,854 $

Ginna PPA

asset

— % — %  — $772,130

ameortization . (1,445). (2; 152) (3, 205) (3,881) (2,61 1) (13 294)
Net PPA
amortization '$369,831 $398, 702 $(3,205) $(3,881) $(2, 611) $758,836

Revenue Sharmg Agreements
In connection with the purchase of Nine Mile Point Unit 2, the
Company entered into 10-year unit-contingent revenue sharmg
agreements (“RSAs™) with the former owners of that unit (the
“Former NMP2 Owners”). The RSAs, which apply only to the
82% of the unit owned by the Company, will become effective
upon the expiration of the NMP2 PPAs and will expire in _
November 2021. Under the RSAs, the Company is required to
pay to the Former NMP2 Owners 80% of the positive spread, if
any, between the actual revenues per MWh earned by NMP2
and the RSA floor price per MWh for the period. The floor
price starts at $40.75/MWh in RSA « contract year 1 (December
2011—November 2012) and increases two percent annually over
the 10-year term. The Company will record .any amounts earned
by the Former NMPZ ‘Owners under the RSAs as expense in the
periods incurred.



8 Employee Benefit Plans

The Company sponsors several defined-benefit pension,
postretirement, and ‘other postemployment benefit plans, as well
as contributory employee savings plans (the “plans™). Prior to the
EDF Closing, CENG employees other than Nine Mile Point
employees had participated in CEG’s defined benefit plans.
Effective November 6, 2009, CEG transferred the defined
benefit obligations for these plans, at historical cost, to the
Company. Employees of the Nine Mile Point plant are covered
by one set of plans (the “CENG-NMP Plans”), and the rest of
the Company’s employees (Calvert Cliffs, Ginna, and the
headquarters staff) are covered by another set of plans (the
“CENG Plans”). At December 31, 2009, these plans include
only qualified plans in which most employees are eligible to
participate. Each of the plans is described below, and the
benefits under the defined-benefit plans are calculated generally
based on age, years of service, and pay. For each plan, the
measurement date is December 31, 2009.

Pension Benefits

The Company maintains one pension plan for its Nine Mile
Point employees (the “CENG-NMP Pension Plan”) and another
pension plan for the rest of the Company’s employees (the
““CENG Pension Plan”). On November 6, 2009, the assets of
the CENG Pension Plan were segregated to a master trust
sub-account within CEG’s pension plan miaster trust based on an
initial calculation under section 4044 of ERISA. The assets are
expecied to be transferred to CENG’s separate master trust
following the final ERISA 4044 ecvaluation, approval by CENG
and its members, and the formation of the Company’s
investment committee. At that time, the assets of both of the
Company’s pension plans will be managed separately from those
of CEG. Until then, they will be co-managed with the assets of
CEG’s pension plan. The design of the CENG Plans is identical
to the design of the CEG plans with no changes in benefit
formulas or plan amendments during the perlod November 6
through December 31, 2009.

At December 31, 2009, both pension plans are qualified
plans under IRS regulations. The Company funds the qualified
plans by contributing at least the minimum amount required
under IRS regulations. The amount of funding is calculated
using the projected unit credit cost method. During 2010, the
Company expects to contribute approximately $14.0 million and
$34.3 million to the CENG-NMP Pension Plan and the CENG
Pension Plan, respectively.
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Postretirement and Other Posténiploy;nant Benefits -
The following table summarizes the defined postretirement and -
other’ postemployment benefit obhgatlons in the Consolidated

Balarice Sheet :

December 31,

2009
. (In Thousands)

Postretirement benefits $91,478
Postemployment benefits 8,110.
Total postretirement and other - '

postemployment benefit obligations 99,588
Less amount recorded in current liabilities (5,466)
Total noncurrent postretirement and other '

postemployment benefit obligations $94,122

Postretivement Benefits

The Company sponsors defined-benefit postreurement health
care and life insurance plans that cover the majority of its
employees. Generally, the benefits under these plans are
calculated based on age, years of service, and pension benefit - -
levels or final base pay. The Company does not fund these
plans. Almost all of the retirees make contributions to cover a
portion of the medical plan costs, but retirees do not make
contributions to cover the costs of the life insurance plan. The
Company’s contributions for retiree medlcal coveragé for future
retirees who were under the age of 55 on January 1, 2002 are
capped at the 2002 level except for Nine Mile Point retirees.
Company medical contributions for Nine Mile Point retirecs are
capped at 2009 levels, and union employees hired after the’ end
of the last contract in 2006 are not eligible for retiree mcdlcal
benefits.

Other Postemployment Benefits -
The Company provides the following postemployment benefits:
¢ health and life insurance benefits to eligible employees
determined to be disabled under the Disability
Insurance Plan, and
¢ income replacement payments for Nine Mile Point
umon—represented employees determined to. be disabled.
The Company recognized expense associated with its other
postemployment benefits of $48,000 for the period November 6
through December 31, 2009. v
The assumed discount rate for other postemployment
benefits was 4.75% at December 31, 2009.

Employee Savings Plan Benefits

The Company sponsors defined-contribution employee savings
plans that are offered to all eligible employees. The plans are
qualified 401(k) plans under the Internal Revenue Code. The
Company makes matching contributions in cash to participant
accounts under these plans; these matching contributions totaled



approximately $1.0 million for the period November 6 through
December 31, 2009. .

Liability Adjustments for Pension Plans

The pension obligations for the Company’s qualified pension
plans were greater than' the fair value of its pensnon plan assets as
follows: - :

CENG-NMP CENG

At December 31, 2009 Total

Plan Plan
. ([n Thousands)
Accumulated benefit S
obligation i .$157,653 $207 308 $364 961
Fair value of assets 109,888 128,760 238,648
Unfunded obliga_tion ~ $ 47,765 % 78,548 $126,313

The Company is required to.reflect -the funded statuis of 'its
pension-plans in terms: of the: projected benefit obligation: © -+
(“PBO”), which:is higher than the accumulated benefit
obligation (“ABO”): because the PBO includes the impact of
expected future compensation. increases on the pension
obligation. :

CENG-NMP CENG
At December 31, 2009 Plan Plan Total
oo : (Ii_f Thousands)
Projéctedi benefit -
obligation .~ $167,074 = $244,123 $411,197
Fair value of assets 109,888 128,760 238,648
Unfunded obligation  $ 57,186  $115,363 $172,549

Changes:in Projected Benefit Obligations and. Assets ot
the Pension and Postretirement Plans - ... : -

The following, tables show the changes in the pro;ected beneﬁt '
obligations and plan assets of the pension and postreurement
benefit plans. B

For the Period November 6
Through December 31,
2009

Postretirement
... Benefits-

(In Thousands)

Pension;
Benefits:

Chaﬁge in Projected Benefit
Obligations:
Benefit obligation at

| $410,465°

November 6, 2009 --$98,596
Service cost 2,751 795
Interest cost 3,507 847 -
Contributions by participants - 206

Medicare reimbursement o — 30
Actuarial gain . (3,662) (7,788)
Benefits paid, including both i o

annuity. payments and -

lump-sum distributions » ,(1,208)

(1,864).
Benefit obligationat % N
" December 31, 2009

411,197 91,478

Change in Plan Assets:

‘Fair value of plan assets at
. November 6,-2009 234,367 .. . .

Actual return on plan assets’ 6,145 =

Employer contnbutxon — 972

"Plan participants’ D
contributions =

Medicare.Part D B
relmbursement — 30

Beneﬁts paid, including both
annuity payments and
lump-sum distributions

206

(1.864)

(1,208)
Fair value of plan-assets at ‘

. December 31, 2009 238,648 - .=

Liability at-December-31; 2009 -

$172,549" " $91,478



Net Periodic Benefit Cost and Amounts Recognlzed in:
Other Comprehensive Income o SN
The following table shows the components of net periodic
benefits cost combined for the CENG-NMP Pension Plan ‘and
the CENG Pension Plan:

For the period
November 6 through
December 31, 2009

Components of Net Pension  Postretirement
Periodic Benefit Cost Benefits Benefits
(In Thousands)

Service cost $ 2,751 $ 795
Interest cost 3,507 847
Expected return on plan assets (3,445) oy
Amortization of unrecognized prior

service cost 171 (148)
Recognized net actuarial loss 1,781 259
Transition obligation —_ 9.
Amount capitalized as construction

cost . (176) (54)
Net periodic benefit cost $ 4,589 $1,708

The following is a summary of the pension and ‘
postretirement aritounts combined for the CENG-NMP Plans
and the CENG Plans that the Company has recorded in
“Accumulated other comprehensive income” ("AOCI”) and the
expected amortization of those amounts over the next year:

‘Expected

. . Dec,ember»Sl, __Amortization
AOQOCI Pension Benefits ’2009' 112010
- (In Tboummic) ‘
Actuarial loss $199,390 $IQ 840
Prior service cost 4,005 - 862
Total $203,395 - $11,702
L e ‘ Expected
December 31, ' Amortization
AOCI Postretirement Benefits 2009 T 2010
} ‘(In Thousands)
Actuarial loss $18,042 - $1,100
Prior service cost (5,227) -=:(965)
Transition obligation 178 .59
Total ' $12,993 $ 194

Expected Cash Benefit Payments

The pension and postretirement benefits the Company expects
to pay in each of the next five years and in the aggregate for the
subsequent five years for both plans are shown below. These
estimated benefits are based on the same assumptions used to
measure the benefit obligations at December 31, 2009, but

include benefits attributable to estimated: future cmployee RN
service. :

Postretirement Benefits ... ;.

. " . Before:. :Medicare. - -After

L Pension Medicare, Part D Medicare
Year(s) Benefits = Part D Subsidy’ = Part D

(In Thousands)

2010 $ 27,083 :.$ 4,511 $ (68) § 4,443
2011- 26,120~ © 5,025 0 (93) 4,932
2012 29,823 5,405 (135) 5,270
2013 34,848 6,040 ~(177) 5,863
2014 > - 41,221 . 6,680 (214) 6,466
2015- 2019 o 232,129 40,887 :.(l>,515,) . 39,372

Assumptions for Pension and Postretmement Beneﬁt
Obligations and Periodic Cost .

The Company made the' following assumptlons in calculatmg its
pension and postretirement obligations and.periodic osts at:
December 31, 2009 based upon the investment 'strategy, -asset -
mix target, and expected returns for. each asset class in CEG’s.
pension plan, since the Company’s pension plans are currently: ;-
managed by CEG’s Investment Committee:

December 31 2009 s
P Impacts

P Postreti ‘Assu.

Benefi Renefi Calculation of
Discount rate 6.00% 6.50%  Benefit obhgatlon and

‘ » o perlodlc cost -
Expected return on - B 8.50% “N/A Penqdlc cost
cplanassers T T T e
Rate of 3.55%/4.00% 3.55%/4.00% Benefit obligation and
compensation periodic cost

increase for
CENG-NMP Plan
and CENG Plan,
respectively

The discount rate is based on an analysis of high quality
corporate bonds whose maturities match the Company’s expected
benefit payments. The 8.50% overall expected long-term rate of
return on plan assets reflects the Company’s long-term
investment strategy in terms of asset mix targets and expected
returns for each asset class for this period.

The Company assumed health care inflation rates of 8.00%
and 7.50% for 2010 and 2011, respectively, with an ultimate
trend rate of 5.00% to be reached in 2016.

A one-percent increase in the health care inflation rate from
the assumed rates would increase the accumulated postretirement
benefit obligation by approximately $3.5 million at
December 31, 2009 and would increase the combined service
and interest costs of the postretirement benefit cost by
approximately $99,000 annually.

A one-percent decrease in the health care inflation rate
from the assumed rates would decrease the accumulated
postretirement benefit obligation by approximarely $2.8 million
at December 31, 2009 and would decrease the combined service
and interest costs of the postretirement benefit cost by
approximately $78,000 annually.



Qualified Pension Plan Assets
Investment Strategy
The Company invests its qualified pension plan assets using the
following investment objectives:

¢ ensure availabilicy of funds for payment of plan benefits
as they Become due, ‘
provide fot"a reasoriable amount of long-term growth of
capital without excessive volatility, -
‘produce investment results thdt meet ot exceed the -
assumed ' long-term rate of retiirn, and
improve the funded status of the plan over time.

*
*

*

The Company will establish its owri Investment’ Comnmittee
which will be responsible for oversight over both the plans and™

the adoption of an investment strategy to achieve these
investment objectives. Currently, CEG’s Investment Commlttee
holds- these respons1b1ht1es :

Asset Allocation :
The asset allocdtion shown below is based on the results of a-
2009 asset-liability study prior to November 6, 2009. This, asset
allocation policy is long-term oriented and consistent with the
funding status of the plans.

The Company’s target asset allocations as well as the actual
2009 allocations for CEG’s qualified pension plans were as
follows

Tallget

e ‘Actual
At December 31, 2009 Allocation  Allocation
Global equity securities 48% 57%
Fixed income: securities 230 27
Alternative investments 15 T
High-yield bonds VA 7
Cash and cash equivalents — 2
Total 100%. , 100%

Following the establishment of the Compariy’s Investment
Conimittee, the investment strategy, assumed long-term returns,
and the above target asset allocation will be reassessed and the
pension plan portfolio will be rebalanced accordingly. Thereafter,
the portfolio will be rebalanced whenever the actual allocations
fall outside of the target ranges. For the long-term, the
Company will rebalance to de-risk the portfolio as the funded
status improves.

The Company determines expected return on plan assets -
using a market-related value of plan assets that recognizes asset
gains and losses ratably over a five-yedr period.: :

Fair Value of Pension Plan Assets

The following table sets forth, by levél within the fair value
hierarchy disciissed in Note 3, the combined investments in the
Pénsion Plans’ master trust at fair value at December 31, 2009
for the CENG NMP Pens10n Plan and CENG Pension Plan:’

‘Total Fair Value at
Level 2 Level 3. December 31, 2009

(In Thousands)

Level 1

Global equity AR
$134,958 -

secutities - $48,586 $ 86,372 $ - -
Fixed income ‘ ot o !
securities — 65,224 ;- —_ .. .65,224
Alternative ey v -
investments —_ — 16,785 16,785
High yield bonds 125 17,067 — 17,192
- Cash 'e'quival‘ents — 4,489 — 4,489
Total $48,711 $173,152 $16,785 $238,648

i

The above distribution by type of investment and fair value
classification is based upon CENG's 18.4% share of the total

. matket value of the master trust.

The following table sets forth a summary of changes' in the -
fair value of the‘Level 3 assets for the perlod November 6

" through December 31 2009
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For the Period November 6
Through December 31, 2009

(I Thousands)

Balance at beginning of period

$16,126
Realized gains 162
Unrealized gains 490
Assets sold during the year (431)
Purchases, sales and settlements 98
Trarisfers into and out of Level 3 340
Balance at end of period 1$16,785




9 Leases, Commitments, and Guarantees

Leases
The Company is the lessee under certain facilities and.
equipment lease agreements which expire on various dates and

have various renewal options. All leases are classified as operating.

leases. The Company included approximately.$536,000 of
expense related to its operating leases in the Consolidated

Statement of Income for the period November 6 through

December 31, 2009. :

Commitments

The Company has made substantial commitments in connection
with the operation of its plants relating to the procurement of
nuclear fuel, long-term service agreements, capital for
construction programs, and other purchases.

Nuclear Fuel .

The Company has long-term contracts for the purchase,
conversion, and enrichment of nuclear. fuel, and the fabrication
of fuel rod assemblies. These commitments provide for quantities
to substantially meet the Company’s expected requirements for
the next several years. These contracts expire between 2010 and
2028. The nuclear fuel markets are competitive and prices can
be volatile, but management does not anticipate problems in
meeting the Company’s future supply requirements.

Other Long-Term Agreements :

The Company has multi-year commitments in connection with
various construction projects, the procurement of canisters for
the disposal of spent nuclear fuel, other long-term service
agreements, and other purchase commitments for its plants.

At December 31, 2009, management estimates that the Company’s future obligations on existing commitments will be as set forth

below:
2010 2011 2012 2013 2014 Thereafter Total
s (In Thousands)

Operating leases $ 3237 ¢ 1210 $ 1,228 § 1,045 ¢ 539 § 180 § 7,439
Nuclear fuel contracts © 195,070 223,034 190,546 219,860 121,100 1,791,835 2,741,445
Power services agency agreement with CECG (see Note 2) 42,100 13,600 8,500 8,500 4,300 — 77,000
Administrative services agreements with CEG (see Note.2) 66,000 _— = — — — 66,000
Long-term service contracts, capital projects, nuclear fuel , .

.canisters, €tc. 60,289 56,771 20,409 7,427 10,187 8,505 163,588

$366,696 $294,615 $220,683 $236,832 $136,126 $1,800,520 $3,055,472

Total future obligatioﬁs

Guarantees
The Company’s guarantees do not represent incremental
obligations. Instead, they represent parental guarantees of the
obligations of its consolidated operating subsidiaries. At
December 31, 2009, the Company guaranteed the followmg on
behalf of its consolidated operating subsidiaries:
¢ a rotal’of $681 million for the contingent payment
obligation of the nuclear liability insurance retrospective
premiums discussed in Note 10,
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¢ the remaining $77 million of the payment obligations
under the Power Services Agency Agreement with
CECG discussed in Note 2, and

¢ the payment obligations resulting from non- performance
under the power purchase agreements with CECG and
EDFTNA discussed in Note 7.
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Storage of Spent Nuclear Fuel ) .

The Nuclear Waste Policy Act of 1982 (“NWPA?) required the
federal government, through the DOE, to devclop a repository
for the disposal of spent nuclear fuel and high-level radioactive »
waste. Although the NWPA and the Company’s contracts with
the DOE required the DOE to begin taking possession of spent
nuclear fuel no later than January 31, 1998, the DOE has stated
that it may not meet that obligation until 2020 at the carliest.
This delay has required that the Company undertake additional
actions and incur costs to provide on-site dry fuel storage at all
three of its nuclear sites. The Company has installed additional
capacity at its independent spent fuel storage installation
(“ISFSI”) at Calvert Cliffs, and it is constructing ISFSIs to be
placed in service at Ginna in 2010 and Nine Mile Point in
2012.

In January 2004, each of the Companys plant subsldlarles
filed complaints against the federal government in the US.
Court of Federal Claims seeking to recover damages causcd by ‘
the DOE’s failure to meet its contractual obligation to begm ‘
disposing of spent nuclear fuel by January 31, 1998. The cases
are currently stayed, pending litigation in other related cases.
Any funds received from the DOE that represent the
reimbursement of costs incurred prior to the EDF Closing shall
belong to CEG, and any funds representing the reimbursement
of costs incurred after the EDF Closing shall belong to CENG.

In connection with the purchases of the Nine Mile Point
and Ginna plants, all of the former owners’ rights and
obligations related to recovery of damages for the DOE's failure
to meet its contractual obligations were assigned to the
Company. However, any recovery from the DOE on behalf of
the Ginna damages claim is subject to a potential reimbursement
back to the former owner of the facility for up to $10 million.

Nuclear Insurance

The Company maintains nuclear insurance coverage for its
plants 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.

In November 2002, the President signed into law the
Terrorism Risk Insurance Act (“TRIA”) 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. The Company’s nuclear liability, nuclear
property, and accidental outage insurance programs described
below provide coverage for certified acts of terrorism.

19

If there were a nuclear accxdent or an extended outage at
any of the Companys units, it could have a substantial adverse
effect on the Company’s liquidity and financial results. In
addmon, if there were an accident at any nuclear power plant in
the country, the Company could be assessed retrospective
insurance premiums, which could have a substantial adverse
effect on the Company’s liquidity and financial results.

Nuclear Liabilizy Insurance

Pursuant to the Price-Anderson Act, the Company is required to
insure against public liability claims resulting from nuclear
mcxdents to the full limit of public liability. This limit of
liability consists of the maximum available commermal insurance
of $375 million and mandatory participation in an
industry-wide retrospective premium assessment program.. The
retrospective premium assessment is $117.5 million per reactor,
per incident, i increasing the ‘total amount of insurance for public
liability to approximately $12.6 billion. Under the retrospective
assessment program, the. Company 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 the worker
radiation claims insurance. Both the maximum assessment per
reactor and the maximum yearly assessment are adjusted for
inflation at least every five years based upon the Consumer Price
Index and are subject to state premium taxes. In addition, the
United States Congress could impose additional revenue-raising
measures to pay claims.

Worker Radiation Claims Insurance
The Company participates in the American Nuclear Insurers
Master Worker Program that provides coverage for worker tort
claims filed for radiation injuries. The policy provides a single
industry aggregate limit of $200 million for occurrences of
radiation injury claims against all those insured by this policy
prior to January 1, 2003; $300 million for occurrences of
radiation injury claims against all those insured by this policy
between January 1, 2003 and January 1, 2010; and
$375 million for occurrences of radiation injury claims against
all those insured by this policy on or after January 1, 2010.
The sellers of Nine Mile Point retain the liabilities for
existing and potential claims that occurred prior to November 7,
2001, and the seller of Ginna retains the liabilities for existing
and potential claims that occurred prior to June 10, 2004. In
addition, the Long Island Power Authority, which owns 18% of
Nine Mile Point Unit 2, is obligated to assume its pro rata share
of any liabilities for retrospective premiums and other premium
assessments. If claims under these policies exceed the coverage
limits, the provisions of the Price-Anderson Act would apply.

Nuclear Property Insurance
The Company’s policies provide $500 million in primary
coverage at each nuclear plant. In addition, the Company



maintains $1.8 billion of excess coverage at Ginna and

$2.3 billion in excess coverage under a 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, the Company would recover $4.5 billion instead of
$5.5 billion.

Losses resulting from non-certified acts of terrorism are '
covered as a common occurrence, meaning that if non-certified
terrorist acts occur against one or more commercial nuclear
power plants insured by the Company’s nuclear’ property
insurance company within a 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 ($3.2 bllllon as of
December 31, 2009).

Accidental Nuclear Outage Insurance

The Company’s policies provide indemnification on a weekly
basis for losses resulting from an accidental outage of a nuclear -
unit. Coverage begins after a 12-week deductible perlod and
continues at 100% of the weekly mdemmty limit for 52 weeks
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and then 80% of the weekly indemnity limit for the next
110 weeks. The Company’s coverage is up to $490 million per
unit at Calvert Cliffs and Ginna, $420 million' for Nine Mile*
Point Unit 1, and $402 million for Nine Mile Point Unit 2.
These amounts can be reduced by up to '$98 million per unit at
Calvert Cliffs, $84 million for Nine Mile Point Unit 1, and
$80 million for Nine Mile Point Unit 2 if an outage of more
than one unit is caused by a 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 result in a shortfall of
funds, all policyholders could be assessed, with the Company’s
share being up to $93 million. During 2008, the Board of
Directors for the industry mutual insurance company approved a
change to CENG’s policy that, in the event of a credit-rating
downgrade to below-investment grade, would require the
Company to post collateral in the form of a letter of credit or
cash equal to $93 million. Since CENG is not rated, CEG and
EDF have issued financial guarantees for the payment of the
retrospective premium adjustment on behalf of the Company in
the amounts of $47 million each. Alternamvely, CENG would be
requlred to purchase insurance.
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Shareholder Information

Dividends

The Board of Directors sets the record
and payment dates for quarterly
dividends. In January 2010, we declared
a quarterly dividend of $0.24 per share,
which is equivalent to an annual dividend
of $0.96 per share. We paid this dividend
on April 1, 2010, to shareholders of
record on March 10, 2010. Projected
record dates for the next three quarters
are June 10, 2010; Sept. 10, 2010; and
Dec. 10, 2010. Projected payment dates.
are July 1, 2010; Oct. 1, 2010; and

Jan. 3, 2011.

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 29 of our

2009 Form 10-K included within chis

annual report.

Independent Registered
Public Accounting Firm
PricewaterhouseCoopers LLP

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
releases—go 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 ot unsubscribe

from the service.

Form 10-K

Our 2009 Form 10-K is included as
part of this annual report. Our 2009
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 Ti'ad_ing

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 factors—including
those in the Forward-Looking Statements
and Risk Facrors sections of our 2009
Form 10-K included within this annual
report—that could cause our actual

results to differ.
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