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Financial Highlights

In millions, except per share amounts T - 2010 2009

Common Stock Data

Reported (GAAP) (loss) earmngs per share $(4.90) $22.19

Special items' $ 7.96 $(18.83)
Earnings per common share from continuing operations

and before special items (adjusted earnings per share)? $ 3.06 $ 3.36
Dividends declared per common share $ 0.96 $ 0.96
Average shares outstanding—assuming dilution 200.5 200.3
Market price per share—year-end $30.63 $35.17
Financial Data
Total revenues : $14,340 $15,599
GAAP net (loss) income attributable to common stock _ $ (983) $ 4,443

Special items (after-tax)’ $ 1,596 $(3,771)
Net income from continuing operations before: special items? $ 613 $ 672

: Total assets $20,019 $23,544

Total debt , $ 4,754 $4,871
Total common equity $7,829 $ 8,697
Capital expenditures $ 1,057 $1,595

1. 2010 includes impairment losses and other costs, gain on comprehensive agreement with EDF Group and affiliates (EDF), amortization of Constellation
Energy Nuclear Group, LLC (CENG) joint venture basis difference, economic value of CENG joint venture power purchase agreement amortization, an
international coal contract dispute settlement, loss on early retirement of 7.00% Notes due April 1, 2012, gain on sale of Mammoth Lakes geothermal
generating facility, amortization of credit facility amendment/termination fees, losses from UniStar Nuclear Energy, LLC, and deférred income tax expense
associated with Medicare Part D prescription drug subsidies.

2 Represents a measure that is not determined in accordance with generally accepred accounting principles (GAAP). However, we believe the impact of ac-
counting changes and special items obscures trends in our results and that it is usefil to consicer our results excluding these items.

1-Year Total Return To Shareholders 5-Year Total Return To Shareholders
—— Consteltation Energy —— Constellation Energy
-- S&P 500 ---- S&P 500

— — S&P 500 Utilities Index — — S&P 500 Utilities Index
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Over the past year, an investment of $100 in Constellation Energy Over the past five years, an investment of $100 in Constellation
stock on Dec. 31, 2009, was worth—with dividends reinvéest- Energy stock on Dec. 31, 2005, was worth—with dividends rein-
ed—$89.72 on Dec. 31, 2010. vested—3$61.76 on Dec. 31, 2010.
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Dear Fellow Shareholders:

Your company performed well in 2010, achieving strong
operational performance and positive results despite the
downturn in energy commaodity prices arld a challenging
economy that has constrained spending and investment
across nearly every customer segment. '

We began 2010 with an aggressive, multi-dimensional plan
to substantially grow our generation portfolio in strategic
markets, further develop innovative solutions for our growing
customer base, sharpen efficiency to drive unnecessary costs
out of the business and improve our competitive position.
These initiatives marked the next phase in the strategic
realignment we began in 2008, with a focus on building a

stable earnings foundation on which to grow our customer-
 centric business.

I'm pleased to report that we achieved all of the strategic
goals we set for our company at the start of the year, and

in many cases, we significantly exceeded both our plan and
schedule. We did so while maintaining a strong balance sheet
and favorable debt levels, giving us a platform on which to
continue growing both organically and through acquisitions.

For the year, Constellation Energy reported adjusted

earnings of $3.06 per share on revenue of $14.3 billion in
2010. Including one-time items, on a generally accepted
accounting principles (GAAP) basis we reported a loss of
$4.90 per share, primarily driven by noncash impairment
charges related to our existing nuclear joint venture, Constel-
lation Energy Nuclear Group, LLC (CENG), and our former
nuclear joint venture, UniStar Nuclear Energy, LLC. Impor-

. tantly, the one-time items resulted in a positive cash inflow of
approximately $240 million.

Business Highlights

Generation

Our generation segment reported adjusted 2010 earnings of
$1.81 per share and provided the centerpiece of our effort

to strategically deploy capital in support of our wholesale
and retail power supply businesses. We began the year with
an ambitious two-year plan to use more than $1 billion in
cash to acquire power plants in markets where our customer
load obligations exceed our generating capacity. The current,
depressed commodity price environment allowed us to make
strategically located acquisitions at prices well below the cost
of new construction, including our purchase of a 2,950-

megawatt natural gas powered fleet in the Boston area and
1,100 megawatts from two natural gas power plants in Texas.
We also completed construction and began operation of our
Hillabee plant in Alabama and the Criterion wind project in
western Maryland — the state’s first wind facility.

In less than 12 months, we grew our generation capacity to
approximately 12,000 megawatts, exceeding our goal and
leaving us well positioned to realize meaningful earnings
growth as commodity prices recover.

CENG, our nuclear joint venture with EDEF, also continued
to perform well during the year, once again earning high
marks for efficiency and reliability. EDF conrinues to be a
vital partner in our nuclear business, allowing us to leverage
our combined operational expertise and share best practices.

Last year marked a turning point in our pursuit of new
nuclear development. After several years of hard work to
assess the viability of new merchant nuclear plants in the
U.S., we concluded that our company did not have the scale
or resources to manage the risks inherent in a project of

that size. In our planning and in our corporate alliances, we
were successful in mitigating many of those risks. But in the
absence of a national program to reduce carbon emissions
and a supportive federal loan guarantee program, in addition
to the advent of new natural gas discoveries, there was t00
much uncertainty in the economic model.

NewEnergy

Our NewEnergy segment reported 2010 adjusted earnings
of 54 cents per share as we continued to grow our wholesale,
retail and energy services platform and broaden the range of
products and services we offer our customers.

During the year, we took advantage of opportunities to
expand our customer base and grow the volume of electric
and gas load that we serve. This included the strategic
decision to enter the retail residential market in Maryland
and New Jersey, targeting a new customer segment in
markets where we see long-term growth potential. We
quickly grew this business to more than 80,000 households,
capitalizing on a favorable pricing environment to pass
significant savings on to our customers. We continued the
expansion of the residentia] business this year with the launch
of home electricity service in Illinois in February, and we
are evaluating other residential markets for future growth
opportunities.




The acquisition of CPower increased our managed demand
response portfolio to approximately 1,500 megawatts. With
this acquisition, we are now the second largest provider of
this service to commercial and industrial customers. We also
moved aggressively to meet customer demand for renewable
energy. During the year, we sold 36 megawatts of customer-
sited solar installations, significantly exceeding our goal.

We also leveraged technology to help our customers take
control of their energy usage and manage costs. In May, we
launched VirtuWatt™, a powerful combination of hardware
and innovative online applications that allows customers to
manage and optimize electricity usage in real time. To date,
we have customers representing more than 200 megawatts of
load using this technology.

To support further growth of these businesses, we restruc-
tured our sales force to create a unified team that takes

a holistic approach to meeting our customers’ energy,
environmental and financial goals. In this era of economic
and environmental concern, our customers face mounting
pressure to both manage costs and make more sustainable
energy choices. Our competitive advantage is founded on our
ability to couple electricity and gas sales with a full spectrum
of energy management, demand response and efficiency
products and services.

Our relationship with Benjamin Moore & Co. provides a
good example of our broad approach to helping customers
buy, manage and use energy. In addition to supplying power
to their facilities in New York and New Jersey, we recently
installed a large, on-site solar facility expected to generate
about 70 percent of the electricity for Benjamin Moore’s
product development center and testing laboratories in
Flanders, N.J. Benjamin Moore is also using our VircuWatt
technology to better manage energy usage.

This type of customer collaboration and broad portfolio

of energy options is what separates Constellation Energy
from its competitors, and should be an important driver of
earnings growth for the NewEnergy segment going forward.

Baltimore Gas and Electric Company (BGE)

BGE, our regulated utility in central Maryland, reported
adjusted earnings of 69 cents per share for 2010 and
continued its track record of cost-effective operations, with
a strong history of safety and reliability. Since 2001, BGE’s
operations and maintenance cost per customer has been

about 20 percent lower than the average of its peer group,
consistently ranking BGE in the first quartile of approxi-
mately 100 utilities. During theyear, the BGE Smart Energy
Savers Program® was recognized as the Energy Efficiency
Program of the Year by Platts, a leading electric industry
trade publication. This award adds to a string of industry
recognition for BGE’s innovative energy efficiency, demand
response and smart grid initiatives. Together, these programs
are part of a comprehensive effort to increase system efficiency
and reliability; drive customner savings and grow investments
that we believe will contribute to future earnings growth.

BGE’s ambitious smart grid program ranks at the top of
these initiatives. In August 2010, the Maryland Public
Service Comimission (PSC) approved our smart grid
proposal, allowing us to take full advantage of a $200 million
federal stimulus grant from the U.S. Department of Energy.
Beginning later this year, BGE will begin installing more
than 2 million advanced meters throughout our service
territory, giving customers a new tool to actively manage
their energy use. This technology will also facilitate opera-
tional efficiencies and dynamic pricing programs that we
anticipate will yield estimated customer savings of at least
$2.5 billion over the life of the program.

Also in 2010, the PSC approved increases in BGE’s distri-
bution rates as part of BGE’s first combined electric and gas
rate filing in 17 years. This modest increase in distribution
rates comes at a time of declining power prices, allowing
customers to benefit from lower overall electricity costs even
as BGE makes essential investments in infrastructure to
continue improving the efficiency and reliability of

our system.

A Look Ahead

Less than ideal economic conditions and continued uncer-
tainty surrounding federal and state energy policies continue
to pose both challenges and opportunities for our company.

As existing and proposed air quality regulations from the
U.S. Environmental Protection Agency take effect in the
years ahead, many energy producers will face difficult choices
about retiring assets, investing in costly emissions control
equipment or converting older coal plants to natural gas.
Constellation Energy’s generation fleet is environmentally
advantaged when it comes to these regulations. More




1
than 90 percent of our total output comes from near-zero
or low-emission nuclear and natural gas plants, and from
coal plants we have already retrofitted with state-of-the-art
pollution control equipment. As other companies take more
polluting generation assets off-line, our fleet will be well
positioned to meet demand while maintaining a favorable
cost profile.

We are also encouraged to see customers across all of

our business lines-benefiting from competition in eriergy
markets. In Maryland, we are witnessing strong growth in
the number of customers who are shopping, with nearly
46 percent of total energy consumed in the state coming -
from a competitive energy supplier. More than 200,000
BGE residential customers are taking advantage of the
sharp decline in wholesale and retail power prices to lock in

favorable rates and reduce their monthly bills. A similar trend

is taking shape in other states such as Pennsylvania, Ohio
and Illinois. We see opportunities in the year ahead to grow
our retail residential business by expanding into new regions
and increasing our marketing in states in which we currently
operate.

Earlier this year, a few states proposed policies that could
undermine the competitive market by requiring construction
of new, unnecessary and excessively costly power plants that
would be financed with a surcharge on utility bills. Working
individually and through our industry associations and
alliances, Constellation Energy is challenging these anti-
competitive and anti-consumer actions. Robust competition
benefits our customers, as we've seen by the increase in the
number of residential and commercial customers lowering
their bills by shopping for power. Nationwide, states with
competitive energy markets are seeing greater investments

in the most cost-effective options for renewable sourcés

of energy, efficiency and demand response programs. We
will vigorously defend against policies that seek to reverse
these gains.

We also recognize that a well-functioning market requires
that consumers have access to reliable elecricity service and
state-of-the-art tools to better manage energy use. At BGE,
we have plans to invest more than $3 billion in capital over
the next five years to continue our campaign of continuous
. improvement in system reliability and customer service.
These investments are expected to grow the utility’s average

rate base approximately 28 percent over the next three

years. Much of this investment will be subject to traditional
cost recovery, resulting in meaningful earnings growth. In
addition, we anticipate making more regular rate filings with
the Maryland PSC to reduce regulatory lag and allow for a
more gradual adjustment to rates.

Taken together, we believe these growth initiatives leave

us well positioned to increase earnings as we confront the
difficult economic and environmental challenges of our
times. Our customers face the dual challenge of cutting
costs and improving their environmental profile, even

as they do their part to revitalize our economy and grow
jobs. At Constellation Energy, we are using innovation and
technology to help our customers tackle these challenges.
We are increasing efficiency, investing in clean electricity
generation and advocating for sensible, market-based policies
to address our future energy needs.

As we execute our plan, I remain confident that we have the
right building blocks and strategy in place to deliver strong
results and drive shareholder value in the years ahead. Thank
you for your continued support as we continue to shape our
nation’s clean energy future.

Mayo A. Shattuck I1I

Chairman, President and
Chief Executive Officer

April 15,2011
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Understanding Our Form 10-K

1
One of our priorities at Constellation Energy is to provide you with clear, easy-to-read and easy-to-understand information about -
our company. We want you to know what we do, how we do it and how we're doing. This special section is intended to be a
guide, describing and summarizing some of the information contained in our Form 10-K and providing page numbers where

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

Breaking Down Our Form 10-K
Our Form 10-K has four parts:

Part I: In-depth descriptions of our businesses.
Part H: Our financial performance—the information in which investors are usually most interested.

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

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

Part IV: 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 for the year ended Dec. 31, 2010 and for the period
from Nov. 6, 2009 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:
B QOur generation business—Generation
B Our customer supply business—NewEnergy
8 Our regulated utility—Baltimore Gas and Electric Company (BGE)

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

Here’s Where You Look in Part I’ : ’ nghhghts of What You’ll Find

¥

2 1. Business “ Overview _ We have a generation business (Generation), a customer supply business (NewEnergy)
and a regulated utility (BGE). We also discuss our comprehensive agreement with EDF
Group and affiliates (EDF).

Note: This special section is intended to be a guide. You can find more derails abouc ail these items in our Form 10-K, which follows this special section. 5



Understanding Our Form 10-K | s

2-8 Generation and Generation business
NewEnergy We develop, own, operate and maintain fossil and renewable generating facilities,
Businesses hold a 50.01 percent interest in a nuclear joint venture that owns nuclear generating

facilities, hold interests in qualifying facilities and power projects in the United States
and Canada and manage certain of our long-dated tolling agreements.

NewEnergy business
We sell electricity, natural gas and other energy products and services to both regulated
and nonregulated wholesale and retail marketers and consumers of energy products.

. ‘We provide energy products and services to meet our wholesale and retail customers’
requirements. We manage certain contractually controlled physical assets, including
generation facilities, and provide risk management services for energy and energy-
related commodities. In addition, we also manage natural gas properties and design,
construct and operate renewable energy, heating, cooling, and cogeneration facilities as
well as provide home improvements, sales of electric and gas appliances, and servicing
of heating, air conditioning, plumbing, electrical and indoor air quality systems.

Fuel sources
Our electricity generated by fuel type in 2010: coal, 'natural gas and oil — 50 percent;
nuclear — 45 percent; renewable and alternative — 5 percent.

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

Generation and NewEnergy operating statistics
Gross margin from our Generation and NewEnergy businessés decreased $1.1 billion
from 2009. This decrease in gross margin is pnmarlly due to the deconsolidation of

Constellation Enerfry Nuclear Group, LLC (CENG) in Novembu 2009.

, Om émznex; :

12 ‘ Consolidated Capital ~ Our total capital requirements for 2010 were $1.0 billion, and we expect them to be
Requirements $1.0 billion in 2011.

16 Employees We had approxxmately 7 600 employees at year—end 2010. This excludes employees of
CENG, which was deconsolidated on Nov. 6, 2009.

G 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:



23-25 2. Properties Our offices

We have both owned and leased properties. Our corporate offices are in Baltimore, Md.
We have marketing offices throughout the United States.

Our. energy-producing properties

We owned approximately 9,000 megawatts of electric generating capacity at plants
diversified by fuel type and located strategically throughout the United States and
Canada as of Dec. 31, 2010. In January 2011, we acquired another 2,950 megawatts of
electric generating capacity in Massachusetts.

Executive Officers of ~ Our executive officers have a diverse mix of energy, financial and.other experience in

.

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

financial statements. It compares our results from 2010 with those from 2009 and our results from 2009 with those from 2008.
The sections in Part IT include:

B Introductory Items—The Basics

B Management’s Discussion and Analysis—The Context

B Financial Stateménts—The Numbers

8 Notes to the Financial Statements—The Details

Introductory Items

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

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

26 5. Market for " Our dividend information
Registrant’s Common We announced an annual dividend rate of $0.96 per share in January 2011.
Equity, Related

Our stock price
We include the high and low price of our commeon stock by quarter for the last two
years.

Shareholder Matters,
Issuer Purchases
of Equity Segurities,
and Unregistered Sales
of Equity and Use of
Proceeds

27-28 6. Selected

- Financial D

o Summary;offéurtand BGE's bpcratior’xs and financial condition and our financial
Sl Sim i i Ias o i T R

Norte: This special section is intended 10 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
The Context: Our management discusses'in detail the financial results and condition of our company and the way we manage our business.

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

29 7. Management’s Introduction and We summarize how we have organized our discussion and analysis.
Discussion and Overview )
Analysis of Financial
Condition and Results
of Operations

novative and risk mmgatmg energv product and solutxons ‘
to North American wholesale and retail customers, Through our NewEnergy customer:
supply operation, we combine a unified sales force with a customer-centric model
that leverages technology to broaden the range of products we offer. We obtain the

' urces. Our Generation busm S5

 Our strategy s to prowd

it hde focuse
_implementinga cpmp;;:h c
programs. '

30-35 Business Environment  Energy and financial markets havc been volatile over the | ast sevelal years, with
significant changes in natural gas, coal and power prices. In 2010, markets in which we
operate were affected by declining prices for power, gas and capacity.

Also in 2010, BGE received an order from the PSC authorizing us to increase electric
distribution rates by no more than $31.0 million and increase gas distribution rates by
no more than $9.8 million.

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

Ciritical Accommng

These are the accountmg pohcnes that re mre dlfﬁcult subjective or complex judgment
DPolicies ch al

ndérscandmg of our ﬁnancxal

39 - 40 Significant Events 20] 0 szgmﬁczmt events znc/udc’

B Our comprehensive agreement with EDF that restructured the relationship berween
- our two companies

B Completed acquisitions of the following
e a wind project ini western Maryland (April 2010)
o two natural gas combined cycle generation facilities in Texas (May 2010)
» an energy management and demand response provider (October 2010)
« five generating plants in Massachusetts (January 2011)

B Completed divestitures of the following
o a district chilled water facility (January 2010}
« our interests in the Mammoth Lakes geothermal generating facility (August 2010)
« our 50 percent interest in UniStar Nuclear Energy, LLC (UNE) as part of the
comprehensive agreement with EDF (November 2010)

. 8 [mpairment charges on our investments in CENG and UNE and certain of our other
equity method investments

® [ssuance and redemption of long-term notes

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



T}Je demzled dmws;on of our earnings
‘ rall net loss artributable to common stock for 2010 was appm)um’ltely $1.0
. bi ,1on, a decrease of $5.4 billion from net income atmbutab[e 1o common stock of

$4 4 billion in 2009, driven mostly by the absence. of the gain on sale of 249,99
percent membership interest in CENG to EDF in 2009 and i impairment charges on
certain of our equity method investments recognized in 2010.

s net loss attriburable to common stock: for 2010 was $1 3
‘netincome atrributab

» Our Generation busi

L Ouar Ne&vEnergy'busihéss:nct income attributable to common stbék for 2010 was $0.1 -
. bllhon, an'increase of $0.5 billion: from ‘net loss attriburable to: common stock of $0.4
. *bllhon in }.()09 ; : -

Out regulated electnc ne ]
1 ‘dhon, an inc 'ease of $30 9 mllhon from 2009, Our regulated natural gqs net income

56 -61 Financial Condition - Cash flow
Cash provided by our operations was $0.5 billion in 2010.

Security ratings
All of our security ratings are investment grade.

Net available liquidity | Collateral downgrade

Excluding BGE, we had nert available liquidity of $3.3 billion at Dec. 31, 2010. BGE
had net available liquidity of $0.6 billion at Dec. 31, 2010. Based on contractual
provisions at Dec. 31, 2010, a one level downgrade of our senior unsecured debt would
require us to provide additional collateral of $1.0 billion.

We're estimating thavtj ell spend $1.0 billion in 2011 and $1.0 bill

. exxsmng and anncxpate 1 prOJCCIS.

n in 2012 to fund

63-70 Risk Management Risk is inherent in our business activities, and we are exposed to various risks. Our rxsk
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
policies, limits and trading guidelines. Additionally, our risk management committee—
consisting of members of senior management—is responsible for approving policies
and limits consistent with our risk appetite and reviewing procedures for the identifi-
cation, assessment, measurement and management of risks as well as for the monitoring
of risk exposures.

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



Understanding Our Form 10-K

Our Financial Statements

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

the effectiveness of Constellation Energy’s internal controls.

Here’s Where You Look in Part II

71

8. Financial Statements

- Registered Pubﬁc

Reports of

Independent

Accounting Firm

Highlights of What You’ll Find

‘Our management accepts responsibility for the information and representations in our -

and Supplementary- Management financial statements and concludes that our and BGFE’s internal contro! over financial
reporting was effective as of Dec. 31, 2010.
Reports of - ;iPri‘c‘ekwa,ter‘housyeCo‘o‘persfLLEQstatesfits opinion that both Constellation Energy's and

~ BGEs consolidared financial statements are presented fairly, in all material respects, and
 thar

Constellation Energy maintained, in all material respecrs, effective internal control
financial reporting at Dec. 31, 2010 '

R A

Our net loss attributable to common stock for 2010 was $1.0 billion, which included a

75 Consolidared
Statements of Income - $2.5 billion pre-tax impairment charge on our investments in CENG, UNE and certain
(Loss) of our other equity method investments.

76-77 Consolidated Our roral assets were 320}0 billion at Dec. 31,2010,
Balance Sheets :

78 Consolidated Our cash and cash equivalents at Dec. 31, 2010 were $2.0 billion, a decrease of

81 -84

Statements of
Cash Flows

Equlry and ( voxvnypre—,‘ :
hensive Income (Loss)
BGE Financial
Statements

’

Notes to Our Financial Statements

~ W discuss the compositi

$1.4 billion from a year carlicr, primarily due to the payment of taxes on the gain on the
sale of 2 49.99 percent membership interest in CENG to EDF in November 2009.

of and changes in our common shareholders’ equity.

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

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 IT

=

cant

Note 1: Signifi

Highlights of What You'll Find

Accounting methods that we use and how they’re applied throughourt our businesses,
Accounting Policies along with the new accounting standards adopred.
97 = Note 2: Other Events: - Our 2010 net loss attributable to common stack reflected the impacts of other events
109 : totaling $1.6 billion after-tax. This was primarily driven by $1.5 billion afrer-rax
53 impairment charges on our investments in CENG, UNE and certain of our other equity

method investments. S

110 - Note 3: Information Our revenues, net (loss) income atrributable to common stock and other financial infor-

111 by Operating Segment  mation are broken out by operating segment.

112= Note 4: Investments Our investments are mainly equity investments in joint ventures, qualifying facilicies

10

and power projects. We also hold investments in certain variable interest entities.

Note: This special section is intended to be 2 guide. You can find more details abour all these items in our Form 10-K, which follows this special scction,
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118

119 -
124

126

127 -
130

- Note
o Tacxlx;xes and Short-
Term Borrowings

. v N(;te 1

160 -
162

Note 5: Intangible
Assets

Note 7: Pension,
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e prov1de mformatxon about our income tax (beneﬁt) expense, net
~ liability and unrecocrmze tax benefits.

At Dec. 31, 2010, our carrying amount of goodwill was $77.0 million, and our total net
intangible assets subject 0 amortization were $215.5 million.

At Dec. 31, 2010 our toml rcgulatory assets (ner) were $452.8 mdhon‘ thh mcluded
$415.6 million deferred for future collection undex BGE’s rate stabxlmnon pIa.n

We provide details—obligations, assets, assumption detfuls and company
contributions—about our employee benefir plans.
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Note: This special section is intended (o be a guide. You can find more details about all chese items in our Form 10-K, which follows this special scction. 11



Glossary

Asymmetry — Collateral Results from

our actions to be economically hedged as
well as marker conditions or conventions
for conducting business, in which certain
transactions require the posting of collateral,
while other transactions do not

British Thermal Unit (BTU) A basic unit used
to measure natural gas; the amount of natural
gas needed to raise the temperature of one
pound of water by 1 degree Fahrenheit

Capacity (markets) A market created to help
grid operators ensure that sufficient generating
capacity will be available to meet peak loads

Collateral A pledge of specific property, usually
cash or letters of credit, to protect against risk of
default

Contracted Generation Agreements with third
party generators in which we have long-dated
contractual rights to purchase power from these
third party generating plants

Customer Supply Business Our NewEnergy
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

Demand Response Mechanisms or programs
used to encourage consumers to reduce their
demand for electricity in order to lower the
overall peak demand for electricity

Distribution The delivery of energy 1o
locations where customers use it—including
homes, businesses and industrial facilities

Economic Value at Risk (EVaR) A staristical
measure that helps estimate the sensitivity of our
total portfolio to changes in marker 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 load and
power purchase agreements, scheduling delivery,
managing risk, settling accounts and other
related activities

Generating Capacity The amount of electricity
that can bé produced by a specific generating
facility

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

Greenhouse Gas Emissions The release of
gases, such as carbon dioxide and methane, in
the atmosphere that absorb and emit radiation

Hedging Entering into transactions to manage
various types of risk such as commodity price

risk

Independent System Operator An
independent, regulated entity established to
manage a regional transmission system in a non-
discriminatory manner and to help ensure the

safety and reliability of the bulk power system

Load-Serving The process of providing
customers with the energy they need

Mark-to-Market The valuation of a security,
commodity or financial instrument to reflect
current 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-wart light
bulbs

Net Available Liquidity A measure used

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

Nuclear Regulatory Commission (NRC) The
U.S. agency that regulates commercial nuclear
power plants and the civilian use of nuclear
materials

Origination The initiation of wholesale energy
purchases and sales that may include value-
added services along with the energy

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

Portfolio Management and Trading Using
energy and energy-related commodities to
manage our portfolio of purchases and sales to-
customers through structured transactions, and
trading energy and energy-related commodities

to deploy risk capital

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

-

separation for a 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 ac high
voltage, usually on lines running along high
towers, from generating plants to substations,
where it is then reduced to a Jower 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 staristical 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

Volatility The relative rate at which the price of
a security or commodity moves up and down. If
the price of a security or commodity moves up
and down rapidly over short time periods, it has
high volatilicy. If the price almost never changes,
it has low volailicy.
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Forward Looking Statements

We make statements in this report that are considered
forward looking statements within the meaning of the
Securities Exchange Act of 1934. Sometimes these
statements will contain words such as “believes,”
“anticipates,” “expects,” “intends,” “plans,” and other
similar words. We also disclose non-historical
information that represents management’s expectations,
which are based on numerous assumptions. These
statements and projections are not guarantees of our
future performance and are subject to risks,
uncertainties, and other important factors that could
cause our actual performance or achievements to be
materially different from those we project. These risks,
- uncertainties, and factors include, but are not limited
to:

¢ the timing and extent of changes in commodity
prices and volatilities for energy and energy-
related products including coal, natural gas, oil,
electricity, nuclear fuel, and emission
allowances, and the impact of such changes on
our liquidity requirements,

¢ the liquidity and competitiveness of wholesale
and retail markets for energy commaodities,

¢ 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,

¢ 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 t6 either holding or selling
certain assets,

¢ the ability to successfully identify, finance, and
complete acquisitions and sales of businesses
and assets, including generating facilities, and to
successfully invest in new business initiatives
and markets,

4 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 NewEnergy business and to adequately
forecast their energy usage,

¢ the timing and extent of customer choice 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 competition, the price of energy,
transmission or distribution rates and revenues,
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 markert rules and regulations,

¢ the ability of BGE to recover all its costs

associated with providing customers service,

¢ operational factors affecting our generating

facilities, BGE's transmission and distribution
facilities, or our other commercial operations,
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, acts of war,
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 associated

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 market prices, the appropriateness of
models and model inputs (including, but not
limited o, estimated contracrual load
obligations, unit availability, forward
commodity prices, interest rates, correlation and
volarility factors),

3 changes in accounting principles or practices,

and ‘

@ cost and other effects of legal and

- administrative proceedings and other events that

may not be covered by insurance, including
environmental liabilities and liabilities associated
with catastrophic events.

Given these uncertainties, you should not place
undue reliance on these forward looking statements.
Please see the other sections of this report and our
other periodic reports filed with the Securities and
Exchange Commission (SEC) for more information on
these factors. These forward looking statements
represent our estimates and assumptions only as of the
date of this report.

Changes may occur after that date, and neither
Constellation Energy nor BGE assumes responsibility to
update these forward looking statements.



PART i

item 1. Business

Overview _

Constellation Energy is an energy company that
includes a generation business (Generation), a customer
supply business (NewEnergy), and BGE, a regulared
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 Generation business develops, owns, owns
interests in, and operates electric generation facilities

-and a fuel processing facility located in various regions
of the United States. This business also includes an
operation that manages cerrain contractually controlled
physical assets, including generating facilities and owns
an interest in a joint venture that owns and operates
nuclear generating facilities.

Our NewEnergy business is primarily a competitive
provider of energy-related products and services for a
variety of customers and focuses on selling electricity,
natural gas, and other energy-related products to serve
customers’ requirements (load-serving), and providing
other energy products and risk management services.
This business also manages our upstream natural gas
activities, designs, constructs, and operates renewable
energy, heating, cooling, and cogeneration facilities and
provides home improvements, sales of electric and gas
appliances, and servicing of heating, air conditioning,
plumbing, electrical, and indoor air quality systems.

BGE is a regulated electric transmission and
distribution utility company and a regulated gas
distribution utility company with a service territory that
covers the City of Baltimore and all or part of 10
counties in central Maryland. BGE was incorporated in
Maryland in 1906.

On October 26, 2010, we reached a
comprehensive agreement with EDF Group and
affiliates (EDF) that restructured the relationship
between our two companies, eliminated an outstanding
asset put arrangement, and transferred to EDF the full
ownership of our prior nuclear development joint
venture, UniStar Nuclear Energy, LLC (UNE). We
discuss this comprehensive agreement in more detail in
Note 4 to Consolidated Financial Statements.
Operating Segments
The percentages of revenues, net (loss) income
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
Regulated Regulated  and
Generation NewEnergy Electric Gas Other
2010 8% 68% 19% 5% —%
2009 4 73 18 5 —
2008 4 77 14 5 —

Net (Loss) Income Attributable to Common Stock

Holding
Company
Regulated Regulated  and
Generation NewEnergy Eilétric Gas Other
2010 (128)% 14% 10% 4% —%
2009 107 9 1 1 —
2008 27) (76) — 3 —
Total Assets
Holding
R Company
Regulated Regulated  an
Generation NewEnergy ectric Gas Other  Eliminations
2010 49% 19% 26% 7% 4% (5)%
2009 53 18 21 6 19 (17)
2008 50 32 21 6 15 (24)

Generation Business
We develop, own, operate, and mainrtain fossil and
renewable generating facilities, hold a 50.01% interest
in a nuclear joint venture that owns nuclear generating
facilities, hold interests in qualifying facilities, and
power projects in the United States and Canada totaling
9,030 MW as of December 31, 2010 (excludes our
January 2011 acquisition of Boston Generating assets),
and manage approximately 1,100 MW associated with
certain of our long-dated rtolling agreements. These
agreements provide us with the contractual rights to
purchase power from third party generation plants over
an extended period of time. The output of our owned
and contracrually controlled plants is managed by our
NewEnergy business and is hedged through a
combination of power sales to wholesale and retail
marker participants. We also provide operation and
maintenance services, including testing and start-up, to
owners of electric generating facilities. Our NewEnergy
business meets the load-serving requirements under
various contracts using the output from our generarting
fleet and from purchases in the wholesale market.

We present derails about our generating properties
in Jtem 2. Prop‘ertz'w.

Investment in Nuclear Generating Facilities

On November 6, 2009, we completed the sale of a
49.99% membership interest in Constellation Energy
Nuclear Group LLC and affiliates (CENG), our

subsidiary that owns our nuclear generating facilities



described below. The total outpurt of these nuclear
facilities over the past three years is presented in the

following table: \
Calvert Cliffs ~ Nine Mile Point ‘Ginna
Capacity Capacity Capacity

MWH Factor MWH (1) Factor MWH Factor
(MWH in millions)
2010 14.0 94% 12.6 93% 4.9 97%
2009 14.5 96 13.1 97 4.6 91
2008 14.7 96 12.8 94 4.7 94
(1) Represents our and CENG’ (after November 6,
2009) proportionate ownership interest

In connecrion with the closing of the transaction
with EDF on November 6, 2009, we entered into a
" power purchase agreement (PPA) with CENG under
which we will purchase 85 to 90% of the outpur that is
not sold to third parties under pre-existing PPAs for an
initial five year period. Additionally, pursuant to an
amendment to the PPA entered into in 2010, beginning
on January 1, 2015, and continuing to the end of the
lives of the respective nuclear plants, we will purchase
50.01% and EDF will purchase 49.99% of the ourput
of CENG?’s nuclear plants. 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.

Nine Mile Point Unies2:sells 90%- of the plant’s
output to the former owners of the plant at an average
price of approximately $35 per MWH under a.PPA
that terminates in November 2011. The PPA is unit
contingenr (if the outpur 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 primarily to us and EDE

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 for electricity. If the market price exceeds the
strike price, then 80% of this excess amount is shared

with the former owners of the plant. The average strike
price for the first year of the revenue sharing agreement
is $40.75 per MWH. The strike price increases two
percent annually beginning in the second year of the
revenue sharing agreement. The revenue sharing
agreement is unit contingent and is based on the
operation of Unit 2.

CENG exclusively operates Unit 2 under an
operating agreement with LIPA. LIPA is responsible for
18% of the operating costs (including decommissioning
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.

New Nuclear

In November 2010, as part of our comprehensive
agreement with EDF to restructure the relationship
berween our two companies, we sold our 50%
ownership interest in UNE to EDE EDF is now the
sole owner of UNE, and we will no longer have
responsibility for developing or financing new nuclear
projects through UNE. As discussed in Note 4 10
Consolidated Financial Statements, we will cause CENG
to transfer to UNE two potential new nuclear sites
upon receipt of necessary approvals.

Qualifying Facilities and Power Projects

We hold up to a 50% voting interest in 15 operating
energy projects, totaling approximarely 758 MW, that
consist of electric generation (primarily relying on
alternative fuel sources), fuel processing, or fuel
handling facilities. Thirteen of the electric generation
projécts are considered qualifying facilities under the
Public Utility Regulatory Policies Act of 1978. Each
electric generating plant sells its output to-a local utility
under long-term contracts. :

Contracted Generation

We manage approximately 1,100 MWs under three
agreements with third party generators in which we
have long-dated contractual rights to purchase power
from these third party generating plants. The economics
of these transactions are similar to our owned
generation. ‘



NewEnergy Business

We are a leading supplier of electricity, natural gas, and
other energy products and,services to wholesale and
retail electric and natural gas customers.

To meet our customers’ requirements, our
NewEnergy business obtains energy from various
sources, including:

@ our generation assets,

¢ our contractually controlled generation assets,

¢ exchange-traded and bilateral power and natural
gas purchase agreements,

¢ unit contingent power purchases from
generation companies,

¢ rolling 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 up to five years, and

¢ regional power pools.

During 2010, our NewEnergy business:

¢ supplied approximately 119 million megawart
hours (MWH) of aggregate electricity to
distribution utilities, municipalities, and
residential, commercial, industrial, and
governmental customers,

@ provided approximately 334 million Brirish
Thermal Units (mmBTUs) of natural gas to
residential, commercial, industrial, and
governmental customers, and

¢ delivered approximately 7.8 million rons of coal
primarily to our own flect.

Our NewEnergy business also manages certain
contractually controlled physical assets, including
generation facilities (excluding long-dated tolling
agreements managed by our Generation business), and
natural gas properties, provides risk management
services, and trades energy and energy-related
commodities. This business also provides the wholesale
risk management function for our Generation business, -
as well as structured products’and energy investment
activities and includes our actual hedged positions with
third parties. o

Our NewEnergy business also manages our
upstream natural gas activities, designs, constructs, and
operates renewable energy, heating, cooling, and
cogeneration facilities and provides home improvements,
sales of electric and gas appliances, and servicing of
heating, air conditioning, plumbing, clectrical, and
indoor air quality systems.

Wholesale Customer Supply
In 2010, our wholesale NewEnergy customer supply
operation served approximately 57 million MWHs of
wholesale full requirements electricity and related
load-serving products.

Our wholesale NewEnergy 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 have in-house supply functions to
meet their own load requirements.

Retail Customer Supply

During 2010, our retail NewEnergy customer supply
operation served approximately 62 million MWHs of
electricity load and approximately 334 million
mmBTUs of natural gas.

Our retail NewEnergy customer supply operation
structures transactions to supply full energy and capacity
requirements and provide natural gas, transportation,
and other energy products and services to commercial,
industrial, governmental, and residential customers.
Contracts with these customers generally extend from
one to ten years, bur some can be longer.

The retail NewEnergy customer supply operation
combines a unified sales force with a customer-centric
model thar leverages technology to broaden the range of
products and services we offer, which we believe
promotes stronger customer relationships. This model
focuses on efficiency and cost reduction, which we
believe will provide a platform that is scalable and able
to capitalize on opportunities for future growth.

Structured Products .

Our NewEnergy business uses energy and energy-related
commodities and contracts in order to manage our
portfolio of energy purchases and sales to customers
through structured transactions. Our NewEnergy
business assists customers with customized risk
management products in the power, gas, coal, and
freight markets (e.g., generation tolls and gas transport
and storage).

Energy Investments

Our NewEnergy business has investments in energy
assets that primarily include natural gas activities. Our
NewEnergy business includes upstream (exploration and
production) and downstream (transportation and
storage) natural gas operations. Qur upstream nartural
gas 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 CER

Portfolio Management and Trading

Our NewEnergy business 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 NewEnergy
business, along with daily walue at risk limits, stop loss
limits, position limits, generation hedge rarios, and
liquidity guidelines to restrict the level of .risk in our
portfolio.

In managing our portfolio, we may terminate,
restructure, or acquire contracts. Such transacrions 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 substandal 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 NewEnergy 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 Jtem 7.
Management’s Discussion and Analysis.

Our portfolio management and trading activities
involve the use of physical commodity inventories and a
variety of instruments, including:

¢ forward contracts (which commit us to
purchase or sell energy commodities in the
future),

& swap agreements (which require payments to or
from counterparties based upon the difference
between two prices for a predetermined
contractual (notional) quantity), ]

& oprion 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 commirments to purchase or sell a
commodity or financial instrument, or make a
cash sertlement, at a specified price and future
date).

Beginning in the fourth quarter of 2008 and
continuing throughout 2010, 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
and NewEnergy businesses, 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 plants’
fuel mix based on capacity owned at December 31,
2010 and acrual output by fuel type during 2010 was

as follows:

Capacity

Fuel Owned Generation
Nuclear (1) 21% 45%
Coal 30 37
Narural Gas 31 13

oil v 8 —
Renewable and Alternative (2) 6 5
Dual (3) 4 —

(1) Reflects our 50.01% ownership interest in CENG.
(2)  Includes solar, hydro, waste coal, and biomass.

(3) 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 generating
facilities includes the:

¢ purchase of uranium (concentrates and uranium

hexafluoride),

¢ conversion of uranium concentrates to uranium

hexafluoride,

¢ enrichment of uranium hexafluoride

(enrichment services and enriched uranium
hexafluoride), and

¢ fabrication of nuclear fuel assemblies.

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

The uranium markets are competitive, and while
prices can be volatile, CENG does not anticipate
problems in meeting its future supply requirements.

Storage of Spent Nuclear Fuel

The Nuclear Waste Policy Act of 1982, as amended,
(“NWPA”) requires 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. Although the NWPA and CENG’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 failed to meet its
obligation. The DOE’s delay in taking possession of
spent fuel has required CENG to undertake additional
actions and incur costs to provide on-site dry fuel
storage at all three of its nuclear sites. CENG “has
installed additional capacity at its independent spent
fuel storage installation (“ISFSI”) at Calvert Cliffs, has
constructed an ISFSI at Ginna, and is constructing an
ISFSI to be placed in service at Nine Mile Point in
2012,

Prior to 2010, the DOE had stated that it may
not meet its obligation until 2020 at the earliest.
During 2010, the DOE requested the withdrawal of its
license application to use Yucca Mountain as a national
repository for spent nuclear fuel. At this time, CENG is
-not able to determine whether the DOE will be able to
commence meeting its obligation by 2020.

Each of CENG's plant subsidiaries have filed
complaints against the federal government in the U.S.
Court of Federal Claims secking to recover damages
caused by the DOE’s failure to meet its contracrual
obligation to begin 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 thar represent the
reimbursement of costs incurred prior to November 6,
2009, the date we sold a 49.99% membership interest
in CENG to EDE will belong to us, and any funds
representing the reimbursement of costs incurred after
November 6, 2009 will belong to CENG.

Cost for Decofnmissioning 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.

Decommissioning activities are currently projected
to be staged through the 2080 decade. 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 by CENG. CENG
has the ability to request funding assistance from both
Constellation Energy and EDE as the owners of
CENG.

Calvert Cliffs

In March 2008, Constellation Energy, BGE, and a
Constellation Energy affiliate entered into a settlement
agreement with the State of Maryland, the Public
Service Commission of Maryland (Maryland PSC), and
certain State of Maryland officials. The settlement
agreement became effective on June 1, 2008. Pursuant

to the terms of the settlement agreement, BGE
customers were relieved of the potential future liability
for decommissioning Calvert Cliffs Unit 1 and Unit 2.
BGE will continue to collect the $18.7 million annual
nuclear decommissioning charge from all electric
customers through 2016 and continue to rebate this
amount to residential electric customers, as previously
required by Maryland Senate Bill 1 which was enacted
in June 2006.

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. 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. We
believe that we will be able to renew supply contracts as
they expire or enter into contracts with other coal
suppliers. Our primary coal-burning facilities have the
following requirements: '

Approximate
Annual Coal
Requirement
(tons)
Brandon Shores—Units 1 and 2
(combined) 2,800,000
C. P. Crane—Units 1 and 2
(combined) (1) 1,000,000
H. A. Wagner—Unirs 2 and 3
(combined) 800,000

(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 consume, and finding
potential other coal supply sources including limited
shipments from various international sources. While we
primarily use coal produced from mines located in
central and northern Appalachia, we are using
sub-bituminous coal from the Western United States 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/mmbru SO, or less) at H.A.
Wagner. The C.P. Crane station was converted to burn
up to 100% sub-bituminous coal in June 2010. In
March 2010, we completed installation of flue gas
desulfurization (FGD) equipment on both Brandon
Shores units. With the FGD installation, Brandon
Shores now is able to burn higher sulfur coals (limit 6
Ibs/mmbtu or approximately 3.5% sulfur) while
simultaneously reducing station emissions. 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
Ibs/mmbtu (or approximartely 3.7% sulfur) for the
Keystone plant and approximately 4.9 Ibs/mmbru (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 expected
generating levels. The actugl fuel quantities required can
vary substantially from historical levels depending upon
the relationship berween energy prices and fuel costs,
weather conditions, and operating requirements.
However, we believe that we will be able to obrain
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 berween energy
prices and fuel costs, weather conditions, and operating
requirements. However, we believe that we will be able

to obtain adequate quantities of gas to meet our
requirements. .

Oil

From 2008 through 2010, 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 pracrices, 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 NewEnergy
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, or storage. We principally
compete on the basis of price, customer service,
reliability, and availability of our products.

With respect to our Generation business, 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.

* Many states are considering different types of
regulatory initiatives concerning competition in the
power and gas industry, which makes a general
assessment of the state of comperitive markets difficult.
Many states continue to support or expand retail
competition and industry restructuring. Other states
that were considering restructuring have slowed their
plans or postponed consideration of competitive
markets. In addition, states that have restructured their
energy markets routinely consider new market rules
including return to monopoly service measures that
could result in more limited opportunities for
competitive energy suppliers like Constellation Energy.
While there is activity in this area, we believe there is



adequate growth potential in the current competitive
market.

The market 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 rares charged

by local utilities affects the contract margin we receive
from our customers. Recent economic conditions have
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 service should help
us to remain competitive during volatile or otherwise
adverse market circumstances.

Generation and NewEnergy Operating Statistics

2010 2009 2008

Gross Margin (In millions)
Generation (1) $ 800 $2,082 $2,042
NewEnergy 1,244 1,079 1,040
Total Gross Margin $2,044 $3,161 $3,082
Generation (In millions) —MWH (1)(2) 35.1 46.0 50.9

Operating statistics do not reflect the elimination of intercompany transactions.

(1) 2009 reflects our 100% ownership in owr nuclear business through November 6, 2009 and our'50.01% ownership in
our nuclear business from November 6, 2009 through December 31, 2009 Jollowing the sale of a 49.99% membership
interest in CENG. These amounts also exclude contracted generation.

(2)  These amounts exclude contracted generation.

Baltimore Gas and Electric Company
BGE is an electric transmission and distribution utility
company and a gas distribution urility 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 territory includes an area of
approximately 2,300 square miles. There are no
municipal or cooperative wholesale customers within
BGE's service territory. BGE's gas service territory
includes an area of approximarely 800 square miles.

BGE’s electric and gas revenues come from many
customers——residential, commercial, and industrial,
Electric Business
Electric Competition
Maryland has implemented electric customer choice and
competition among electric suppliers. As a result, all
customers can choose their electric energy supplier,
which includes subsidiaries of Constellation Energy.
While BGE does not sell electricity to all customers in
its service territory, BGE continues to deliver electricity
to all customers and provides meter reading, billing,
emergency response, and regular maintenance.

Standard Offer Service
BGE is obligated by the Maryland PSC to provide
market-based standard offer service (SOS) to all of its

clectric 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 tem 7. Management's
Discussion and Analysis—Regulated Electric Business
section, BGE resumed collection of the shareholder
return portion of the residential SOS administrative
charge, which had been eliminated under Maryland
Senate Bill 1, from June 1, 2008 through May 31,
2010 without having to rebate it to all residential
electric customers. Starting June 1, 2010, BGE provides
all residential electric. customers a credit for the
residential return component of the administrative
charge through December 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 terms of three months or two
years.

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

Residential customers went to full market rates in
January 2008. Pursuant to the order issued by the
Maryland PSC in Octobet 2009 approving our
transaction with EDE Constellation Energy agreed to
fund a one-time per customer distribution rate credit
for BGE residential customers, in 2010, totaling
$110.5 million, which approximated $100 per
customer. 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, BGE provided rate credits totaling

$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
required by the Maryland PSC order.

In 2010, the Maryland PSC issued a rate order
authorizing BGE to increase clectric and gas
distribution rates for service rendered on or after
December 4, 2010. We discuss this rate order in more
detail in Irem' 7. Management’s Discussion and Analysis—
Regulation—Maryland—Base Rates section.

Electric Load Management
BGE has implemented various programs for use when

system-operating conditions or market economics
indicate thar 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 controls for
residential and commercial customers through
both programmable thermostats and load
control devices, and
¢ residential water heater controls.
- BGE is developing other programs designed to
help manage its peak demand, improve system reliability

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

In August 2010, the Maryland PSC approved a
comprehensive smart grid initiative for BGE which
includes the planned installation of 2 million residential
and commercial electric and gas smart meters at an
expected total cost of approximately $480 million.
Under a grant from the DOE, BGE is a recipient of
$200 million in federal funding for our smart grid and
other related initiatives. This grant allows BGE to be
reimbursed for smart grid and other related
expenditures up to $200 million, substantially reducing
the rtoral cost of these initatives.

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 24,800 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 marker participants
can use regional transmission facilities for energy,
capacity, and ancillary services transacrions, including
emergency assistance.

We discuss various FERC initiatives relating to
wholesale electric markets in more derail in frem 7.
Management’s Discussion and Analysis—Federal Regulation
section.



BGE Electric Operating Statistics

2010 . 2009 2008
Revenues (In millions) \
Residential )
Excluding Delivery Service Only . $1,808.6 $1,864.0 $1,688.3
Delivery Service Only : 48.1 14.3 7.6
Commercial
Excluding Delivery Service Only 467 .4 531.2 604.0
Delivery Service Only 249.5 245.0 222.8
Industrial
Excluding Delivery Service Only . 28.7 30.4 31.3
Delivery Service Only 25.6 29.1 27.1
System Sales and Deliveries ) 2,627.9 2,714.0 2,581.1
Other (1) 124.4 106.7 98.6
Total $2,752.3 $2,820.7 $2,679.7
Distribution Volumes (I thousands)—MWH
Residential :
Excluding Delivery Service Only 12,344 12,394 12,670
Delivery Service Only 1,490 457 353
Commercial .
Excluding Delivery Service Only 3,707 3,945 3,957
Delivery Service Only i 12,537 11,753 11,739
Industrial )
Excluding Delivery Service Only 267 270 242
Delivery Service Only 2,519 2,757 3,002
Total 32,864 31,576 31,963
Customers (Tn thousands)
Residential 1,114.7 1,111.9 1,108.5
Commercial 118.6 118.5 117.6
Industrial 5.5 5.3 5.3
Tortal 1,238.8 1,235.7 1,231.4

(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‘i;ztc’;‘ca;ﬁfany transactions.

Delivery service only” refers to BGE} 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 marker-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 berween
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.e., non-storage) gas
for the November through March period. 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 transportation and storage
entitlements.

11

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 capacity 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 contracr 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 exchange agreements 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 suppliers of
natural gas. Earnings from these activities are shared
berween shareholders and customers. BGE makes these
sales as pare of a program to balance its supply of, and
cost of, natural gas.



BGE Gas Operating Statistics

2010 2009 2008
Revenues (In millions)
Residential
Excluding Delivery Service Only $ 427.0 $ 4607 $ 567.8

Delivery Service Only 22.1 19.0 19.0
Commercial

Excluding Delivery Service Only 109.0 129.1 161.8

Delivery Service Only 39.8 40.4 46.4
Industrial

Excluding Delivery Service Only 5.2 6.4 8.1

Delivery Service Only 16.7 15.2 14.5
System Sales and Deliveries 619.8 670.8 817.6
Off-System Sales 79.8 81.1 197.7
Other 9.8 6.4 8.7
Total $ 709.4 $ 7583 $1,024.0

Distribution Volumes (72 thousands)—DTH

Residential

Excluding Delivery Service Only 37,791 37,889 37,675

Delivery Service Only 4,857 . 4,270 4,119
Commercial

Excluding Delivery Service Only 11,606 12,066 12,205

Delivery Service Only 24,329 25,046 29,289
Industrial

Excluding Delivery Service Only 595 635 650

Delivery Service Only 19,750 20,826 18,432
System Sales and Deliveries 98,928 100,732 102,370
Off-System Sales 14,711 17,542 18,782
Total 113,639 118,274 121,152

Customers (In thousands)

Residential 608.6 606.8 605.0
Commercial 42.9 42.9 42.8
Industrial 1.1 1.1 1.1
Toral 652.6 650.8 648.9

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

Consolidated Capital Requirements
Our toral capital requirements for 2010 were
$1.0 billion. Of this amount, $0.4 billion was used in
our Generation and NewEnergy businesses and
$0.6 billion was used in our regulated business. We
estimate our total capital requirements will be
$1.0 billion in 2011.

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 Jrem 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
generating and distribution facilities are subject o
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 impacs
to air and water, protection of natural and cultural
resources, and chemical and waste handling and
disposal.



We continuously 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 $1.2 billion
during the five-year period 2006-2010 to comply with
existing environmental standards and regulations,
including the Maryland HAA. Our estimated
environmental capital requirements for the next three
years are approximately $35 million in 2011,
$20 million in 2012, and $25 million in 2013.

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 with the
NAAQS, the Environmental Protection Agency (EPA)
adopred 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 Eastern United States.

In December 2008, the United States Court of
Appeals for the District of Columbia Circuit reversed its
July 2008 decision to fully vacate CAIR, and instead,
remanded the issue to the EPA for reconsideration with
CAIR requirements to remain in effect until the EPA
takes further action. The uncertainty around the
adoption of CAIR has not resulted in a marerial 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
applied sooner than those under CAIR. However, as
CAIR is. replaced, it could affect the market prices of
SO, and NQ, emission allowances, which could in turn
affect our financial results.

In July 2010, the EPA proposed regulations to
replace the regional cap-and-trade program under CAIR
with a program that would require each of 31 eastern
states and the District of Columbia to reduce SO, and
NOy, emissions. Depending on the scope of any final
regulations that may be adopted by the EPA, which is
expected to occur in July 2011, and any plans that may
be adopted by the states in which our plants are
located, additional regulation could result in additional
compliance requirements and costs that could be
material.
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In January 2010, the EPA proposed rules to adopt
NAAQS for ozone that are stricter than the NAAQS
adopted in March 2008, based on the EPA’s
reevaluation of scientific evidence about ozone and
ozone’s effects on humans and the environment. The
final standard is expected to be adopted in 2011. In
June 2010, the EPA adopted a stricter NAAQS for
SO,. We are unable to determine the impact that
complying with the stricter NAAQS for ozone or SO,
will have on our financial results undil the states in
which our generating facilities are located adopt plans
to meet the new standards. However, costs associated
with compliance with these plans could be marerial.

In December 2006, the United States Court of
Appeals for the District of Columbia Circuit ruled thar
requirements to impose fees on large emissions sources
in areas that have not arrained the NAAQS 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 issued Section 185
fee guidance to the states in January 2010 that
contained flexible state alternatives to meet the
requirements. States in which we operate have not
finalized their approach for implementing the
requirements and consequently, we are unable to
estimate the ultimate financial impact of this matter in
light of the uncerrainty 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 20006, 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 uncil the states in which our generating
facilities are located adopt plans to meet the new
standard.

Hazardous Air Pollutant Emissions

In March 2005, the EPA finalized the Cleéan 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 February 2008, the United States

Court of Appeals for the District of Columbia Circuit
struck down CAMR. In response to that decision and
as a result of a court sertlement with a number of
parties, the EPA is under a consent order to propose a
rule by March 2011 and to finalize new hazardous air
pollutant emission standards by November 2011. Any
new 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.

t
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 Keystone and
Conemaugh, two of our newer Pennsylvania 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 2 Notice of
Violation to one of our subsidiaries alleging that the
Keystone plant located in Pennsylvania, of which we
own a 20.99% 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 successful in any future actions regarding our
facilities.

State

Maryland has adopted the HAA and the CPR, which
establisk 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 federal requirements. Likewise,
Massachusetts has comprehensive air emissions standards
in place that are more stringent than the federal
standards, so impending reguélations are not anticipated
to cause additional costs to our natural gas and oil-fired
units in Massachusetts. In Pennsylvania, regulations
adopted requiring coal-fired generating facilities to
reduce mercury emissions were ruled invalid by a
Pennsylvania court in January 2009.

Maryland has also adopted opacity regulations
consistent with its commitment to resolve long-standing
industry concerns about the prior regulations’
continuous compliance requirements and is in the
process of obtaining the EPA’s approval of Maryland’s
state implementation plan (SIP) for these regulations.
While EPA approval of Maryland’s SIP is being
obrained, the opacity regulations are being implemented
in a manner that will enable our plants to remain in
compliance. We anticipate that the regulations under
the EPA-approved SIP will be consistent with the
regulations as currently implemented.
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Capital Expenditure Estimates—Asr 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
capiral spending for these air quality projects, which we
expect will be approximately $20 million in 2011,

$15 million in 2012, $25 million in 2013 and

$25 million from 2014-2015.

Our estimates are subject to significant
uncertainties including the timing of any additional
federal and/or state regulations 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 estimares.

We believe that the additional air emission control
equipment we plan to install will meet the emission
reduction requirements 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 yer 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.
Climare 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 impacrs to our systems and operations.
Extrenie 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 continued likelihood that greenhouse gas
emissions regulation will eventually 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 was introduced in the last several
United States Congress sessions but was not enacted. In
September 2009, the EPA issued an “endangerment and



cause or contribute finding” for greenhouse gases under
the Clean Air Act and in 2010 finalized changes to its
air construction and operaing permit programs to
incorporate greenhouse gases as pollutants subject to air
permits. Beginning in 2011, in certain instances,
additional greenhouse gas emissions resulting from the
construction or modification of large facilities subject to
the EPA’s permit programs, which include power plants,
will be required to be controlled through the use of the
best available control technology, as determined by the
EPA, before an air emissions permit will be issued. If
we were to modify our generating plants, our costs to
comply with these requirements: could be marerial
depending on the modifications made. ,
Maryland and Massachusetts are participants in the
* Northeast Regional Greenhouse Gas Initiative (RGGI).
Under RGG], the states auction carbon dioxide (CO,)
allowances associated with 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 RGGI, 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, California has adopted regulations
requiring our generating facilities in California to
submit greenhouse gas emissions data to the state. More
recently, in December 2010, the California Air
Resources Board approved a declining cap and trade
program for, electricity suppliers beginning in 2012
aimed at achieving a 15% reduction in CO, emissions
by 2020 as compared with 2012. It is not possible to
determine the scope of the impact of this program on
our business or financial results until the details of the
program are made public, lgut the impact could be
material.

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 compliance
alternatives, which may include installation of additional
environmerital 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, mandartory 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 fleet’s
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output coming from nuclear and hydroelectric plants,
which generate significantly lower CO, emissions than
fossil fuel plants. We also have experience trading in the
markets for emissions allowances and renewable energy
credits and our NewEnergy business 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 currently have eight facilities affected by the
regulation. In January 2007, the United States Court of
Appeals for the Second Circuit ruled that the EPAs 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
March 2011 and we will evaluate our compliance
options in light of those proposed regulations. Until the
new regulations are finalized, which is expected in July
2012, water intake compliance will be determined in
accordance with the EPA’s July 2007 order and relevant
state regulations and interpretations. Depending on the
scope of any new regulations that may be adopted by
the EPA, our compliance costs could be marerial.

In March 2010, the New York Department of
Environmental Conservation issued a draft policy
designating closed-cycle cooling as the best technology
available for cooling water intake structures for
minimizing adverse environmental impacts. At this time
we cannot predict whether this policy will be adopted.
However, if the policy is adopted and CENG is



required to retrofit its two nuclear generating facilities
in New York to implement this technology, our share of
the compliance costs could be material.

Hazardous and Solid Waste ‘

Our coal-fired generating facilities produce
approximately two and a half million tons of
combustion by-products (“ash”) each year. The EPA
announced in 2007 its intention to develop national
standards to regulate this marerial 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 ir is
-considering regulating ash as a hazardous waste.
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 $20 million. Our
estimates are subject to significant uncerminties,
including the timing of any regulatory change, its
implementation timertable, 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 expenditures, scope and timing
could differ significantly from our estimares.

In May 2010, the EPA proposed rules to regulate
coal combustion by-products, such as fly ash, eicher as a
special hazardous waste or as a nonhazardous waste.
Depending on the scope of any final rules that are
adopted, additional federal regulation has the potential
to result in additional compliance requirements an
costs that could be marerial. '

Employees

Constellation Energy and its consolidated subsidiarics
(excluding CENG, which was deconsolidated on
November 6, 2009) had approximately 7,600 employees
at December 31, 2010.

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
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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 mainrtains a website (sec.gov), where copies of our
filings may be obrained free of charge. The website
address for BGE is bge.com. These website addresses 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 Direcrors.
Copies of each of these documents may be printed
from our website or may be abtained from
Constellation Energy upon written 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.

ftem 1A. Risk Factors

You should consider carefully the following risks, 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
uncertainties also may adversely affect our business and
operations including those discussed in Item 7.
Management’s Discussion and Analysis. If any of the
Jollowing 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
slow recovery from recession or a new recession may
include a lower level of economic activity and
uncertainty regarding energy prices and the capital and
commodity markets. A'lower level of economic acrivity
may continue to result in a decline in energy
consumption, an increase in customers’ inabiliry to pay
their accounts, and lower commodity prices. These
impacts may adversely affect our financial results and
future growth.



Instability in the financial markers, as a result of
recession or otherwise, may affect the cost of capital
and our ability to raise capital. We rely on the capiral
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 markers as a result of uncertainty, reduced
alternatives, or failures 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
within a short period of time. The disruptions 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 credir facilities.

Any disruptions could require us to rake measures
to conserve cash until the markers stabilize or until
alternative credit arrangements or other funding for our
business needs can be arranged. Such measures could
include deferring capital expenditures, further changing
our strategies to reduce collateral-posting requirements,
and reducing or eliminating future dividend payments
or other discretionary uses of cash. The inability to v
obtain the liquidity needed to meet our business
requirements, or to obtain such liquidity on terms that
are favorable to us, wouldshave a material adverse effect
on our business, results of operations and financial
condition. If entities with which we do business are
unable to raise capital or access the credic 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 effect on
our financial results.

Cur Newénergy business may incur substantial
costs and liabilities and be exposed to price
volatility and counterparty performance risk as a
result of its participation in 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 credir risks of counterparties
with which we enter into contracts.
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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 cffectively hedge assets or fuel or power positions
against changes in comumodity prices, interest rates,
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 markers, which expose us to the risks of rising
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.
Conscquently, 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 withour 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.
power generation facilities purchase a portion of their

Currently, our

fuel through short-term contracts or on the spot
marker. 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 patural gas prices. Lower natural
ga§ 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 counterpariy performance.  Our
NewEnergy -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 I1SOs 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 risks are
exacerbated during periods' of commodity price
fluctuations. If a counterparty were to default and we
were to liquidare all contracts with thar enfity, our
credit loss would include the loss in value of derivative
contracts recorded ar 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.

Changes in the prices of commuodities, initial
margin requirements, collateral posting ‘
asymmetries and types of collateral impact our
‘liquidity requirements.

Our businesses are exposed to market fluctuations in
the price and transportation costs of electricity, natural
gas, coal, and other commodities. We seek 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
Generation and NewEnergy businesses. 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 NewEnergy business, we generally do

not receive collateral under contractual
obligations to supply our customers, but we
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.

As a result, significant changes in the prices 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, and, in turn, could adversely
affect our credit ratings. Additionally, posting letters of
credic to counterparties to meet collateral requirements
adversely impacts our liquidity, while the receipt of
letters of credit as collateral does not improve our
liquidity.
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Reduced liquidity in the markets in which we
operate could impair our ability to appropriately
manage the risks of our opefations.

We are an active participant in energy markets through
our competitive energy businesses. The liquidity of
regional energy markets is an important factor in our
ability to manage risks in these operations. Over the
past several years, market participants in the merchant
energy business have ended or significantly reduced
their activities as a result of several facrors, including
government investigations, changes in marker design,
and dereriorating credit quality. As a result, several
regional energy markers experienced a significant decline
in liquidity, which, in turn, has impacted our ability o
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, including 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 single suppli'ers and at times on
single customers, exposing us to significant
financial risks if either 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 ac times, we rely on a single customer or
a few customers to purchase all or a significant portion
of a facility’s output, in some cases under long-term
agreements that provide the support for any project
debrt used to finance the facility. The failure of any one
customer or supplier to fulfill its contractual obligations
could negatively impact our financial results.

We may not fuilly hedge our Generation and
NewEnergy businesses, or other market
positions against changes in commedity prices,
and our hedging procedures may not work as
planned.

To lower our financial exposure related to commodity
price fluctuations, we routinely enter into contracts to
hedge a portion of our purchase and sale commitments,
weather positions, fuel requirements, inventories of
natural gas, coal and other commodiries, and
competitive supply obligations. As part of this strategy,
we routinely utilize fixed-price forward physical
purchase and sales contracts, furures, financial swaps,
and option contracts traded in the over-the-counter
markets or on exchanges. However, we may not cover
the entire exposure 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 deviace



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 decisions may have on
our financial results.

The use of derivative and nenderivative
contracts in the normal course of business could
result in financial losses that negatively 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 financial marker 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 external sources, the
valuation of derivative instruments involves
management’s judgment or use of estimates. As a result,
changes in the underlying assumptions or use of
alternative valuation methods could affect the reported
fair value of these contracts.

Additionally, the settlement of derivative
instruments could reflect a realized value thar differs
from our reported estimates of fair value.

inaccurate assumptions and estimates in the
models we use could adversely impact our
financial resuits.

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
underlying the forecasting of customer load, correlations
between prices of energy commodities and weather and
the creditworthiness. of our customers and other third
parties. Inaccurate estimates &f various business
assumptions used in those models could create the
mispricing of customer contracts and assets or the
incorrect measurement 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 resulis.

At December 31, 2010, our qualified pension obligation
was approximately $129 million greater than the fair
value of our plan assets. The performance of the capital
markets will affect the value of the assets that are held
in trust to satisfy our future obligations 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
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for these obligations, which may adversely affect our
liquidity and financial results.

The operation of power generation facilities
involves significant risks that could adversely
affect our financial results.

We own, operate and have ownership 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 incurring a liability for

liquidated damages.

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

We indirectly 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 operarting risks for a nuclear facility and
the risks of a nuclear accident.

Nuclear Operating Risks.  The operation of nuclear
generating facilities involves routine operating risks,
including: .

¢ mechanical or structural problems;

¢ inadequacy or lapses in maintenance protocols;

¢ impairment of reactor operation and safety
systems due to human or mechanical error;

@ costs 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, whether at
our plants or other nuclear operators;

¢ limitations on the amounts and types of
insurance coverage commercially available;



¢ uncerrainties regarding both technological and
financial aspects of decommissioning nuclear
generating facilities; and

¢ environmental risks, including risks associated

with changes in environmental legal’
requirements. '

Nuclear Accident Risks. In the event of a nuclear
accident, the cost of property damage and other
expenses incurred may exceed the insurance coverage
available from both private sources and an industry
retrospective payment plan. In addition, in the event of
an accident at our nuclear joint venture or another
participating insured party’s nuclear plants, we or
CENG could be assessed retrospective insurance
premiums (because all nuclear plant operators
contribure 1o a nationwide catastrophic insurance fund).
In instances where CENG is the member insured, we
have guaranteed our share of CENG’s performance:
Uninsured losses or the payment of retrospective
insurance premiums could each have a material adverse
effect on our-financial results.

We are subject to numerous environmental laws
and regulations that require capital
expenditures, increase our cost of operations
and may expose us to environmental liabilities.
We are subject to extensive federal, state, and local
environmental statutes, rules, and regulations relating to
air quality, water quality, 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.
Sigpificant 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 potential future regulatory changes
include additional 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 maximum
achievable control technology or renewable energy
resources. One or more of these changes could increase
our compliance and operating costs or require
significant commitments of capiral.

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 propertics,
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 p;oceedings 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 urility 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 unil
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
recovered through adjustment charges that are
periodically reset to reflect current and projected costs.
Inability to recover material costs not included in rates
or adjustment clauses 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 thar the Maryland PSC
review Maryland’s competitive electricity market.
Although the settlement agreement reached with the
State of Maryland in March 2008 terminated certain
studies relating to the 1999 deregulation sertlement, the
State-of Maryland is still undertaking a review of the
Maryland electric industry and markert structure to
consider various options for providing standard offer
service to residential customers, including re-regularion.
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 marerial.

The Dodd-Frank Wall Streer Reform and
Consumer Protection Act provides for a new regulatory
regime_ for derivatives. Final regulations may address
collateral requirements, exchange margin cash postings,
and other aspects of derivative transactions, which if
applicable to us despite being an end user of derivatives,
could require us to post additional cash collateral or
otherwise have a material adverse effect on our business.



We are also 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,
including substantial monetary penalties. The State of
Maryland also is considering legislative or regulatory
changes that would impose reliability and quality of
service standards on electric and gas companies,
including penalties for failure to meet those standards.

Further, federal and/or state regulatory approval
may be necessary for us to complete transactions. As

- part of the regulatory approval 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 competitive 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 deiayed,
our business prospects and financial results
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 have 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 targered
the competitive segments of the electric and natural gas
industries created by these initiatives. ,

Energy companies have been under increased
scrutiny by state legislatures, regulatory bodies, capiral
markets, and credit rating agencies. This increased
scrutiny could lead to substantial changes in laws and
regulations affecting us, including modifications to the
auction processes in competitive markets and new
accounting standards that could change the way we are
required to record revenues, expenses, assets, and
liabilities. Proposals in the State of Maryland from time
to time 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. In addition, other states are seeking more
direct ways to affect the results of wholesale capacity
markets, including legislation adopted in New Jersey
that provides guaranteed cost recovery for the
development of up to 2,000 MWs of generation in
exchange for the new generation clearing in the PJM
capacity market. We cannot predict the future
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development of regulation or legislation in these
markets or the ultimare effect that this changing
regulatory environment will have on our business.

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

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

We have business operations- throughout the Unired
States and in Canada:. As a result, we depend on
transportation and transmission facilities owned and
operated by utilities and other energy companies to
deliver the electricity, natural gas and other related
products 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 may require
significant expenditures to maintain and is
subject to operational failure, which could resuit
in potential liability.

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 pracrices,
is subject to operational failure, including due ro events
that are beyond BGE’s control, and may require
significant expenditures to operate efficiently.
Operational failure could result in potential liability if
such failure results in damage to property or injury to
individuals. As a result, electric and gas infrastructure
expenditures and operational failure of equipment could
have an adverse effect on our, or BGE’, financial
results.

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

Our NewEnergy business has contractual obligations to
certain-customers to supply full requirements service to
such customers to satisfy all or a portion of their energy
requirements. The uncertainty regarding the amount of
load that our NewEnergy business must be prepared to
Supply o customers may increase our opcrz{ring COsSts.
The process of estimating the load requirements of our



customers is complicated by potential variability in
demand resulting from extreme changes in weather and
economic factors affecting, our customers. A significant
under- or over-estimation of load requirements could
result in our NewEnergy 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 results may fluctuate on a seasonal
and quarterly basis or as a result of severe
weather. .
" Our business is affected by weather conditions. 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 resulis 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.

investment in new business initiatives and
markets may not be successful.

Our NewEnergy business has sought to invest in new
business initiatives and actively participate in‘new
markets. These include, but are not limited to,
unconventional oil and gas exploration and production,
residential retail power and gas sales, solar and wind
generation, and managed load response. Such initiatives
may involve significant risks and uncertainties,
including distraction of management from current
operations, inadequate return on capital, and
unidentified issues not discovered in the diligence ‘
performed prior to launching an initiative or entering a
marker. Due to these risks, no assurance can be given
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that such initatives will be successful and will not
materially adversely affect our financial results.
Additionally, as these markets mature, there may be new
market entrants or expansion by established competitors
that increase competition for customers and resources,
which could result in us not achieving our plans and
could 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
significant 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 the risk that
operational system flaws or employee tampering or
manipulation of those systems will result in losses that
are difficult to detect.

We may also be subject to disruptions of our
operational systems arising from events that are wholly
or partially beyond our control (for example, natural
disasters, acts of terrorism, epidemics, computer viruses
and telecommunications outages). Third party systems
on which we rely could also suffer operational system
failure. Any of these occurrences could disrupt one or
more of our businesses, result in potential liability or
reputational damage or otherwise have an adverse affect
on our financial results.

Our ability to successfully identify, compiete and
integrate acquisitions is subject to significant
risks, including the effect of increased
competition.

We are likely to encounter significant 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.
Specifically, we intend to continue to pursue the
acquisition of new generating plants in regions where
we have significant retail and wholesale customer supply
operations. Acquired plants may not generate the
projected rates of return or sufficiently march
generation capacity with retail and wholesale customer
supply operations volumes causing an increase in
collateral requirements. If we cannot identify, complete
and integrate-acquisitions successfully, our business,
results of operations and financial condition could be
adversely affected.



War, threats of terrorism and catastrophic events
may impact the results of our operations in
unpredictable ways. .

We cannot predict the impact that any future act of
war, tetrorist attack, or catastrophic event might have
on the energy industry in general and on our business
in particular. In addition, any retaliatory military strikes
or sustained military campaign may affect our
operations in unpredictable ways, such as changes in
insurance markets and disruptions of fuel supplies and
markets, parricularly 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, war, or a catastrophic event may affect our
. operations. Furthermore, these catastrophic events could
compromise the physical or cyber security of our
facilities, which could adversely affect our ability to -
manage our business effectively.

Such activicy 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 war, threats of terrorism,
and catastrophic events may affect our stock price and
our ability to raise capital.

In addition, we maintain a level of insurance
coverage consistent with industry practices against
property and casualty losses subject to unforeseen
occurrences or catastrophic events that may damage or
destroy assets-or interrupt operations. Furthermore, in
the event of a severe disruption resulting from war,
threats of terrorism, and catastrophic events, we have
contingency plans and employ crisis management to
respond and recover operations. Despite these measures,
there may be events beyond our control that may
severely impact operations and affect financial
performance.

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

We rely on access to capital markets as a source of
liquidity for capital requirements not satisfied by
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 commereial paper markets, if available, could be
hindered, and our borrowing costs would increase.
Additionally, the business prospects of our wholesale
and retail NewEnergy business, which in many cases
rely on the creditworthiness of Constellation Energy,
would be negatively impacted. In this regard, we have
certain agreements that contain provisions thar would
require us to post additional collateral upon a credit
rating downgrade. Based on market conditions and
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contractual obligations at the time of a downgrade, we
could be required to post collategal 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 a 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.

item 2. Properties
Constellation Energy occupies approximately 856,000
square feet of leased and owned office space in North
America, which includes its corporate offices in
Balrimore, 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 building
located in downtown Baltimore. BGE also leases
approximately 16,670 square feet of office space. In
addirion, BGE owns propane air and liquefied natural
gas facilities as discussed in frem 1. Business—Gas
Business section.

BGE also has rights-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 rights-of-way during the renewal
process. ,

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

& in public streets and highways pursuant to

franchises, and

¢ on rights-of-way secured for the most part by

grants from owners of the property.

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

Our NewEnergy business owns several natural gas
producing properties.



The following table describes our generating facilities:

At December 31, 2010 -

t 2010
Capacity Capacity
Capacity % Owned  Factor Primary

Plant Location (MW)  Owned (MW) (%) Fuel
Calvert Cliffs Unit 1 (1) Calvert Co., MD 855  50.0 428 90.0  Nuclear
Calvert Cliffs Unit 2 (1) Calvert Co., MD 850  50.0 425 97.2  Nuclear
Nine Mile Point Unit 1 (1) Scriba, NY 620  50.0 310 97.5 Nuclear
Nine Mile Point Unit 2 (1) Scriba, NY 1,138  41.0 467 89.7 Nuclear
R.E. Ginna (1) Ontario, NY 581 50.0 291 97.2  Nuclear
Brandon Shores Anne Arundel Co., MD 1,273 100.0 1,273 54.1 Coal
H. A. Wagner Anne Arundel Co., MD 976 100.0 976 19.2  Coal/Oil/Gas
C. P. Crane Baltimore Co., MD 399  100.0 399 24.2  Oil/Coal
Keystone Armstrong and Indiana Cos., PA 1,711 21.0 359(5) 90.4 Coal
Conemaugh West Moreland Co., PA 1,711 10.6 181(5) 81.1 Coal
Perryman Harford Co., MD 347 100.0 347 2.2 Oil/Gas

- Riverside Baltimore Co., MD 228 100.0 228 0.7 Oil/Gas
Handsome Lake Rockland Twp, PA 268  100.0 268 2.7 Gas =
Notch Chiff Baltimore Co., MD 101 100.0 101 2.0 Gas
Westport Baltimore City, MD 116 100.0 116 0.5 Gas
Gould Street Baltimore City, MD 97 100.0 97 2.6 Gas
Philadelphia Road Baltimore City, MD 61 100.0 61 0.5 Oil
Safe Harbor Safe Harbor, PA 417 66.7 278 27.1 Hydro
Criterion Qakland, MD 70 100.0 70 - 2.5 Wind
Grande Prairie Alberta, Canada 93  100.0 93 8.4 Gas
West Valley Salt Lake City, UT 200 100.0 200 10.6  Gas
Hillabee Energy Center Alexander City, Alabama 740 100.0 740 36.8 Gas
Colorado Bend Energy Center Wharton, Texas 550 100.0 550 17.0 Gas
Quail Run Energy Center (2) Odessa, Texas 550 100.0 550 15.3  Gas
Panther Creek Nesquehoning, PA 80  50.0 40 96.6  Waste Coal
Colver Colver Township, PA 102 25.0 26 99.2  Waste Coal
Sunnyside Sunnyside, UT 51 50.0 26 84.5 Whaste Coal
ACE Trona, CA 102 31.1 32 88.0  Coal
Jasmin Kern Co., CA 35 50.0 18 87.7 Coal
POSO Kern Co., CA 35 50.0 18 92.0  Coal
Rocklin Placer Co., CA 24 50.0 12 80.6 Biomass
Fresno Fresno, CA 24 50.0 12 83.6 Biomass
Chinese Station Jamestown, CA 22 450 10 58.6  Biomass
Malacha Muck Valley, CA 32 50.0 16 10.6  Hydro
Constellation Solar (6) Various 9 100.0 9 —  Solar
SEGS IV Kramer Junction, CA 33 122 4 27.1  Solar
SEGS V Kramer Junction, CA . 24 4.2 1 33.0  Solar
SEGS VI Kramer Junction, CA 34 8.8 3 28.4  Solar
Total Generating Facilities (3)(4) 14,559 9,030

(1) We own a 50.01% mempership interest in CENG, the joint venture with EDF that holds these miclear generating assets
as a result of the sale of @ 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.

&

On December 30, 2010, we signed an agreemient to sell the Quail Run Energy Center to High Plains Diversified Energy

Corporation (HPDEC) for $185.3 million: The agreement is contingent upon HPDEC obtaining financing. through the

sale of municipal bonds.
3)
(4)

)

the contract capacity.

diesel capacity for Keystone and 1 MW of diesel capacity for Conemaugh.

(6)

Constellarion Solar is our operation that constructs, owns, and operates solar facilities.

The sum of the individual plant capacity megawatts may not equal the total due to the effects of rounding.
Capacity figures represent summer seasonal claimed capacity amounts. For units with power purchase agreements, we use

Reflects our proportionate interest in and entitlement to capacity from Keystone and Conemangh, which include 2 MW of

In January 2011, we completed the acquisition of Boston Generating’s 2,950MW nameplate capacity (2,656 MW
of summer seasonal claimed capacity) fleet of generating plants: four natural gas-fired plants, including Mystic 8 and 9
(1,580 MW), Fore River (787 MW), and Mystic 7 (574 MW) as well as a fuel oil plant, Mystic Jet (9 MW). After
this acquisition, our total summer seasonal claimed capacity owned increased to approximately 11,686 MW.

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,
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As of December 31, 2010, we also have a 50% ownership interest in a waste coal processing facility located in
Hazelton, Pennsylvania.

ftem 3. Legal Procebdings
We discuss our legal proceedings in Note 12 to Consolidated Financial Statements.
ftem 4. [Removed and Reserved]

Executive Officers of the Registrant
Other Offices or Positions Held During Past

Name Age Present Office Five Years

Mayo A. Shattuck 111 56 Chairman of the Board (since July 2002), Chairman of the Board of Baltimore Gas and
President and Chief Executive Officer (since Electric Company
November 2001) of Constellation Energy

Michael J. Wallace (1) 63 Vice Chairman {since March 2008), Executive President and Chief Executive Officer—

Vice President (since January 2004) and Chief Constellation Energy Nuclear Group, LLC
Operating Officer (since May 2009) of :
Constellation Energy

Henry B. Barron 60 Executive Vice President of Constellation Chief Nuclear Officer of Constellation Energy
Energy (since April 2008); and President and Nuclear Group; and Group Executive and Chief
Chief Executive Officer (since September 2008) Nuclear Officer—Duke Energy
of Constellation Energy Nuclear Group

James L. Connaughton 49 Executive Vice President, Corporate Affairs, Chairman of the White House Council on
Public and Environmental Policy (since Environmental Quality and Director of the
February 2009) White House Office ‘of Environmental Policy
Paul J. Allen 59 Senior Vice President (since January 2004) and None

Chief Environmental Officer (since June 2007)
of Constellation Energy

Charles A. Berardesco 52 Senior Vice President (since October 2008), Vice President and Deputy General Counsel—

General Counsel (since October 2008) and Constellation Energy; and Associate General
Corporate Secretary (since July 2004) of Counsel—Constellation Energy
Constcllation Energy

Brenda L. Boultwood 46 Senior Vice President and Chief Risk Officer of ~ Global Head of Strategy and Global Head of
Constellation Energy (since January 2008) Derivative Services, Alternative Investment

Services and Head of Treasury Services Risk
. Management—1J.P. Morgan Chase & Company
Kenneth W. DeFontes, Jr. 60 Senior Vice President of Constellation Energy None
(since October 2004); and President and Chief
Execurtive Officer of Baltimore Gas and Electric
Company (since October 2004)

Andrew L. Good 43 Senior Vice President, Corporate Strategy and Senior Vice President and Chief Financial
Development of Constellation Energy (since Officer—Constellation Energy Resources;
November 2009) ) Senior Vice President and Chief Financial

Officer—Constellation Energy Commodities
Group; and Senior Vice President, Finance—
Constellation Energy

Kathleen W. Hyle " 52 Senior Vice President of Constellation Energy Senior Vice President, Finance, and Chief
(since September 2005); and Chief Operarting Financial Officer—Constellation Energy
Officer of Constellation Energy Resources (since  Nuclear Group; Chief Financial Officer—
November 2008) ° UniStar Nuclear Energy; Senior Vice President,

Finance—Constellation Energy; and Chief
Financial Officer, Constellation NewEnergy

Mary L. Lauria 46 Senior Vice President and Chief Human Vice President and Chief Talent Officer—
Resources Officer of Constellation Energy (since  Constellation Energy; Vice President, Talent
Ocrober 2010) Management and Leadership Development—

Wyeth; Director, Global Talent Management—
Johnson & Johnson

Jonathan W. Thayer 39  Senior Vice President and Chief Financial - Vice President and Managing Director,
Officer of Constellation Energy (since October ~ “Corporate Strategy and Development—
2008) Constellation Energy; Treasurer—Constellation

Energy; and Senior Vice President and Chief
Financial Officer—DBaltimore Gas and Electric
: Company
(1) Mr. Wallace will retire from Constellation Energy effective April 2011.

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 Equity, Related Shareholder Matters, issuer
Purchases of Equity Securities, and Unregistered Sales of Equity and Use of Proceeds

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

As of January 31, 2011, there were 33,239

Quarterly dividends were declared on our common
stock during 2010 and 2009 in the amounts set forth
below.

BGE pays dividends on its common stock after its
Board of Directors declares them. However, pursuant to

common shareholders of record.

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

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, unless Constellation
" Energy elects to defer interest payments on the 8.625%
Series A Junior Subordinated Debentures due June 15,
2063, and any deferred interest remains unpaid.
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.
In January 2011, we announced a quarterly

dividend of $0.24 per share payable April 1, 2011 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:

4 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

holders of record at the close of business on March 10, paid.
2011. This is equivalent to an annual rate of $0.96 per
share.

Common Stock Dividends and Price Ranges

2010 2009

Dividend Price Dividend Price

Declared High Low Declared High Low
First Quarter $0.24 $36.99  $31.08 $0.24 $27.97  $15.05
Second Quarter 0.24 38.73 32.09 0.24 28.05 20.18
Third Quarter - 024 35.10  28.21 0.24 33.37  25.76
Fourth Quarter 0.24 33.18 27.64 0.24 36.55 30.24
Total $0.96 $0.96

SR ! ' ]
' Purchases of Equity Securities by the Issuer and Affiliated Purchasers
The following table discloses purchases of shares of our common stock made by us or on our behalf for the periods
shown below. : .

Total Number
of Shares Maximum Dollar
Purchased as Amount of Shares
Part of Publicly that May Yet Be
Total Number Announced Purchased Under
of Shares Average Price . Plans or the Plans and Programs
Period Purchased (1)  Paid for Shares Programs (at month end)
October 1 - October 31, 2010 113 $32.34 — —
November 1 - November 30, 2010 — — — —
December 1 - December 31, 2010 92,643 30.84 — —
Total 92,756 $30.84 — s

(1) Kepresents 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

2010 2009 2008 2007 2006

(In millions, except per share amounts)
Summary of Operations

Total Revenues . $14,340.0 $15,598.8 $19,741.9 $21,185.1 $19,271.1
Total Expenses ' ' 15,853.8  14,588.5  20,821.9  19,858.8  18,025.2
Equity investment earnings (losses) 25.0 (6.1) 76.4 8.1 13.8
Gain on Sale of Interest in CENG — 7,445.6 —_ — —
Net Gain (Loss) on Divestitures 245.8 (468.8) 25.5 — 73.8
(Loss) Income From Operations (1,243.0) 7,981.0 (978.1) 1,334.4 1,333.5
Gains on Sales of CEP LLC equity ) — — — 63.3 28.7
Other (Expense) Income (76.7) (140.7) (69.5) 157.4 66.8
Fixed Charges 277.8 350.1 349.1 292.4 315.5
(Loss) Income Before Income Taxes ' (1,597.5) 7,490.2 (1,396.7) 1,262.7 1,113.5
Income Tax (Benefit) Expense (665.7) - 2,986.8 (78.3) 428.3 351.0
(Loss) Income from Continuing Operations and Before

Cumulative Effects of Changes in Accounting Principles (931.8) 4,503.4 (1,318.4) 834.4 762.5

(Loss) Income from Discontinued Operations, Net of Income ‘

Taxes — — —_ (0.9) 187.8

Net (Loss) Income . $ (931.8) $ 45034 $(1,3184) $ 8335 $ 950.3
Net Loss (Income) Attributable to Noncontrolling Interests and '

BGE Preference Stock Dividends 50.8 60.0 (4.0) 12.0 13.9
Net (Loss) Income Arttributable to Common Stock $ (982.6) $ 44434 $(1,314.4) $ 8215 $ 9364

(Loss) Earnings Per Common Share from Continuing
Operations and Before Cumulative Effects of Changes in

Accounting Principles Assuming Dilution $ (4900 $ 2219 $ (7.34) $ 451 $ 412
(Loss) Income from Discontinued Operations —_ — — T (0.01) 1.04
(Loss) Earnings Per Common Share Assuming Dilution $ (490) $ 2219 $ (7.34) $ 450 § 5.16
Dividends Declared Per Common Share $ 096 $ 096 $ 191 §$ 1.74  § 1.51
Summary of Financial Condition
Total Assets $20,018.5 $23,544.4 $22,284.1 $21,742.3 $21,801.6
Current Portion of Long-Term Debt ) $ 3053 § 569 $ 25915 $ 3806 $ 87838
Capitalization: '
Long-Term Debt $ 4,448.8 § 4,8140 $ 50987 $ 4,660.5 $ 4,222.3
Noncontrolling Interests , 88.8 75.3 20.1 19.2 94.5
BGE Preference Stock Not Subject to Mandatory ]
Redemption ‘ 190.0 190.0 190.0 190.0 190.0
Common Shareholders’ Equity ' 7,829.2 8,697.1 3,181.4 5,340.2 4,609.3
Total Capiralization $12,5.§6.8 $13,776.4 $ 8,490.2 $10,209.9 $ 9,116.1
Financial Statistics at Year End »
Ratio of Earnings to Fixed Charges N/A 14.76 N/A 3.84 4.05
Book Value Per Share of Common Stock $ 39.19 $ 4327 $ 1598 " $ 2993 $ 2554

N/A—Calculation is not applicable as a result of the net loss for 2010 and 2008.

We discuss items that affect comparability between years, including acquisitions and dispositions, accounting changes and other items,
in ltem 7. Managements Discussion and Analysis.
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Baltimore Gas and Electric Company and_Subsidiaries

2010 2009 2008 2007 2006
(In millions)
Summary of Operations -
Total Revenues ' $3,461.7 $3,579.0 $3,703.7 $3,418.5 $3,015.4
Total Expenses 3,107.5 3,310.6 3,521.2 3,084.2 2,646.3
Income From Operations 354.2 268.4 182.5 334.3 369.1
Orther Income 20.8 25.4 29.6 26.9 6.0
Fixed Charges 130.3 139.3 139.9 125.3 102.6
Income Before Income Taxes 2447 154.5 72.2 235.9 272.5
Income Taxes 97.1 63.8 20.7 96.0 102.2
Net Income 147.6 90.7 51.5 139.9 170.3
Preference Stock Dividends 13.2 13.2 13.2 13.2 13.2
Net Income Ateributable to Common Stock before
Noncontrolling Interests $ 134.4 $ 775 $ 383 $ 1267 $ 157.1
Net Loss (Income) Artributable to Noncontrolling ’ )
Interests — 7.3 — 0.1) —
Net Income Attributable to Common Stock $ 134.4 $ 84.8 $ 383 $ 126.6 $ 157.1
Summary of Financial Condition
Total Assets $6,667.3 $6,453.1 $6,08G.2 $5,783.0 $5,140.7
Current Portion of Long-Term Debr $ 817 $ 565 $ 90.0 $ 375.0 $ 2583
Capitalization .
Long-Term Debt $2,059.9 $2,141.4 $2,197.7 $1,862.5 $1,480.5
Noncontrolling Interest — 17.6 16.9 16.8 16.7
Preference Stock Not Subject to Mandatory
Redemption 190.0 190.0 190.0 190.0 190.0
Common Sharcholders Equity 2,073.2 1,938.8 1,538.2 1,671.7 1,651.5
Total Capitalization $4,323.1 $4,287.8 $3,942.8 $3,741.0 $3,338.7
Financial Statistics at Year End
Ratio of Earnings to Fixed Charges 2.80 2.07 1.50 2.84 3.60
Ratio of Earnings to Fixed Charges and Preferred and
Preference Stock Dividends 2.41 1.80 1.33 2.42 2.99

We discuss items that affect comparability beween years, including accounting changes and other items, in Jtem 7. Managements

Discussion and Analysis.
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item 7. Management’s Discussion and ﬂn\alysns 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 organized around three business
segments: a generation business (Generation), a customer supply
business (NewEnergy), and Baltimore Gas and Electric Company
(BGE). We describe our operating segments in Note 3 to
Consolidated Financial Statements.

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, collectively. References
in this report to the “regulated business(es)” are to BGE. We
discuss our business in more detail in ftem 1. Business section
and the risk factors affecting our business in ltem 1A. Risk
Factors section.

In this discussion and analysis, we will explain the general
financial condition of and the results of operations for
Constellation Energy and BGE including:

¢ factors which affect our businesses,
our earnings and costs in the periods presented,
changes in carnings and costs between periods,
sources of earnings,
impact of these factors on our overall financial

® d o o

condition,

expected sources of cash for future capital expenditures,
our net available liquidity and collateral requirements,
and

L4

¢

As you read this discussion and analysis, refer to our
Consolidated Statements of Income (Loss), which present the
results of our operations for 2010, 2009, and 2008. We analyze
and explain the differences between periods in the specific line
items of our Consolidated Statements of Income (Loss).

expected future expenditures for capital projects.

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 managements most difficult,
subjective or complex judgment. ‘

We highlight significant events that are important to
understanding our results of operations and financial
condition.

We review our results of operations beginning with an
overview of our total company results, followed by 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.
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Strategy
Our strategy is to provide innovative and risk-mitigating energy
products and solutions to North American wholesale and retail
customers. Overall, we strive to serve our customers with diverse
products and solutions to meet their energy needs.
In
¢

executing this strategy, we leverage our core strengths of:
maintaining and growing strong and diverse supply
relationships with retail and wholesale customers,

¢ owning, developing, operating, and contracting for
generation assets,

@ integrating our expertise in managing physical and
financial risks, and

¢ providing reliable, regulated utility service to customers.

Our NewEnergy business focuses on sales of electricity,
natural gas, and related products to various customers, including
distribution utilides, municipalities, cooperatives, and
commercial, industrial, governmental, and residential customers
in competitive markets. The retail NewEnergy customer supply
operation combines a unified sales force with a customer-centric
model that leverages technology to broaden the range of
products and services we offer, which we believe promotes
stronger customer relationships. This model focuses on efficiency
and cost reduction, which we believe will provide a platform
that is scalable and able to capitalize on opportunities for future
growth.

NewEnergy obrains energy from both owned and
contracted supply resources and actively manages these physical
and contractual assets in order to derive incremental value.
Additonally, NewEnergy is involved in the development,
exploration and exploitation of natural gas properties.

Our Generation business has a fleet of plants that is
strategically located in markets that support our customer-facing
business and includes various fuel types, such as coal, natural
gas, oil, nuclear, and renewable sources. We generally have load
obligations greater than our generation output. Going forward,
we intend to invest in generation assets in the markets where we
serve load to provide a more efficient and balanced profile
between our generation production and our customer load
obligations.

Our strategy is enabled by a fleet of generation facilities
and our risk management capabilities. This combination of our
Generation and NewEnergy businesses also allows us to operate
in a manpner so we can minimize our collateral requirements. We
discuss -our collateral requirements in the Collateral section.

BGE, our regulated utility located in central Maryland,
provides standard offer service and distributes electricity and gas
to customers. BGE is also focusing on enhancing reliability and
customer satisfaction, and is implementing customer demand
response initiatives, including a comprehensive smart grid
initiative and a full portfolio of conservation programs.

The ability of energy consumers to choose their supplier,
regulatory change, and energy market conditions significantly
impact our business. In response, we regulatly evaluate our
strategies to improve our competitive position. We actively
anticipate and adapt to the business environment and regulatory
changes that impact our industry. We are committed to
maintaining a strong balance sheet and investment-grade credit



quality by making disciplined investment and capital
management decisions to support our strategic initiatives in an
efficient and effective manner.

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 ltem 1A. Risk Factors sections.

Throughout 2008, volatility in the financial markets
intensified, leading to dramatic declines in equity and
commodity prices and substantially reduced 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
and 2010, markets in which we operate were affected by -
declining prices for power, gas, and capacity. We discuss the
impact of declining commodity prices on our future earnings in
more detail in the Generation Results section.

During 2009 and 2010, 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 more detail in the Risk Management section.

Competition also impacts our business. We discuss
competition in more detail in Jrem 1. Business—Competition
section.

The impacts of electric competition on BGE in Maryland
are discussed in [tem I. Business—Baltimore Gas and Electric
Company—Electric Business—Electric Competition section.

Regulation—Maryland

Maryland PSC

In addition to competition, which we discuss in lrem 1.
Business—DBaltimore Gas and Electric Company—Electric
Business—Electric Competition section, regulation by the Maryland
Public Service: Commiission (Marytand 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 shown on customer billings as 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.

Purchase of Supplier Receivables

Effective July 15, 2010, BGE, pursuant to Maryland PSC
requirements, began to purchase receivables at a discount from
third party competitive energy suppliers that provide our
customers electricity and/or gas. The discount rate applied to the

receivables is a regulated rate which is intended to cover BGE’s
costs associated with purchasing-these receivables, such as
uncollectibles, and is subject to an annual true-up to reflect
actual costs.

Order Approving Membership Interest Sale in CENG to EDF
In October 2009, the Maryland PSC issued an order approving
the sale of a 49.99% membership interest in CENG to EDF
subject to the following conditions, with which both
Constellation Energy and EDF complied or are complying:
¢ Constellation Energy funded a one-time, $100 per
customer distribution rate credit for BGE residential
customers totaling $112.4 million in the fourth quarter
of 2009. 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 was 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, BGE’s 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 was prohibited from filing an electric and/or gas
distribution rate case at any time prior to January 2010
and was ordered not to file a subsequent electric and/or
gas distribution rate case until January 2011. Any rate
increase in the first electric distribution rate case was
capped at 5% as agreed to by Constellation Energy in
its 2008 settlement with the State of Maryland and the
Maryland PSC. In May 2010, BGE filed an electric and
gas distribution rate case with the Maryland PSC and
the Maryland PSC issued its order on the case in
December 2010. We discuss this matter further in the
Base Rates section below.
¢ Constellation Energy is 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 implemented “ring
fencing” measures in February 2010 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.

Maryland Settlement Agreement

In March 2008, Constellation Energy, BGE, and a Conste[latxon
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 adopted
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 were 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 through May 31, 2010
without having to rebate it to all residential electric
customers. This totaled $37.3 million over this period.
Starting June 1, 2010, BGE has provided all residential
electric customers a credit for the residential return
component of the administrative charge. This credit will
be given to customers through December 31, 2016.
@ Any ‘increase in electric distribution revenue awarded in
the first electric distribution rate case filed by BGE after
the settlement was capped at 5% with certain
exceptions. The agreement does not govern of 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
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
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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.

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 to 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 a profit. Generally, rate increases improve the earnings of
our regulated business 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 parties- may petition the Maryland
PSC to decrease base rates.

In May 2010, BGE filed an application for an increase in
its electric and gas base rates with the Maryland PSC. In August
2010, BGE updated its application to request an increase of
$47.2 million and $30.4 million in its electric and gas base
rates, respectively. The request was based upon an 8.99% rate of
return with an 11.65% return on equity and a 52% equity ratio.
While BGE demonstrated the need for a $92.3 million increase
in electric base rates, distribution revenues awarded to BGE in
the case were subject to a 5% cap pursuant to the terms of the
2008 settlement agreement with the State of Maryland as well as
the Maryland PSC’s order approving the EDF transaction.

On December 6, 2010, the Maryland PSC issued an
abbreviated order authorizing BGE to increase electric
distribution rates by no more than $31.0 million and increase
gas distribution rates by no more than $9.8 million for service
rendered on or after December 4, 2010. The electric distribution
rate increase was based upon an 8.06% rate of return with a
9.86% return on equity and a 52% equity ratio. The gas
distribution rate increase was based upon a 7.90% rate of return
with a 9.56% return on equity and a 52% equity ratio. BGE
implemented the abbreviated order, will evaluate the
comprehensive rate order that the Maryland PSC will issue in
the near future and will assess its alternatives. BGE cannot
predict the outcome of this assessment.

Revenue Decoupling

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. We have a similar
revenue decoupling mechanism in our gas business.

Demand Response and Advanced Metering Programs
BGE defers costs associated with its demand response programs”
as a regulatory asset and recovers these costs from customers in
future periods. :

In August 2010, the Maryland PSC approved a

comprehensive smart grid initiative for BGE which includes the

planned installation of 2 million residential and commercial
electric and gas smart meters at an expected total cost of -
approximately $480 million. The Maryland PSC’s approval
ordered BGE to defer the associated incremental costs,
depreciation and amortization, and an appropriate return, in a
regulatory asset until such time as a cost-effective advanced
metering system is delivered to customers. Under a grant from-
the United States Department of Energy (DOE) BGE is a
recipient of $200 million in federal funding for its smart grid
and other related initiatives. This grant allows BGE to be
reimbursed for smart grid and other expenditures up to

$200 million, substantially reducing the total cost of these
initiatives.

We discuss BGE’s electric load management programs in
more detail in Jrem 1. Business—Baltimore Gas and Electric
Company—Electric Load Management. We discuss the associated
regulatory assets in Note 6 to Consolidated. Financial Statements.

Electric 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. However, BGE is required under the terms of
Senate Bill 1 to provide all residential electric customers a credit
for the residential return component of the adminisrative fee.
This credit will be given to customers ‘through December 31,
2016. Currently, BGE is involved in a Maryland PSC
proceeding to determine the future, on-going structure of the
SOS administracive fee charged to all SOS customers.

Gas Commodity Charge

BGE charges its gas customers separately for the natural gas they
purchase. The price BGE charges for the natural gas is based on
a market-based rates incentive mechanism approved by the
Maryland PSC. We discuss market-based rates in more derail in
the Regulated Gas Business section and in Note 6 to Consolidated
Financial Statements.
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Potential Relinbility and Quality of Service Standards

The State of Maryland is considering legislative and regulatory
changes that would impose new reliability and quality of service
standards on electric and gas companies, as well as penalties for
failure to meet those standards. We cannot at this time predict
the final outcome of this process or how such outcome may
affect our, or BGEs, financial results.

Federal Regulation

FERC .

The FERC has jurisdiction over various aspects of our business,
including electric transmission and wholesale natural gas and
electricity sales. BGE transmission rates are updated annually
based on 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
investment projects since 2007. We believe thar 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
operator, PJM administers the energy markets and conducts
day-to-day operations of the bulk power system. The liability of
transmission owners, including BGE, and power generators is
limited to those damages caused by the gross negligence of such
entities.

In addition to PJM, RTOs exist in other regions of the
country such as the Midwest, New York, Texas, 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 reliability. Our
Generation and NewEnergy businesses participate in these
regional energy markets. These markers 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
methedology 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.

In November 2004, FERC eliminated through and out
transmission rates between the Midwest Independent System
Operator (MISO) and PJM and put in place Seams Elimination
Charge/Cost Adjustment/Assignment (SECA) transition rates,
which are paid by the transmission customers of MISO and



PJM and allocated among the various transmission owners in
PJM and MISO. The SECA transition rates were in effect from
December 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, and an initial decision from the FERC
administrative law judge (AL]) was issued in August 2006. The
decision of the AL]J generally found in favor of reducing the
overall SECA liability. In May 2010; FERC issued an order
approving in part and reversing in part the ALJ decision. The
FERC order results in additional SECA liabilities being impdosed
on us. In June 2010, we filed a request for rehearing of the
FERC order on the ALJ decision, as did other interested parties.
The rehearing requests ‘are pending at FERC. In July 2010, BGE
filed a petition for review of FERC's approval of the SECA
methodology, and this appeal is being held in abeyance pending
action by FERC on the pending rehearing requests. In the
interim, PJM and MISO have made filings at FERC to comply
with the May 2010 decision and to impose charges accordingly.
Depending on the ultimate outcome, the proceeding may have a
material effect on our financial results.

Capacity Markess

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 possible effect
on our, or BGE’s, financial results.

Through 2008 and 2009, PJM made several filings at
FERC proposing various revisions to its capacity marker, 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 marrers 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 impact on our
financial results.

In May 2008, five state public service commissions,
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 requested
" that FERC establish 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. FERC dismissed
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the complaint and denied rehearing, and ultimately the
Maryland PSC and New Jersey erd of Public Utilities
appealed the case to the United States Court of Appeals for the
District of Columbia. In February 2011, the court denied the
petition for review and held that FERC adequately explained
why the RPM auction structure was just and reasonable. The
petitioners could seek to appeal the court’s decision to the
United States Supreme Court. We cannot predict at this time
whether the petitioners will seek an appeal or the outcome of
any further proceedings.

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 generarors 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 Eneroy 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 previously wholly
owned nuclear facilities located in NY. In August 2009, FERC
issued an order setting this matter for a public hearing before an
AlL]J to determine the intent of the capacity suppliers (including
CCG) in making their energy offers in ISO-New England. CCG
actively participated in the proceeding, and in September 2010
the ALJ issued an Initial Decision finding that the Connecricut
Parties failed to prove their case and dismissed the complaint
against CCG. The Initial Decision is pending before FERC for
approval or modification.

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 marterial effectr on our financial results.

In addition to legal challenges to capacity markets and
regulatory advocacy before FERC secking to revise the capacity
market structures, states are seeking more direct ways to affect
the results of wholesale capacity markets. In January 2011, the
New Jersey legislature adopted legislation that would provide for
guaranteed cost recovery for the development of up to 2,000
MWs of new base load or mid-merit generation in exchange for
the requirement that the new generation clear in the PJM
capacity market. Similarly, the Maryland PSC issued a draft
Request for Proposals that, subject to an evidentiary hearing
confirming the reliability need for such resources, contemplates
having Maryland ratepayers fund the development of new
generation and to require that eligible new generation clear in
the PJM capacity market. Such state efforts are intended to



depress capacity prices, and are subject to legal and regulatory
challenge. Depending on the outcome of these challenges, these
state efforts could have a materidl 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.

Concerns over the security of the country’s energy
infrastructure could lead to additional 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.

Financial Regulatory Reform

The Dodd-Frank Wall Street Reform and Consumer Protection
Act (Dodd-Frank Act) was enacted in July 2010, While the
Dodd-Frank Act is focused primarily on the regulation and
oversight of financial institutions, it also provides for a new
regulatory regime for derivatives, including mandatory clearing
of certain swaps, exchange trading, margin requirements, and
other transparency requirements. The Dodd-Frank Act, however,
also preserves the ability of end users in our industry o hedge
their risks, which we believe results in the new derivatives
requirements not being applicable to us for most of our
activities. However, there will be several key rulemakings to
implement the derivatives requirements, which, depending on
the final scope of the regulations, could attempt to impose
significant obligations on us nonetheless. Final regulations may.
address collateral requirements and exchange margin cash
postings, which if applicable to us despite being an end user of
derivatives, could have the effect of increasing collateral
requirements or the amount of exchange margin cash postings in
lieu of letters of credit currently issued on over-the-counter
contracts. These regulations could also result in additional
transactional and compliance costs to the extent théy apply to
us, and could impact markert liquidicy.

In addition to new regulation over derivatives, the
Dodd-Frank Act amends the Sarbanes-Oxley Act to permanently
exempt nonaccelerated filers, including BGE, from the
requirement to obtain an audit report on internal controls over
financial reporting.

Marker Oversight

Regulatory agencies that have jurisdiction over our businesses,
including the FERC and Commodity Future Trading
Commission (CFTC), possess broad enforcement and
investigative authority to ensure well functioning markets and to
prohibit market manipulation or violations of the agencies’ rules
or orders. These agencies also possess significant civil penalty
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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 acrtivities
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

Generation and NewEnergy Businesses

Weather conditions in the different regions of North America
influence the financial results of our Generation and NewEnergy
businesses. 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
commodiries 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—Revenue Decoupling, Regulated Flectric 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 NewEnergy business. These factors include:

@ seasonal, daily, and hourly changes in demand,
number of market participants,
extreme peak demands,

available supply resources,

L K 2 R 4

_transportation and transmission availability and
reliability within and berween regions,

L 4

location of our generating facilities relative to the
location of our load-serving obligations,
implementation of new markert 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 derivartive

L4

prices in different ways and ro different degrees. These effects
may vary throughout the country as a result of regional
differences in:
L 2
L 4
L4

weather conditions,
market liquidity,
capability and reliability of the physical electricity and
gas systems,
L 4
L 4
¢ " the nature and extent of electricity competition.
Other factors also impact the demand for electricity and gas
in our regulated businesses. These factors include the number of

state and local environmental regulations,
local transportation systems, and

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

The number of customers in a given period is affected by
new home and apartment construction and by the number of
businesses in our service territory.

Usage per customer refers to all other items impacting
customer sales that cannot be measured separately. These factors
include the strength of the economy in our service territory.
When the economy is healthy and expanding, customers tend to
consume more electricity and gas. Conversely, during an
economic downturn, our customers tend to consume less
electricity and gas.

Environmental Matters and Legal Proceedings

We discuss derails 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 srandards 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
Consolidated Statements of Income (Loss),
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¢ our reported amounts of assets and liabilities in our
Consolidated Balance Sheers, 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 accounting policies discussed
below 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
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 the scope of these requirements, management is required
to exercise judgment in several areas, including the following:
¢ identification of derivatives,
¢
&
L2
As discussed in more detail below, the exercise of

selection of accounting treatment for derivatives,
valuation of derivatives, and
impact of uncertainty.

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 Noze 7 and Note 13 1o
Consolidated Financial Statements.

Identification of Derivatives

We must evaluate new and existing transactions and agreements
to determine whether they are derivatives or if they contain
embedded 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 accounting,



which provides for several possible accounting trearments as

discussed more fully under Accounting Trearment 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-derivativé.

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

derivarives 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 ar 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
¢ accrual accounting under Normal Purchase/Normal Sale

(NPNS).

Each of the accounting treatments that we use for
derivarives affects our financial statements in substantially

different ways as

Accounting

summarized below:

Recognition and Measurement

Treatment

Balance Sheet

Income Statement

Mark-to-marker @

Derivative asset or
liability recorded ar fair

value

¢ Changes in fair value

recognized in earnings

Cash flow ¢

Derivative asset or

Ineffective changes in

hedge liability recorded at fair fair value recognized in
value carnings
¢ Effective changes in fair Amounts in accumulated
value recognized in other comprehensive
accumulated other income reclassified to
comprehensive income earnings when the
hedged forecasted
transaction affects
carnings or becomes
S s probable of not
occurring
Fair value ¢ Derivative asset or Changes in fair value
hedge liabilicy 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
value
NPNS ¢ Fair value nor recorded Changes in fair value
(accrual) € Accounts receivable or not recognized in

accounts payable
recorded when derivative
settles

earnings

Revenue or expense
recognized in earnings
when underlying
physical commodity is
sold or consumed
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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.
¢ Accrual accounting under NPNS—determination that
the derivative will result in gross physical delivery of the
. underlying commodity and will not settle on a net basis.
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 NPNS
accrual or hedge accounting for our physical energy delivery
activities 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 activities:
¢ our compertitive rerail gas customer supply activities and
our fixed quantity competitive retail power customer
supply activities for new transactions closed after
June 30, 2010, 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,
¢ economic hedges of activities that require accrual
accounting for which the related hedge requires
mark-to-marker accounting, and
¢ interest rate swaps related to our debr if they do not

qualify as fair value hedges.



As a result of making these judgments, the selectiorrof 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

t

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
for effective portion of
hedge
Earnings prior to ¢ Increase or decrease ¢ Increase or decrease ¢ Increase or decrease ¢ No impact
sertlement for ineffective portion - for change in
of hedge derivatives
@ Decrease or increase
for change in hedged
asset or liability
& Increase or decrease
for ineffective portion
Earnings at settlement ¢ No impact ¢ Amounts in AOCI ¢ Hedged margin ¢ Revenue or expense

reclassified to earnings
when hedged
forecasted transaction
affects earnings or

recognized in earnings

recognized in earnings
when underlying
physical commaodity 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 art 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 refleck uncertainties associated with estimates
inherent in the determination of fair value that are not
incorporated in market price information or other market-based
estimates we use to determine fair value. To the extent possible,
we utilize market-based data together with quantitative methods
for both measuring the uncertainties for which we record
valuation adjustments and determining the level of such
adjustments and changes in those levels. We discuss fair value
measurements in more detail in Note 13 to Consolidated
Financial Statements.
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The judgments we are required to make in order to
estimate fair value have a material impact on our financial
statemnents. 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 actounting 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 estimartes 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.
t
Evaiuation 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:
¢ asignificant 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,

S

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
amount originally expected for the construcrion 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 asser 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 indeperident of the cash flows of other
assets and liabilities. This necessarily requires us to estimate
uncertain future cash flows.

In order to estimate future cash flows, we consider
historical cash flows and changes in the market environment and
other factors that may affect future cash flows. To the extent
applicable, the assumptions we use are consistent with forecasts
that we are otherwise required to make (for example, in
preparing our earnings forecasts). If we are considering
alternative courses of action to recover the carrying amount of a
long-lived asset (such as the potential sale of an asser), we
probability-weight the alternative courses of action to estimate
the cash flows.

We use our best estimates in making these evaluations and
consider various factors, including forward price curves for
energy, fuel costs, and operating costs. However, actual future
market prices and project costs could vary from the assumptions
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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 associared 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 inherent
uncertainty of future cash flows as discussed above with respect
to undiscounted cash flows. Actual future market prices and
project costs could vary from those used in our estimates, and
the impact of such variations could be material.

Unproved Gas Properties

We evaluate unproved property at least annually to determine if
it is impaired. Impairment for unproved property occurs if there
are no firm plans to continue drilling, the lease is near its
expiration, or historical experience necessitates a valuation
allowance. The determination of whether to continue to develop
the lease is based upon the economics (forward prices and the
level of gas reserves) associated with extracting the estimated gas
reserves, which necessarily involves the exercise of judgment.

Investments

We evaluate our equity method and cost method investments
(for example, CENG, UNE (through November 3, 2010), 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.

The evaluation and measurement of investment
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 coal, hydroelectric, fuel processing projects, as well as
our equity investment in our nuclear joint venture. These issues
include environmental and legislative initiatives. We discuss
certain risks and uncertainties in more detail in our Forward
Looking Statements and Item 1A. Risk Factors sections. However,
should future events cause these investments to become
uneconomic, our investments in these projects could become
impaired.

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.

Goodwill

Goodwill is the excess of the purchase price of an acquired
business over the fair value of the nert 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
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

Comprehensive Agreement with EDF

In October 2010, we reached a comprehensive agreement with
EDF Group and related entities (EDF) that restructured the
relationship berween our two companies, eliminated the
outstanding asset put arrangement, and transferred to EDF the
full ownership of UniStar Nuclear Energy, LLC (UNE). We
completed the sale of our 50% membership interest in UNE in
November 2010. We discuss the terms of the comprehensive
agreement in Note 4 to Consolidated Financial Statements.

Acquisitions

Criterion Wind Project

In April 2010, we acquired the Criterion wind project to be
constructed in Garrett County, Maryland. We have completed
construction and placed the 70 MW %roject in service in
December 2010.

Texas Combined Cycle Generation Facilities

In May 2010, we acquired the 550 MW Colorado Bend Energy
Center and the 550 MW Quail Run Energy Center natural gas
combined cycle generation facilities in Texas for $372.9 million.

Hillabee Energy Center

In June 2010, the Hillabee Energy Center, a 740 MW gas-fired
combined cycle power generation facility located in Alabama,
began commercial dispatch. We had acquired this under
construction facility in 2008. -

CPower
In October 2010, we acquired CPower, an energy management
and demand response provider, for approximately $78 million,
subject to closing adjustments.
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Boston Generating
In January 2011, we completed the acquisition of Boston
Generating’s 2,950 MW fleet of generating plants for
approximately $1.1 billion, subject to a working capital true-up
adjustment. The fleet acquired inclitdes the following four
natural gas-fired power plants and one fuel oil plant located in
the Boston, Massachusetts area:

¢ Mystic 7—574 MW,

& Mystic 8 and 9—1,580 MW,

& Fore River—787 MW, and

& Mystic Jet, a fuel oil plant—9 MW.

We discuss these transactions in more detail in Note 15 o
Consolidated Financial Statements.

Divestitures

In January 2010, BGE completed the sale of its interest in a
nonregulated subsidiary that owns a district chilled water facility
to a third party.

In August 2010, we completed the sale of our interests in
the Mammoth Lakes geothermal generating facility.

In November 2010, we closed on our comprehensive
agreement with EDF in which we sold our interest in UNE.

In December 2010, we signed an agreement to sell our
Quail Run Energy Center, a 550 MW natural gas plant in west
Texas, to High Plains Diversified Energy Corporation (HPDEC)
for $185.3 million. This agreement is contingent upon HPDEC
obtaining financing through the sale of municipal bonds.

We discuss these transactions in more detail in Note 2 ro
Consolidated Financial Statements.

impairment Losses and Other Costs

During 2010, we recorded impairment losses on our investments
in CENG and UNE and certain of our other equity method
investments. We discuss these charges in more detail in Noze 2 to
Consolidated Financial Statements.

international Coal Contract Dispute Settlement

During 2010, we finalized the settlement of a contract dispute
with a third party international coal supplier for a net pre-tax
gain of $56.6 million. We discuss this settlement in Note 2 to
Consolidated Financial Statements.

Financing Activities

Issuance of Notes : .

In December 2010, we issued $550 million of 5.15% Notes due
December 1, 2020.

Redemption of Notes

In February 2010, we redeemed certain of our 7.00% Notes due
April 1, 2012 as part of a cash tender offer launched in January
2010 and in March 2010 we repurchased certain tax exempt
notes. )

In December 2010, we issued a call notice to redeem
$213.5 million, which represents the remaining outstanding
7.00% Notes due April 1, 2012. We redeemed these notes in
January 2011.

We discuss these financing transactions in more detail
Note 9 to Consolidated Financial Statements.



Healthcare Reform Legislation O

In March 2010, the Patient Protection and Affordable Care Act
and the Healthcare and Education Reconciliation Act of 2010
(Reconciliation Act) were signed into law. We discuss the impact
of these new laws on our earnings in more detail in Note 2 to
Consolidated Financial Statements.

Results of Operations

In this section, we discuss our earnings and the factors affecting
them. We begin with a general overview, and then separately
discuss earnings for our operating segments. Significant changes
in other (expense) income, 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 I Business—Quverview section and in
the Serategy and Significant Events sections, Constellation
Energy’s 2010, 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 2010, 2009 and 2008 results
to prior periods and will alter Constellation Energy’s operating
results in the future. In this section, we highlight the 2010,
2009 and 2008 impacts of these items.

Overview
Results
2010 2009 2008
(In millions, after-tax)
Net (Loss) Income:
Generation $(1,255.3) $4,766.7 $ (357.7)
NewEnergy 176.2 (348.2) (1,011.4)
Regulated electric 110.0 79.1 11.1
Regulated gas 37.6 255 40.4
Other nonregulated (0.3) (19.7) (0.8)
Net (Loss) Income $ (931.8) $4,503.4  $(1,318.4)
Net (Loss) Income attributable to
common stock $ (982.6) $4,443.4  $(1,314.4)
Change from prior year $(5,426.0) $5,757.8

Our total net (loss) income arttributable to common stock
for 2010 decreased compared to 2009 by $5.4 billion, or $27.09

per share, mostly because of the following:

Increase/(Decrease)
2010 vs. 2009

(In millions, afier-tas)

Generation gross margin, primarily due to

the deconsolidation of CENG $ (682)
Lower Generation operating expenses,

primarily labor and benefit costs due to

the deconsolidation of CENG 390
Lower Generation accretion expense of asset

retirement obligations due to

deconsolidation of CENG 37
Lower Generation taxes other than income

taxes due to deconsolidation of CENG 27
Lower Generation depreciation and

amortization due to deconsolidation of

CENG 28
NewEnergy gross margin 78
NewEnergy hedge ineffectiveness (55)
Loss on NewEnergy international coal

contract assignments (25)
Regulated businesses, excluding the effects

of the 2009 residential customer credit @2n
Other nonregulated businesses 5
Total change in Other ltems Included in

Operations per table below (5,375)
All other changes 167
Total Change $(5,426)

Our rotal 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

40

(In millions, after-tax)

Generartion gross margin $ 27
NewEnergy gross margin (134)
Absence of sale of NewEnergy upstream gas

assets ) (16)
NewEnergy hedge ineffectiveness 84
Absence of NewEnergy credit loss—coal

supplier bankruptey 33
Regulated businesses, excluding the effects

of the 2008 Maryland settlement

agreement and the 2009 residential

customer credit 10
Other nonregulated Businesses (8)
Total change in Other Items Included in

Operations per table below 5,763
All other changes (1)

$5,758

Total Change



Other Items Included in Operations (aftertax): ~

2010 2009

(In millions, after-tax)
$(1,487.1) $ (96.2) $ (468.4)

2008

Impairment losses and other costs

Gain on Comprehensive Agreement ¢
with EDF

Amortization of basis difference in
CENG

Impact of power purchase
agreement with CENG (1)

International coal contract dispute

121.3

175 (17.8)

(113.3)

settlement 35.4

Loss on carly retirement of 2012
Notes

Gain on sale of Mammoth Lakes

(30.9)
geothermal generacing facility 24.7
Credit facility amendment/
termination fees (13.6)
Deferred income tax expense
relating to federal subsidies for
providing post-employment
prescription drug benefits (8.8)
Gain on sale of 49.99% interest in
CENG i
International commodiries operation
and gas trading operation (2)
BGE residential cuscomer rate credit

4,456.1

(371.9)
(67.1)
[mpairment of nuclear
decommissioning trust assets (46.8) (82.0)
Merger termination and strategic
alternatives costs (13.8) (1,204.4)
Loss on redemption of Zero

(10.0)
(9.3)

Coupon Senior Notes —
(13.4)
(110.5)
(70.1)

(28.7)
$(1,977.5)

Workforce reducrion costs
Maryland settlement credit
Non-qualifying hedges

Emission allowance write down, net

$(1,589.8) $3,785.5
$(5,375.3) $5,763.0

Tortal Other Items

Change from prior year
2 i

(1)

The net impact to the Company of the power purchase agreement with
CENG was $185.6 million pre-tax for 2010. This amount represents

the amortization of our $0.8 billion “Unamortized energy contract asser”

less our 50.01% equity in CENG's amortization of its $0.8 billion
“Unamortized energy contract liability.”

(2)  These amounts include the net losses orf the sales of the international
commodities operation, gas trading operation, certain other trading
operations, and a wranium market participant, the reclassification of
losses on previously designated cash-flow hedges from Accumulated Other
Comprehensive Loss because the forecasted transactions were probable of
nor occurring, and earnings that ave no longer part of our core business.
The impairment losses and other costs and workforce reduction costs line
items for 2009 abso include amounts related to the operations we
divested.
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Generation Business

Background :

Our Generation business is discussed in detail in Jtem 1.
Business—Operating Segments section.

We have presented the results of this business reflecting that
we have hedged 100% of generation output and fuel for
generation. This is based on executing hedges at prevailing
market prices with the NewEnergy business. Taking into account
previously executed hedges at the end of each fiscal year, we
ensure that the Generation business is fully hedged by the
NewEnergy business for the next year. Therefore, all commodity
price risk is managed by and presented in the results of our
NewEnergy business as discussed below. Generally, changes in
the results of our Generation business during the period are due
to changes in the availability of the generating assets.

During 2010, power prices continued to decline, reflecting
economic condjtions and projected increases in natural gas
supplies. However, prices for coal have not declined to the same
extent as power prices. The relationship between power and fuel
prices directly affects the earnings of our Generation business.
Although our NewEnergy business hedges portions of our future
power sales and fuel purchases, the amounts we have hedged are
higher for the near term and decline over time. We have already
locked in prices for our expected géneration outpur for 2011.
However, consistent with our hedging approach, we have only
hedged a portion of the expected outpur for 2012, and those
hedges are at lower prices. If the current power and fuel price
environment continues, we anticipate that our Generation
business will have lower earnings in future years, especially in
2012. .

Additionally, we evaluated our generating plants for
impairment as a result of power price declines in 2010.
Although none of our plants were impaired, further decreases in
power prices could result in estimated future cash flows
declining below the carrying value of our plants, which would
require us to record an impairment charge.



Results T

2010 2009 2008
(In millions)

Revenues $ 2,244.3 $2,774.2 $2,958.5
Fuel and purchased energy expenses . (1,444.8) (692.0) (916.1)
Gross margin 799.5  2,082.2 2,042.4
Operating expenses ) (379.7) (1,008.4) (969.1)
Impairment losses and other costs (2,476.7) — (14.0)
Workforce reduction costs — — 6.1)
Merger termination and strategic

alternatives costs —  (101.8) (742.3)
Depreciation, depletion, and amortization (136.1) (176.8) (174.3)
Accretion of asset retirement obligations (1.6) (62.1) (67.9)
Taxes other than income taxes (23.6) (67.4) (69.9)
Equity investment earnings (losses):

CENG 23.6 4.3 —

UNE (16.8) (24.7) (5.9)

Other 18.2 .20.6 32.7
Net gain on divestitures 2429 7,445.6 —

$(1,950.3) $8,111.5 § 25.6
$(1,255.3) $4,766.7 $ (357.7)

(Loss) Income from Operations

Net (Loss) Income

Net (Loss) Income attributable to
common stock

$(1,255.3) $4,766.7 $ (357.7)
$(6,022.0) $5,124.4

Change from prior year

Other Items Included in Operations

(after-tax):
Impairment losses and other costs
Gain on Comprehensive Agreement

with EDF 121.3 — —
Amortization of basis difference in

CENG (117.5) (17.8) —
Impact of power purchase agreement

with CENG (1) (113.3) — —
Loss on early retirement of 2012 Notes (30.9) s e
Gain on sale of Mammoth Lakes

. geothermal generating facility 24.7 — —

Credit facility amendment/termination

fees ' (9.0) (137 —
Deferred income tax expense relating to

federal subsidies for providing

post-employment prescription drug

benefits (0.8) — —
Gain on sale of 49.99% interest in

CENG —  4,456.1 —
Impairment of nuclear decommissioning

trust assets —_— (46.8) (82.0)
Loss on redemption of Zero Coupon

Senior Notes ; o (10.0) e
Merger termination and strategic  *

alternatives costs — 9.7y (742.3)
Workforce reduction costs — — (3.7)

Total Other Items $(1,612.6) $4,358.1 $ (836.3)
$(5,970.7) $5,194.4

$(1,487.1) $ — § (8.3)

Change from prior year

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) The net impact to the Company of the power purchase agreement with
CENG was $185.6 million pre-tax for2010. This amount represents the
amortization of our $0.8 billion “Unamortized energy contract asser”
less our 50.01% equity in CENG's amortization of its $0.8 billion
“Unamortized energy contract liability.”
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Effects of 2009 Transaction with EDF on Statement of Income
(Loss) .
Prior to November 6, 2009, CENG was a 100% owned
subsidiary, and we consolidated its financial resules within our
Consolidated Statements of Income (Loss). On November 6,
2009, we completed the sale of a 49.99% membership interest
in CENG to EDF, and we deconsolidated CENG. Accordingly,
beginning November 6, 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 to Consolidated Financial Statements.
For the period from January 1, 2009 through November 6,
2009, our Generation results included the following financial
results of CENG:

For the period from January 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 the deconsolidation, our Generation results
after November 6, 2009 differ from historical results primarily
due to the following factors:

¢ Revenues—We sell between 85-90% of the output of

CENGs plants, excluding outpurt sold by CENG
directly to third parties, rather than 100% of the plants’
total outpur including volumes contracted to third
parties.

¢ Fuel and purchased energy expenses—We do not

include nuclear fuel expense but instead 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 no longer include CENG’s
plant operating costs or general and administrative
expenses. .

¢ Depreciation and amortization expense—We no longer

include deprecation of CENG’s nuclear plants.

Additionally, we 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.

Beginning in the fourth quarter of 2010, the amortization
of the basis difference in CENG will be lower as the basis
difference was reduced by the amount of the impairment charge
recorded on our investment in CENG during the quarter ended
September 30; 2010. We discuss the impairment charge in more
detail in the Note 2 to Consolidated Financial Statements.



Revenues
Our Generation revenues decreased $529.9 million in 2010
compared to 2009 and decreased $184.3 million in 2009
compared to 2008 primarily due to the following:

1

2010 2009
vs. 2009 vs. 2008

(I millions)
Decrease in volume of output primarily due to the
deconsolidation of CENG nuclear generating

assets $(690)  $(397)
Increase in volume of output due to the beginning of

commercial dispatch of the Hillabee Energy

Center and the acquisition of the Texas combined

cycle generation facilities 198 —
(Decrease) increase in volume of output due to

(higher) lower planned and unplanned outages at )

our generating plants (127) 150
Increase in higher contracted power prices for the

output of our generating plants 116 65
All other (27) (2)
Total decrease in Generation revenues $(184)

$(530)

Fuel and Purchased Energy Fxpenses

Our Generation fuel and purchased energy expenses increased
$752.8 million in 2010 compared to 2009 and decreased
$224.1 million in 2009 compared to 2008 primarily due to the
following;

2010 vs. 2009 vs.
2009 2008

(Tn millions)
Increase in purchased energy costs due to power
purchase agreement with CENG compared wich

nuclear fuel costs $741°  $§ —
(Decrease) increase in volume of output due to

(higher) lower planned and unplanned outages at

our generating plants (87) 22
Increase (decrease) in fuel costs primarily related to

higher (lower) contract prices to operate our

generating assets 59 (273)
All other 40 27
Total increase (decrease) in Generation fuel and

purchased energy expenses $753 $(224)

Operating Expenses

Our Generation business operating expenses decreased

$628.7 million during 2010 as compared to 2009 due to lower
labor and benefit costs of $499.9 million and lower non-labor
operating expenses of $128.8 million, the majority of which
results from the absence of costs in 2010 due to the
deconsolidation of CENG.

Our Generatiori business operating expenses increased
$39.3 million during 2009 as compared to 2008 due to higher
performance-based labor and benefit costs of $74.5 million,
partially offset by lower non-labor operating expenses of
$35.2 million.

43

Impairment Losses and Other Costs
Our Generation business incurred impairment losses during
2010. These costs are discussed in more detail -in Note 2 to
Consolidated Financial Statements. .

Depreciation, Depletion and Amortization Expense

Our Generation business incurred lower depreciation, depletion
and amortization expenses of $40.7 million during 2010
compared to 2009 due to a decrease of $94.0 million in
depreciation on the nuclear generating facilities resulting from
the deconsolidation of CENG on November 6, 2009, partially
offset by an increase of $53.4 million in depreciation on our
other generating facilities primarily related to the installation of
emission control equipment at our Brandon Shores coal-fired
generating plant that went into service in the fourth quarter of
2009, the Texas combined cycle generation facilities we acquired
in 2010, and the Hillabee Energy Center, which began
commercial dispatch in 2010.

Our Generation business incurred higher depreciation,
depletion and amortization expenses of $2.5 million during
2009 compared to 2008 due to an increase of $12.0 million in
depreciation on our non-nuclear generating assets primarily
related to environmental additions at our Brandon Shores
coal-fired generating plant that went into service in the fourth
quarter of 2009, partially offset by a $9.5 million decrease in
depreciation on our nuclear generating assets resulting from the

deconsolidation of CENG on November 6, 2009.

Accretion of Asser Retivement Obligations

Our Generation business incurred lower accretion of asset
retirement obligations expense of $60.5 million in 2010
compared to 2009, which represents the absence of costs from
deconsolidating CENG on November 6, 2009,

Our Generation business incurred lower accretion of asset
retirement obligations expense of $5.8 million in 2009 compared
to 2008, which represents the absence of costs from
deconsolidating CENG on November 6, 2009.

Taxes Other Than Income Taxes

Our Generation business incurred lower taxes other than income
taxes of $43.8 million in 2010 compared to 2009 and

$2.5 million in 2009 compared with 2008, primarily due to
lower property taxes as a result of the deconsolidation of CENG
on November 6, 2009.

Equity Investment Earnings (Losses)

During 2010, our equity investment earnings increased

$24.8 million as compared to 2009, primarily due to

$19.3 million of higher earnings from our investment in CENG,
$7.9 million of lower losses from our investment in UNE,
which was sold in 2010, partially offser by $2.4 million of lower
earnings on invéstments in power projects.

During 2009, our equity investment earnings decreased
$26.6 million from 2008 primarily due to $18.8 million of
higher losses from our investment in UNE and $12.1 million of
lower earnings on investments in power projects, partially offset
by $4.3 million in earnings related to our investment in CENG.

Additionally, CENG is involved in negotiations with certain
tax jurisdictions in New York State with respect to agreements



covering property tax payments on the Nine Mile Péifit nuclear
generating facility. These negotiations may result in an increase
in future property tax expenses for CENG, which in turn would
reduce our equity investment earnings in CENG based on our
50.01% ownership interest. We are unable to determine the
outcome of these negotiations at this time.

Net Gain on Divestitures

During 2010, we sold our Mammoth Lakes geothermal
generating facility, recognizing a $38.0 million pre-tax gain, and
our 50% interest in UNE in connection with our comprehensive
agreement with EDF recognizing a $202.0' million pre-tax gain.
We discuss our divestitures in more derail in Note 2 to
Consolidated: Financial Statements.

During 2009, we completed the sale of a 49.99%
membership 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 Statements.

NewEnergy Business

Background

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

Our NewEnergy business focuses on delivery of physical,
customer-oriented energy products and services to energy
producers and consumers, manages the risk and optimizes the
value of our owned and contracted generation: assets and
NewEnergy activities, and uses our portfolio management and
trading capabilities both to manage risk and to deploy limited
risk capital. Qur NewEnergy business actively transaces in energy
and energy-related commodities in order to manage our
portfolio of energy purchases and sales to customers through
structured transactions.

We record NewEnergy revenues and expenses in our
financial results in different periods depending upon the
appropriate accounting treatment that represents the economics
of the underlying transactions in our business. We discuss our
revenue recognition policies in the Critical Accounting Policies
section and Note I to Consolidated Financial Statements.

B
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Results
2010 2009 2008
(In millions)
Revenues $10,121.4  $11,509.2  §15,851.7
Fuel and purchased energy
expenses (8,877.6) (10,430.0) (14,812.2)
Gross margin 1,243.8 1,079.2 1,039.5
Operating expenses (758.7) (763.6) (932.7)
Impairment losses and other
costs 0.1) (98.1) (727.8)
Workforce reduction costs — (12.6) (9.5)
Merger termination and
strategic alternatives costs — (44.0) (462.1)
Depreciation, depletion, and
amortization (83.4) (82.5) (118.7)
Accretion of asset rerirement .
obligations (0.3) (0.2) 0.5)
Taxes other than income rtaxes (52.8) (41.2) (54.4)
Equity investment (losses)
carnings  ~ — (6.3) 49.6
Net gain (loss) on divestitures 2.5 (468.8) 25.5
Income (Loss) from Operations $ 351.0 $ (438.1) $ (1,191.1)
Net Income (Loss) 1762 $§ (348.2) $ (1,011.4)
Net Income (Loss) attributable
to common stock 138.6 § (402.3) $ (994.2)
Change from prior year $ +540.9 $§ 5919
Other Items Included in Operations (after-tax):
International coal contract
'disputc sectlement $ 354 § —  $ —
Credit facility amendment/
termination fees (4.6) (24.0) [
Deferred income tax expense
relacing to federal
subsidies for providing
post-employment
prescription drug benefits (0.1) —_ —
International commaodities
operation and gas trading
operation (1) — (371.9) —
Impairment losses and other
costs — (84.7) (460.1)
Workforce reduction costs — 9.3) (5.8)
Merger termination and
strategic alternatives costs . — (4.1) (462.1)
Non-qualifying hedges — — (70.1)
Emission allowance
write-down, net ) — — (28.7)
Total Other Items $ 30.7 $ (494.0) $ (1,026.8)
Change from prior year $ 5247 § 5328

Above amnounts 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 nansactions were probable of
not occurring, and earnings thar are no longer part of our core business,
The impairment losses and other costs and workforce reduction costs line
items for 2009 also include amounts related to the operations we
divested.



Revenues

Our NewEnergy revenues d‘ecréased $1,387.8 million in
2010 compared to 2009 and decreased $4,342.5 million
in 2009 compared to 2008 primarily due to the

following:

2010 2009
vs. 2009 vs. 2008

(In millions)
$ (917) $(2,138)

Realization of lower wholesale load sales
(Decrease) increase in volume and contrace
prices related to our domestic coal

operation (508) 280
Realization of higher (lower) retail power .

load sales 349 (1,491)
Decrease due to the assignment of

international coal and freight contracts,

which we divested throughout 2009 (321) (647)
Gain on sale of in-the-money wholesale

load contract in the second quarter of

2009 ‘ 106) 106
Decrease in volumes at our retail gas and

wholesale gas operation (77) (283)
Increase (decrease) in wholesale

mark-to-market revenues due to changes

in power and gas prices 77 (215)
Realization of higher revenues from our

Maryland retail residential electric

business 49 ——
Realization of construction and energy

cfficiency projéct revenues 35 -
All other 31 45

$(1,388) $(4,343)

Toral decrease in NewEnergy revenues

Fuel and Purchased Energy Expenses

Our NewEnergy fuel and purchased energy expenses
decreased $1,552.4 million in 2010 compared to 2009
and decreased $4,382.2 million in 2009 compared to
2008 primarily due to the following:

2010 2009,
3 . vs. 2009 vs. 2008

(In millions)

Realization of fuel and purchased energy .
from wholesale power purchases $ (641) $(2,541)

Decrease due 1o international coal and
freight contracts, which we divested

throughout 2009 (540) (397)
(Decrease) increase in volume and contract

prices related to our domestic coal

operation (498) 259
Increase {decrease) in volumes of retail

power load purchases 217 (1,467)
Decrease in volumes at our retail gas and

wholesale gas operation (83) (220)
All other 7) (16)

Total decrease in NewEnergy fuel and

purchased energy expenses $(1,552) $(4,382)
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Mark-to-Market

Mark-to-market results include neét gains and losses
from origination, risk management, certain physical
energy delivery activities, and trading activities for
which we use the mark-to-market 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 markert risk
in more detail in the Risk Management section. The
primary factors that cause fluctuations in our
mark-to-market results are:

¢ changes in the level and volatility of forward

commodity prices and interest rates, '
¢ 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 and 2010, 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 NewEnergy 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 NewEnergy business 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 révenues 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-marker results were as follows:

2010 2009 2008
T
(In millions)
Unrealized mark-to-market .
results
Origination gains $ — § — $738
Risk management and
trading—mark-ro-market
Unrealized changes in fair
value 9.6 (212.3) 159.8
Changes in valuation
techniques —_ — —
Reclassification of sertled
contracts to realized (139.0) (265.4) 48.2
Total risk management and
trading—mark-to-market (129.4)  (477.7)  208.0
Total unrealized
mark-to-market (1) (129.4)  (477.7) 2818
Realized mark-to-market 139.0 265.4 (48.2)
Tortal mark-to-market
resules (2) $ 9.6 $(212.3) $233.6
(1) Total unrealized mark-to-market is the sum of origination
transactions and total risk management and trading—
mark-to-market.
(2)  Includes gains (losses) on hedge ineffectiveness for fair value

hedges recorded in gross margin.

Total mark-to-market results increased
$221.9 million during the year ended December 31,
2010 compared to the same period of 2009 due to
unrealized changes in fair value primarily due to:
¢ $197 million of higher results on open
positions primarily due to the absence of losses
in our power and transmission risk
management activities in the PJM, Midwest,
New York, and West regions as a result of a
favorable price environment in 2010 and
completion of our activities to reduce risk and
improve liquidity, ‘
¢ $31 million of higher gains on open positions
primarily due to the absence of losses in 2010
resulting from a more favorable price
environment related to our retail power and gas
businesses,
¢ $18 million of higher results in our domestic
coal portfolio primarily due to a more favorable
price movement, and
¢ $16 million of higher results on open positions
due’to a more favorable price environment
related to economic hedges of our upstream gas
operations and risk management activities.
These increases were partially offset by the absence
of $40 million in results from our international coal
and freight operations, which we divested in 2009.
Total mark-to-market results decreased
$445.9 million during the year ended December 31,
2009 compared to the same period of 2008. The
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period-to-period variance in unrealized changes in fair
value was due to decreased unrealized risk management
and trading results of $372.1 miillion 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 due to the absence of gains in our
international coal and freight operation as a
result of its divestiture in March 2009,

¢ $123 million of lower gains in our 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 activities primarily as a result
of a less favorable price environment.

These decreases were partially offset by the
following: '

¢ $84 million of higher results on 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.

We did not record any origination gains during
2010 and 2009. During 2008, our NewEnergy business
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-market results rable
above.

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

The following are the primary sources of the
change in our net derivative asset subject to
mark-to-market accounting during 2010 and 2009:

2010 2009

following: .
At December 31, 2010 2009
(In millions)

Current assets $534.4 $ 639.1
Noncurrent assets 258.9 633.9
Total .assets 793.3 1,273.0
Current liabilities 622.3 632.6
Noncurrent liabilities 353.0 674.1
Total liabilities 975.3 1,306.7

$(182.0). $ (33.7)

Net derivative position

Composition of net derivative

exposure:
Hedges $(504.5) $ (591.0)
Mark-to-markert 350.3 524.3
Net cash collateral included in

derivative balances (27.8) 33.0
Net derivative position $(182.0) $ (33.7)

Derivative balances above include noncurrent assets related
to our Generation business of $35.7 million and

$35.8 million at December 31, 2010 and December 31,
2009, respectively. Derivative balances related to our
Generation business consist of interest rate contracts
accounted for as fair value hedges.

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 detail in
Note I 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 in Note' 13 to
Consolidated Financial Statements. )

The decrease of $86.5 million in our net derivative
liability subject to hedge accounting since December 31, .
2009 was due to $700.0 million of realization of
out-of-the-money cash-flow hedges at the time the
forecasted transaction occurred, partially offset by
$613.5 million of increases on our out-of-the-money
cash-flow hedge positions primarily related to decreases
in power, natural gas, and coal prices during 2010.

(In millions)
Fair value beginning of
year $ 524.3

Changes in fair value

$1,485.9

recorded in earnings
Origination gains $ — 5 —
Unrealized changes in

fair value 9.6 (212.3)
Changes in valuation

techniques — —
Reclassification of settled

(139.0) (265.4)
(129.4)

contracts to realized

Total changes in fair value (477.7)
Changes in value of
exchange-listed futures
and options (197.1) 97.8
Net change in premiums
on options 17.7 84.9
Contracts acquired . 54 (35.8)
Dedesignated contracts and
other changes in fair

value 129.4
$ 350.3

(630.8)
$ 524.3

Fair value at end of year

Changes in our net derivative asset subject to
mark-to-market accounting thart affected earnings were
as follows:

¢ Origination gains represent the initial unrealized
fair value at the time these contracts are
executed to the extent permitted by applicable
accounting rules.

¢ Unrealized changes in fair value represent
unrealized changes in commodity prices, the
volatility of options on commodities, the time
value of options, and other valuation
adjustments.

¢ Changes in valuation techniques represent
improvements in estimation techniques,
including modeling and other staristical
enhancements used to value our portfolio to

* more accurately reflect the economic value of
our contracts.

@ Reclassification of settled contracts to realized
represents the portion’ of previously unrealized
amounts settled during the period and recorded
as realized revénues. )

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-listed futures and
options are 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.

Dedesignated contracts and other changes in
fair value include transfers of derivative

¢ Net changes in premiums on options reflects contracts from cash-flow hedges to
the accounting for premiums on options mark-to-market treatment, transfers of
purchased as an increase in the net derivative derivative contracts from mark-to-market
asset and premiums on options sold as a treatment to cash-flow hedges, and those
decrease in the net derivative asset. derivative contracts that did not meet the
¢ Contracts acquired represents the initial fair qualifications of cash flow hedge accounting.
value of acquired derivative contracts recorded During 2009, substantially all of the activity
in “Derivative assets and liabilities” in our related to dedesignations were in connection
Consolidated Balance Sheets. Substantially all of with the strategic objective of restructuring and
this activity for 2009 related to the divestiture - reducing the risk of our portfolio.
of our international commodities operation, The settlement terms of the portion of our net
Houston-based gas trading operation, and derivative asset subject to_mark-to-market accounting
certain other trading operations in order to and sources of fair value based on the fair value
transfer risk and reward to the buyers. hierarchy are as follows as of December 31, 2010:
. Settlement Term
2011 2012 2013 2014 2015 2016 Thereafter Fair Value
(In millions)
Level 1 $ 11 8 — 5 — $— $ — $— $ — $ 11
Level 2 321.5 214.2 4.1 2.0 8.0 0.7 0.1) 550.4
Level 3 43.2 (232.0) (14.0) 6.0 5.0 4.2 (13.6) (201.2)
Total net derivative asset
(liability) subject to .
mark-to-market accounting $365.8 $ (17.8)  $ (9.9 $8.0 $13.0 $4.9 $(13.7) $ 350.3

Management uses its best estimates to determine the
fair value of commodity and derivarive contracts it holds
and sells. These estimates consider various facrors
including closing exchange. and over-the-counter price
quotations, time value, volarility 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 varjations 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 éach
contract. Accordingly, we manage the energy purchase
and sale obligations under our contracts in separate
components based upon the commodity (e.g., elecericity
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
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exchange-traded or financially settling contracts that can
be readily offset in their entirety through’an exchange or
other market mechanism. Consequently, we and other
market participants generally realize the value of these
contracts as cash flows become due or payable under the
terms of the contracts rather than through selling or
liquidating the contracts themselves.

In order to realize the entire value of 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 NewEnergy
business, we expect to realize the value of these contracts,
as well as any contracts we may enter into in the future
to manage our risk, over time as the contracts and related
hedges settle in accordance with their terms. Generally,
we do not expect to realize the value of these contracts
and related hedges by selling or assigning the contracts
themselves in total.

Operating Expenses

Our NewEnergy business operating expenses decreased
$169.1 million during 2009 as compared to 2008 due to
lower labor and benefit costs of $126.0 million, primarily
due to lower headcount resulting from the divestitures in
2009, and lower non-labor operating expenses of

$43.1 million, part of which represents the absence of
costs from the divestitures completed in 2009.



Depreciation, Depletion and Amortization Expense

Our NewEnergy business incurred lower depreciation,
depletion and amortization expenses of $36.2 million
during 2009 compared to 2008 due to the absence of
depletion expenses of $43.0 million as a result of
divestitures made in 2008 in our upstream gas
operations, partially offset by an increase of $6.8 million
in other amortization primarily related to computer
software placed in service in the fourth quarter of 2008.

Taxes Other Than Income Taxes

Our NewEnergy business incurred higher taxes other
than income taxes of $11.6 million in 2010 compared to
2009, primarily due to higher gross receipts raxes related
to an increase in rerail revenues, primarily in
Pennsylvania.

Our NewEnergy business incurred lower taxes other
than income taxes of $13.2 million in 2009 compared to
2008, due to $8.1 million of lower gross receipts taxes
resulting from a significant decrease in retail load
revenues and $5.8 million of lower production taxes
related to our upstream gas producing properties,
partially offset by $0.7 million of higher property,

franchise, and other taxes.

Equity Investment (Losses) Earnings

During 2009, our equity investment earnings decreased
$55.9 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,

$12.3 million of lower earnings from our investment in
CED, and the absence of $4.5 million in earnings from
investments in synfuel facilities.

Net Gain (Loss) on Divestitures
The table below summarizes the net gain (loss) on
divestitures for our NewEnergy business:

2010 2009 2008

Majority of our international

commodities operation ' $—  $(3345) $ —
Houston-based gas trading operation — (102.5) —
Uranium market participant — (27.2y —
Portfolio of contracts in our rerail -

gas operations 2.0 — —
Various working interests in oil and

natural gas producing properties

and working interests in proved

natural gas reserves and unproved

properties — — 25.5
Orther 0.5 4.6) —
Total net gain (loss) on divestiture $2.5  $(468.8) $25.5

We discuss these divestitures in more detail in
Note 2 to Consolidated Financial Statements.
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Regulated Electric Business
Our regulated electric business is discussed in detail in
Item 1. Business—Electric Business séction.

Results

2010 2009
(In millions)

$2,820.7

2008

Revenues $ 2,752.3 $2,679.7

Electricity purchased for
resale expenses (1,680.9) (1,840.9) (1,880.1)

Operations and
maintenance expenses

Workforce reduction costs

(449.3)

(399.0)

(380.5)
(4.6)

Depreciation and
amortization (205.2) (218.1) (184.2)

Taxes other than income
taxes

(149.1)
$ 267.8
$

(142.9)
$ 2198

$ 791

(139.1)
91.2

$
$

Income from Operations

Net Income 110.0 11.1

Net Income attributable
to common stock

$ 998 §$§ 689 1.1

Other Items Included in Operations (after-tax):
Deferred income tax o
expense relating to
federal subsidies for
providing
post-employment
prescription drug
benefits $
Residential customer
rate credit
Maryland settlement
credic (110.5)
Workforce reduction
costs

(2.8)
$ (113.3)

Total Other Items $ 3.1) $

(56.7)

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 income attributable to common stock from the
regulated electric business increased $30.9 million in
2010 cornpared to 2009, mostly due to the absence in
2010 of $56.7 million after-tax in credits provided to
customers in 2009 and a $7.7 million after-tax decrease
in’ depreciation and amortization, partially offset by a
$30.3 million after-tax increase in operations and
maintenance expenses. '

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 décrease in credits provided to customers.



Electric Revenues
The changes in electric revenues in 2010 and 2009 compared to
the respective prior year were caused by:

2010 2009
vs. 2009 vs. 2008
(In millions)
Distribution volumes $ 327 $ (6.3)
Base rates 3.3 —
Residential customer rate credit 95.0 (95.0)
Nuclear decommissioning charges — 18.7
Smart Energy Savers Program™ surcharges (22.0) 293
Maryland settlement credic — 189.1
Revenue decoupling (30.9) 22.7
Standard offer service (154.2) (33.2)
Rate stabilization recovery 2.5 (2.7
Financing credits 0.4 3.4
Senate Bill 1 credits ¢ (12.9) 6.9
Total change in electric revenues from
electric system sales (86.1) 1329
Other 17.7 8.1
Total change in electric revenues $ (68.4) $141.0

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 2010 and 2009 compared to
the respective prior year were:

2010 2009
Residential 7.6% (1.3)
Commercial 3.5 —
Industrial (8.0) 6.7)

In 2010, we distributed more electricity to residential and
commercial customers due to warmer summer and colder fourth
quarter weather and an increased number of customers.. We
distributed less electricity to industrial customers primarily due
to decreased usage per customer.

In 2009, we distributed less electricity to resid_enfial
customers due to decreased usage per customer, partially offset
by colder winter weather and an increased number of cusromers.
We distributed less electricity to industrial customers primarily
due to decreased usage per customer.

Base Rates

On December 6, 2010, the Maryland PSC issued an abbreviated
order authorizing BGE to increase electric distribution rates by
$31.0 million for service rendered on or after December 4,
2010. This increase was based upon an 8.06% rate of return .
with a 9.86% return on equity and a 52% equity ratio. We
discuss BGE’s electric base rates in the Regulation—Maryland—
Base Rates section.

%
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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
tariff with the Maryland PSC stating BGE would give residential
customers a rate credic of exactly $100 per customer. As a result,
BGE accrued an additionial $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 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 colléction 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 1 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 credits to residential
customers and assess cerrain charges to all customers relating to
decommissioning.

Smart Energy Savers Program™ Surcharge

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 through the use of
customer bill credits.

Revenues declined in 2010 compared to 2009, primarily
due to an increase in customer involvement in our programs.
This increased participation increased customer credits and,
therefore, decreased revenues. ) »

Revenues increased in 2009 compared to 2008, primarily
due o $29.3 million of customer surcharge revenues from the
new programs implemented in 2009 that were not in place in
2008.

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 a 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 third and fourth quarters of 2008.




Revenue Decoupling
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 berween approved revenue levels under revenue
decoupling and actual customer billings.

Standard Offer Service
BGE provides standard offer service for customers thar do not
select an alternative supplier.

Standard offer service revenues decreased in 2010 compared
to 2009 mostly due to lower standard offer service rates and
volumes.

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.

Rate Stabilization Recovery

In late June 2007, BGE began recovering amounts deferred
during the first rate deferral period that began in July 2006 and
ended on May 31, 2007. The recovery of the first rate
stabilization plan is occurring over a ten year period. In April
2008, BGE began recovering amounts deferred during the
second rate deferral period that began in June 2007 and ended
on December 31, 2007. The recovery of the second rate deferral
occurred over a 21-month period that began April 1, 2008 and
ended on December 31, 2009.

Financing Credits { ¥

Concurrent with the recovery of the deferred amounts related to
the first rate deferral period, we are providing credits to
residential customers to compensate them primarily for income
tax benefits associated with the financing of the deferred
amounts with rate stabilization bonds.

Senate Bill 1 Credits

As a result of Senate Bill 1, beginning January 1, 2007, we were
required to provide to residential electric customers a credit
equal to the amount collected from all BGE electric customers
for the decommissioning of our Calvert Cliffs Nuclear Power
Plant and to suspend collection of the residential recurn

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 return
component of the administration charge in rates and to provide
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all residential .electric customers a credit for the residential return
component of the administrative eharge. Under the

2008 Maryland settlement agreement, which is discussed in
more detail in Note 2 to Consolidated Financial Statements, BGE
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 residential
customers.

The decrease in revenues during 2010 compared to- 2009 is
primarily due to the reinstatement of the credit for the
residential return component of the administrative charge on
June 1, 2010 and higher distribution volumes.

The increase in revenues during 2009 compared to 2008 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:

2010 2009 2008
(In millions)
Actual costs $1,618.3 $1,781.9 $1,821.1
Recovery under rate
stabilization plans 62.6 59.0 59.0
Electricity purchased for
resale expenses $1,680.9 $1,840.9 $1,880.1

Actual Costs

BGEs actual costs for electricity purchased for resale decreased
$163.6 million for 2010 compared to 2009, mostly due to lower
standard offer service rates and volumes.

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 service rates.

Recovery under Rate Stabilization Plans
Between July 2006 and May 31, 2007, we deferred
$287.3 million in electricity purchased for resale expenses

representing the difference between our actual costs of electricity
purchased for resale and what we are allowed to bill customers
under Senate Bill 1. These deferred expenses, plus carrying
charges, are included in “Regulatory Assets (net)” in our, and
BGE’s, Consolidated Balance Sheets.

In lite June 2007, we began recovering previously deferred
amounts from customers. We recovered $62.6 million,
$59.0 million, and $59.0 million in 2010, 2009, and 2008,
respectively, 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
$50.3 million in 2010 compared to 2009, primarily due to
increased distribution service restoration expenses of
$24.2 million, $13.4 million of higher labor and benefits costs,
and the impact of inflation on other costs of $12.7 million.

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 inflation on other costs of
$8.0 million. ' )

Electric Depreciation and Amortization Expense

Regulated electric depreciation and amortization expense
decreased $12.9 million during 2010, compared to 2009,
primarily due to decreased amortization of $22.9 million of
deferred Smart Energy Savers Program™ costs due to a regulatory
change in the deferral period associated with these costs, partially
offset by a $7.0 million increase in property, plant and
equipment depreciation.

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.

Taxes Other Than Income Taxes

Taxes other than income taxes increased $6.2 million during
2010 compared to 2009, primarily due to the absence in 2010
of the impact of lower customer credits on franchise taxes of
$95.0 million pre-tax.

Taxes other than income taxes increased $3.8 million
during 2009 compared to 2008, primarily due to the impact of
$94.1 million pre-tax in lower customer credits on franchise
taxes.

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

Results
2010 2009 2008
(In millions)
Revenues $709.4 $7583 $1,024.0
Gas purchased for resale expenses (387.5) (449.9) (694.5)
Operations and maintenance expenses (156.8) (160.9) (157.3)
Workforce reduction costs — — (1.8)
Depreciation and amortization (44.0) (44.0) (43.7)
Taxes other than income taxes (34.7) (34.9) (35.4)
Income from Operations $ 864 $ 686 $ 913
Net Income $ 376 $ 255 $ 404
Net Income attributable to common
stock $ 346 $ 225 $ 372

Other Items Included in Opemtion?‘ (after-tax):

Residential customer rate credit $ — $(104) § —
Workforce reduction costs —_ — (1.0)
Total Orher Items $ — $(104) $ (10)

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 income attributable to common stock from the
regulated gas business increased $12.1 million in 2010 compared
to 2009, primarily due to the absence in 2010 of the accrual of
a customer rate credit of $10.4 million after-tax recorded in
2009.

Net income attributable to common stock from the
regulated gas business decreased $14.7 million in 2009 compared
to 2008, primarily due to the accrual of a customer rate credit
of $10.4 million after-tax and increased operations and
maintenance expenses of $2.2 million after-rax.

Gas Revenues
The changes in gas revenues in 2010 and 2009 compared to the
respective prior year were caused by:

2010 2009
vs. 2009  vs. 2008

(In millions)
$ 3.1 $ 15

Distribution volumes

Base rates 1.6 —
Residential customer rate credit 17.4 (17.4)
Conservation surcharge (1.0) 1.0
Revenue decoupling (3.1) (1.8)
Gas cost adjustmems (69.1) (130.0)
Total change in gas revenues from gas system

sales (51.1) (146.7)
Off-system sales (1.2) (116.6)
Other ‘ 3.4 (2.4)
Total change in gas revenues $(48.9) $(265.7)




Distribution Volumes

The percentage changes in our distribution volumes, by type of
customer, in 2010 and 2009 compared to the respective prior
year were:

2010

2009
Residential 1.1% 0.9%
Commercial (3.2) (10.6)
Industrial (5.2) 125

In 2010, we distributed more gas to residential customers,
mostly due to increased usage per customer and an increased
number of customers. We distributed less gas to commercial
customers, mostly due to decreased usage per customer. We
distributed less gas to industrial customers, mostly due to
decreased usage per customer.

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.

Base Rates

On December 6, 2010, the Maryland PSC issued an abbreviated
order authorizing BGE to increase gas distribution rates by

$9.8 million for service rendered on or after December 4, 2010.
This increase was based upon a 7.90% rate of return with a
9.56% return on equity and a 52% equity ratio. We discuss
BGE's gas base rates in the Regulation—~Maryland—DBase Rates

section.

Residential Customer Rate Credit

On October 30, 2009, the Maryland PSC issued an order
approving Constellation Energy’s transaction with EDF. 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 applied to BGE
residential gas customer bills in the first quarter of 2010.

Conservation Surcharge

Beginning February 2009, the Maryland PSC approved a
customer surcharge through which BGE recovers costs associated
with certain programs designed to help BGE encourage customer
conservation.
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Gas Revenue Decoupling

The Maryland PSC allows us to record a monthly adjustment o
our gas distribution revenues to eliminate the effect of abnormal
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
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 o a
market index (a measure of the markert price-of gas in a given
period). The difference between our actual cost and the market
index is shared equally between shareholders and customers.
Customers who do not purchase gas from BGE are not
subject to the gas cost adjustment clauses because we are not

selling gas to them. However, these customers are charged base
rates to recover the costs BGE incurs to deliver their gas through
our distribution system, and are included in the gas distribution
volume revenues.

Gas cost adjustment revenues decreased in both 2010
compared to 2009 and in 2009 compared to 2008 because we
sold less gas at lower prices.

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
benefit customers (through reduced costs) and the remainder to
be retained by BGE (which benefits shareholders). Changes in
off-system sales do not significantly impact earnings.

Revenues from off-system gas sales decreased in 2010
compared to 2009 because we sold less gas, partially offset by
higher prices.

Revenues from off—system gas sales decreased in 2009
compared to 2008 because we sold less gas at lower prices.

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 $62.4 million in 2010 compared to
2009 and decreased $244.6 million in 2009 compared to 2008
because we purchased less gas at lower prices.”



Gas Operations and Maintenance Expenses

Regulated' gas operation and ‘maintenance expenses decreased
$4.1 million during 2010 compared to 2009, primarily due to
decreased uncollectible accounts recexvable expense of

$4.7 million.

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 mllhon o

Holding Company and Other Nonregulated Businesses
Results :

2010 2009 2008
(In millions)
Revenpes $ 1.2 $144 $16.1
Operating expenses 53.1 56.5 54.3
Impairment losses and other costs : — (26.6) . —
Workforce reduction costs ... — — 0.2)
Depreciation and amortization (48.9) (67.7) (62.3)
Taxes other than income taxes (3.7) (4.0) (3.0)
Gain on divestitures 0.4 — —
Income (Loss) from Operations $ 2.1 $(274) $ 49
Net Loss $(0.3) $(19.7) $ (0.8)
Net Loss attriburable to common stock $(0.3) $(12.4) $ (0.8)
Other Items Included In' Operations (after-tax):
Deferred income tax expense relating to
federal subsidies for providing
- post-employment prescription drug
benefits $48 $§ — $§ —
Impairment losses and other costs - — (11.5) —
Workforce reduction costs . — — 0.1)
Total Other Items $ (4.8) $(11.5) $ (0.1

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 2010 decreased
$12.1 million compared m/’2909 primarily due'to the absence in
2010 of an'impairment of a district chilled water energy plant of
$7.1 million aftér-tax and reduction for noncontrolling interest,
and a write-off of an uncollectible advance to an afﬁhate of
$4.3 million after-tax. :

Net loss attributable to common stock for 2009 increased
$11.6 million compared to 2008 primarily due to increased
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 noncentrolling interest, a ‘writezoff of an
uncollectible advance to an affiliate of $4.3 million after-tax, and
higher depreciation and amortization expense of $3.2 million
after-tax as a’result of increased property additions during 2008.
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Consolidated Nonoperating Income and Expenses

Other (Expenses) Income -

In 2010, we had other expenses of $76.7 million and, in-2009,
we had other expenses of $140.7 million. The $64.0 million
decrease in 2010 compared to 2009 is mostly due to the absence
in 2010 of $62.6 million of other-than-temporary impairment
charges related to nuclear decommissioning trust fund assets
recorded in 2009.

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 amortlzanon of
amendment fees. ;

Other income at BGE decreased $4.6 million in 2010
compared to 2009 primarily due to decreases ininterest and
investment income of $3.3 million. v

Other income at BGE decreased $4.2 million in 2009
compared to 2008 primarily ‘due to decreases in interest and
investment income of $4.2 million.

Fixed Charges
Fixed charges decreased $72.3 million in 2010 compared to
2009 mostly due to a lower level of interest expense due to
repayments of debt made in 2009, partially offset by a
$51.6 million loss recognized in February 2010 on the
retirement of $486.5 million of our 7.00% Notes due April 1,
2012. We discuss this transaction ‘in more detail in Noze 9 2o
Consolidated Financial Statements. ‘

Fixed charges at BGE decreased $9.0 million in 2010
compared to 2009 mostly due to a lower level of interest
expense due to repayments of debt in 2009.

Income Taxes

Income tax expense decreased $3,652.5 million during 2010
compared to 2009 mostly due to a decrease in income before
income: taxes as a result of the absence in 2010 of the
approximately $7.4 billion gain on sale of our 49.99%
membership interest in CENG recorded in 2009 and the
recognmon of approxunately $2.5 billion of impairment charges
in 2010.

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 $33.3 million during
2010, mostly due to an increase in income before income taxes.

BGE’s income tax expense increased $43.1 million during
2009, riiostly 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.



Defined Benefit Plans Funded Status
At December 31, 2010, the total projected benefit obligations of
our qualified and nonqualified pension plans exceeded the fair
value of our qualified pension plan assets by $218.0 million. 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.
The $193.7 million improvement in the funded status of our
pension plans in 2010 primarily reflects the following:
¢ the contribution of $279.7 million into our qualified
pension plan trusts during 2010, and
¢ $148.8 million in actual returns on qualified pension
plan assets during 2010.
These increases were partially offset by normal growth in
the projected benefit obligations of our qualified and
nonqualified pension plans, including a 50 basis point decrease

in the discount rate at December 31, 2010 compared to
December 31, 2009.
At December 31, 2010, our accumulated post retirement
benefit obligations totaled $334.9 million compared to
$322.3 million at December 31, 2009. The $12.6 million
increase in obligations for these unfunded plans primarily reflects
the 50 basis point decrease in the discount rate at December 31,
2010 compared to December 31, 2009.
Our other postemployment benefit obligation increased
$4.4 million from $50.6 million at December 31, 2009 to

. $55.0 million as of December 31, 2010, primarily due w0 a 75
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basis point decrease in the discount rate.
We discuss our defined benefit plans in further detail in
Note 7 to Consolidated Financial Statements.



Financial Condition
Cash Flows

The following table summarizes \our.ZOIO cash flows by business segment, as well as our consolidateci cash flows for 2010, 2009, and

2008.

2010 Segment Cash Flows

Consolidated Cash Flows

Generation NewEnergy Regulated and Other

Eliminations,
Holding
Company
2010

2009

2008

Operating Activities

(In millions)

Net (loss) income $(1,255.3) $176.2 $ 147.6 $  (0.3) $ (931.8) $4,503.4 $(1,318.4)
Non-cash merger termination and strategic alternatives costs e —_ — — — 128.2 541.8
Derivative contracts classified as financing actividies (1) — 186.0 — — 186.0 1,138.3 (107.2)
Gain on sale of 49.99% membership interest in CENG - — — — — —  (7,445.6) —
(Gain) loss on divestitures (242.9) (2.5) — (0.4) (245.8) 468.8 (38.1)
Accrual of BGE residential customer credit e _ — — — 112.4 .
Impairment losses and other costs 2,476.7 0.1 — — 2,476.8 124.7 741.8
Other non-cash adjustments to net (loss) income (506.9) (11.4) 620.9 53.6 156.2 2,761.0 602.9
Changes in working capirtal oo
Derivative assets and liabilities, excluding collateral (1.9) 452.1 (0.3) — 449.9 4253 (757.9)
Net collateral and margin — 41.3 2.9 — 44.2 1,522.8 (960.3)
Accrued taxes (1,123.2) (58.6) (60.8) 432.7 (809.9) 102.1 79.7
Other changes (241.8) 281.1 (199.0) (431.8) (591.5) 664.9 13.9
Defined benefit obligations (2) — — — —_ (224.5) (287.2) (20.8)
Other 71.9 (81.6) (31.9) 43.3 1.7 171.7 (38.5)
Net cash (used in) provided by operating activities (823.4) - 982.7 479.4 97.1 511.3 4,390.8  (1,261.1)
Investing Activities
Investments in property, plant and equipment (331.9) (141.6) (496.8) (25.3) (995.6) (1,529.7) (1,934.1)
Asset acquisitions and business combinations, net of cash .
acquired (372.9) (72.9) — — (445.8) (41.1) (315.3)
Change in cash pool (3) (2,321.1) 136.7 314.7 1,869.7 — — —
Contributions to nuclear decommissioning trust funds — — — — — (18.7) (18.7)
Investments in joine ventures — —_ . —_ — (201.6) —
Proceeds from sale of 49.99% membership interest in CENG — — — — —  3,5287 —
Proceeds from sale of investments and other assers 212. 9.6 — 21.9 244.0 88.3 446.3
Proceeds from investment tax credits and grants related to
renewable energy investments 39.0 17.5 — o 56.5 — —
Contract and portfolio acquisitions (1.0) (207.3) — — (208.3) (2,153.7) —
(Increase) decrease in restricted funds (50.0) (5.8) (5.1) 0.6 (60.3) 1,003.3 (942.8)
Orther investments (39.6) 4.1 - 0.2 (35.7) 0.1 21.7
Net cash (used in) provided by investing activities (2,865.0) (259.7) (187.2) 1,866.7 (1,445.2) 675.6  (2,742.9)
Cash flows from operating activities Elus cash flows from
investing activities $(3,688.4) $723.0 $292.2 $1,963.8 (933.9) 5,066.4  (4,004.0)
Financing Activities (2)
Ner (repayment) issuance of debt (128.1) (2,660.4) 3,447.7
Debrt and credit facility costs - (3228) (98.4) (104.8)
Proceeds from issuance of common stock : 14.0 33.9 17.6
Common stock dividends paid (183.3) (228.0) (336.3)
BGE preference stock dividends paid (13.2) (13.2) (13.2)
Reacquisition of common stock — — (16.2)
Proceeds from contract and portfolio acquisitions . 522 2,263.1 —
Derivative contracts classified as financing activities (1) (186.0) (1,138.3) 107.2
Other (0.4) 12.7 8.3
Net cash (used in) provided by financing activities (477.6) (1,828.6) 3,110.3

Net (decrease) increase in cash and cash equivalents

(1) All ongoing cash flows from derivative contracts deemed to contain a financing element at inception must be reclassified from operating activities to

[financing activities.

$(1,411.5) $3,237.8 $ (893.7)

(2)  Irems are not allocated ro the business segments because they ave managed for the company as a whole.

(3)  As part of the ring-fencing measures required by the Maryland PSC in its 2009 order approving the transaction with EDE BGE ceased participation in
the cash pool on January 7, 2010. We discuss this ring-fencing measure in Notes to Consolidated Financial Statements.
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Cash Flows from Operating Activities
In 2010, cash provided by operating activities of $0.5 billion
reflected $0.5 billion from our regulated business, $0.2 billion
from our competitive businesses, and $0.1 billion from holding
company and other businesses. These were partially offser by
$0.3 billion of contributions to our qualified pension plan. The
$0.2 billion of operating cash flows from our competitive
businesses included $0.8 billion of federal income tax payments
on the 2009 EDF transaction.
The $3.9 billion decrease in operating cash flows for 2010
compared to 2009 is primarily due to:
¢ $1.0 billion higher income taxes paid, :
4 $0.3 billion of lower operating cash flows from our
. regulated businesses, primarily due to the residential
customer rate credit in the first quarter of 2010 and
higher distribution service restoration expenses assoctated
with 2010 storms,
¢ - $1.0 billion lower derivative contract settlements
reclassified as financing activities in 2010, and
¢ $1.5 billion lower net collateral and margin returned in
2010 as compared to 2009 as follows:

December 31,
2010 2009
(In millions)

Ner collateral and margin held (posted),
beginning of year

Return of collateral held associated with
nonderivative contracts

$ 77.2  $(1,445.6)

(16.1) (17.0)
Ner (additional) return of collateral
posted associated with nonderivative
contracts (7.4) 336.3
Return of initial and variation margin
posted on exchange-traded transactions
recorded in accounts receivable 6.9 924.8
Return of fair value net cash collateral
posted (netted against derivative assets/
liabilities)*
Change in net collateral and margin’
posted

60.8 278.7

44.2 1,522.8

Net collateral and margin held, end of
year

$1214 §

* We discuss our netting of fair value collateral with our derivative
assets/liabilities in more detail in Note 13 to Consolidated
Financial Statements.

77.2

Cash provided by operating activities was $4.4 billion 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:
¢ $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 rather than operating activities. We discuss the
impact on cash flows from financing activities below.
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¢ $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 sertlement within our
NewEnergy business.

¢ $0.5 billion of improved operating cash flows from our
regulated businesses.

¢ $2.5 billion more in net collateral and margin returned
in 2009 as compared to 2008.

Cash Flows from Investing Activities
Cash used in investing activities was $1.4 billion in 2010
compared to cash provided by investing activities of $0.7 billion
in 2009. The $2.1 billion increase in cash used in 2010
compared to 2009 was primarily due to:
¢ the absence of $3.5 billion of net proceeds received at
the closing the sale of a 49.99% membership interest in
CENG to EDF in 2009. We discuss this transaction in
more detail in Note 2 to Consolidated Financial
Statements. .
¢ $1.1 billion of lower restricted funds activity in 2010.
In January 2009, our restricted funds decreased by
$1.0 billion, primarily due to the release of restricted
funds for the repayment of $1 billion of 14% Senior
Notes to MidAmerican.
¢ $0.4 billion increase in cash used for asset and business
acquisitions. We discuss our acquisitions in the Note 15
to Consolidated Financial Statements.
These increases were offset by:
¢ $1.9 billion lower outflows associated with contract and
portfolio acquisitions resulting from the structure of the
divestiture of a majority of our international
commodities operation in March 2009,
¢ $0.7 billion of lower investments in property, plant, and
equipment and in the CENG and UNE joint ventures,
primarily related to environmental additions at our
Brandon Shores coal-fired generating plant that went
into service in the fourth quarter of 2009 and the
absence of nuclear capiral spending in 2010 due to the
deconsolidation of CENG in 2009, and
& $0.2 billion of higher proceeds from investment tax
credits and grants related to renewable energy
- investments and proceeds on the sale of investments
(primarily the sale of our 50% interest in UNE).
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:
4 $3.5 billion of net proceeds at the closing of the sale of
a 49.99% membership interest in CENG to EDE We
discuss this transaction in more detail in Note 2 to
Consolidated Financial Statements. There was no such
activity in 2008,
¢ $1.9 billion decrease in restricted funds, primarily 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 tash used for acquisitions. In
2009, $20.8 million was used for the acquisition of
CLT Energy Services Group, doing business as CLT
Efficient Technologies Group, an energy services
company that provides energy performance contracting
and energy efficiency engineering services, and
$20.3 million was used as a down payment for the
pending acquisition of the Criterion wind project in
Garretr 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 peaking plant; and a
uranium market participant.

This increase was partially offset by:

¢ $2.2 billion of cash used for contract and portfoho
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
more detail in Note 2 to Consolidated Financial
Statements. There was no such acrivity in 2008.

¢ $0.2 billion of cash used for a working capital
investment in CENG of $0.1 billion and a contribution
to UNE of -$0.1 billion.

Cush Flows from Financing Activities

Cash used in financing activities was $0.5 billion in 2010
compared to cash used in financing activity of $1.8 billion in
2009. The decrease in cash used for financing activities of
$1.3 billion was primarily due to:

¢ $2.5 billion lower net debt repayments in 2010
compared to 2009. In 2009, we repaid $1.0 billion of
14% Senior Notes, $0.8 billion in short-term
borrowings on our credit facilities, $0.5 billion of
6.125% Fixed Rate Notes, and $0.3 billion of -Zero
Coupon Senior Notes. In 2010, we retired $0.5 billion
7.00% Notes due April 1, 2012 pursuant to a cash
tender offer and repurchased outstanding Tax Exempt
Variable Rate Notes totaling $0.1 billion. These debt
retirements, were substantially offset by the issuance of
$0.6 billion of 5.15% Fixed Rate Notes in December
2010.

4 $1.0 billion lower 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 in 2010 compared to
2009. These contracts primarily related to transactions
associated with the divestiture of our Houston-based gas
trading operation in March 2009, when we executed
transactions at prices thart differed from marker prices.

58

As a result, for cash flows associated with the out-of-the
money derivative transactions executed, we recorded the
ongoing cash flows related to these contracts as
financing cash flows in March 2009.

This decrease.was partially offset by $2.2 billion of lower
proceeds from contract and portfolio acquisitions related to the
structure of the divestiture of the majority of our international
commodities operation in- March 2009.

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 primarily
due to:

¢ $3.0 billion ner increase in cash used to repay

short-rerm borrowings and long-term debt primarily 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 Senior 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 marker prices. As a resulr,
cash flows associated with the out-of-the money
derivative transactions are deemed to conrtain 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 to
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.

Contract and Porgﬁ)lzo Acquisitions

During 2010 and 2009, our NewEnergy busmess acquired
several pre-existing energy purchase and sale agreements, which
generated significant cash flows at the inception of the contracts.
These agreements had contract prices that differed from market
prices at closing, which resulted in cash payments to or from the
counterparty at the acquisition of the contract. We paid net cash
of $156.1 million in 2010 to acquire various contracts. During



2009, we received net cash of $109.4 million due to the
execution of toral return swaps to assist in the execution of our
divestitures of our international cdmmodities and Houston-based
gas trading operations. 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
gross basis in cash flows from investing and financing activities
in our. Consolidated Statements of Cash Flows as follows: .

Year ended December 31, 2010 2009

2008,

- (In millions)
Financing activities—proceeds
from contract and portfolio
$ 522 $2,263.1 $—

acqulsmons
Investmg activities—contract and

portfolio acquisitions (208.3) (2,153.7) . —
Cash flows from contract and
portfolio acquisitions $(156.1) $§ 1094 $—

Wee 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 to the contract as operating cash
flows.

We discuss certain of these contract and portfolio
acquisitions in more detail in Noze 2 to Consolidated Financial
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 periods after November 6, 2009, we ceased rccordmg
CENG’s cash flows and began to record cash flows from our
PPA and other transactions with CENG. We will record any
future cash flows from 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, our Generation business cash
flows differed from historical cash flows primarily due to the
following factors: ‘

¢ We now sell between 85-90% of the output of CENG’s

plants, excluding output sold by CENG directly to third
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parties, rather than 100% of the plants’ total output
including volumes contraeted to third parties.

¢ Fuel and purchased energy expenses reflect our purchases )

of the output of CENG's plants, excluding output sold
directly to third parties, as provided under the terms of
the PPA with CENG. We discuss the terms, and
subsequent amended terms, of the PPA in Note 4 ro
Consolidated Financial Statements.

¢ Operating expenses no longer include CENG's plant

operating costs or general and administrative expenses.

¢ We no longer incur cash flows for 100% of CENG’s

capital expenditures or the acquisition of nuclear fuel,
but we are 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. \We did not receive
~any distributions from*CENG in 2010.

In 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 provided 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. In October 2010, we entered into a comprehensive
agreement with EDFE. Among other provisions of the agreement,
the ASA was extended through 2017. We discuss the
comprehensive agreement with EDF in more detail in Noze 4 r0
Consolidated Financial Statements.

Impact of Security Ratings on Our Liquidity

We rely on access to capiral markets as a source of liquidity for
capital requirements not satisfied by operating cash flows.
Independent credit rating agencies: rate Constellation Energy’s
and BGE’s fixed-income securities. These ratings affect how
much it will cost us to sell securities and, in certain cases, our
ability to access capital markets to sell securities. Generally; the
better the rating, the lower the cost of the securities to us when
we sell them. The factors that credit rating agencies 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 flows
and the level of debt relative to total:capitalization.



At the date of this report, the senior unsecured debt and
commercial paper credit ratings for Constellation Energy and
BGE were as follows: !

Standard & .
Poor’s Moody’s
Rating Investors Fitch
Group Service Ratings
Constellation Energy
Senior Unsecured Debt BBB- Baa3 BBB-
Commercial Paper A-3 P-3 F3
BGE
Senior Unsecured Debt BBB+ Baa2 BBB+
Commercial Paper A-2 P-2. F2

The Constellation Energy and BGE ratings in the above
table reflect stable outlooks by all the credit rating agencies,.
except that Moody’s rating of BGE reflects a positive outlook. If
any of these 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 cerrain agreements that
contain provisions that would require us to post additional
collateral upon a credit rating downgrade.

We discuss the potential effect of a ratings downgrade in
the Collateral section. :

We discuss the potential effect of a ratings'downgrade on
our ability to maintain ongoing compliance with financial ratios
in our existing credit agreements in Noze 8 to Consolidated
Financial Statements.

As a condition to the October 2009 Maryland PSC order
approving our transaction with EDE 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 complered the
implementation of these meastires iry February 2010.

We remain. committed t0 maintaining a stable investment
grade credit profile and to meeting our liquidity requirements.

We discuss our available sources of funding in more detail below.

Available Sources of Funding
In addition to cash generated from operations, we rely upon
access to capital for our capital expenditure programs and for the
liquidity required to operate and support our commercial
businesses. Our liquidity requirements are funded by credit
facilities and cash. We fund our short-term working capital
needs with existing cash and with our credic facilities, many of
which supporr direct cash borrowings and the issuance of
commercial paper. We also use our credit facilities to support the
issuance of letters of credit, primarily for our NewEnergy
business.

The primary drivers of our use of liquidity have been our
capital expenditure requirements and collateral requirements
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associated with hedging our generating assets and hedging our
NewEnergy business in both power and gas. 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, thereby reducing
our available cash balance. Additional regulation of the
derivatives markets could also require us to post additional cash
collateral. We discuss the financial reform legislation enacted in
2010 in more derail in the Federal Regulation section.

W discuss our, and BGEs, credit facilities in detail in
Note 8 to Consolidated Financial Statements.

Net Available Liquidity

Constellation Energy’s (excluding BGE) and BGE’s net available
liquidity at December 31, 2010 was $3.3 billion and

$0.6 billion, respectively. We discuss net available liquidity in
more detail in the Noze 8 to Consolidated Financial Statements.

Collateral

Constellation Energy’s collateral requirements generally arise
from its NewEnergy business as a result of its participation 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 NewEnergy’s wholesale and retail power
obligations and our limited trading activities, Constellation
Energy posts collateral to ISOs. Forward hedging of our
Generation and NewEnergy businesses 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.

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 Generation
and NewEnergy 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 NewEnergy business, we generally do not receive

- collateral under contractual obligations to supply power
or gas to our customers but we hedge 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 o
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. During 2010, we
acquired generation assets in. Texas, and in January
2011, we acquired generhtion assets in Massachusetts,
which will assist with reducing our collateral
requirements. :
4 In our Generation business, we may have to post
collateral on our power sale or fuel purchase contracts.
Finally, collateral types may asymmetrically impact our
liquidity. In margining with OTC 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 NewEnergy business rely on the
creditworthiness of Constellation Energy. In this regard, we have
certain 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, 2010, 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:

Level Below Additional
Current Rating Obligations (2)
(In billions)

Below investment grade 1 $1.0

Credit Ratings Downgraded to (1)

(1) If there are split ratings among the independent credit rating agencies,
" the lowest credit rating is used to determine our incremental collateral
obligations.

2)  Includes 30.1 billion related ro 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 facilities in the Awvailable Sources of Funding
section.. In addition, rulemaking upder the Dodd-Frank Act
could impose additional collateral requirements. We discuss this
rulemaking in the Federal Regulation section.

Capital Resources
Our actual consolidated capiral requirements for the years 2008
through 2010, along with the estimated annual amount for
2011, are shown in the following table.

We will continue to have cash requirements for:

¢ working capiral needs,

¢ payments of interest, distributions, and dividends,

& capital expenditures, and

¢ the retirement of debt.

Capital requirements for 2011 and 2012 include estimates
of spending for existing and anticipated projects. We
continuously review and modify those estimates. Actual
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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,

¢ © & &

the effect of economic and market conditions on those
projects,
the cost and availability of capiral,
- potential capital contributions to CENG,
the availability of cash from operations, and
business decisions to:invest in capital projects.
Our estimates are also subject to additional facrors.
Please see the Forward Looking Statements and Item 1A. Risk
Factors sections.

L 4
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- ; 2011
2008 2009 2010 (Estimate)
(In billions)
Generation and Other Capital
Requirements: .
Major Environmental $0.5  $0.3  $0.1 $0.1
Maintenance 0.5 0.6 0.1 0.1
Growth 0.4 0.2 0.1 —
Total Generation and Other
Capital Requirements 1.4 1.1 0.3 0.2
NewEnergy Capital
Requirements:
Maintenance 0.1 — — —
Growth 0.2 0.1 0.1 0.2
Total NewEnergy Capital
Requirements 0.3 0.1 0.1 0.2
Regulated Capital
Requirements:
Electric / Gas Distribution 0.4 0.3 0.4 0.4
Electric Transmission 0.1 — 0.1 0.1
Smart Energy Savers®™ .
Initiatives — 0.1 0.1 0.1
Total Regulated Capiral x
Requirements 0.5 0.4 0.6 0.6
Total Capital Requiréments $2.2 $1.6 $1.0 $1.0

Eligible capital projects are shown net of anticipated investment tax credits or
grants.”

As of the dare of this report, we estimate our 2012 capital
requirements will be approximately $1.0 billion.

Capital Requirements
Generation and NewEnergy Businesses
Our Generation and NewEnergy businesses’ capital requirements
consist of its continuing requirements, including expenditures
forr -

¢ maintenance and uprates to the capacity of our

generating plants,
@ solar projects and upstream natural gas properties,



¢ costs of complying with the Environmental Protection
Agency (EPA); Maryland, and various other states’
environmental regulationsiand legislation, and

¢ enhancements to our information technology

infrastructure. . T

In addition, in January 2011, we completed the acquisition
of Boston Generating’s 2,950 MW fleet of generating plants for
approximarely $1.1 billion, subject to a working capital
adjustment. We funded this acquisition through a mix of
available cash and debt.

In December 2009, we were selected by the State of
Maryland to 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 Srate of
Maryland at the site of Mount St. Mary’s University under a
20-year solar power purchase agreement.

In 2009, we acquired the 70 MW Criterion wind project
to be constructed in Garrett- County, Maryland. We closed this
transaction in the first quarter of 2010 and we placed it in
service in the fourth quarter of 2010.

Regulated Electric and Gas
Regulated electric and gas construction expenditures primarily
include new business construction needs and improvements to
existing facilities, including projects to improve reliability and
support demand response and conservation initiatives. Further,
BGE continues to invest in transmission projects that earn a
FERC authorized rate of rerurn.

In August 2010, the Maryland PSC approved a
comprehensive smart grid initiative for BGE which includes the
planned installation of 2 million residential and commercial
electric and gas smart meters at an expected total cost of
approximately $480 million. In 2009, the United States
Department of Energy (DOE) selected BGE as a recipient of
$200 million in federal funding for our smart grid and other.
related initiatives. This grant allows BGE to be reimbursed. for
smart grid and other expenditures up to $200 million,
substantially reducing the total cost of these initiatives.

Funding for Capital Requirements

Generation and NewEnergy Businesses

We expect to fund the capital requirements of our Generation
and: NewEnergy businesses with integnally generated cash and
other available sources. To the extent that internally generated
cash-is-not-sufficient to-meet those requirements, we would seek
additional funding from the money markers, capital markets and
lease markets, subject to credit conditions and market liquidity,
and, if necessary, from draw downs on credit facilities.

The projects thar our Generation and NewEnergy
businesses develop 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 thar project.

Regulated Electric and Gas

We expect to fund capital expenditures 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
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requirements, we would seek 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 draw
downs on credit facilities. BGE may also receive equity
contributions from time to time from Constellation Energy.

Contractual Payment Obligations and Committed
Amounts
We enter into various agreements that result in contractual
payment obligations in connection with our business activities.
These obligations primarily relate to our financing arrangements
(such as long-term debrt, preference stock, and operating leases),
purchases of capacity and energy to support our Generation and
NewEnergy business activities, and purchases of fuel and
transportation to satisfy the fuel requirements of our power
generating facilities.

We detail our contractual payment obligations as of
December 31, 2010 in the following table:

Payments
2012- 2014-
2011 2013 2015 Thereafter  Total
(In millions)
Contractual Payment Obligations .
Long-term debt: (1)
Nonregulated
Principal $ 223.6 8 197 $ 5962 $1,774.9 $ 2,614.4
Interest 139.0 281.3 2777  2,807.6 3,505.6
Total 362.6 301.0 873.9 4,582.5 6,120.0
BGE
Principal 81.7 639.1 1449 1,277.9 2,143.6
Incerest 127.6 2313 1625 1,174.2 1,695.6
Total 209.3 870.4 307.4  2,452.1 3,839.2
BGE preference stock , — — . = 190.0 190.0
Operating leases (2)
Operating leases, gross 202.1 328.0  301.4 108.3 939.8
Sublease rentals (22.4) (41.7) (19.6) (28.6) {112.3)
Operating leases, net 179.7 286.3 281.8 79.7 827.5
Purchase obligations: (3)
Purchased capacity and
energy (4) 430.6 . 503.0 164.3 263.6 1,361.5
Purchased energy from
CENG (3) 488.4 11,7612 1,735.5 3,985.1
Fuel and transportation 535.7 449.9 250.2 176.0 1,411.8
Other 53.0 30.0 75 5.4 959
Other noncurrent liabilities:
Uncertain tax positions liability 60.3 100.2 5.5 4.0 170.0
Pension benefits () 7.2 160.6 92.2 260.0
Postretirement and post '
employment benefits (7) 26.8 55.5 58.5 249.1 389.9

Total contractual payment

obligations $2,353.6 $4,518.1 $3,776.8 $8,002.4 518,65049

(1). > Amounts in long-term debe reflect the original maturity. date. Investors may require us.t0
repay $75.0 million early through remnrfezing Jeatures. Interest on vaviable rate debe is
included based on forward curve for interest rates.

2) Our operating lease commitments inclide future payment obligations under certain power
purchase agreements as discussed further in Note 11 to Consolidated Financial
Statéments. .

(3).. Contracis to 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 obligations for purchased capacity and energy are shown on a gross basis
Jor certain transactions, including both the fixed payment portions of tolling contracts
and estimated variable payments under unit-contingent power purchase agreements.

(5)  As part of reaching a comprghensive agreement with EDF in October 2010, we modified
our existing power purchase agreement with CENG to be unit contingent through the
end of iss original term in 2014. Additionally, beginning in 2015 and rontimzinf to the
end of the life of the respective plants, we agreed to purchase 50.01% of the available
output of CENGS nuclear plants at market prices. We have included in the table our
commi under this ag it for five years, the time period for which we have
more reliable data. Further, we continue to own a 50.01% membership interest in
CENG that we account for as an equity method investment. See Note 16 in the
Consolidated Financial S s for more details on this agreement.

(6)  Amounts related 10 pension benefits reflect our current S-year forecast for contributions for
our qualified perision plans and participant paymenss for our nonqualified pension plans.
Refer 10 Note 7 to Consolidated Financial St s for more detail on our pension
plans.

(7)  Amounis related to postretivement and postemployment benefits ave for unfunded plans
and reflect present value amounts consistent with the determination of the related

liabilities recorded in our Consolidated Balance Sheets as discussed in Note 7 to
Consolidated Financial S




Off-Balance Sheet Arrangements

For financing and other business purposes, we utilize certain:
off-balance sheet arrangements that are not reflected in our
Consolidated Balance Sheets. Such arrangements do not
represent a significant part of our activities or a significant
ongoing source of financing.

We use these-arrangements when they enable us to obtain
financing or execute commercial transactions on favorable terms.
As of December 31, 2010, we have no material off-balance sheet
arrangements, including:

¢ 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,
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liquidity or marker risk support to such entity for such
asset,

derivative instruments mdexed to .our.common stock,
and classified as equity, or

variable interests in uncensolidated entities that provxde
financing, liquidity, market risk, or credit risk support,
or engage in leasing, hedging or research and .
development services.

At December 31, 2010, Constellation Energy had a total
face amount of $9.4 billion in guarantees outstanding, of which
$8.6 billion related to our NewEnergy 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 $1.5 billion at December 31, 2010, which
represents the total amount the parent company could be
required to fund based on December 31, 2010 marker 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 js 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 Como/zdzzted
Financial Statements and our significant variable interests in
Note 4 to Consolidated Financial Statements.

Risk Management

Introduction

Risk is inherent in our business activities. Constellation Energy
is exposed to-market, credit, operational, and liquidity risks that
are fundamental to our business of providing products and
services across the energy value chain. Additionally, our
businesses are subject to business and strategic risks, the risks of
unsuccessful business performance due to changing economic
conditions, competition, regulatory environment, legislation,
economic conditions, market liquidity, country or sovereign
issues, systems or process failure, and fiscal and monetary
policies. These risks exist in our business with varying levels of
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exposure, and are interrelated and cannot be managed in
isolation.

The Company’s risk management framework and
governance structure are intended to provide appropriate controls
and ongoing management of the major risks in our business
activities. The risk management framework is also intended to
create a culture of risk awareness and personal accountability for
risk-taking across the Company. As a result of the extent and
diversity of the risks the Company faces in its business
operations, we analyze risk and risk concentration ar transaction,
portfolio, business, and 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 occurfing 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. 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 éxposed. Thus, in
particular environments, the Company may not be able to
mitigate risk exposures to the level desired and may have
exposures to certain risk factors that cannot be mitigated:

~In this section, we will review the Company’s risk practices
in terms of our: ‘
risk governance,

¢ risk functions; and

¢ risk exposures.

Risk Governance

Our Board of Directors is responsible for risk oversight of
Company activities: The Board of Directors has approved the
Company’s risk appétite statement and has authorized
management to establish risk policies and limits consistent with
this statement. The Audit Committee of the Board of Directors
periodically reviews compliance with our risk policies and limits
and the effectiveness of the related internal controls. The
Compensation Committee of the Board of Directors is
responsible for oversight of the impact of compensation policies
on risk-taking. Management has established the risk appetite
statement ‘in the context of the market environment and the
Company’s business strategy. In setting the risk appetite, the
Company takes into consideration factors such as market
volatility, product liquidity, business trends, and management
experience.

The Combpany’s Risk Management Committee (RMC) is -
responsible for approving risk management policies and limits
consistent with the risk appetite statement, reviewing procedures
for the identification, assessment, measurement, and



management of risks, and monitoring risk exposures. The RMC
meets on a regular basis and is chaired by our Chief Executive
Officer. Other committee membels are 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 in the business units that meet regularly to identify,
assess, and quantify material risk issues and to develop strategies
to manage these risks. .

Business managers are responsible for managing risks within
the established risk appetite, while the Risk Management Group
(RMG) is responsible for enforcing compliance with risk
management policies and risk limits. The RMG reports to the
Chief Risk Officer, who is a member of the Company’s
Management Committee and who reports to the Chief Executive
Officer and the Board of Directors. The Chief Risk Officer
provides regular risk management updates to the Audit
Committee and the Board of Direcrors.

In an effort to manage risks, Constellation Energy has
established a series of limits at the corporate and business.unit
level that reflect the Company’s risk appetite. Business units are
responsible for adhering to established limits, against which
exposures are monitored and reported. Limit breaches are
reported in a timely manner to senior management, who
consults with the business unit on an appropriate course of
action.

Risk Functions

Risks are managed ar the individual and portfolio level of
exposure in each business relative to the Company’s risk appetite
in aggregate and across all major risk types.

Constellation Energy’s RMG is an independent function
tasked with providing an independent quantification and
assessment of key business risks, as well as providing an ,
evaluation of individual risk components that contribute to the
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.

The RMG consists of seven divisions that focus-on a
specialized area of risk.

Credit Risk Management

Credit Risk Management is responsible for managing the risk of
loss inherent in the pusiness units stemming from counterparty
or customer failures and adverse marker 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 limits and appropriate contractual credit
terms and conditions. Credit risk managers are responsible for
managing credit risk associated with our business activities,
including establishing limits and contractual structures, as well as
establishing and enforcing credit policies.
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Market Risk Management

Market Risk Management is responsible for effectively
identifying, quantifying, monitoring, and reporting on impacts
of market risk, to include price volatility, correlations, volume
uncertainty, market liquidity, interest rate and currency exposure
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 marker
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 and Funding Liquidity 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. Funding liquidity risk is the risk that
we may be unable to fund our obligations in some future
period. 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 and liquidity 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

Operational risk is the risk associated with human error, a failure
of process and systems or external factors. RMG staff oversee
implementation of a common framework for defining,
measuring, monitoring, and reporting operational risks. The
integrated risk assessment process involves capturing risk and
controls holistically. Accountability for the identification of risks
in our business processes resides with business management, who
must ensure the completeness and effectiveness of controls and
level of residual risk.

Corporate Audit

Corporate Audit assists in ensuring that controls put in place by
management to mitigate the risks of the business are adequate
and functioning appropriately. This group supports the risk
assessment process including the analysis of inherent and residual
risk, performs risk-based audits as approved by the Audit
Committee of the Board of Directors, and supports the
improvement of the effectiveness and efficiency of key business
processes,

Special Situations Group

Our Special Situations Group is comprised of two departments:
receivables management and credit workout. Receivables
management seeks to maximize cash flows from collection efforts



for the Company’s business units. Its primary function is to
mitigate risk by focusing efforts on all aspects of the accounts
receivable process including fees rélated to early termination of
energy supply contracts. Credit workout is responsible for the
management of distressed customers.” These include
counterparties in bankruptcy and contractual default. Credit
workout also seeks to generate cash flows by negotiaring early
settlement on potential losses and through the sale of impaired
assets in the secondary market.

Deal Review, Risk Analytics and Risk Capital

Our Deal Review team performs independent reviews of
structured transactions and develops standardized risk-adjusted
metrics for assessing these transactions. Our Risk Analytics team
provides quantitative support to all risk functions, builds key risk
models and metrics, and conducts independent validation of
models used by the Company. Our Risk Capital team is
responsible for the development and implementation of a
framework for the measurement of capital adequacy, risk-based
transaction pricing and risk-adjusted performance measurement
of our business segments and portfolios. Risk capital, or
economic capital, is the level of capital required to offset the
effect of unexpected specified stress on the economic value of
the Company. It is an assessment of the underlying market,
credit, operational, and liquidity risks of the Company’s business
activities, utilizing internal risk assessment methodologies.

Risk Exposures
We manage risks across all of our businesses. We summarize
below the risks we manage within each of our businesses.

Generation and NewEnergy Businesses

Our Generation and NewEnergy businesses are exposed to
various risks in the competitive marketplace that may materially
impact our financial results and affect our earnings. These risks
include changes in commodity prices, potential imbalances in
supply and demand, credit risk and operational risk.

Regulated Electric Business .. ; :

BGE does not own or operate any &lectric 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 ltem 1. Busines—DBaltimore 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, 2010, our exposure to commodity price risk for
our regulated electric business was not material. However, BGE
may enter into electric futures, options, and swaps to hedge its
market price risk if appropriate. We discuss this further in

Note 13 to Consolidated Financial Statements.

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 impacts from storms and distribution asset
failures. :
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Regulated Gas Business

BGE acquires all of its natural gas for delivery to customers
from third party suppliers. Therefore, BGE’s regulated gas
business is exposed to market price risk. However, BGE recovers
the costs of purchased gas under the market-based rates incentive
mechanism approved by the Maryland PSC. Additionally, BGE
may enter into gas futures, options, and swaps to hedge its price
risk under our market-based rate incentive mechanism and our
off-system gas sales program as appropriate. We discuss this
further in Note 13 to Consolidated Financial Statements. At
December 31, 2010, our exposure to commodity price 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 Exposure Categories -

The various categories of risk exposures that we manage include,
but are not limited to, market risk, which includes interest rate
risk, security price risk, and foreign currency risk; credit risk, .’
which includes wholesale and retail credit risk; operational risk
and collateral 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, natural gas, coal, and other
related commodities. These risks arise from our ownership and
operation of power plants, our retail and wholesale customer
supply operations, and our origination, risk management, and
trading activities. These commodity price risks arise from:

¢ changes in market volatilities or correlations, and

¢ changes in interest and foreign 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 Generation and
NewEnergy businesses, and if we do not hedge the associated
financial exposure, this commodity price volatility could
adversely affect our economic value or earnings. These factors
include:

¢ secasonal, daily, and hourly changes in demand,
extreme peak demands due to weather conditions,
available supply resources,
transportation availability and reliabilicy within and
berween regions,
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location of our generating facilities relative to the
location of our load-serving obligations,

procedures used to maintain the integrity of the physical
power system during extreme conditions,

changes in the nature and extent of federal and state
regulations, and

geopolitical concerns affecting global supply of coal, oil,
and natural gas. -



These factors can affect energy commodity and derivative
prices in different ways and to different degrees. These effects
may vary as a result of regional differences in:

¢ weather conditions,

¢ market liquidity, : :

@ capability and reliability of the physical power and gas

systems, and
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Additionally, we have fuel requirements that are subject to

the nature and extent of power market restructuring.

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
obrained 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.

While some of the contracts we use to manage risk
represent commodities or instruments for which prices are
available from external sources, other commodities and certain
contracts are not actively traded and are valued using other
pricing sources and modeling techniques to determine expected
future market prices, contract quantities, or both. We use our
best estimates to determine the fair value of commodity and
derivative contracts we hold and sell. These estimates consider
various factors including closing exchange and over-the-counter
price quotations, time value, volatility factors, 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, and such variations could be marerial.

Power, gas, coal, and other related commodity trading risks
involve the potential decline in ner 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.

EVaR:

EVaR ‘measures the potential pre-tax loss in the fair value of the
Generation and NewEnergy. businesses. 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 includes all positions over a forward rolling
60-month time horizon that expose us to marker price risk,
regardless of business line.

Positions included in EVaR are comprised of
mark-to-marker and nonderivative accrual positions that create
market risk including:

& derivative anid nonderivative commodity contracts
associated with our Generation and NewEnergy
businesses,

¢ physical assets, such as our owned and contractually
controlled generating plants,

& our share of investments in generating plants, and

© our share of investments in upstream natural gas
properties.

We include the positions related to physical assets to

provide a more complete presentation of our commodity market
risk exposures. EVaR includes illiquid products and positions for
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which there is limited price discovery. Modeling the positions in
our Generation and NewEnergy businesses 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 or 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 limiration of our
value-at-risk measures is the reliance on historical prices. A
sudden shift in market conditions can cause the future behavior
of marker 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. i

EVaR is monitored daily and is subject to regional and
overall guidelines for the NewEnergy business. We place
guidelines on the risk associated with illiquid delivery locations
and regional basis within our NewEnergy business. Additionally,
we monitor generation plant hedge ratios relative to guidelines
specified by management. Stress tésts and scenario analysis are
conducted regularly and the results, trends, and explanations are
reviewed by senior management and risk commirrees.

.The EVaR amounts below represent the potential pre-tax
change in the fair values of our Generation and NewEnergy
businesses positions over a one-day holding period.”

EVaR

For the year ended December 31, 2010 2009

(In millions)

95% Confidence Level, One-Day Holding

Period

Year end $36.3 $ 73.0
Average 52.2 92.8
High 716 122.8
Low 34.4 64.1

At December 31, 2010, our EVaR ‘was approximately
$36.3 million, which represents a 50% decline from its level of
$73 million on December 31, 2009, mainly due to lower price
levels and lower volatilities as'well as a decrease in our ownership
of nuclear generation’as a result of our 2009 sale of a 49.99%
membership interest in CENG to EDE

VaR:
VaR measures the potential pre-tax loss in the fair value of
mark-to-market energy contracts due o changes in marker risk
factors. VaR is calculated 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 not only contracts that hedge the
economics of NewEnergy nonderivative power and fuel contracts
and 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 eption 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 potentlal pre-tax loss
in the fair value of our NewEnergy business positions subject to
mark-to-market accounting, including both trading and
non-trading activities, over one and ten-day holding periods.

Total Mark-to-Market VaR

For the year ended December 31, 2010 2009 .

(In millions)

99% Confidence Level, One-Day Holding

Period

Year end $13.6 $ 8.0

Average 7.3 18.1

High 138 . 555

Low 4.8 5.0
95% Confidence Level, One-Day Holding

Period

Year end $104 §$ 6.1

Average 5.6 13.8

High 105 422

Low 3.6 3.8
95% Confidence Level, Ten-Day Holding

Period

Year end $32.9 $ 192

Average 17.7 43.7

High 33.2 133.6

Low 114 120

Constellation Energy’s proprietary trading activities are
substantially reduced from previous years and remain immarerial.
These activities continue to be managed with daily VaR limits,
stop loss limits and position limits.

Interest Rate Risk

We are exposed to changes in interest rates as a result of
financing through our issuance of variable-rate and fixed-rate
debt and certain related interest rate swaps. We may use
derivative instruments to manage our interest rate risks.

As of December 31, 2010, we have interest rate swaps
relating to $400.0 million of our long-term debt. These fair
value hedges effectively convert our current fixed-rate debr to a
floating-rate instrument tied to the three month London
Inter-Bank Offered Rate (LIBOR). Including the $400.0 million
in interest rate swaps, approximately 11.1% of our long-term
debt is floating-rare.

During January 2011, as part of retiring the remainder of
our 7.00% Notes, we terminated $200.0 million of interest rate
swaps.

During February 2011, we entered into $500 million of
interest rate swaps related to fixed rate long-term debr, effectively
converting the debt to a floating-rate instrument tied to LIBOR:
Of these swaps, $350 million qualify for and have been
designated as fair value hedges and $150 million do not qualey
as fair value hedges and will be marked to market through
earnings.

We discuss our use of derivative instruments, including
interest rate swaps, to manage our interest rate risk in more
detail in Note 13 to Consolidated Financial Statements.

The following table provides information about our debt obligations that are sensitive to interest rate changes:

Principal Payments and Interest Rate Detail by Contractual Maturity Date

Fair value at

December 31,

2011 2012 ©2013 2014 2015 Thereafter Total 2010
(Dollars in millions)
Long-term debt
Variable-rate debt . $209.6 $ 18.0 $ — $ — $226.2 $ 749 $ 5287 $ 5287
Average interest rate (A) 1.24% 4.50% —% —% 2.36% 2.13% 1.95%
Fixed-rate debt $ 95.7 $174.2 $466.6 $90.4 $424.5 $2,977.9 $4,229.3  $4,518.4
Average interest rate 6.10% 6.37% 6.06% 5.33% 4.75% 6.60% ' 6.31%

(A) Interest on variable rate debr is included based on the forward curve fbr 7ntem*t rates at December 31, 2010.
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Security Price Risk .

We are exposed to price fluctuations in financial markets
primarily through our pension plan assets. In 2010, our actual
gain on pension plan assets was $148.8 million. We describe our
pension funding requirements in more detail in Note 7 0
Consolidated Financial Statements.

Foreign Currency Risk
Our Generation and NewEnergy businesses are exposed to the

impact of foreign exchange rate fluctuations. This foreign
currency risk arises from our activities in countries where we
transact in currencies other than the U.S. dollar. In 2010, our-
exposure to foreign currency risk was not material. We manage
our exposure to foreign currency exchange rate risk using a
foreign currency hedging program. We will continue to have
limited exposure to the Canadian dollar due to our Canadian
gas and power operations.

Credit Risk

We are exposed to credit risk through our Generation and
NewEnergy businesses and BGE’s operations. Credit risk is the
loss that may result from counterparties’ nonperformance and
retail customer accounts receivable and forward value payment
risk arising from contracted power and gas supply agreements.
We evaluate our credit risk as discussed below.

Wholesale Credit Risk

We measure wholesale credit risk as the replacement cost for
open energy commodity and derivative transactions (both
mark-to-market and accrual) adjusted for amounts owed to or
due from counterparties for settled transactions. The replacement
cost of open positions represents unrealized gains, net of any
unrealized losses, where we have a legally enforceable right of
setoff. We monitor and manage the credit risk of our
NewEnergy business through credit policies and procedures,
which include an established credit approval process, daily
monitoring of counterparty credit limits, the use of credit
mitigation measures such as margin, collateral, or prepayment
arrangements, and the use of mastermetting agreements.

As of December 31, 2010, our total exposure across our
entire wholesale portfolio is $2.5 billion, net of collateral, and
includes accrual positions and derivatives. This total exposure
has declined from the $2.8 billion as of December 31, 2009,
primarily driven by a change in commodity prices and the
decrease in our exposure to CENG throughout 2010.

The top ten counterparties account for 55% of our total
exposure with none of that exposure being non-investment
grade. We consider a significant concentration of credit risk to
be any single obligor or counterparty whose concentration
exceeds 10% of total credit exposure. At December 31, 2010,
two counterparties, a large power cooperative and CENG,
comprised a total exposure concentration of 25%.
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As of December 31, 2010 and 2009, counterparties in our
NewEnergy credit portfolio had the following public credic
ratings, shown as a percentage of the total portfolio exposure:

At December 31, 2010 2009
Rating
Investment Grade (1) 47% 43%
Non-Investment Grade 4 2
Not Rated 49 55

(1) Includes counterparties with an investment grade rating by at
least one of the major credit rating agencies. If split rating
exists, the lower rating is used,

Our exposure to “Not Rated” counterparties was
$1.2 billion at December 31, 2010 compared to $1.5 billion at
December 31, 2009. This decrease was mostly driven by a
reduction in our CENG credit exposure, which is not externally
rated.

Many of our not rated counterparties (including CENG)
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 $1.1 billion or 87% of the
exposure to “Not Rated” counterparties was rated investment
grade equivalent at December 31, 2010 and approximately
$1.2 billion or 81% was rated investment grade equivalent at
December 31, 2009.

The following table provides the breakdown of the credit
quality of our wholesale credit portfolio based on our internal
credit ratings. This includes those counterparties which are
externally rated and those in the “Not Rated” category as a
percentage of the total portfolio exposure.

At December 31, 2010 2009
Investment Grade Equivalent 89% 88%
Non-Investment Grade Equivalent 11 12

If a counterparty were to default on its contractual
obligations and we were to liquidate transactions with thar
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 marker 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. To reduce our credit risk



with counterparties, we attempt to enter into agreements that
allow us to obtain collateral on a contingent basis, seek third
party guarantees of the counterparty’s obligation, and enterinto
netting agreements that allow us to offset receivables and
payables with forward exposure across many transactions.

Due to volatility in the prices of energy commodities and
derivatives, the market value of contractual positions with
individual counterparties could exceed established credit limits or
collateral provided by those counterparties. If such a
counterparty wete then to fail to perform its obligations under
its contract (for example, fail to deliver the power we had
contracted for), we could incur a loss that could have a material
impact on our financial results.

We also enter into various wholesale transactions through
1SOs. 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 1SO.

BGE is exposed to wholesale credit risk of its suppliers for
electricity and gas to serve its retail customers. BGE may receive
performance assurance collateral to mitigate electricity suppliers’
credit risks in certain circumstances. Performance assurance
collateral is designed to protect 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 to replace the supply
contract are to be recovered from the defaulting supplier or from
customers through rates.

Retail Credit Risk

We are exposed to retail credit risk through our NewEnergy
electricity and natural gas supply activities, which serve
commercial and industrial companjes and governmental entities,
and through BGE’s electricity and natural gas distribution
operations. Retail credit risk results when customers default on
their contractual obligations or fail to pay for service rendered.
This risk represents the loss that may be incurred due to the
nonpayment of customer accounts receivable balances, as well as
the loss from the resale of energy previously committed to serve
customers of our nonregulated retail businesses.

Retail credit risk is managed through established credit
approval policies, monitoring customer exposures, and the use of
credit mitigation measures such as letters of credir or
prepayment arrangements. In addition, we have taken steps to
augment our credit staff in response to current economic
conditions. In accordance with our credit policy we do not have
a significant exposure concentration with any one customer,
geographic area or industry.

Retail credit quality is dependent on the economy and the
ability of our customers to manage through unfavorable
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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. However, we have organized a dedicated
credit workout function whose job is to work with distressed
customers and recover receivables owed to the company. This
also involves negotiating early termination settlements and selling
impaired assets in the secondary marker.

BGE is subject to rerail credit risk associated with both the
delivery portion of a customer’s bill as well as 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. BGE is also exposed to credit risk
associated with the timing of the collection of receivables from
those customers who have contracted with a third party supplier
where BGE has purchased that supplier’s receivables. 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 process and systems, or external factors, as well as the.
risk of operating owned and contractually controlled generating
assers, electric transmission and distribution systems, and gas
distribution systems. We are exposed to-many types of
operational risks, including fraud by employees, clerical and
record-keeping errors, and unauthorized data access. Additionally,
our asset operations can be effected by those events that are
partially or wholly out of our control, like natural disasters, acts
of terrorism, and computer application viruses, which may cause
losses in generation or service to customers resulting in revenue
loss.

We own, have ownership interests in, and operate power
generation facilities, which use a diverse mix of fuels including
fossil fuels, nuclear and biomass. We are also exposed to
variations in the prices for, and required volumes of, natural gas,
oil, and coal required to fuel our power plants that 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. These scenarios could
potentially lead to a marerial adverse impact on our financial
results.

We are exposed to risk on both sides of the distribution
chain, from fuel to end customer delivery, due to inability to
produce energy. If one or more of our generating facilities is not
able to produce electricity when required due to operational
factors, we may have to forego sales opportunities or fulfill fixed-
price sales commitments through the operation of other more



costly generating facilities or. through the purchase of energy in
the wholesale market at higher prices. In addition; we are
exposed to the risk that available spurces 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 potentially result in selling excess energy at lower
prices. This could have a material adverse impact on our
financial: results.

Collateral and Funding Liquidity Risk

Funding liquidity risk relates to the ability to fund current and
future ebligations 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 liquidity risk, we distinguish between sources
and uses of liquidity. Sources of liquidity include projected net
available cash and the unused capacity available from our credit
facilities. Uses include expected and contingent collateral
requirements as well as any unexpected variation of cash flows
from projected levels. We define contingent requirements to be

any incremental or decremental requirements to expected
requirement levels. -

~To manage liquidity risk, we quantify sources of liquidicy
and the expected and contingent uses of liquidity both over a
short-term and long-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 needs 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 believe 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.

ltem 7A. Quantitative and Qualitative Disclosures about Market Risk -
The information required by this item with respect to market risk is set forth in Jtem 7 of Part IT of this Form 10-K under the

heading Risk Management.



_ Item 8. Financial Statements and Su'pprement;ary"bata

. 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 registered
public accounting firm, has audited the financial statements and
expressed their opinion on them. They:performed their audit in -
accordance with the standards of the Public Company:
Accounting Oversight Board (United States).

The Audit Committee of the Board of Directors, which .
consists of four independent Directors, meets periodically ‘with
management, internal auditors, and PricewaterhouseCoopers LLP
to review the activities of each in-discharging their
responsibilities. The internal audit staff and
PricewaterhouseCoopers LLP. have free access tothe 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 Constellation Energy conducted an
evaluation of the effectiveness of Constellation Energy’s internal

control over financial reporting using the framework in [nternal

Control—Integrated Framework issued by the Commirtee 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 Energy’s
internal control over financial reporting was effective as of
December 31, 2010.

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, 2010, as stated in their report on the next - ¢

ot
; MA\MKA.‘U%/'

Jonathan W. Thayer .
Senior Vice President and C/quf
Fmanczal Officer

Mayo A. Shattuck IIT
Chairman of the Board,
President and Chief Executive

Officer

Management's Report on Internal Control Over Financial
Reporting—Baltimore Gas and Electric Company

The management of Baltimore Gas and Electric Company
(BGE), under the direction of its principal executive officer and
principal financial officer, is Tesponsible for establishing and
maintaining adequate internal control over financial reporting as
defined in Exchange Act Rule 13a-15(f).

BGE’s system of internal control over financial reporting. 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 accepted accounting
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 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 BGE's internal control over
financial reporting was effective as of December 31, 2010.

This annual report does not include an attestation report of
BGE’s independent registered public accounting firm regarding
internal control over financial reporting. Management’s report
was not subject to attestation by BGE’s independent registered
public accounting firm pursuant to an exemption for
non-accelerated filers set forth in the Dodd-Frank Wall Street
Reform and Consumer Protection Act.

s A

Kenneth W. ‘DeFontes, Jr. Carim V. Khouzami
President and Chief Executive Chief Financial Officer and
Officer Treasurer



To the Board of Directors and Shareholders of

Constellation Energy Group, Inc.

In our opinion, the consolidared ﬁpancml 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,
2010 and 2009, and the results of their operations and their
cash flows for each of the three years in the period ended
December 31, 2010 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 Irem 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, 2010, based on criteria established in Jnternal
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 Management’s Report on
Internal Control Over Financial Reporting appearing under
Item 8. Our responsibility is to express opinions on these
financial statements, the financial statement schedule and on the
Company’s internal control over financial reporting based on our
integrated audits. We conducted our audits in accordance with
the standards of the Public Company Accounting Oversight
Board (United Startes). Those standards require that we plan and
perform the audits to obtain reasonable assurance about whether
the financial statements are free of material misstatement and
whether effective internal control over financial reporting was
maintained in all material respects. Our audits of the financial
statements included examining, on 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 obtaining an
understanding of internal control over financial rcportmg,
assessing the I'lSk that a' material weakness exists, and testmg and

REPORTS OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
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evaluating the design ‘and operating effectiveness of internal
control based on the assessed risk. Our audits also included
performing such other procedures as we considered necessary in
the circumstances. We believe: that our audits provide a
reasonable basis for our opinions.

As discussed in Note I to the consolidated financial
statements, in 2010 the Company changed its method of
accounting for and presenting variable interest entities. 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 and classifying certain collateral
balances.

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

Because of its inherent limitations, .internal control over
financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effecriveness 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.

g?/wua/@éou wéapw LL 4

PrlcewaterhouseCoopers LLP.
Baltimore, Maryland
March 1, 2011



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, 2010 and 2009, and the results of their
operations and their cash flows for each of the three years in the
period ended December 31, 2010 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 the financial statement schedule based on our
audits. We conducted our audits of these statements in
accordance with the standards of the Public Company
Accounting Oversight Board (United States). Those standards

require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the
financial statements, assessing the accounting principles used and
significant estimates made by management, and evaluating the
overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

As discussed in Note I to the consolidated financial
statements, in 2010 the Company changed its method of
accounting for and presenting variable interest entities. As
discussed in Note 13 to the consolidated financial statements, in
2008 the Company changed its method of accounting for the
measurement of fair value.

Diisaatorho sclogpens

PricewaterhouseCoopers LLP
Baltimore, Maryland
March 1, 2011
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_GONSOLIDATED STATEMENTS OF INCOME [LOSS)

Constellation Energy Group, Inc. and Subsidiaries

Year Ended December 31, 2010 2009 2008
' (In millions, except per share amounts)

Revenues ! )
Nonregulated revenues , . $10,883.0 $12,024.3 $16,057.6
Regulated electric revenues ' 2,752.1 2,820.7 2,679.5
Regulated gas revenues 704.9 - 753.8 1,004.8
Total revenues ) 14,340.0 15,598.8 19,741.9

Expenses
Fuel and purchased energy expenses 10,001.7 11,013.1 15,521.3
Fuel and purchased energy expenses from affiliate : 900.8 122.5 ' —
Operating expenses 1,691.1 2,228.0 © 2,378.8
Merger termination and strategic alternatives costs — 145.8 1,204.4
Impairment losses and other costs 2,476.8 124.7 ) 741.8
Workforce reduction costs T — 12.6 22.2
Depreciation, depletion, and amortization 517.6 589.1 583.2
Accretion of asset retirement obligations . : 1.9 62.3 68.4
Taxes other than income taxes 263.9 g 290.4 301.8
Total expenses 15,853.8 14,588.5 20,821.9

Equity Investment Earnings (Losses) 25.0 (6.1) 76.4

Gain on Sale of Interest in CENG — .7,445.6 —_—

Net Gain (Loss) on Divestitures 245.8 (468.8) 25.5

(Loss) Income from Operations (1,243.0) 7,981.0 (978.1)

Other Expenses ' (76.7) (140.7) v (69.5)

Fixed Charges ‘ ,

Interest expense 310.8 437.2 399.1
Interest capitalized and allowance for borrowed funds used during )

construction (33.0) (87.1) (50.0)
Total fixed charges 277.8 350.1 349.1

(Loss) Income from Continuing Operations Before Income Taxes (1,597.5) 7,490.2 (1,396.7)

Income Tax (Benefit) Expense (665.7) 2,986.8 (78.3)

Net (Loss) Income (931.8) 4,503.4 (1,318.4)

Net Income (Loss) Attributable to Noncontrolling Interests and BGE
Preference Stock Dividends 50.8 60.0 (4.0)

Net (Loss) Income Attributable to Common Stock $ (982.6) $ 4,443.4 $(1,314.4)

Average Shares of Common Stock Outstanding—Basic 200.5 199.3 179.1

Average Shares of Common Stock Outstanding—Diluted 200.5 200.3 179.1

(Loss) Earnings Per Common Share—Basic $  (4.90): . $ 2229 $  (7.34)

(Loss) Earnings Per Common Share—Diluted ' $  (4.90) $  22.19 $  (7.34)

Dividends Declared Per Common Share ,. $ 0.96 $ 0.96 ' $ 191

See Notes to Consolidated Financial Statements.
Certain prior-year amounts have been reclassified to conform with the current year’s preseniation.
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_ CONSOLIDATED BALANCE SHEETS

Constellation Energy Group, Inc. and Subsidiaries

At December 31, 2010 2009
t (In millions)
Assets
Current Assets
Cash and cash equivalents $ 2,028.5 $ 3,440.0
Accounts receivable (net of allowance for uncollectibles of $85.0 and $80.4,
respectively) 2,059.2 1,778.2
Accounts receivable—consolidated variable interest entities (net of allowance for
uncollectibles of $87.9 and $80.2, respectively) 308.9 359.4
Income taxes receivable 152.7 —_
Fuel stocks 361.1 314.9
Materials and supplies 104.3 93.3
Derivative assets 534.4 639.1
Unamortized energy contract assets (includes $400.9 and $371.3, respectively,
- related to CENG) 544.7 436.5
Restricted cash 52.0 2.7
Restricted cash—consolidated variable interest entities 52.3 24.3
Deferred income taxes ‘ —_ 127.9
Other 254.5 244 .4
Total current assets 6,452.6 7,460.7
Investments and Other Noncurrent Assets
Investment in CENG 2,991.1 5,222.9
Other investments 189.9 424.3
Regulatory assets (net) 374.1 414.4
Goodwill 77.0 25.5
Derivative assets 258.9 633.9
Unamortized energy contract assets (includes $— and $400.9, respectively, related
to CENG) 109.8 604.7
Other 286.3 304.2
Total investments and other noncurrent assets 4,287.1 7,629.9
Property, Plant and Equipment .
Nonregulated property, plant and equipment 6,387.2 5,784.6
Regulated property, plant and equipment 7,201.7 6,749.9
Accumulated depreciation (4,310.1) (4,080.7)
Net property, plant and equiprr'xem .9,278.8 8,453.8
Total Assets $20,018.5 $23,544.4

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 BALANCE SHEETS

Constellation Energy Group, Inc. and Subsidiaries

At December 31, . 2010, 2009
(In millions)

Liabilities and Equity
Current Liabilities

Short-term borrowings $ 324 $ 460
Current portion of long-term debt 245.6 0.4
Current portion of long-term debt—consolidated variable interest entities 59.7 56.5
Accounts payable 1,072.6 916.3
Accounts payable—consolidated variable interest entities 189.8 234.2
Customer deposits and collateral : 87.2 103.3
Derivative liabilities 622.3 632.6
Unamortized energy contract liabilities ] 130.5 390.1
Deferred income: taxes , 56.5 —
Agcrued taxes = 71.0 877.3
Accrued expenses 358.1 409.8
Other . 351.5 374.2
Total current liabilities 3,277.2 - 4,040.7

Deferred Credits and Other Noncurrent Liabilities

Deferred income taxes » . 2,489.8 3,205.5
Asset retirement obligations 32.3 29.3
Derivative liabilities 353.0 674.1
Unamortized energy contract liabilities 411.1 653.7
Defined benefit obligations 574.7 . 743.9
Deferred investment tax credits 27.6 32.0
Other 296.0 388.8
Total deferred credits and other noncurrent liabilities 4,184.5 5,727.3
Long—terxh Debt, Net of Current Portion 4,054.2 4,359.6
Long-term Debt, Net of Current Portion—consolidated variable interest entities 394.6 454.4
Equity T ,
Common shareholders’ equity 7,829.2 8,697.1
BGE preference stock not subject to mandatory redemption 190.0 190.0
Noncontrolling interests : 88.8 75.3
Total equity o 8,108.0 8,962.4

Commitments, Guarantees, and Contingencies (see Note 12)

Total Liabilities and Equity ‘ $20,018.5 $23,544 .4

See Notes to Consolidated Financial Statements.
Certain prior-year amounts have been reclassified 1o conform with the current years presentation.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Constellation Energy Group, Inc. and Subsidiaries

Year Ended December 31, 2010 2009 2008
(In millions)

-

Cash Flows From Operating Activities

Net (loss) income $ (931.8) $ 4,503.4 $(1,318.4)
Adjustments to reconcile to net cash provided by (used in) operating activities :
Depreciation, depletion, and amortization ) 517.6 589.1 583.2
Amortization of nuclear fuel —_ 117.9 123.9
Amortization of energy contracts and derivatives designated as hedges 319.6 (138.4) (256.3)
All other amortization 33.3 135.7 40.5
Accretion of asset retirement obligations 1.9 62.3 68.4
Deferred income taxes ! (716.4) 1,846.9 (122.8)
Investment tax credit adjustments (4.5) (12:1) . (6.4)
Deferred fuel costs 67.4 68.9 . 52.0
Defined benefit obligation expense 99.5 85.3 : 99.6
Defined benefit obligation payments . (324.0) (372.5) (120.4)
Merger termination and strategic alternatives costs — 128.2 541.8
Workforce reducrion costs — 12.6 22.2
Impairment losses and other costs . 2,476.8 1247 741.8
Impairment losses on nuclear decommissioning trust assets — 62.6 165.0
Gain on sale of 49.99% membership interest in CENG . —_ (7,445.6) —
((3ain) loss on divestitures (245.8) 468.8 (38.1)
Gains on termination of contracts (76.8) — (73.1)
Accrual of BGE residential customer credit —_ 112.4 —
Equity in earnings of affiliates less than dividends received ' 14.1 15.5 6.3
Derivative contracts classified as financing activities 186.0 1,138.3 (107.2)
Changes in working capiral
Accounts receivable, excluding margin (236.5) 543.3 606.7
Derivative assets and liabilities, excluding collateral 449.9 425.3 (757.9)
Net collateral and margin 44.2 . 1,522.8 (960.3)
Materials, supplies, and fuel stocks 0.1 220.6 (33.5)
Other current assets (150.0) 217.2 (95.4)
Accounts payable and accrued liabilities 80.0 (1;105.0) (225.8)
Liability for unrecognized tax benefits (66.6) 102.1 79.7
Accrued taxes and other current liabilities ' (1,028.4) .. 7888 (238.1)
Other 1.7 171.7 (38.5)
Nert cash provided by (used in) operating activities 511.3 4,390.8 (1,261.1)
Cash Flows From Investing Activities ) .
Investments in property, plant and equipment (995.6) "(1,529.7) (1,934.1)
Asset acquisitions and business combinations, net of cash acquired (445.8) (41.1) (315.3)
Investments in nuclear decommissioning trust fund securities — (385.2) (440.6)
Proceeds from nuclear decommissioning trust fund securiries — 366.5 421.9
Investments in joint ventures — (201.6) _—
Proceeds from sale of 49.99% membership interest in CENG — 3,528.7 —
Proceeds from sales of investments and other assets 244.0 88.3 446.3
Proceeds from investment tax credits and grants related to renewable energy investments 56.5 — —
Contract and portfolio acquisitions (208.3) (2,153.7) —
(Increase) decrease in restricted funds (60.3) 1,003.3 (942.8)
Orther . : -(35.7) 0 0.1 21.7
Net cash (used in) provided by investing activities . (1,445.2) 675.6 (2,742.9)
Cash Flows From Financing Activities
Net (marurity) issuance of short-term borrowings (13.6) (809.7) 813.7
Proceeds from issuance of common stock 14.0 33.9 17.6
e Proceeds from issuance of long-rerm debt 550.0 136.1 3,211.4
N Common stock dividends pai ¥ "(183.3) (228.0) (336.3)
R Reacquisition of common stock . [ — (16.2)
BGE preference stock dividends paid . (13.2) (13.2) (13.2)
Proceeds from contract and portfolio acquisitions 52.2 2,263.1 —
Repayment of long-term debrt : . (664.5) (1,986.8) (577.4)
Derivative contracts classified as financing acrivities ) (186.0) (1,138.3) 107.2
Debr and credit facility costs (32.8) (98.4) (104.8)
Other (0.4) 12.7 8.3
Net cash (used in) provided by financing activities (477.6) (1,828.6) 3,110.3
Net (Decrease) Increase in Cash and Cash Equivalents (1,411.5) 3,237.8 (893.7)
Cash and Cash Equivalents at Beginning of Year 3,440.0 <2022 1,095.9
Cash and Cash Equivalents at End of Year : 3 $ 2,028.5 $ 3,440.0 $ 2022

Other Cash Flow Information:

Cash paid during the year for:
Interest (net of amounts capitalized) - $ 2895
Income taxes $ 1,044.2

N
3
W
s

©*
Ny»

See Notes to Consolidated Financial Statements.
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 CONSOLIDATED STATEMENTS OF COMMON SHAREHOLDERS’ EQUITY AND COMPREHENISVE INCOME (LOSS)

Constellation. Energy Group, Inc. and Subsidiaries

Accumulared
Other
! Common Stock Retained Comprehensive Noncontrolling Total
Years Ended December 31, 2010, 2009, ‘and 2008 Shares Amount  Earnings Loss « Interests Amount
! (Dollar amounts in millions, number of shares in thousands)
Balance at December 31, 2007 . 178,437 $2,513.3 § 3,919.5 $(1,092.6) $209.2 $ 5,549.4
Increase in noncontrolling interests from consolidation of a VIE 18.1 18.1
Comprehensive Loss .
Ner loss (1,314.4) 4.0) (1,318.4)
Other comprehensive loss )
Hedging instruments:
Reclassification of net losses on hedging instruments from OCI I
to net income, net of taxes of $(120.2) 200.6 200.6
Net unrealized loss on hedging instruments, net of taxes of
$561.6 (875.3) (875.3)
Available-for-sale securities:
Reclassification of net losses on securities from OCI to net
income, net of taxes of $(79.1) 81.7 81.7
Net unrealized losses on securities, net of taxes of $189.8 (197.5) (197.5)
Defined benefit plans:
Prior service cost arising during period, net of taxes of $4.9 (7.2) (7.2)
Net loss arising during period, net of taxes of $229.2 (339.9) (339.9)
Amortization of net actuarial loss, prior service cost, and
transition obligation included in net periodic benefit cost,
net of taxes of $(14.9) . 213 21.3
Net unrealized loss on foreign currency translation, net of taxes of
$0.1 (3.1) (3.1)
Other 0.2 0.2
Total Comprehensive Loss (1,314.4) (1,119.2) (4.0) (2,437.6)
Effect of adoption of fair value measurément accounting standard 0.9 . 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
Contribution from noncontrolling interest 8.0 8.0
Other noncontrolling interest activity: 0.4.. 0.4
Comprehensive Income
Net income 4,443.4 60.0 4,503.4
Other comprehensive income
Hedging instruments:
Reclassification of net losses on hedging instruments from OCI
to net income, ner of taxes of $(898.5) 1,499.4 1,499.4
Net unrealized loss on hedging inscruments, net of taxes of
$251.2 (474.7) (474.7)
Available-for-sale securities:
Reclassification of nert losses on securities from OCI to net
income, net of taxes of $(24.6) 25.4 25.4
Ner unrealized gains on securities, net of taxes of $(78.2) 71.7 77.7
Defined benefit plans:
Prior service cost arising during period, net of taxes of $1.0 (L.5) (1.5)
Net gains arising 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 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 i . (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 (993.5) 265.3 8,962.4

*

See Notes to Consolidated Financial Statements.

3,229.6 6,461.0

Includes 19.9 million shares issued to MidAmerican Energy Holdings Company.
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SRR & PR i * Accumulated

Other o
Common Stock ~ Retained Comprehensive Nonconuff)lling Tortal
Years Ended December 31, 2010, 2009, and 2008 Shares Amount  Earnings Loss Interests Amount
. (Dollar amounts in millions, number of shares in thousands)
Balance at December 31, 2009 ) 200,985 $3,229.6 $ 6,461.0 $ (993:5) $265.3 $ 8,962.4
Sale of noncontrolling interest . (17.6) (17.6)
Distribution from noncontrolling interest 6.3) 6.3)
Other noncontrolling interest activity . 0.2) 0.2)

Comprehensive Income (Loss)
Net (loss) income (982.6) 50.8 (931.8)
Other comprehensive income (loss)
Hedging instruments:
Reclassification of net losses on hedging instruments from OCI

to net income, net of taxes of $(347.5) 582.4 582.4
Net unrealized loss on hedging instruments, net of raxes of
$134.6 (233.2) ’ (233.2)
Available-for-sale securiries: N

Reclassification of net gains on securities from OCI to net
income, net of taxes of $0.1 (0.1) (0.1)
Net unrealized gains on securities, net of taxes of $(0.1) 0.1 0.1

Defined benefit plans: :

Prior service cost arising during period, net of taxes of $(1.1) 1.6 1.6
Transition obligation arising during the period, net of taxes of N

$(0.2) 0.4 0.4
Net losses arising during period, net of taxes of $31.3 (56.6) (56.6)

Amortization of net actuarial loss, prior service cost, and
transition obligation included in net periodic benefit cost,

net of taxes of $(15.5) 22,7 22.7

Net unrealized losses on foreign currency translation, net of taxes
of $2.2 . 6.2) (6.2)

Other comprehensive income—equity investment in CENG, net
of taxes of $(14.1) 9.6 . 9.6

Other comprehensive loss related to other equity method

investees, net of taxes of $0.3 (0.5) (0.5)
Total Comprehensive Income (Loss) (982.6) 320.2 50.8 (611.6)
BGE preference stock dividends . (13.2) (13.2)
Common stock dividend declared ($0.96 per share) (193.8) (193.8)
Common stock issued and share-based awards ’ 1,304 774 (13.8) 63.6

Common stock returned in connection with comprehensive agreement
with EDF (2,500) (75.3) ) (75.3)
Balance at December 31, 2010 199,789  $3,231.7 $5,270.8 $ (673.3) © $278.8 $ 8,108.0

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, . 2010 - 2009 2008
‘ (In millions)
Revenues ' :
Electric revenues ' $2,752.3 $2,820.7 $2,679.7
Gas revenues 709.4 758.3 1,024.0
Total revenues 3,461.7 3,579.0 3,703.7
Expenses

Operating expenses

Electricity purchased for resale . 1,252.9 1,217.4 1,078.1
Electricity purchased for resale from affiliate 428.0 623.5 802.0
Gas purchased for resale 387.5 449.9 694.5
Operations and maintenance : 484.5 433.7 428.2
Operations and maintenance from affiliate . 121.6 126.2 109.6
Impairment losses and other costs — 20.0 —
Workforce reduction costs ‘ — — 6.4
Depreciation and amortization 249.2 262.1 227.9
Taxes other than income taxes 183.8 177.8 174.5
Total expenses - 3,107.5 3,310.6 3,521.2
Income from Operations 354.2 . 268.4 182.5
Other Income 20.8 25.4 29.6
Fixed Charges
Interest expense . 135.8 143.6 144.2
Allowance for borrowed funds used during construction (5.5) (4.3) (4.3)
Total fixed charges 130.3 139.3 139.9
Income Before Income Taxes 244.7 154.5 72.2
Income Taxes
Current (202.0) (119.8) (18.2)
Deferred ' 300.2 ' 184.7 40.2
Investment tax credit adjustments (1.1) (1.1) (1.3)
Total income taxes 97.1 63.8 20.7
Net Income 147.6 90.7 51.5
Preference Stock Dividends 13.2 13.2 13.2
Net Income Attributable to Common Stock before Noncontrolling Interests 134.4 ' 77.5 38.3
Net Loss Attributable to Noncontrolling Interests — 7.3 —
Net Income Attributable to Common Stock $ 134.4 $ 848 $ 38.3

See Notes to Consolidated Financial Statements.
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'CONSOLIDATED BALANCE SHEETS

Baltimore Gas and Electric Company and Subsidiaries

At December 31, t 2010 2009
(In millions)
Assets
Current Assets .
Cash and cash equivalents $ 500 $ 136
Accounts receivable (net of allowance for uncollectibles of $34.9 and $46.2,
respectively) 351.4 311.7
Accounts receivable, unbilled (net of allowance for uncollectibles of $1.0 and $1.0,
respectively) ) 268.8 252.7
Investment in cash pool, affiliated company — 314.7
Accounts receivable, affiliated companies . 1.1 15.4
Income taxes receivable, net 55.9 —
Fuel stocks ) 66.5 73.8
Materials and supplies 31.2 31.9
Prepaid taxes other than income taxes . 517 49.5
Regulatory assets (net) 78.7 72.5
Restricted cash—consolidated variable interest entity 29.5 24.3
Deferred income taxes — 11.2
Orther 9.5 11.3
Total current assets 994.3 1,182.6
Investments and Other Assets
Regulatory assets (ner) 374.1 414.4
Receivable, affiliated company 494.3 - 326.2
Other 52.2 98.2
Tortal investments and other assets - 920.6 838.8
Utility Plant
Plant in service
Electric ‘ 5,127.9 4,772.4
Gas 1,323.0 1,260.6
Common 507.8 499.0
Total plant in service 6,958.7 6,532.0
Accumulated depreciation : (2,449.3) (2,318.2)
;. Net plant in service ’ . 45094 4,213.8
Construction work in progress 232.9 . 2155
Plant held for future use ' ‘ 10.1 2.4
Net urility plant ; 4,752.4 4,431.7
Total Assets ' $ 6,667.3 $ 6,453.1

See Notes to Consolidated Financial Statements.
. Certain prior-year amounts have been reclassified to conform with the current years presentation.
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CONSOLIDA'i"E’D BALANCE SHYE‘ETS

Baltimore Gas and Electric Company and Subsidiaries

At December 31, 2010 2009

(In millions)

Liabilities and Equity
Current Liabilities

Short-term borrowings $ — $  46.0
Current portion of long-term debt 22.0 —
Current portion of long-term debt—consolidated variable interest entity 59.7 56.5
Accounts payable . 252.9 166.0
Accounts payable, affiliated companies 84.9 98.3
Customer deposits 78.9 76.0
Deferred income taxes : 30.1 —
Accrued rtaxes i} 19.0 _ 80.2
Résidential customer rate credit — 112.4
Liability for uncertain tax positions 62.8 —
Accrued expenses and other ' . 99.7 96.1
Tortal current liabilities o 710.0 731.5

Deferred Credits and Other Liabilities '
Deferred income taxes 1,354.9 1,087.6

Payable, affiliated company 250.8 243.4
Deferred investment tax credits 8.4 9.5
Liability for uncertain tax positions ) — 73.3
Orther 20.1 20.0
Total deferred credits and other liabilities 1,634.2 1,433.8
Long-term Debt
Rate stabilization bonds—consolidated variable interest entity 454.4 510.9
Other long-term’ debt 1,431.5 1,431.5
6.20% deferrable interest subordinated debentures due October 15, 2043 to wholly
owned BGE Capiral Trust II relating to trust preferred securities 257.7 257.7
Unamortized discount and premium (2.0) (2.2)
Current -portion of long-term debt (22.0) —
Current portion of long-term debt—consolidated variable interest entity (59.7) (56.5)
Total long-term debrt 2,059.9 2,141.4
Equity . '
Common shareholder’s equity * : 2,073.2 1,938.8
Preference stock not subject to mandatory redemption o 190.0 190.0
Noncontrolling interest ’ — 17.6
Total equity - - 2,263.2 ; 2,146.4

Commitments, Guarantees, and Contingencies (see Note 12)

Total Liabilities and Equity : $6,667.3 $6;453.1

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 CASH FLOWS'

Baltimore Gas and Electric Company and Subsidiaries

Year Ended December 31, 2010 2009 2008
t (In millions)
Cash Flows From Operating Activities
Net income ' . $ 147.6 $ 907 $ 515
Adjustments to reconcile to net cash provided by operating activities
Depreciation and amortization 249.2 262.1 227.9
Other amortization 5.2 9.2 13.2
Deferred income taxes 300.2 184.7 40.2
Investment tax credit adjustments (1.1) (1.1) (1.3)
Deferred fuel costs 67.4 68.9 52.0
Defined benefic plan expenses 36.0 32.7 30.6
Allowance for equity funds used during construction (10.5) (8.2) (8.0)
Accrual of residential customer rate credit — 112.4 —
Impairment losses and other costs — 20.0 —
Workforce reduction costs — — 6.4
Changes in:
Accounts receivable (57.6) (5.1) (33.1)
Accounts receivable, affiliated companies 143 (11.1) (0.1)
Materials, supplies, and fuel stocks 8.0 76.4 (40.6)
Income taxes receivable, net (55.9) — —
Other current assets (6.6) (10.2) (4.5)
Accounts payable 87.5 (65.0) 48.6
Accounts payable, affiliated companies (13.4) 1.3 (67.5)
Other current liabilities (121.5) 62.7 (11.4)
Long-term receivables and payables, affiliated companies (200.8) (197.8) (45.7)
Regulatory assets, net (64.3) (44.4) (18.7)
Other (64.9) - 676 (10.4)
Ner cash provided by operating activities 318.8 645.8 229.1
Cash Flows From Investing Activities
Utility construction expenditures (excluding equity portion of allowance for funds
used during construction) (496.8) (372.6) (426.4)
Change in cash pool at parent 314.7 (165.9) (70.4)
Proceeds from sales of investments and other assets 20.9 — 12.9
(Increase) decrease in restricted funds (5.2) (0.6) 15.5
Nert cash used in investing activities (166.4) (539.1) (468.4)
Cash Flows From Financing Activities
Net (repayment) issuance of short-term borrowings (46.0) (324.0) 370.0
Proceeds from issuance of’ Iong-nerm debrt — — 400.0
Repayment of long-rerm debt : (56.5) (90.0) (350.0)
Debt issuance costs (0.3) 0.5) (2.7)
Contribution from noncontrolling interest X — 8.0 —
Preference stock dividends paid (13.2) (13.2) (13.2)
Contribution from (distribution to) parent — 315.9 (171.7)
Ner cash (used in) provided by financing activities (116.0) (103.8) 232.4
Net Increase (Decrease) in Cash and Cash Equivalents 36.4 2.9 (6.9)
Cash and Cash Equivalents at Beginning of Year '13.6 10.7 17.6
Cash and Cash Equivalents at End of Year $ 50.0 $ 13.6 $ 107
Other Cash Flow Information:
Cash paid (received) during the year for:
Interest (net of amounts capiralized) $ 1279 $ 136.9 $126.6
Income taxes $ (76.0) $(250.9) $ (5.1)

See Notes to Consolidated Financial Statements

Certain prior-year amounts have been reclassified to conform with the current year’ presentation.
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Notes to Conﬁsovlidat'e'd- Financial Statements

1 " Significant Accounting, Policies

Nature of Our Business '

Constellation Energy Group, Inc. (Constellation Energy) is an
energy company that conducts its business through various
subsidiaries organized around three business segments: a
generation business (Generation), a customer supply business
(NewEnergy), and Baltimore Gas and Electric Company (BGE).
Our Generation and NewEnergy businesses are competitive
providers 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 Noze 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 subsidiarjes. References in this
report to the “regulated business(es)” are to BGE.

Consolidation Policy

We use three different accounting methods to report our
investments in our subsidiaries or other companies:
consolidation, the equity method, and the cost method.

Consolidation
We use consolidation for two types of entities:
¢ subsidiaries in which we own a 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 Note 4.
Consolidation means that we combine the accounts of these
entities with our accounts. Therefore, our consolidated financial
statements include our accounts, the accounts of our majority-
owned subsidiaries that are nor VIEs, and the accounts of VIEs. -
for which we are the primary beneflciary. 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 Equity Method
We usually use the equity method to report investuments,
corporate joint.ventures, partnerships, and affiliated companies
where we hold a significant influence, which generally
approximates a 20% to 50% voting interest. Under the equity
method, we report:

¢ our interest in the entity as an investment in our
Consolidated Balance Sheets, and
our percentage share of the earnings from the entity in
our Consolidated Statements of Income (Loss). If our
carrying value of the investment differs from our share
of the investee’s equity, we recognize this basis difference

L 4

as an adjustment of our share of the investee’s earnings.
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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 at cost in our Consolidated Balance
Sheets. We recognize income only to the extent that we receive
dividends or distributions. The only time we do not use this
method is when we can exercise significant influence over the
operations and policies of the company. If we have significant
influence, accounting rules require us to use the equity method.

Sale of Subsidiary Ownership Interests

We may sell portions of our ownership interests in a subsidiary’s
stock. Through 2008, we recorded gains or losses on such sales
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
not recognize any gains or losses on the transaction as long as
we retain a controlling financial interest.

When we sell ownership interests in our subsidiaries and do
not retain a controlling financial interest, we deconsolidate that
subsidiary. Upon deconsolidation, we recognize a gain or loss for
the difference berween 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 business, to EDF Group and affiliates (EDF). As a
result, we ceased to:have a controlling financial interest in
CENG and deconsolidated CENG at that time. We account for
our retained interest in CENG using the equity method. See
Note 2 for the gain recognized in 2009 on our sale of a 49.99%
interest in- CENG to EDE.

Regulation of Eiectric and Gas Business

The Maryland Public Service Commission (Maryland PSC) and
the Federal Energy Regulatory Commission (FERC) provide the
final determination of the rates we charge our customers for our
regulated businesses. Generally, we follow the same accounting
policies and practices used by nonregulated companies for
financial reporting under accounting principles generally
accepted in the United States of America. However, sometimes
the Maryland PSC or the FERC orders an accounting treatment
different from that used by nonregulated companies to
determine the rates we charge our customers.

When this happens, we and BGE must defer (include as an
asset or liability in the Consolidared 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 Consolidared Balance Sheets.
We summarize and discuss reguiatory 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, including:
¢ our revenues and expenses in our Consolidated
Statements of Income (Loss) during the reporting
periods,
4 our assets and liabilities in our Consolidated Balance
. Sheets 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 thar 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 presentation requirements for
consolidated VIEs, which we adopted on January 1, 2010, we
have separately presented the following material assets and
liabilities of these VIEs on our; and/or BGE’s, Consolidated
Balance Sheets:
& “Accounts receivable—consolidated variable interest
entities,”
¢ “Restricted cash—consolidated variable interest entities,”
¢ “Current portion of long-term debt—consolidared
variable interest entities,”
¢ “Accounts payable~—consolidared variable interest
entities,” and :
¢ “Long-term Debt, Net of Current Portion—consolidated
variable interest entities.”
We discuss our adoption of the reporting requirements for
consolidated variable interest entities later in this Note.
We have also. reclassified: certaih’ prior-period: amounts:
p
¢ We have separately presented “Fuel and purchased
energy expenses from affiliate” that was previously
reported within “Fuel and purchased enerey expenses”
P p gy exp
on our Consolidated Statements of Income (Loss).
¢ We have separately presented “Accounts Payable” that
P Yy P y
was ‘previously reported within “Accounts Payable and
Accrued Liabilities” on our Consolidated Balance Sheets.
& We have separately presented “Regulatory assets, net”
that was previously reported within “Other” on BGE’s
Consolidated Statements of Cash Flows.

Revenues
Sources of Revenue
We earn revenues from the following primary business activities:
¢ sale of energy and energy-related products, mcludmg
electricity, natural gas, and other commodities, ‘i in
nonregulated markets;

¢ sale and delivery of electricity and natural gas to

customers of BGE;

¢ trading energy and energy-related commodities; and,

¢ providing other energy-related nonregulatcd products

and services.

We report BGE’s revenues from the sale and delivery of
electricity and natural gas to its customers as “Regulated electric
revenues” and “Regulated gas revenues” in our Consolidated
Statements of Income (Loss). We report all' other revenues as
“Nonregulated revenues.”

Revenues from nonregulated activities result from contracts
or other sales that generally reflect marker 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 Electric

BGE provides market-based standard offer electric service to its
residential, commercial, and industrial customers. BGE charges
these customers standard offer service (SOS) rates thar 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. 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 derail 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. Starting June 1, 2010, BGE is providing all
residential electric customers a credit for the residential return
component of the administrative charge, which ‘will continue
through December 2016.

As part of the October 30, 2009 order from the Maryland
PSC approving our transaction with EDE BGE was permitted
to file an electric distribution rate case at any time beginning in
January 2010 and could nor file a subsequent electric



distribution rate case until January' 2011. Any rate increase’in
the first electric distribution rate case was capped at 5%.

In May 2010, BGE filed an ‘electric and gas distribution
rate case with the Maryland PSC and the Maryland PSC issued
an abbreviated order in December 2010. The order authorizes
BGE to increase electric distribution rates by $31.0 million and
was based on an 8.06% rate of return with a 9.86% return on
equity and a 52% equity ratio.

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: :

Regulated Gas™

BGE charges its gas customers for the natural gas they purchase
from BGE using “gas cost adjustment clauses.” Under these
clauses, BGE defers the difference between certain of its actual
costs related to the gas commodity and what it collects from
customers under the commodity charge in 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 berween
shareholders and' custorners through an adjustment to the price
of gas service in future periods. This sharing mechanism
excludes fixed-price contracts which the Maryland PSC requires
BGE 1o procure for at least 10%, but not more than 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 our transaction with- EDE
BGE was permitted to file a' gas distribution case at any time
beginning' in January 2010 and could not file a subsequent gas
distribution raté ‘case undl January 2011.

In May 2010, BGE filed an electric and gas distribution
rate case with the Maryland PSC and the Maryland PSC issued
an abbreviated order in December 2010. The order authorizes
BGE 1o increase gas distribution rates by $9.8 million and was
based on a'7.90% rate of return with a- 9:56% return on equity
and a 52% equity ratio. by :
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Selection of Accounting Treatment

We determine the appropriate accounting treatment -for
recognizing revenues based on'the nature of the transaction,
governing accounting standards and, where required, by applying
judgment as to the most transparent presentation of the
economics of the underlying transactions. We utilize two
primary accounting, treatments to recognize and report revenues
in our results of operations:

@ accrual accounting, including hedge accounting, and

¢ mark-to-market accounting.

“We describe each of these accounting treatments below.
Accrual Accounting
Under accrual accounting, we record revenues in the period
when ‘we deliver energy commodities or products, render
services, or sertle contracts. We generally use accrual accounting
to recognize 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 operarors.
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
competitive retail gas customer supply activities, our fixed
quantity competitive retail power customer supply activities for
new transactions closed after June 30, 2010, 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"
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other physical commodity derivatives if we have not designated
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 recognize
the effective portion of hedge gains or losses in revenues during
the same period in which we record the revenues from the
hedged transaction. We record any hedge ineffectiveness in
revenues when it ‘occurs. We discuss-our hedge accounting policy
in the Derivatives and Hedging Activities séction later in this
Note. T S

We may make or receive cash payments-at the time we
assume previously existing power sale agreements for which the
contract price differs from current market prices. We also may
designate a derivative as NPNS afterits iriception. We recognize
the value ‘of these derivatives in our Consolidated Balance Sheets
as an “Unamortized energy contract” asset or liability. We
amortize these assets and- liabilities into revenues based on the
present value of the underlying cash flows provided by the
contracts. RS ‘



The following table summarizes the primary components of
accrual revenues:

Activity

Nonregulated .
Physical
Energy
Delivery

Regulated
Electricity
and Gas
Sales

Other
Nonregulated
Products and

Services

Component of
Accrual Revenues

Gross amounts
receivable for sales of
products or services
based on contract,
wariff, or spot price

Reclassification of net
gains/losses on cash
flow hedges from
AOCI

Ineffective portion of
net gains/losses on

cash flow hedges

Amortization of
acquired energy
contract assets or
liabilities

Recovery or refund of
deferred SOS and
gas cost adjustment
clause regulatory
assets/liabilities

Mark-to-Market Accounting

We record revenues using the mark-to-market method of
accounting for transactions under derivative contracts for which
we are not permitted, or do not elect, to use accrual accounting
or hedge accounting. These mark-to-market transactions
primarily relate to our risk management and trading. activities,
our competitive retail gas customer supply activities, and
economic hedges of other accrual activities. Mark-to-market
revenues include:

¢ origination gains or losses on new transactions,

¢ unrealized gains and losses from changes in the fair

value of open contracts,

¢ net gains and losses from realized transactions, and

¢ . changes in valuation adjustments. )

Under the mark-to-market method of accounting, we
record any inception fair value of these contracts as derivative
assets and liabilities at the time of contract execution. We record
subsequent changes in the fair value of these derivative assets
and liabilities on a net basis in “Nonregulated revenues” in our
Consolidated Statemients of Income (Loss). We discuss our
mark-to-market accounting policy in the Derivatives and Hedging
Activities section later in this Note.
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Fuel and Purchased Energy Expenses
Sources of Fuel and Purchased Epergy 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

4
¢ purchases of natural gas, coal, and other fuel types that
we resell.

We report these costs in “Fuel and purchased energy
expenses” in our Consolidated Statements-of Income (Loss). We
also include certain fuel-related direct costs, such as ancillary
services purchased from independent system operators, ,
transmission costs, brokerage fees, and freight costs in the same
category in our Consolidated Statements of Income (Loss).

Fuel and purchased energy costs from nonregulated
activities result from contracts or other purchases that generally
reflect market prices in effect at the time that we executed the
contract or the purchase occurred. 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
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 derail in Note 6. We describe the
effects of these orders on BGE’s fuel and purchased energy

expense below.

Regulared Elecrric

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 sharcholder return component and an
incremental cost component. Starting June 1, 2010, BGE is
providing all residential electric customers a credit for the
residential return component of the administrative charge, which
will continue through December 2016.

BGE defers the difference berween 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
does not earn a profit on the cost of fuel and purchased energy
because its expense approximates the amount of the related
commodity charge included in revenues for the period, reflecting
actual costs adjusted for the effects of the regulatory deferral
mechanism. '

Reﬁlzzt?d 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 marker 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
furure periods and includes amortization of the deferred
amounts in fuel and purchased energy expense.

Selection of Accounting Treatment

We determine the appropriate accounting treatment for fuel and
g P

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 electionlater in: ghis: Note :under Derivatives
and Hedging Activities.

In certain cases, we use mark-to-market accounting rather
than accrual accounting for recognizing fuel and purchased
energy expenses on physical commodity derivatives if we have
not designated those contracts as NPNS.

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
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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

Component of
Accrual Fuel and
Purchased Energy

Expense

Nonregulated
Physical
Energy
Delivery

Regulated
Electricity
and Gas
Sales

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
~ cash flow hedges

Amortization of
acquired energy
contract assets or
liabilities

Deferral or
amortization of
deferred SOS and
gas cost adjustment
clause regulatory
assets/liabilities

Mark-to-Market Accounting
We record fuel and purchased energy expenses using the
mark-to-market method of accounting for transactions under
derivative contracts for which we.are not permitted, or do not
elect, to use accrual accounting or hedge accounting in order to
march the earnings impacts of those activities to the greatest
extent permissible. These mark-to-market transactions relate to
our physical international coal purchase contracts in 2009 and
2008. 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 valuarion adjustments.

Under the mark-to-marketr method of accounting, we
record any inception fair value of these contracts as derivarive
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 Norte.



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 NewEnergy 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:

¢ forward physical purchase and sales contracs,

¢ futures contracts,

+: financial swaps, and

#° option contracts.

We use interest rate swaps to manage our interest rate
exposures associated with new debrt issuances, to manage our
exposure to fluctuations in interest rates on variable rate debr,
and te optimize the mix of fixed and floating-rate debt. We use
foreign currency swaps to manage our exposure to foreign
currency exchange rate fluctuations.

Selection of Accounting Treatment

We account for derivative instruments and hedging activities in
accordance with several possible accounting treatments 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,

¢ fair value hedge, and

¢ NPNS.

Each of the accounting treatments for derivatives affects our
financial statements in substantially different ways as summarized
below: ‘

. Recognition and Measurement
Accounting . 8

Treatment Balance Sheet Income Statement

¢ Changes in fair value rec-
ognized in earnings

Mark-to-market @ Derivative asset or liabiﬂry
recorded at fair value

Cash flow @ Derivative asset or liability @ Ineffective changes in fair
hedge recorded at fair value value recognized in earn-
¢ Effective changes in fair ings
value recognized in.accu- € Amounts in accumulated
mulated other comprehen- other comprehensive
sive income income reclassified to earn-
ings when the hedged fore-
casted transaction affects
. earnings. or becomes proba-
ble of not occurring
Fair value © Derivative asset or liabilicy € Changes in fair value rec-
hedge recorded at fair value ognized in earnings
@ Book value of hedged asser € Changes in fair value of

or liability adjusted for hedged asset or liability

recognized in earnings

changes in its fair value
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Recognition and Measurement

Accounting
Treatment Balance Sheet Income Statement
NPNS @ Fair value not recorded ¢ Changes in fair value not
(accrual) € Accounts receivable or . recognized in earnings .
,accounts payable recorded ¢ Revenue or expense recog-
when derivative settles nized in earnings when
underlying physical com-
modity is sold or con-
sumed
Mark-to-Market

We generally apply mark-to-market accounting for risk
management and trading activities because changes in fair value
more closely reflect the economic performance of the activity.
However, we also use mark-to-market accounting for derivatives
related to the following physical energy delivery activities:

¢ our competitive retail gas customer supply activities,
which are managed using economic hedges that we have
not designared as cash-flow hedges, in order to match
the timing of recognition of the earnings impacts of
those activities to the greatest extent permissible, and
economic hedges of activities that require accrual
accounting for which the related hedge requires
mark-to-market accounting.

We may record origination gains associated with derivatives
subject to mark-to-marker accounting. Origination gains
represent the initial fair value of certain structured transactions
that our portfolio management and trading operation executes to
meet the risk management needs of our customers. Historically,
transactions that result in origination gains have been unique
and resulted in individually significant gains from a single
transaction. We generally recognize origination gains when we
are able to obrtain 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 NewEnergy businesses)
activities because cash flow hedge accounting more closely aligns
the timing of earnings recognition, cash flows, and the
underlying business activities. We only use fair value hedge
accounting 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 thé “dollar offset” method, which compares
changes in the expected cash flows of the hedged transaction to
changes in the value of expected cash flows from the hedge.

We discontinue hedge accounting when our effectiveness
tests indicate that a 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 4 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 marker 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 determinihg 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 Note 13.
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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
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 liabilicy
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

Credir risk is the loss that may result from counterparty
non-performance. We are exposed to credit risk, primarily
through our NewEnergy 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 epen. 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
$28.8 million as of December 31, 2010 and $95.2 million as of
December 31, 2009. 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 total credit exposure. As of December 31, 2010, two



counterparties, CENG and a large power cooperative, comprise
total exposure concentrations of 25%. No counterparties based
in a single country other than the United States in aggregate

comprise more than 10% of the total exposure of the portfolio.

Equity Investment (Losses) 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 and land, between our cost
in an equity method investment and our underlying equity in
net assets of the investee at the date of investment.

-We consider our investments in generation-related
qualifying facilities, power projects, and j joint ventures to be
integral to our operations.

Taxes

We summarize our income taxes in Note I0. 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 (ner)” regulatory asset (described
below) during the year.

Tax Credits .. ¢

We defer the. investment tax credxts associated 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 that
are convertible to cash grants are recorded as a reduction to the
carrying value of the underlying property and subsequently
amortized evenly to earnings over the life of each underlying
property. We reduce current income tax expense in our
Consolidated Statements of Income (Loss) for any investment
tax credits that are not convertible to cash grants and other tax
credits associated. with our nonregulated businesses.

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.
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The tax effects of the temporary differences in these items are
reported as deferred income tax,assets or liabilities in our
Consolidated Balance Sheets. We measure the deferred income .
tax assets and liabilities using income tax rates that are currently
in effect.

A portion of our total deferred income tax liability relates
to our regulated business, but has nor been reflected in the rates
we charge our customers. We refer to this portion of the liabiliry
as “Income taxes recovetable through future rates (ner).” We
have recorded that portion of the net liability as a regulatory
asset in our Consolidated Balance Sheets. We discuss this further
in Note 6.

Interest and Penalties
We recognize interest and penalties related to tax
underpayments, assessments, and unrecognized tax benefits in
« » .

Income tax expense (benefit)” in our Consolidated Statements
of Income (Loss). -

Unrecognized Tax Benqﬁts
We recognize in our financial statements the effects of uncertain
tax positions if we believe that these positions are
“more-likely-than-not” to be realized. We establish liabilities o
reflect the portion of those positions we cannot conclude are
“more-likely-than-not” to be realized upon ultimate sertlement.
These are referred to as liabilities for unrecognized tax benefits.
We discuss our unrecognized tax beneﬁts in more derail in
Note 10.

State and Local Taxes
State and local income taxes are included in “Income tax

expense (benefit)” in our Consolidared Statements of Income
(Loss). :

Taxes Other Than Income Taxes

Taxes other than income taxes primarily include property and
gross receipts taxes along with franchise taxes and other
non-income taxes, surcharges, and fees.

BGE and our NewEnergy business collect certain raxes
from customers such as sales and gross receipts taxes, along with
other taxes, surcharges, and fees that are levied 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 NewEnergy business. Where these
taxes, such as sales taxes, are imposed on the customer, we
account for these taxes on a net basis with no impact to our
Consolidated Statements of Income (Loss). However, where these
taxes, such as gross regeipts taxes or other surcharges or fees, are
imposed on BGE or our NewEnergy business, 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
are included in revenues were as follows:
t

Year Ended December 31, 2010 2009. 2008
(In mz:llz'om)
Constellation Energy (including
BGE) $122.2  $1068 $111.7
BGE 81.9 76.8 73.2

Earnings Per Share

Basic earnings per common share (EPS) is computed by dividing
net income (loss) attributable to common stock by the weighted-
average number of common shares outstanding for the year.
Diluted EPS reflects the potential dilution of common stock
equivalent shares that could occur if securities or other contracts
to issue common stock were exercised or converted: into
common stock.

Our dilutive common stock equivalent shares primarily
consist of stock options-and other stock-based compensation
awards. The following table presents stock options that were not
dilutive and were excluded from the computation of diluted EPS
in each period, as well as the dilutive common stock equivalent
shares as follows:

Year Ended Decerhber 31,

2010 2009 2008
(In millions)
Non-dilutive stock options 5.6 5.1 2.6
Dilutive common stock equivalent
shares 1.6 1.0 5.5

As a result of the Company incurring a loss for the years ended
December 31, 2010 and December 31, 2008, diluted common
stock equivalent shares were not included in calculating diluted EPS
for those reporting periods.

We issued to MidAmerican Energy Holdings Company
(MidAmerican) 19,897,322 shares of Constellation Energy’s
common stock upon the conversion of the Series: A Preferred
Stock, which: occurred upon thes termgnation of the merger
agreement with MidAmerican on December 17, 2008. These
additional shares impacted our carnings per share for 2009.

Stock-Based Compensation

Under our long-term incentive plans, we have granted stock
options, performance-based units, service-based units,
performance and service-based restricted stock, and equity to
officers, key employees, and members of the Board: of Directors.
We discuss these awards in more detail in Noze 14.

We recognizeé compensation expense for all equity-based
compensation awards issued to employees. that are expected to
vest. Equity-based compensation awards include stock options,
restricted stock, and any other share-based payments. We
recognize compensation cost over the period 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 experience to estimate

the number of awards that are expected to vest during the
service period, and ultimately true-up the estimated expense to
the actual expense associated with vested awards. We estimate
the fair value of stock option awards on the date of grant using’
the Black-Scholes option-pricing model and we remeasure the
fair value of liability awards each reporting period. We do not -
capitalize any portion of our stock-based compensation.

Cash and Cash Equivalents’ »
All highly liquid investments with original maturities of three

* months or less are considered cash equivalents.
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Accounts Receivable and Allowance for Uncollectiibles
Accounts receivable, which includes cash collateral posted in our
margin account:with third party brokers, are stated at the
historical carrying amount net of write-offs and allowance for
uncollectibles. We establish an allowance for uncollectibles based
on our expected exposure to the”credit risk of customers based
on a variety of factors. -

Materials, Supplies, and Fuel Stocks

We record our fuel stocks, emissions credits, renewable energy
credits, coal held for resale, and materials and supplies at the

lower of cost or market. We determine cost using the average
cost method for our entire inventory.

Restricted Cash

At December 31, 2010, our restricted cash primarily included
cash at one of our consolidated variable interest entities, cash
held in escrow for the acquisition of the Boston Generating fleet
of generating plants, and BGE’s funds restricted for the
repayment of the rate stabilization bonds. At December 31,
2009, restricted cash also included 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.

As of December 31, 2010 and 2009, BGE’s restricted cash
primarily represented funds restricted at'its consolidated variable ™
interest entity for the repayment of the rate stabilization bonds.
We discuss the rate stabilization bonds in more detail in Note 9.

Financial Investments
In Note 4, we summarize the financial investments that are in
our Consohdated 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.

Available-for-Sale Securities

We classify our investments in trust assets securing certain

executive benefits that are classified as available-for-sale securities.
We include any unrealized gains (losses) on our

available-for-sale securities in “Accumulated other comprehensive

loss” in our Consolidated Statements of Common Shareholders’

Equity and Comprehensive Income (Loss). i



Evaluation of Assets for Impairment and Other Than
Temporary Decline in Value

Long-Lived Assets .

We evaluate certain assets that have long lives (for example;
generating property and equipment and real estate) to determine
if they are impaired when certain conditions exist. 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.
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. Undiscounted
expected future cash flows for proved gas properties include
risk-adjusted probable and possible reserves.

We record an impairment loss if the undiscounted expected
future cash flows are less than the carrying amount of the asset.
The amount of the impairment loss we record equals the
difference between the estimated fair value of the asset and its
carrying amount in our accounting records. ,

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 experience
necessitates a valuation allowance.

We:use our best estimates in making these evaluations and
consider various factors, including forward price curves for
energy, fuel costs, legislative initiatives, and operating costs,
However, actual future market prices and project costs could
vary from those used in our impairment evaluations, and the
impact of such variations could be material.

Investments )

We evaluate our equity method and cost method investments
(for example, CENG, 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 i 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 coal, hydroelectric, fuel processing projects, as well as
our equity investments in our nuclear joint venture and CEP.
These issues include environmental and legislative initiatives.

Debr 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.
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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 our businesses using techniques similar
to those used to estimate future cash flows for long-lived assets
as previously discussed. If the estimared 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 derail in Noze 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 asser 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 $338.0 million at December 31,
2010 and $339.6 million at December 31, 2009. 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 equipment”
in our Consolidated Balance Sheets.

The “Nonregulated property, plant and equipment” in our
Consolidated Balance Sheets includes nonregulated generation
construction work in progress of $70.9 million at December 31,
2010 and $685.1 million ar December 31, 2009.

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
from our Consolidated Balance Sheets and record any gain or
loss in our Consolidated Statements of Income (Loss).

The costs of maintenance and certain replacements are
charged to “Operating expenses” in our Consolidated Statements
of Income (Loss) as incurred.



Our oil and gas-exploration and production activities
consist of working interests in'gas producing fields. We account
for these activities under the successful efforts method of
accounting. Acquisition, development, and exploration costs are
capitalized. 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 2.9% 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 regulated
business, or

L4

the units-of-production method over the remaining life
of the estimated proved reserves at the field level for
acquisition costs and over the remaining life of proved
developed reserves at the field level for development
costs. The estimates for gas reserves are based on
internal calculations.

Other assets are depreciated primarily using the straight-line
method and the following estimated useful lives:

Asset Estimated Useful Lives
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 ptOCCSS of reducing an asset
amount in our Consolidated Balance Sheets over a period of
time that approximates the asset’s useful life. When we reduce
amounts in our Consolidated Balance Sheets, we record
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 liability for legal obligations and legal
obligations conditional upon a future event associated with the
retirement of tangible long-lived assets. Our conditional asset
retirement obligations relate primarily 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 rerirement obligations. We record a liability when we are
able to reasonably estimate the fair value of any future legal
obligations associated with retirement that have been inicurred
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 lives
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.

Capitalized Interest and Allowance for Funds Used
During Construction

Capitalized Interest

Our nonregulated businesses capitalize interest costs for costs
incurred to finance our power plant 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
construction projects in its Consolidated Balance Sheets. BGE
does this through the AFC, which it calculates using rates
authorized by the Maryland PSC and the FERC. BGE bills its
customers for the AFC plus a return after the utility property is
placed in service.

The AFC rates for the period January 1, 2010 through
December 3, 2010 were 9.40% for electric distribution plant,
8.47% ﬁ)r electric transmission plant, 8.49% for gas plant, and
9.08% for common plant. The AFC rates for the period

‘December 4, 2010 through December 31, 2010 were 8.06% for
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electric distribution plant, 8.47% for electric transmission plant,
7.90% for gas plant, and 8.07% for common plant. BGE
compounds AFC annually.

Long-Term Debt and Credit Facilities

We defer all costs related to the issuance of long-term debt and
credit facilities. These costs include underwriters commissions,
discounts or premiums, other costs such as external legal,
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
(expenses) income over the terms of the facilities.

In addition to the fees that are paid upfront for credit
facilities, we also incur ongoing fees related to these facilities. We
record the ongoing fees in other (expense) income, and we
record interest incurred on cash draws in interest expense.

When BGE incurs gains or losses on debr 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 Adopted
Accounting for Variable Interest Entities
In June 2009, the FASB amended the accounting, presentation,
and disclosure guidance related to variable interest entities.
“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,
4 requires an ongoing reconsideration of this assessment
instead of only upon certain triggering- events,
¢ amends the events that trigger a reassessment of whether
an entity is a VIE, and

4 requires the entity that consolidates a VIE
(the primary 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 sertle specific
obligations of the consolidated VIE, and (2) the liabilities
of a consolidated VIE for which creditors do not have
recourse-to the. general credic of the primary beneficiary.

96

We adopted- this guidance on January 1, 2010 and, as a
result of our assessment and implementation of the new
requirements, our accounting and disclosures related to VIEs
were impacted as follows:

¢ We have presented separately on our Consolidated

Balance Sheets, to the extent material, the assets of our
consolidated VIEs that can only be used to settle
specific obligations of the consolidated VIE, and the
liabilities of our consolidated VIEs for which creditors
do not have recourse to our general credit.

¢ The new requirements emphasize a qualitative

assessment of whether the equity holders of the entity
have the power to direct matters that most significantly
impact the entity. We have evaluated all existing entities
under the new VIE accounting requirements, both- those
previously considered VIEs and. those considered
potential VIEs. Our accounting for and disclosure about
VIEs did not change materially as a result of these
assessments.

We discuss our investments in variable interest entities in
more detail in Noze 4.

Noncontrolling Interests in Consolidated Financial Statements
Effective January 1, 2009, we adopted guidance relating to the
accounting and reporting of noncontrolling interests in
consolidated financial statements. We presented and disclosed
our noncontrolling- interests in our Consolidated Financial
Statements, and we accounted for the 2009 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 Note 2.



2 Other Events

2010 Events N
Pre-Tax,  After-Tax

(I millions)
$(2,476.8) - $(1,487.1)

Impairment losses and other costs
International coal contract dispute

settlement 56.6 35.4
Deferred income tax expense relating

to federal subsidies for providing

post-employment prescription drug

benefits ‘ (8.8)
Amortization of basis difference in

CENG (195.2) (117.5)
Loss on early retirement of 2012

Notes (51.6) (30.9)
Impact of power purchase agreement ‘

with CENG ' (185.6) (113.3)
Gain on divestitures 240.0 146.0

Total other items $(2,612.6) $(1,576.2)

Impairment Losses and Other Costs

Impairment Fvaluations

We discuss our policy for 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 and cost method investments, and goodwill when events

occur that indicate thar the potental for an impairment exists.

During the third quarter of 2010, the following events

resulted in the need for us to perform impairment evaluations of

our equity method investments as well as the power plants we

own: :

¢ commodity prices declined substantially,

@ there was a decrease in certainty around the timing and
extent of environmental legislation,

¢ we completed a process that led us to reject the terms
and conditions of a Department of Energy (DOE) loan
guarantee related to_the development of a new nuclear
power plant, and ; ;

¢ with respect to our investments in UNE and CENG,
certain, contractual issues with our partner remained
unresolved as of the end of the third quarter of 2010.

As a result of these evaluations, we recorded impairments of

several of our equity method investments. We describe the

impairment evaluations we performed in the following sections.

Equity Method Investments

We evaluated certain of our equity method investments in light
of recent declines in commodity prices and the completion of
the process that led to our rejection of the terms and conditions
of the DOE loan guarantee for the development of new nuclear

assets. The investments we evaluated include our investment in
CENG, our investment in UNE, and our investments in certain
qualifying facilities. '

We record an impairment if an investment has experienced
a decline in fair value to a level less than our carrying value and
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the decline is “other than temporary.” We do not record an
impairment if the decline in value is temporary and we have the
ability to recover the carrying amount of our investment. 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.

CENG :

As of September 30, 2010, the estimated fair value of our
investment in CENG was $2.9 billion, which was lower than its
carrying value of $5.2 billion. The carrying value of our
investment reflected fair value as of the November 9, 2009
closing of EDF’s investment in CENG. At that time, we were
required to deconsolidate CENG and record our retained
investment at fair value. We describe this transaction in more
detail in Note 16.

There is no active market for the ownership interests in
CENG or comparable entities that solely own and operate
nuclear power plants. Therefore, we were required to exercise
significant judgment in estimating the fair value of our
investment based upon information that a market participant
would consider. We believe our estimate incorporates the best
data available as of September 30, 2010 for each input, which
we describe below. However, the resulting fair value amount
remains an estimate and is subject to change in the future based
upon changes in ariy of the inputs or the underlying operating,
market, and economic conditions we considered.

Because of the absence of relevant market transactions for
similar entities, we estimated the fair value of CENG using
discounted future cash flows based upon inputs that we believe
reflect a marker participants perspective. Our methodology was
consistent with the methodology used to estimate fair value in
November 2009. The most significant inputs to our estimate of
fair value include 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. To the extent possible, we considered
available market information and other third-party data for each
of the inputs. However, because of the long operating lives of
nuclear power plants, we were required to estimate inputs for,
many years beyond periods for which observable marker data is
available. Additionally, we compared the inputs to relevant
historical information, and we benchmarked our valuation using
implied market data of other companies that own nuclear
generation facilities. '

Upon completion of our evaluation, we determined that the
fair value of our investment in CENG had declined by
approximately $2.3 billion on a pre-tax basis as of
Septembet 30, 2010. The decline in fair value is primarily
attributable to the following factors: (
o significant declines in power prices, particulatly in the

third quarter of 2010,



decreases in the market price of natural gas that
adversely impact the level of and potential for recovery
in power prices in the dear term,
uncertainty regarding the timing and provisions of
carbon and other potential environmental legislation
negatively impacting estimated future power prices, and
¢ an increase in the discount rate reflecting higher
risk-adjusted required returns for nuclear power plants.
Based upon the extent of the decline below carrying value,
the fundamental reasons for the decline, and our assessment that
a sufficient improvement in these factors necessary to produce a
recovery in fair value is not likely to occur in‘the near term, we
determined that the decline is other than temporary. Therefore,
we recorded an approximately $2.3 billion pre-tax impairment
charge during the quarter ended September 30, 2010 to
write-down our investment to fair value as of that date. We
recorded this charge in “Impairment losses and other costs” in
our Consolidated Statements of Income (Loss). To the extent
that the fair value of our investment declines further in future
quarters, we may record additional write-downs if we determine
that any additional declines are other than temporary.

UNE
As of September 30, 2010, the estimated fair value of our
investment in UNE was zero as compared to its carrying value
of $143.4 million.
Prior to the third quarter of 2010, we believed that we
would recover our investment in UNE through the development
and operation of a new nuclear power plant. However, during
the third quarter of 2010, several factors led to a decline in the
fair value of our imvestment, including:
@ economics of nuclear baseload generation had
deteriorated substantially for reasons described above for
-CENG, and

@ we were unable to negotiate acceptable loan guarantee
terms, culminating a process that led us to reject the
DOE loan guarantee due to an uneconomic level of
COosts.

As a result of evaluating these factors, we determined that,
as of September 30, 2010, we would not be able to recover the
value of our investment, Our determination was based primarily
on market-related factors that indicated that a market. participant
would assign little or no value to this entity due to the absence
of a DOE loan guarantee. ‘

We also evaluated whether this decline in fair value was
temporary. Based upon the nature of the factors leading to the
decline, we determined, at September 30, 2010, that it was
unlikely that these matters would be resolved in the near term in
a way that would permit recovery in the fair value of our
investment. Therefore, we concluded that the decline in the
value of our investment in UNE was other than temporary, and
we recorded a $143.4 million pre-tax impairment charge during
the quarter ended September 30, 2010 to write-down our
investment to estimated fair value as of that date. We recorded
this charge in “Impairment losses and other costs” in our
Consolidated Statements of Income (Loss).
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Qualifying Facilities :
As a result of the significant declines in power prices during the
third quarter of 2010, we determined that the fair values of
three of our equity method investments in coal-fired generating
plants in California declined substantially below book value. As
a result, we recorded a $50.0 million pre-tax impairment charge
during the quarter ended September 30, 2010 to write down.
our investments to fair value as of that date.

Additionally, as a result of a sale of an ownership interest
by our partner in the fourth quarter of 2010, we recorded :an
$8.4 million pre-tax impairment charge on one other equity
.method investment in California at December 31, 2010. We
recorded these charges in the “Impairment losses and other
costs” line in our Consolidated Statements of Income (Loss).

Generating Plants

We evaluated the impact of the events that occurred during the
third quarter of 2010 on the recoverability of our generating
plants. As discussed in Noze I, we evaluated whether these plants
would generate undiscounted cash flows from operations that are
at-least sufficient to recover the carrying value of our investment.
Based upon our consideration of these events, the primary
impact of which is a reduction in power prices, and the status of
the generating plants’ activities, we determined that our
generating plants were not impaired as of September 30, or
December 31, 2010. ‘

Goodwill

We performed our annual impairment review in the quarter
ended September 30, 2010 and determined that our goodwill is
not impaired.

International Coal Contract Dispute Settlement

During 2010, we finalized the settlement of a contract dispute
with a third party international coal supplier recognizing net
pre-tax earnings of $56.6 million. We'divested the majority of
our international commodities operations in 2009.

Deferred Income Tax Expense Relating to Federal Subsidies for
Providing Post-Employment Prescription Drug Benefits

During March 2010, the Patient Protection and Affordable Care
Act and the Healthcare and Education Reconciliation Act of
2010. were signed ‘into law. These laws eliminate the tax exempt
status of drug subsidies provided to companies under Medicare
Part D after December 31, 2012. As a result of this new
legislation, we recorded a noncash charge to reflect additional
deferred income tax expense of $8.8 million in March 2010.

Amortization.of Basis Difference in CENG

On November 6, 2009, Constellation Energy 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 redemption of the $1.0 billion Series B Preferred
Stock held by EDE, and certain expense reimbursements). As a
result, we ceased to have a controlling financial interest in "
CENG and deconsolidated CENG ‘in the fourth quarter of
2009. N )



On November 6, 2009, we began to account for our
retained investment in CENG using the equity method and
report our share of its earnings in dur Generation business
segment. As a result, 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 had an initial basis difference of approximately
$3.9 billion between the initial carrying value of our investment
in CENG and our underlying equity in' CENG. This basis
difference was caused by the requirement to record our
investment in CENG at fair value at closing while CENG’s
assets and liabilities retained their carrying value. We are
amortizing this basis difference over the respective useful lives of
the assets of CENG or as those assets impact the earnings of
CENG. o :

Beginning in the fourth quarter of 2010, the amortization
of the basis difference in CENG is lower ‘as the basis difference
was reduced by ‘the amount of the impairment charge recorded
on our investment in GENG during the quarter ended
September 30, 2010. The new basis difference ‘as of
September 30, 2010 is $1.5 billion.

For the year ended December 31, 2010, we recorded
$195.2 million of pre-tax 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. a

Loss on Early Retivement of 2012 Notes

In February 2010, we retired an aggregate principal amount of
$486.5 million of our'7.00% Notes due April 1, 2012 as part of
a cash tender offer, at a premium of approximately 11%. We
recognized a pre-tax loss on this transaction of $51.6 million
within “Interest Expense” on our Consolidated Statements of
Income (Loss).

Impact of Power Purchase Agreement with CENG

In connection with the closing of the CENG membership sale
transaction with EDF, we entered into a five year power
purchase’ agreement: (PPA) with CENG with an initial fair value
of $0.8 billion.

Based on energy prices at the time of closing of the EDF
transaction, we recorded the approximately. $0.8 billion
“Unamortized energy contract asset” for the value of our PPA
with CENG, and CENG recorded an approximately ($0.8)

billion “Unamortized energy contract liability.” Both entities are
amortizing these amounts over the-initial two years of the
five-year term of the PPA, with the total net economic value to
be realized by us in the form of lower purchased power costs.
equal to approximately $0.4 billion as a result of our 50.01%
ownership interest in CENG. During 2010, we realized
approximately $185.6 million pre-tax in economic value relating
to its PPA with CENG.

Divestitures

© BGE
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In January 2010, BGE completed the sale of its interest in a
nonregulated subsidiary that owns a district chilled water facility
to a third party. BGE received net cash proceeds of

$20.9 million. No gain or loss was recorded on this transaction
in 2010. BGE has no further involvement in the activities of . .
this entity.

Mammoth Lakes Geothermal Generating Facility

In August 2010, we completed the sale of our 50% equity
interest in the Mammoth Lakes geathermal generating facility in
California. We received net cash proceeds of approximately
$72.5 million. In the third quarter of 2010, our Generation
business recorded a $38.0 million pre-tax gain on this

transaction. We will have no further involvement in the activities
of this generating facility.

Comprehensive Agreement with EDF
In November 2010, we closed on the comprehensive agreement
with EDF that restructured the relationship between

Constellation Energy and EDE eliminated the outstanding asset
put arrangement, and transferred to EDF the full ownership of
UNE. We received approximately $140 million of cash, and
$75.2 million of Constellation Energy common stock and
recorded a $202.0 million pre-tax gain on this transaction. We
discuss the comprehensive agreement with EDF in Note 4.

Quail Run Energy Center

In December 2010, we signed an agreement to sell our Quail
Run Energy Center; a-550 MW natural gas plant in west Texas,
to High Plains Diversified Energy Corporation (HPDEC) for
$185.3 million. This agreement is contingent upon HPDEC
obraining financing through the sale of municipal bonds.




2009 Evenis : : .
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,

2009 (62.6) (46.8)
Loss on redemption of Zero Coupon

Senior Notes (16.0) (10.0)
Maryland PSC order—BGE residential

customer credits (112.4) - (67.1)
Merger termination and strategic

alternatives costs (145.8) (13.8)
Workforce reduction’ costs (12.6) 9.3)
Tortal other items $6,473.1  $3,901.9

(1) Afier-tax amount net of noncontrolling interest.

Gain on Sale of 49.99% Membership Interest in CENG to EDF
On December 17, 2008, we entered into an Investment
Agreement with EDF under which EDF would purchase from
us a 49.99% membership interest in CENG for $4.5 billion
(subject to certain adjustments).
In October 2009, the Maryland PSC issuéd an order
approving the sale of a 49.99% membership interest in CENG
to EDF subject to the following conditions:
¢ Constellation Energy funded a one-time $100 per
customer distribution rate credit for BGE residential
customers totaling $112.4 million in the fourth quarter
of 2009. 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 Energ)} was Yequired to make a
$250 million cashcapital contribution to BGE by no
later than June 30, 2010. Constellation: Energy made
this contribution in December 2009.

¢ BGE will not pay common 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.

¢ BGE was authorized to file an electric distribution rate

case at any time beginning in January 2010 and was
ordered not to file a subsequent electric distribution rate
case until January 2011. Any rate increase in the first
electric distribution rate case was 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 was to occur
no earlier than the electric rate case.

¢ Constellation Energy was 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 implemented “ring

fencing” measures in February 2010 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 (RF HoldCo) to hold all of the
common equity interests in BGE.

With. the receipt of the Maryland.PSC’s order,
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 redemption of the $1.0 billion
Series B Preferred Stock held by EDF, and certain expense
reimbursements). As a result, we retained a 50.01% economic. . .-
interest in CENG, but we and EDF have equal voting rights
over the activities of CENG. Accordingly, we deconsolidated
CENG in the 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.

¢ We removed the individual assets and liabilities of

CENG from our balance sheet with a nert asset value of
approximately $2.4 billion.

¢ We recorded our retained investment in CENG at

estimated fair value of approximately $5.1 billion.

¢ We recognized a pre-tax gain on sale of approximarely

$7.4 billion, calculated as follows:

(In bz'/l?'om) ’,
$ 4.7

Fair value of the consideration received from EDF

Estimated fair valué of our retained interest in
CENG 5.1

Carryjng amount of CENG’s assets and liabilities
prior to deconsolidation

(2.4)
$7.4

Pre-tax gain

On November 6, 2009, we began to account for our
retained investment in CENG using the equity method and
report our share of its earnings in our Generation business
segment. As a result, 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 fair value of CENG for purposes of
recording our retained interest upon closing of the sale. Our
estimate considered the replacement cost, discounted future cash
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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 using various inputs that 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 intangibles with 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 1o sell an addmonal 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 majorkty 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 execution 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 zhe 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
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pursue the assignment of these remaining contracts to the
buyers. -

The matching contracts under the TRS include both
derivatives and non-derivatives and were executed at prices that -
differed from market prices at closing, which resulted in a net
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 earnings 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 Investing Outflow
Out-of-the-money contracts—proceeds

received 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.

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 nert 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
Consolidared 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 leasehold
lmprovcments, 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 paylent on our working capital in
the operating activities 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 underlying contracts are realized, or sooner if the
original nonderivative contracts are assigned. .

We have: reflected the contracts under the TRS on a gross
basis.in cash flows from investing and financing acpi\;ities in our
Consolidated Statements of Cash Flows as follows:

Year Ended December 31, 2009

(In millions)
Investing activities—Contract and portfolio

acquisitions $(866.3)
Financing activities—Proceeds from contract and

portfolio acquisitions 863.8
Net cash flows from contract and portfolio

acquisitions $ (2.5

In addition to the March 23, 2009 transacrion 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 NewEnergy business 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

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 phoceeds 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 on our
Consolidated Balance Sheet, the cost associated with disposing of
an entire portfolio and not merely individual contracts, and the
cost of capital, including contingent capiral, to support the
operation. '

The matching derivative and nonderivative transactions
under the TRS discussed above were executed at prices that
differed from marker prices at closing. As a result, we record the
ongoing cash flows related to the out-of-the-money derivative
contracts that were liabilities at inception as financing cash
flows. This resulted in cash outflows related to financing
activities of $858.5 million in our Consolidated Statements of
Cash Flows for the year ended December 31, 2009 associated
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:

Year Ended December 31, 2009

(In millions)
Investing activities—Contract and portfolio

acquisitions $(1,287.4)
Financing activities—Proceeds from contract and

portfolio acquisitions 1,379.3
Net cash flows from contract and portfolio

acquisitions $ 919

In addition, we incurred other costs of $7.0 million for
2009 related to leasehold improvements, furniture, computer
hardware and software costs; which are recorded as part of
“Impairment losses and other costs” on our Consolidated
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 NewEnergy retail gas customer supply activities through
March 31, 2011. 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 in the stock of these entities to secure our obligations
under the gas supply agreement. In connecrion with this
agreement, we posted approximately $160 million of collateral.
This was subsequently reduced to $100 million. The initial
$160 million posted represented approximately 25 percent of the
previous collateral requirements to support this operation.

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 recognized 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 nonregulared
subsidiaries sold an energy project and recorded a net loss of

$4.6 million.

Impairment Losses and Other Costs

We discuss our evaluation of assets for impairment and other
than temporary declines in value in Note 1. We perform
impairment evaluations for our long-lived assets, equity method
investments, and goodwill when triggering events occur that
indicate the potential for an impairment exists.

Available for Sale Securities

We evaluated certain of our investments in equity securities
during 2009. The investments we evaluated included our nuclear
decommissioning trust fund assets (through November 6, 2009)
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and other marketable securities. We ‘record an impairment charge
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.”

In making this determination, we ‘evaluate 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 Note 1.

The fair values of certain of the securities held in our
nuclear decommissioning 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 year 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
decommissioning trust funds for the year ended December 31,
2009.

The estimates we utilize in evaluating impairment of our
available for sale securities require judgment and the evaluation
of economic and other factors that are subject to variation, and:
the impact of such variations could bé material.

Equity Method Investments

Shipping Joint Venture

We record an impairment if an equity method investment has
experienced a decline in fair value to a level less than our
carrying value and the decline is other than temporary. During
the quarter ended June 30, 2009, we contemplated several
potential courses of action together with our partner relating 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
parter 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 level 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 venture, within the “Impairment losses and other
costs” line in our Consolidated Statements of Income (Loss),
and reported the charge in our NewEnergy business segment
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 at that
time reflected a number of factors, primarily including
difficulties in the financial and credit markets and the decreases
in the market price of natural gas and oil.

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 million pre-tax
impairment charge at March 31, 2009 to write-down: our
investment to fair value. We recorded this charge in
“Impairment losses and other costs™ in our Consolidared

- Statements of Income (Loss). We did not record an* impairment -

charge for the remainder 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 carrying value at December 31, 2009 and that this decline
was other than temporary. As such, we recorded a pre-tax
impairment charge of $12.0 million, net of the noncontrolling

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 million 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.”

Other Costs
During 2009, we recorded $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—Ilong-lived assets no longer used
and lease terminations, and
4 the write-off of an uncollectible advance to an afﬁhate

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 Consolidated
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
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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. 1

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 substantially
completed these workforce reductions during 2010.

" The following table summarizes the status of the
involuntary severance liabilities at December 31, 2009:

Q4 2008

Q1 2009
Program ' Program
; (In millions)
Initial severance Iiabili_ry balance ~$1038 $19.7
Additional expenses recorded in 2009 1.8 —
Amounts, recorded as pension and
postretirement liabilities —_ (3.0)
Net cash severance liability 12.6 16.7
Cash severance payments (12.0) (15.8)
Severance liability balance at
December 31, 2009 $ 0.6 $ 0.9
2008 Events
Pre-Tax 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) (13.4)
Emissions allowances write-down (46.7) (28.7)
Net gain on’ divestitures S 25.5 16.0
Gam on sale of dry bulk vessel 29.0 18.9
Maryland settlement credit (after-tax ’

amount reflects the effective tax rate

impact on BGE) (189.1) (110.5)
Impairment of nuclear

decommissioning trust assets (165.0) (82.0)

Tortal other items

$(2,314.7) $(1,874.8)

Merger Termination and 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 Consolidated
Statement of Income (Loss) in 2008. .
A significant portion of these costs was incurred pursuant
to the termination of the merger agreement with MidAmerican .
and the conversion of the Series A Preferred Stock. Specifically,
Constellation Energy incurred the following charges:
¢ $175 million merger termination fee,
¢ approximately $945 million for settling the conversion
of the Series A Preferred Stock, which included a cash
payment of $418 million and issuance of approximately
19.9: million shares of our common stock,

¢ approximately $15 million for the remaining
unamortized portion of the premium paid as part of
executing an agreement with MidAmerican in November
2008 that provided us:the option to sell certain
generating plants to ' MidAmerican for aggregate proceeds
of $350 million. This agreement was terminated as part
of the termination-of our merger agreement with
MidAmerican, and

¢ approximately $70 million in other costs associated with
the MidAmerican transaction and other strategic
alternatives explored consisting primarily of external
legal, accounting and consulting fees.

The above amounts. do not include $150 million of cash
received from EDF in conjunction with the Investment
Agreement entered into on December 17, 2008. We 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 Generation and
NewEnergy segments.

Impairment Losses and Other Costs

Impairment Evaluations

We discuss our evaluation: of assets for impairment and other.
than temporary declines in value in Note 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 impairment on an
annual basis regardless of whether any triggering events have
occurred. Our accounting policy is to perform an annual
goodwill impairment review in the third quarter 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,
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¢ 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 marker. 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-Liyed 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 factors that may affect future cash flows. The assumptions
we use are consistent with forecasts that 'we make for other
purposes (for example, in preparing our other earnings forecasts)’
or have been adjusted to reflect relevant subsequent changes. If
we are considering 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 unpamrﬁ:nt analyses for our

upstream gas properties as a result of the following tnggermg
events:
& we announced our intent to sell our upstream gas assets,
and k
¢ 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 i unpaxrment at
the individual property level, which is the lowest level of
identifiable cash flows, since each property has separate financial
statements identifying and capturing the related cash flows. We
evaluated 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 darta for
unobservable periods. The primary inputs to our estimate of
proceeds from disposal were a combinarion of external market
bids, internal models and reserve reports, and informarion 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
expecration that we would sell these properties rather than hold
them for their full useful lives.
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As a result, we recorded the following pre-tax impairment
charges:

At At
September 30, -December 31,
: 2008 -

Asset Groups 2008

(In millions)
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

‘Oklahoma ’ — 153.2
Total impairrﬁent 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 NewEnergy business
segment 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 an¥ 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 at that time reflected a number of factors, primarily
including difficulties in the financial and credit markets and the
decreases in the market price of natural gas and oil.

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 dartes
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 “Iimpairment losses and other
costs” in our Consolidated Statements of Income (Loss). To the
extent that the markert price of our investment declines further
in future quarters, we may record additional write-downs if we
determine that those additional declines are other than
temporary.

As a result of significant declines in, the stock market
during 2008, the fair values of certain of our marketable
securities and many of the securities held in our nuclear
decommissioning trust fund declined below book value. As 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
decommissioning trust fund at both March 31, 2008 and
June 30, 2008, totaling $12.0 million pre-tax. We also recorded
an impairment charge of $7.0 million pre-tax for certain of our
other marketable securities in the fourth quarter of 2008. In
addition, we recorded other changes in the fair value of our
nuclear decommissioning trust fund assets that are not impaired
in other comprehensive income. ‘

"We also evaluated the impact of the events that occurred in
2008 on the recoverability of our investment in UNE. Based
upon our consideration of these events and the status of UNE’s
acrivities, 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.
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Goodwill

Goodwill is the excess of the purchase-price of an acquired
business over the fair value of the het 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 discrete
financial information is available.

Prior to September 30, 2008, substantially all of our
goodwill related to our merchant energy segment, one of our
reportable segments at that time. 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 using current market price information.

The primary inputs and assumptions to our estimate of fair
value based upon market information were as follows:

¢ the fair value of Constellation Energy:based upon recent

market prices of our common stock,

¢ the estimated fair value of BGE, and

¢ the estimated value of the agreements executed with

MidAmerican.

Using this information, we deducted the estimared 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 believe 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 resulted from negotiations that occurred

over-an abbreviated period of time during which the Company =
was experiencing financial difficulty, ongoing trading of the stock
at levels approximating the transaction price represented the
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. .

Based on our evaluation of these alternative measures of fair
value, we determined that the fair value of the merchant energy
business segment was less than its carrying value. Therefore, in
order to-measure the potential impairment of goodwill, we
estimated the fair value of the merchant energy segment’s assets
and liabilities. We determined that the fair value of its assets net
of liabilities siibstantially 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 in “Impairment losses and other costs” in our
Consolidated Statements of Income (Loss).

Other Costs

In September 2008, we entered into a non-binding 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

In September 2008, our NewEnergy business approved a
restructuring of its workforce. We recognized a $2.5 million
pre-tax charge during 2008 related to the elimination of
approximately 100 positions associated with this restrucruring.
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
eliminadon of approximately 380 positions.

Emissions Allowances

The Clean Air Interstate Rule (CAIR) required states in the
eastern United States to reduce emissions of sulfur dioxide (SO,)
and established a cap-and-trade program for annual nitrogen
oxide (NO;) emission allowances. On July 11, 2008, the United
States Court of Appeals for the D.C. Circuit (the “Court”)
issued an opinion vacating CAIR, subject to petitions for
rehearing, The Environmental Protection Agency (EPA) filed a
petition for rehearing. On December 23, 2008, the Court
reversed its earlier decision to revoke CAIR and allowed CAIR
to remain in effect until it is replaced by a revised rule issued by
the EPA that would preserve the environmental rules established
by CAIR. The Court did not propose a deadline by which the
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EPA must correct the flaws identified with CAIR but it did state
that it will accepr petitions if the EPA-does not remedy the
problems previously identified in'its July 11, 2008 opinion. The
EPA proposed tegulations in July 2010 which. are pending ﬁnal
adoption.

As a result of the Court’s December 2008 decmon, the :
annual NO, program became effective in 2009 as originally
established by CAIR. In addition, since the December 2008
decision, market prices for 2009 NO, allowances have increased
significantly, with: lesser increases shown in allowances for
subsequent years. There was also an increase-in trading volumes -
for annual NO,. For the 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 rarges.
Market prices for SO, allowances have also risen since the
Court’s decision.

We account for our emission allowance inventory at the
lower of cost or market, which includes consideration of our
expected requirements related to the future generation of
electricity. The weighted-average cost of our 2008 SO, allowance
inventory in excess of amounts needed to satisfy these
requirements was greater than marker 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 Court’s July 11, 2008 decision and
the subsequent decline in the marker 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-marker 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 CED, 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 Note 16.

In addition, on June 30, 2008, our NewEnergy business
sold a portion of its working interests in proved natural gas
reserves and unproved properties in Arkansas to an unrelared
party for total proceeds of $145.4 million, which is subject to
certain purchase price adjustments. Our NewEnergy business
recognized a $77.7 million pre-tax gain on this sale.

In December 2008, our NewEnergy business sold working
interests in proved natural gas reserves in Wyoming, and our
equity investment in certain entities that own interests in proved
natural gas reserves and unproved properties in Texas and
Montana to unrelated parties for total proceeds of $55.7 million,
subject to certain purchase price adjustments. Our NewEnergy
business recognized a $67.2 million pre-tax loss on these sales.

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
NewEnergy business has a 50% ownership interest, sold one of
the six dry bulk vessels it owns. Our NewEnergy 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 sertle
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 thar the agreements adopted
in 1999 relating to Maryland’s electric restcructuring law
. are final and binding and the Maryland PSC will close
ongoing proceedings relating to the 1999 sertlement.
¢ BGE provided its residential electric customers
$189.1 million in the form of a one-time $170 per -
customer rate credit. We recorded a reducrion to
“Electric revenues” on our and BGE’s Consolidated
Statements of Income (Loss) during the second quarter
0f 2008 and reduced customers’ bills by the amount of
the credit between September and December 2008.
¢ BGE customers are relieved of the portential furure
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
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_ period.

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

Any electric distribution base rate case filed by BGE
would not result in increased distribution rates prior to
October 2009, and any increase in electric distribution
revenue awarded would be capped at 5% with certajn
exceptions. Any subsequent electric distribution base rate
case could not be filed prior to August 1, 2010. The
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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 independent directors
to the Board of Directors of BGE within the required
six months from the execution of the settlement
agreement.



Information by Operating Segment

Our reportable operating segments are Generation, NewEnergy,
Regulated Electric, and Regulated Gas:
@ Our Generation business includes:

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
controlled physical assets, including generating
facilities,

an interest in a nucleaf’generatioh joint venture
(CENG) that owns, operates, and maintains five
nuclear generating units, and

up until November 3, 2010, when we completed
the sale of our ownership interest, an interest in a
joint venture (UniStar Nuclear Energy, LLC
(UNE)) to develop, own, and operate new
nuclear projects in the United States.

¢ Our NewEnergy business includes:

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
residential, commercial, industrial, and
governmental customers,

structured transactions and risk management
services for various customers (including hedging

of outpur from generating facilities and fuel costs)

and trading in energy and energy-related
commodities to facilitate portfolio management,

— risk management services for our Generation

business,

~ 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 production) 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.

¢ 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 Generation, NewEnergy, 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

table below.
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Reportable Segments

Holding
Regulated ' Regulated .Compaily and
! Generation NewEnergy  Electric Gas Other Eliminations. Consolidated
(In millions)
2010 , : ‘
Unaffiliated revenues $ 1,189.2 $ 9,692.6 $2,752.1 $ 704.9 $ 1.2 $ —  $14,340.0
Intersegment revenues 1,055.1 428.8 0.2 4.5 e (1,488.6) —
Toral revenues 2,244.3 10,121.4  2,752.3 709.4 1.2 (1,488.6) 14,340.0
Depreciation, depletion, and amortization 136.1 83.4 205.2 44.0 48.9 —_ 517.6
Fixed charges 142.0 3.0 106.3 24.0 0.2) 2.7 277.8;
Income tax (benefit) expense (873.1) 106.5 72.6 24.5 3.8 — (665.7)
Nert (loss) income (1) (1,255.3) - 1762 110.0 37.6 (0.3) — (931.8)
Net (loss) income attributable to common stock (1,255.3) 138.6 99.8 34.6 (0.3) — (982.6)
Segment assets 9,789.6 3,836.2 5,287.4 1,379.9 858.0 (1,132.6) 20,018.5
Capiral expenditures - 3274 127.2 499.1 103.0 — — 1,056.7
2009
Unaffiliated revenues $ 6642 11,345.8 $2,8207 $ 753.8 $ 143 $ —  $15,598.8
Imcrsegfnent revenues 2,110.0 163.4 — 4.5 0.1 (2,278.0) —
Toral revenues 2,774.2 11,509.2 2,820.7 758.3 14.4 (2,278.0) 15,598.8
Depreciation, depletion, and amortization 176.8 82.5 218.1 44.0 - 67.7 —_ 589.1
Fixed charges 166.5 39.7 113:3 26.0 2.4 2.2 350.1
Income tax expense (bénefit) 3,107.1 (179.1) 50.9 17.1 9.2) —_ 2,986.8
Net income (loss) (2) : 4,766.7 (348.2) 79.1 25.5 (19.7) — 4,503.4
Net income (loss) attributable to common stock . 4,766.7 (402.3) 68.9 22.5 (12.4) — 4,443 .4
Segment assets C o 12,402.1 4,167.5 4,994.6 14134 4,573.7 " (4,006.9) 23,544.4
Capiral expenditures Lo ‘ 1,039.2 116.8 373.0 66.0 — — 1,595.0
2008 )
Unaffiliated revenues $  856.2 15,185.4 $2,679.5 $1,004.8 $ 16.0 $ —  $19,741.9
Intersegment revenues . 2,102.3 666.3 0.2 19.2 0.1 (2,788.1) _—
Total revenues . 2,958.5 15,851.7  2,679.7  1,024.0 16.1 (2,788.1) 19,741.9
Depreciation, depletion, and amortization 1743 118.7 184.2 43.7 62.3 — 583.2
Fixed charges 140.7 50.6 113.5 26.3 23 . 157 349.1
Income tax expense (benefic) 121.3 (226.0) (4.9) 25.5 5.8 — (78.3)
Net (loss) income (3) (357.7) (1,011.4) 11.1 40.4 (0.8) — (1,318.4)
Ner (loss) income atrriburable to common stock (357.7) (994.2) 1.1 37.2 (0.8) —_ (1,314.4)
Segment assets. (4) . 11,2059 7,063.5  4,583.1 1,392.4 3,431.6 (5,392.4) 22,284.1
Capital expenditures 1,445.2 315.8 388.0 74.0 — — 2,223.0

(1) Our Generation business recognized the following after-tax items: impairment charges on certain of our equity method investment of $1,487.1 million, loss
on the early retivement of 2012 Notes of $30.9 million, amortization of the basis difference in CENG of $117.5 million, impact of the power purchase
agreement with CENG of $113.3 million, gain on the sale of Mammoth Lakes geothermal generating facility of $24.7 million, and a gain on the
comprehensive agreement with EDF of $121.3 million. Our NewEnergy business recognized earnings relating to an international coal supplier contract
dispuse settlement of $35.4 million. Our Generation, NewEnergy, regulated electric and holding company and other businesses recognized deferred income
tax expense relating to federal subsidies for providing post-employment prescription drug benefits of $0.8 million, $0.1 million, $3.1 million, and
$34.8 million, respectively. We discuss these items in more detail in Note 2.

(2) | Our Generation business recognized the ﬁ)z’lowmg after-tax; items: gain on sale of @ 49.99% membership interest in CENG to EDF of $4,456.1 million,
amortization of basis difference'in invgsiment in CENG of $17.8 million, loss on the early extinguishment of zero coupon senior notes of $10.0 million,
merger termination and strategic alternatives costs of $9.7 million, and impairment charges of our nuclear decommissioning trust assers through
November' 6,°2009 of $46.8 million. Our NewEnergy business recognized the following afier-tax items: merger termination and strategic alternatives costs
of $4.1 million, losses on-divestitiires;which include losses on the sales of the international commodities and gas trading operations, the reclassification of

Aosses on p;euzou:/y designated cash-flow hedges from Accumulated. Other Comprehensive Loss because the forecasted transactions are probable of not
occurring, earnings that are no longer part of our core business, of $371.9 million, impairment losses and other costs of $84.7 million, and workforce
reduction costs of $9.3 million. Our regulated electric and gas businesses 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 businesses recognized after-tax charges of $11.5 million for impairment losses
and other costs, We. discuss these items in more detail in Note 2.

(3)  Our Generation business recognized the following after-tax charges: workforce reduction costs of $3.7 million, merger termination and strategic alternatives
costs of 8742.3 million, impairment charges and other costs of $8.3 million, and an impairment charge of our nuclear decommissioning trust assets of
382.0 million. Our NewEnergy business recognized the following afier-tax charges: impairment losses and other costs of $460.1 million, workforce reduction
costs of $5.8 million, merger termination and strategic alternatives costs of $462.1 million, net einission allowance write-down of $28.7 million, a ner gain
on the sale of upstream gas properties of $16.0 million, and a gain on sale of a dry bulk vessel of $18.9 million. Our regulated electric business recognized
after-rax 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 businesses recognized an after-tax charge
related to workforce reduction costs of $0.1 million. We discuss these items in more detail in Note 2.

" (4) At December 31, 2008, Holding Company and Other Businesses segment assets include approximately $1.6 billion of intercompany receivables, primarily
relating to the allocation of merger termination costs of approximately $1.2 billion to these businesses, and $1.0 billion of restricted cash related to the
issuance of Series 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.
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4 Investments

Investments in Joint Ventures, Qualifying Facilities and
Power Projects, and CEP

Investments in joint ventures, qualifying facilities, domestic
power projects, and CEP consist of the following:

We are actively involved in"our CENG nuclear joint
venture, qualifying facilities and power projects. Our 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:

At December 31, 2010 2009
(In millions) Year ended December 31, 2010 2009 2008
Joint Ventures: (In millions)
'CENG - $2,991.1  $5.2229  CENG $2188 $339 $ —
UNE - 1220 Amortization of basis difference in
Qualifying facilities and domestic power CENG (see Note 2 for more
projects: ‘ detail) (1952) (29.6) —
Coal 65.0 119.7 Total equityi . .
Hodroelectri 46. 2 otal equity*investment earnings—
e e 63 B2 cENG () 3.6 43—
Biomass 55.1 56:2 UNE (16.8)  (24.7) 5.9)
Fuel Processing 16.7 243 Shipping JV T (18) 37.4
CEP — (4.6) 7.7
Solar 6.8 6.9 . .y .
- Qualifying facilities and domestic
Toral $3’181*0. $5,647.2 power projects 18.2 20.7 372
Toral equity investment earnings $ 250 $ (6.1) $764

Investments in joint ventures, qualifying facilities, domestic
power projects, and CEP were accounted for under the following
methods: ‘

At December 31, 2010 2009

(In millions)
Equity method $3,174.2  $5,640.3
Cost method . 6.8 6.9

Total $3,181.0 $5,647.2

(1) For the years ended December 31, 2010 and 2009; total
equity investment (losses) earnings in CENG include
$2.0 million and $0.4 million, respectively, of expense related
to the portion of cost of certain share-based awards that we
fund on behalf of EDE

We describe each of these investments below. Additionally,
we recorded impairment charges on certain of our equity
method investments. We discuss these impairment charges in

Note 2.

Joint Ventures

CENG

On November 6, 2009, we comtpleted 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
recorded $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 eur share of the underlying
equity in CENG, because the underlying assets and liabilities of
CENG were retained at their carrying value. See Noze 2 for a
more detailed discussion.
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Summarized balance sheet information for CENG is as
follows:

At December 31, 2010 2009

(I millions)
$ 5074 $ 513.0

Current assets

Noncurrent assets 4,583.0 4,404.2
Current liabilities 630.9 556.9
Noncurrent liabilities 1,338.7 1,716.1

Summarized income statement information for CENG is as
follows:

For the Period from
For the Year Ended November 6, 2009 through
December 31, 2010 December 31, 2009

(In millions)

Revenues $1,575.3 $217.6
Expenses 1,174.5 153.0
Income from

operations 400.8 64.6
Net income 441.6 68.5

In future periods, we may be eligible 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 distributions, if realized, in
earnings in the period received.

Comprehensive Agreement with EDF
On October 26, 2010, we reached a comprehensive agreement
with EDF that restructured the relationship between our two
companies, eliminated the outstanding asset put arrangement,
and transferred to EDF the full ownership of UNE. This
comprehensive.agreement was approved by the boards of
directors of both Constellation Energy and EDE, and the
transaction closed on November 3, 2010. The agreement
includes the following significant terms:
¢ EDF acquired our 50% ownership. interest in UNE
‘Upon completion of this trankaction, EDF became the
sole owner of UNE, and we no longer have

responsibility for developing or ﬁnancmg new nuclear
plants through UNE.

¢ We terminated our rights under the existing asset put
arrangement and, as a result, did not sell any of our
plants to EDE

& EDF paid us $140 million in cash and transferred to us
2.4 million of the shares of Constellation Energy
common stock that it owned (with a fair value of
$72.4 million at the time of the noncash financing
transfer).

¢ EDF relinquished its seat on our Board of Directors,
and the existing investor agreement between the
companies (which includes a “standstill” provision) was
terminated.

Later in November 2010, EDF transferred to us 0.1 million

shares of Constellation Energy common stock, with a fair value

of $2.8 million, in a noncash financing, upon our registering
EDF’s remaining shares of Constellation Energy common stock
with the Securities and Exchange Commission. This enables
EDF to transfer its remaining shares without restriction. We
recorded a total pre-tax gain of $202.0 million in the fourth
quarter of 2010 related to the above aspects of our
comprehensive agreement with EDE

In addition; upon receipt of necessary approvals:

¢ CENG will transfer to UNE potential new nuclear sites

at the Nine Mile Point and Ginna nuclear generating
plants in New York State.

¢ EDF will transfer to us an additional 1.0 million of the

shares of Constellation Energy common stock that it
owns.
We and EDF will remain owners in CENG under the same
ownership percentages—Constellation Energy holding 2 50.01%
interest and EDF holding a 49.99% interest. Further:
¢ The power purchase agreement between CENG and
each of Constellation Energy and EDF was modified
such that prospective purchases will be unit contingent
through the end of its term in 2014. In addition,
beginning on January 1, 2015 and continuing to the
end of the life of the respective plants, we will purchase
50.01% of the output of CENG’s nuclear plants and
" EDF will purchase 49.99% of that output.

¢ The administrative services agreement, which specifies
payment to us for providing administrative support
services to CENG, was extended through 2017.

We discuss the PPA and ASA in more detail in Noze 16.

UNE

mgust 2007, we formed a joint venture, UNE, with EDF to
develop, own, and operate new nuclear projects in the United
States and Canada. On November 3, 2010, we sold our 50%
ownership interest in UNE to EDE As a result of this
transaction, EDF is the sole owner of UNE, and we will no
longer have responsibility for developing or financing new
nuclear plants through UNE

Qualifying Facilities and Power Prajects

Our Generation business holds up to a 50% voting interest in
15 operating domestic energy projects that consist of electric
generatiop, fuel processing, or fuel handling facilities. Of these
15 projects, 13 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 NewEnergy 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 ownership
percentage fell below 50%. Therefore, we deconsolidated CEP
and began accounting for our investment using the equity
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method. As of December 31, 2010, we hold a 28.5%:voting
interest in CEP.

1
Investments in Variable Interest Entities
As of December 31, 2010, we consolidated three VIEs in whlch
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.

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 incurred 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 2010, 2009, and 2008,
BGE remirtted $90.3 million, $85.8 million, and-$87.2 million,
respectively, to BondCo.

BGE did not provide any additional financial support o
BondCo during 2010 or 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 2009, our NewEnergy business formed two new
entities and combined them with its existing retail gas activities
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 rerail 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 the third party gas supply
agreement before it can make any distributions to us,

¢ The third party gas supplier has a collateral interest in

all of the assets and equity of the retail gas entity group,
and

¢ As of December 31, 2010, we provided a $100 million
parental guarantee and g $52 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 support to the retail gas entity
group during 2010, other than the equity contributions, parental
guarantee and the letter of credir.

We also consolidate a retail power supply VIE for which 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 impact on our financial results or financial
condition.

The carrying amounts and classification of the above
consolidated VIEs assets and liabilities included in our
consolidated financial statements at December 31, 2010 and
2009 are as follows:

2010 2009
(In millions)
Current assets $516.6 $608.9
Noncurrent assets 57.7 67.7
Total Assets $574.3 $676.6
Current liabilities $345.5  $509.9
Noncurrent liabilities 399.0 420.3
Total Liabilities $744.5 $930.2

All of the assets in the table above are restricted for
sectlement 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 LLC, 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 of 100% of the
voting interests of RF HoldCo LLC, we censolidate 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 RF HoldCo may not satisfy their debts
from the assets of Constellation Energy except as required by
applicable law or regulation.
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Unconsolidated Variable Intevest Entities
As of December 31, 2010 and 2009, we had significant interests
in six VIEs for which we were not the primary beneficiary.
Other than the obligations listed in the table below, we have not
provided any material financial or other support to these entities
during 2010 or 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 Initial
Entity Energy Financial Date of
VIE Category Financing Involvement Support Involvement
Power contract  Combination  Power sale $24.9 million and ~ March 2005
monetization of debt and . agreements, $34.7 million in
entities equity loans, and letters of credit at
(2 entrries) financing guarantees December 31,
2010 and 2009,
respectively
Power projects  Combination - Equity $5.0 million and Prior to
and fuel of debr and  investments $2.0 million debt 2003
supply equity © and guarantee and
entities financing . guarantees working capital
(4 entities) funding at

December 31,
"2010 and 2009,
respectively

“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.

We concluded that power over the most economically
significant activities of two of the power project VIEs is shared
equally among the equity holders. Accordingly; neither of the
equity holders consolidates these VIEs. The equity holders own
50% interests'in these VIEs and all of the significant decisions
require the mutual consent of the equity holders.

The following is summary information available as of
December 31, 2010 about these entities: :

Power
Contract All
Monetization Other
VIEs VIEs Total
(In millions)
Total assets $492.9 $288.3 $781.2
Toral liabilities 382.6 113.2 495.8
Our ownership interest — 48.7 48.7
Other ownership interests 110.3 1264 2367
Our maximum exposure to ‘
loss 249 46.4 71.3
Carrying amount and
location of variable interest
on balance sheet:
—Other investments - — 41.4" 41.4

The following is summary information available as of
December 31, 2009 about 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
loss 34.7 64.6 99.3
Carrying amount and
location of variable interest
on balance sheet:
—QOther investments —_ 62.6

62.6

Our maximum exposure to loss is the oss 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, 2010 and
2009 consists of the following:

@ ourtstanding receivables, loans, and letters of credir

totaling zero and $34.7 million, respectively,

@ the carrying amount of our investment totaling

$41.4 million and $62.6 million, respectively, and

¢ debt and payment guarantees totaling $29.9 million and

$2.0 million, respectively.

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 risk of our
variable interests in these variable interest entities.

Power Contract Monetization VIEs

In March 2005, our NewEnergy business closed a transaction in
which we assumed from a counterparty twé power sales
contracts with previously existing VIEs. The VIEs previously
were created by the counterparty to issue debrt 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 under its obligation to buy power from the
VIEs, the equity holder could transfer its equity interests to us
in lieu of repaying the loan. In this event, we would have the
right to seek recovery. of our losses from the electric distribution
utility.

115



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, 2010 and
2009, our goodwill balance was primarily related to our retail
energy reporting unit within our NewEnergy business segment.
Goodwill is not amortized; rather, it is evaluated for impairment
at least annually.

The changes in the gross amount of goodwill and the
accumulated impairment losses for the years ended
December 31; 2010 and 2009 are as follows:

At December 31, 2010 2009

(In millions)

Balance as of January 1,

Gross goodwill $292.0 $271.1

Accumulated impairment losses (266.5) (266.5)
Net goodwill 25.5 4.6
Goodwill acquired (1) 51.5 18.6
Impairment losses = —
Other purchase price adjustments — 23
Balance as. of December 31, - ‘

Gross goodwill 343.5 292.0

Accumulated impairment losses (266.5)  (266.5)

Net goodwill $ 77.0 $ 255

(1) We discuss the goodwill acquired in 2010 in more detail in
Note 15.

For tax purposes, $169.4 million of our gross goodwill
balance at December 31, 2010 is deductible.

Intangible Assets Subject to Amortization

Intangible assets with finite lives are subject to amortization over
their estimated useful lives. The primary assets included in this
category are as follows: '

At December 31, 2010 2009
Accumul- Accumul-
Gross ' ated , Gross ated
Carrying Amortif- " Net Carrying  Amortiz- = Net
Amount ' ation Asset - Amount ation Asset
(In millions) P
Software $596.8  $(397.1) $199.7 $580.5 _$(347.3) $233.2
Permits and licenses 2.7 (1.0} 1.7 2.2 (0.8) 1.4
Other 22.3 (8.2) 141 29.0 (13.9) 15.1
Total $621.8 $(406.3) $215.5 $611.7  $(362.0) $249.7

BGE had intangible assets with a gross carrying amount of $250.2 million and
accumulated amortization of $171.4 million at December 31, 2010 and $242.5 million
and accumilated amortization of $148.8 million at December 31, 2009 that are
included in_the table above. Substantially all of BGE} intangible assets relate to software.

We recognized amortization-expense related to our
intangible assets as follows:

Year Ended December 31, 2010 .- 2009 . 2008
(In millions)
Nonregulated businesses $64.8  $74.2  $66.8
BGE 25.8 23.6 20.1
Total Constellation Energy $90.6 $97.8  $86.9

The following is our, and BGE’s, estimated amortization
expense related to our intangible assets for 2011 through 2015
for the intangible assets included in our, and BGE,
Consolidated Balance Sheets at December 31, 2010:

Year Ended Decc;nberj’l, 2011 2012 2013 2014 2015

(I millions)

Estimated amortization expense—
Nonregulated businesses -
Estimated amortization expense—BGE

$58.5 $37.4 $19.5 $ 88 $ 3.9
23.7 172 132 86 67

Total estimated amortization expense—

Constellation Energy $82.2 $54.6 $32.7 $17.4 $10.6

Unamortized Energy Contracts

As discussed in Note 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 an
initial fair value of approximately $0.8 billion. See Noze 16 for
more details 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
Sheets:

At December 31 2010 2009
. Accumul- Accumul-
ated ated
Carrying Amortiz- Net  Carrying Amortiz-  Net
Amount  ation  Asset Amount  ation  Liability

. (In millions)
Unamortized ener
contracts, net

$(1,360.9) $1,473.8 $112.9 $(1,587.1) $1,584.5 $(2.6)

We recognized amortization expense of $106.8 million,
$353.1 million, and $390.4 million related to these energy
contract assets for the years ended December 31, 2010, 2009,
and 2008 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, 2011 2012 2013 2014 2015
(In millions)
Estimated amortization $414.1  $(49.2) $(71.8) $(71.3) $(68.8)
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6 Regulatory Assets (net)

As discussed in Note 1, the Maryland PSC and the FERC
provide the final determination of the rates we charge our
customers for our regulated busmesses 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 cerrain 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) (usmg amortization) when we mclude them in
the rates we charge our customers.

We summarize regulatory assets and liabilities in the
following table, and we discuss each of them separately below.

2010 . 2009
(In millions)

At December 31,

Deferred fuel costs

Rate stabilization deferral $.415.6 - $477.5

Other 8.8 14.3
Electric generation-related regulatory asset . 86.9 102.5
Net cost of removal (210.5) ¢ (210.1)
Income taxes recoverable through future

rates (net) 68.3 67.6
Deferred Smart Energy Savers ProgramS™

costs 64.3 10.8
Deferred Advanced Meter Infrastructure” -

costs : : 12,2 11.3
Deferred postretirement and

postemployment benefit costs 8.4 9.6
Deferred environmental costs 5.6 6.5

Workforce reduction costs k : 1.3 1.5

Other (ner) (8.1) (4.6)
Total regulatory assets (net) 452.8 486.9
Less: Current portlon of regulatory assets o

(net) A 78.7 72.5
Long-term portion of regulatory assets ‘

(net) ‘$414.4

$ 374.1

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
certain applicable carrying charges as a regulatory asset related to
the rate stabilization plans. During 2010 and 2009, BGE
recovered $61.8 million and $51.4 million, respectively, of
electricity purchased for resale expenses and carrying charges
related to the rate stabilization plan regulatory asset. BGE. began
amortizing the regulatory asser 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 participated in the deferral from June 1, 2007 to
December 31, 2007 repaid the deferred charges without interest '
over a 21-month period which began in April 2008 and ended
in December 2009.

Other
As described in Note 1, deferred fuel costs are the difference
berween our actual costs of purchased energy and our fuel rate
revenues collected from customers. We reduce deferred fuel costs
as we collect them from our customers.

We exclude other deferred fuel costs from rate base because
their existence is relatively short-lived. These costs are recovered
in the following year through our fuel rates.

Electric Generation-Related Regulatory Asset

As a result of the deregulation of electric generation, BGE ceased
to meet the requirements for accounting for a regulated business
for the previous electric generation portion of its business. As a
result, BGE wrote-off its entire individual, generation-related
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 regulated rate
of return. These amounts were $53.3 million as of
December 31, 2010 and $62.8 million as of December 31,

©2009. 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 depreclauon 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
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component of depreciation expense and the related accumulated
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 electrrc assets by increasing a regulatory
liability. This hablhty is relieved when actual removal costs are
incurred.

Income Taxes Recoverable Through Future Rates (net)

As described in Noze I, income taxes recoverable through furure
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 dlffcrences reverse.

Deferred Smart Energy Savers Programs™ Costs
Deferred Smart Energy Savers Program®™ costs are the costs
incurred to 1mp1ement demand response and conservation
programs. These programs are designed to help BGE manage
peak demand, improve system reliability, 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 recovered over a 5-year amortization
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
incurred pursuant to an order by the Maryland PSC.

Deferred Advanced Meter Infrastructure Costs

Between 2007 and 2009, the Maryland PSC approved and BGE
conducted a series of successful smart grid pilot programs for a
total cost of $11.3 million, which, pursuant to a Maryland PSC
order, was deferred in a regulatory asset, without earning a
regulatory rate of return. In August 2010, the Maryland PSC
approved a comprehensrve smart gnd initiative for BGE which’
included the planned installation &f 2 million residential and
commercial electric and gas smart meters. As part of the

Maryland PSC’s August 2010 order, BGE has been authorized to
establish a separate regulatory asset for incremental costs incurred
to implement the initiative, net depreqanon and. amortization
associated with the meters, plus an appropriate return on these ¢
costs. Additionally, the Maryland PSC order requires that BGE
prove the cost effectiveness of the entire smart grid initiative
prior to seeking recovery of the costs deferred in these regulatory
assets. Therefore, the commencement and timing of the
amortization of these deferred costs is currently unknown.

Deferred Postretirement and Postemployment Benefit
Costs

We record a regulatory asset for the deferred postrctlremcnt and
postemployment benefit costs in excess of the costs we included
in the rates we charged our customers through 1997. We began
amortizing fhese costs over a 15-year period in 1998.

Deferred Environmental Costs

Deferred environmental costs are the estimated costs of
investigating and cleaning up contaminated sites we own. We
discuss this further in Note 12. We amortized $21.6 million of
these costs (the amount we had incurred through October1995)
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 forand ‘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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: 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 into 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,
through November 6, 2009.

We use a December 31 measurement date for our pension;
postretirement, other postemployment, and employee savings
plans. The following table summarizes our defined benefit
liabilities and their classification in our Consolidated Balance

Sheets:

2010 2009

At December 31,
(In millions)

Pension benefits $218.0 $411.7
Postretirement benefits 334.9 322.3
Postemployment benefits 55.0 50.6
Total defined benefir obligations 607.9 7846
Less: Amount recorded in other current

liabilities 33.2 40.7
Total noncurrent defined benefit obligations  $574.7  $743.9

Pension Benefits

We sponsor several defined benefit pension plans for our
employees. These include basic qualified plans that most
employees participate in and several non-qualified plans that are
available only to certain employees. A defined benefit plan .
specifies the amount of benefits a plgn 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.

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 base 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 rerirees who
were under the age of 55 on January 1, 2002 are capped at the
2002 level. Wé also amended our plans to- increase the Medicare
eligible retirees’ share of medical costs.

In 2003, the President signed into Jaw 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 2010 Accumulated Postretirement Benefit Obligation by
$30.9 million and our 2010 postretirement medical payments by
$2.2 million.

Liability Adjustments

At December 31, 2010 and 2009, our pension obligations and
the fair value of our plan assets for our qualified and our
nonqualified pension plans were as follows:

Qualified Non-Qualified

At December 31, 2010 Plan Plans Total
(In millions)
Accumulated benefit
obligation $1,405.2 $87.8 $1,493.0
Fair value: of assets 1,408.1 p— 1,408:.1

Ner (asset) unfunded -

obligation $ (29 $87.8 $ 849
Qualified Non-Qualified
At December 31, 2009 Plan Plans Total
Accumulated benefit
obligation $1,277.5 $84.1 $1,361.6
Fair value of assets 1,058.1 — 1,058.1
Net unfunded obligation ~ $ 219.4 $84.1  $ 303.5

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
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postretirement benefits in terms of the accumulated ]Is’ensi;m Postretirement
postretirement benefit obligation. _ DCnents Benefits
The following table summarizes the impacts of funded 2010 2009 2010 2009

status adjustments recorded during 2010 and 2009: (In millions)
i : Change in plan assets

Accumulated Other  Fair value'of plan assets at

$1,058.1

Postretirement Comprehensive January 1 $ 876 $ — § —
Pension Benefit Income (Loss) Actual return on plan.assets 148.8 217.6 — —
Liability Liability Pre-tax . - After-tax ~ Employer contribution (1) 289.1 341.5 18.5 24.4
(In millions) Plan participants’
December 31, ; contributions — — 10.5 10.2
2010 $ 73.7 $.10.9 $(84.6)  $(54.6) Separation of CENG Plan — (234.4) — _
b b Settlements (5.2) (19.0) — J—
005 31 $ 493 . 10 5 g3 5 254 Bencli paid D) 827)  (1152) (29.0) (34.6)
November 6 Fair value of plan assets ar

2009 (1) $Q1L7) . $(209)  $232.6  $1380  emmccomber3] 31,4081 910581 8 — $ —

(1) We performed a remeasurement of our pension and postretiremént (1) Includes benefit payments for unfunded plans.

2

obligations at November 6, 2009 in connection with the separation

of '@ portion of those plans upon the deconsolidation of CENG.

Pension benefits paid include annuity payments and lump-sum
distributions.

3)

Postretirement benefits paid are net of Medicare Part D reimbursements.
Obligations and Assets

We show the change in the benefit obligations and plan assets of
the pension and postretirement benefit plans in the following
tables. Postretirement benefit plan amounts are presented net of
expected reimbursements: under Medicare Part D.

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:

Pension Postretirement Year Ended December 31, 2010 2009 2008
Benefits Benefits —
2000 2009 2010 2009 o (In millions)
e millions) Compo.nents of net periodic

Change in benefit pension benefit cost

obligation (1) Service cost $ 379 §$ 508 $ 554

gation ( .

Benefit obligation at Interest cost 847 1011 100.2

January 1 $1,469.8 $1,804.3 $322.3 $4154
e 379 s0.8 4 &3 Expect.ed return on plan assets (101.8) (118.9) (111.3)
Interest cost 84.7 101.1 17.7 22.6 Amortization of unrecognized
Plan amendments — 2.4 (3.3) — prior service cost 3.9 10.9 10.9
Plan participants’ Recognized net actuarial loss 34.4 38.3 24.7

contributions — — 10.5 102 A italized
Actuarial loss (gain) 124.0 55.8 14.2 1.0 mount caPltallZC as (10.2) (10.2) (10.2)
Separation of CENG plans (B.0)  (410.5) —  (98.6) construcuon cost : : :
g“d?;l“cms ation bench ((5)%) (13'?) 0‘1‘ . 7 Nert periodic pension benefit o » e

pecs termination benetirs + o 5 . H — . .

Benefits paid (2)(3) ®29) (1152 (29.0) (346 <otV $ 489 $ 720 § 697
Bégi;;%i%a;l‘m at S16261  $14608 $3349  $322.3 (1) Net periodic pension benefit cost excludes settlement charges of

(1) Amounts reflect projected benefit obligation for pension benefits and
accumulated postretirement benefit obligation for postretirement benefits.

(2)  Pension benefoss paid include annuity payments and lump-sum
distributions.

(3) . Postretirement benefits paid are net of Medicare Part D reimbursements.
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$1.5 million and termination benefits of $0.6 million in
2010, setslement charge of $9.0 million and termination
benefits of $0.1 million in 2009, and termination benefits of
$2.2 million in 2008. BGE’s portion of our net periodic
pension benefit costs, excluding amount capitalized, was
$30.9 million in 2010, -$27.9 million in 2009, and

$25.5 million in' 2008. The vast ?mzjorz'zy of our retirees were

BGE employees.



We show the components of net periodic postretirement
benefit cost in the following table:
t

2010 2009

(In ‘millions)

Year Ended December 31, 2008

Components of net periodic
postretirement benefit cost

Service cost $24 $63 $ 6.1
Interest cost 17.7 22.6 24.0
Amortization of transition obligation 2.1 2.1 2.1

Recognized net actuarial loss
Amortization of unrecognized prior

service cost (26) (34 (3.5
Amount capitalized as construction

cost - (5.4) (6.3) (7.6)
Ner periodic postretirement benefit ' o

cost (1) $14.6 $235 $23.1

(1) Ner periodic postretirement benefit cost excludes termination
benefits of 30.1 million in 2010 and $0.8 million in 2008.
BGES portion of our net periodic postretirement benefit cost,
excluding amounts capitalized, was $17.2 million in 2010,
$318.7 million in 2009, and $20.4 million in 2008.

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 loss” and of expected
amortization of those amounts over the next twelve months:

. . Expected
Pension Postretirement Amorti
ortiz-
Benefits Benefits .
ation Next
2010 2009 2010 2009 12 Months
(In millions)
Unrecognized
actuarial loss $741.4 $702.2° $653 $515 $49.5
Unrecognized ; X ¥
prior service
cost 6.1 9.9 (14.0) (13.9) L1
Unrecognized
transition
obligation - —_ — 3.5 6.2 1.8
Toral $747.5 $712.1 .$54.8 $43.8 $52.4

Expected Cash Benefit Payments

The pension and postretirement benefits we expect to pay in
cach 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, 2010, but

" include benefits attributable to estimated future employee
service. ‘
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0.4 2.2 2.0

Pension Postretirement
~Benefits Benefits (1)
2011 $105.5 $ 23.0
2012 100.5 23.3
2013 108.1 23.8
2014 111.3 24.4
2015 147.9 24.8
2016-2020 669.3 127.4
(1) Postretirement benefit payments are net of Medicare Part D
reimbursements.
Assumptions

We made the assumptions below to calculate our pension and
postretirement -benefit obligations and periodic cost.:

Pension Postretirement As .
Benefits Benefits IS umption
mpacts
2010 2009 2010 2009 Calculation of
Discount rate 5.50% G6.00% 5.50% 6.00% Benefit
Obligation and
. Periodic Cost
Expected return on 850 850 NA N/A ~ Periodic Cost
plan assets
Benefit

Rate of 4.0 4.0 4.0 4.0
com-pensation ‘ Obligation and
increase Periodic Cost

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 and expected returns
for each asset class at the beginning of 2010. Effective in 2011,
we reduced our expected long-term rate of return assumption to
8.00% reflecting our updated investment strategy, asset mix, and
expected return for each asset class.

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, 2010 2009
Next year 8.5% 8.0%
Following year 7.5% 7.5%
Ultimate trend rate '5.0% 5.0%
Year ultimate trend rate reached 2017 2016

A one-percentage point increase in the health care inflation
rate from the assumed rates would increase the accumulated
postretirement benefit obligation by approximately $21.6 million
as of December 31, 2010 and would increase the combined
service and interest costs of the postretirement benefit cost by
approximately $1.2 million annually.

A one—percéntage point decrease in the health care inflation
rate from the assumed rates would decrease the accumulated
postretirement benefit obligation by approximately $18.8 million



as of December 31, 2010 and would decrease the combined
service and interest costs of the postretirement benefit cost by
approximately $1.1 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) withourt excessive
volatility,

¢ produce investment results that meet or exceed the

assumed long-term rate of return,
"¢ improve the funded status of the plan over time, and
-4 reduce future contribution and expense volatility as
funded status improves.

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:

& return seeking 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 60% 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 liability hedging assets.to reduce
its total risk.

Return Seeking Assets

The purpose of return seeking. 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 Hedgmg Assets

The purpose of liability hedging assets, such as long duration
bonds and interest rate derivatives, 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 \V
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 Allocation

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 2010 and
2009 are provided below. ‘

Target Actual
Allocation Allocation
At December 31, -2010 2009 2010 2009
Global equity securities 42%  48% 42%  57%
Fixed income securities 40 30 37 27
Alternative investments 12 15 8 7
High yield bonds 6 7 6 7
Cash and cash equwalents — — 7 2
Derivarive instruments R — —_ _—
Total 100%. 100% - 100% 100%

The targert asset allocation also allows for investments in
financial instruments, including asset-backed securities and
collateralized mortgage obligations, which are exposed to interest
rate and market risk as well as overall market volatility. These
instruments are sensitive to changes in economic conditions.
Such changes could materially affect the amounts reported.

The actual portfolio was rebalanced in December 2010 in
accordance with policy target allocations and an improvement in
funded status. The Committee will also rebalance our portfolio
periodically when the actual allocations fall outside of the ranges
prescribed in the investment policy or as the funded status
improves.

Fair Value Hierarchy

We determine the fair value of the plan assets using unadjusted
quoted prices in active markets (Level 1) or pricing inputs that
are observable (Level 2) whenever thar information 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 lowest 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 tables set: forth by level, within the fair value
hierarchy, the investments in the Plans’ master trust at fair value
as of December 31, 2010 and 2009:

‘Total’

Fair
At December 31, 2010 Level 1 - Level 2 .Level 3 Value
(In millions)
Global equity securities: ]
Marketable equity ‘ :
securities $143.6 $ % — $ 1436
Common collective ’
trusts — 44735 — 4475
Fixed income securities:
Corporate debt
securities —_— 327.9 —_ 327.9
Government / agency .
.. securities — 113.0 — 113.0
Municipal bonds — 54.8 —_ 54.8
Guarantee insurance -
contracts — 21.6 - 21.6
High yield bonds — 86.9 — 86.9
Cash equivalents 93.6 — — 93.6
Derivative instruments —_ 0.9 — 0.9
Alternative investments — — 118.3 118.3
Total $237.2 $1,052.6 $118.3 $1,408.1
Total
Fair
At December 31, 2009 Tevel 1 Level 2 Level 3 Value
(In millions)
Global equity securities $215.4 $383.0 $ — $ 5984
Fixed income securities — 2892 e 289.2
High yield bonds 0.6 75.6 — 76.2
Cash equivalents 19.9 — — 19.9
Alternative investments — —_ 74.4 74.4
Total $235.9 $747.8 $74.4 $1,058.1

The following is a description :)f the valuation
methodologies used for assets measured at fair value:

¢ Global equity securities, which include marketable
equity securities and common collective trust securities,
are valued at unadjusted quoted markert 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 or financial
institution sponsoring such funds by dividing the fund’s
net assets at fair value by its units outstanding at the
valuation dates.

¢ Fixed income (primarily corporate debt securities,
government and agency securities, municipal bonds, and

guarantee insurance contracts), high yield bonds, and
over-the-counter. derivatives are valued based on: external
price data of comparable securities (Level 2). ‘

¢ Cash equivalents consist of money market funds, which
are valued by multiplying unadjusted quoted prices in
active markets by the quantity of the assets (Level 1).

¢ Alternative investments' primarily consist of hedge funds,
real estate 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 a2 manner consistent
with generally accepted accounting principles in the
United States of America for investment companies.
Among other requirements, the partnerships must value:
their underlying investments 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 thatr 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 years ended December 31,
2010 and 2009: '

Year Ended
December 31,

2010 2009
(In millions)

Balance at beginning of period $ 744 $96.3
Actual return on plan assets:

Assets still held at year end (32.1) (2.5)

Assets sold during the year 37.0 6.4
Purchases, sales, and settlements 22.2 (10.8)
Transfers into Level 3 16.8
Transfers out of Level 3 —
Net transfers into and out of Level 3 16.8 (15.0)
Balance at end of year $118.3 §$ 744

Contributions and Benefit Payments

We contributed $279.7 million to our qualified pension plans in
2010. $243.0 million of this contribution was an acceleration of
estimated calendar year 2011 and 2012 contributions. Therefore,
we do not plan‘to make contributions to our qualified pension
plans in 2011 and 2012. Our non-qualified pension plans and
our postretirement benefit programs are not funded. We estimate
that we will incur approximately $7 million in pension benefits
for our non-qualified pension plans and approximately

$23 million for retiree health and life insurance costs net of
Medicare Part D during 2011.
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Other Postemployment Benefits
We provide the following postemployment benefits:
¢ health and life insurance benefits to eligible employees
determined to be disabled under our Disability
Insurance Plan, and o
¢ income replacement payments for employees determined
to be disabled before November 1995 (payments for
employees determined to be disabled after that date are
paid by an insurance company, and the cost is paid by
employees).
We recognized expense associated with our other

postemployment benefits of $9.9 million in 2010, $5.3 million \

in 2009, and $1.9 million in 2008. BGE’s portion of expense
associated with other postemployment benefits was $7.6 million
in 2010, $4.4 million in 2009, and $2.2 million in 2008.

We assumed the discount rate for other postemployment
benefits to be 4.00% in 2010 and 4.75% in 2009. This
assumption impacts the calculation of our other postemployment
benefit obligation and periodic cost.

Employee Savings Plan Benefits

We sponsored two defined contribution 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. For all remaining eligible employees of Constellation
Energy, we continue to sponsor a defined contribution 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, 2010 2009 . 2008
(In millions)
Nonregulated businesses $ 99 $148 $17.6
BGE ) 6.3 5.7 5.8
Total Constellation Energy $16.2 $20.5 $23.4
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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 NewEnergy business.
Constellation Energy had bank lines of credit under
committed credit facilities totaling $4.2 billion at December 31,
2010 for short-term financial needs as follows:

Type of Credit Amount

Facility (In billions)  Expiration Date  Capacity Type
Letters of credit

Syndicated Revolver $2.50 October 2013 and cash

. Letter of credit

Commodity-linked 0.50 August 2014 and cash

Bilateral 0.55 September 2014  Letters of credit
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 $4.20

At December 31, 2010, we had approximately $1.6 billion
in letters of credit issued, including $0.4 billion in letters of
credit issued under the commodities-linked credit facility
discussed below, and no commercial paper outstanding under
these facilities. .

The commodity-linked credit facility currently allows for
the issuance of letters of credit and, as modified in 2010, for
cash borrowings, 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 NewEnergy business because its capacity increases up to the
maximum capacity as natural gas price levels decrease compared
to a reference price that is adjusted periodically.

At December 31, 2010, Constellation Energy had
$32.4 million of short-term notes outstanding with a weighted-
average effective interest rate of 6.56%.

BGE N

BGE has a'$600.0 million revolving credit facility expiring in
December 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. At December 31, 2010, BGE had no
commercial paper outstanding. There were immaterial letters of
credit outstanding at December 31, 2010.

Net Available Liquidity
The following table provides a summary of our net available
liquidity at December 31, 2010:

Constellation
Energy
At December 31, 2010 (excluding BGE) BGE
(In billions)
Credit facilities (1) $3.7 $0.6
Less: Letters of credit issued (1) (1.2) —
Less: Cash drawn on credit facilities — —
Undrawn facilities . 2.5 0.6
Less: Commercial paper outstanding — —
Net. available facilities 2.5 0.6
Add: Cash and cash equivalents (2) 2.0 —
Less: Reserved cash (3) (1.2) —
Net available liquidity $33 $0.6

(1) Excludes $0.5 billion commodity-linked credit facility due to
its contingent nature and $0.4 billion in letters of credit posted
against it.

(2) BGE’ cash balance at December 31, 2010 was $50.0 million.

(3) Represents management’s expectation at December 31, 2010 of
payments for the January 2011 acquisition of the Boston
Generating plants (31.0 billion) and the January 2011
retirement of the 2012 Notes (30.2 billion).

Credit Facility Compliance and Covenants

The credit facilities of Constellation Energy and BGE contain a
material adverse change representation but draws on the facilities
are not conditioned upon Constellation Energy and BGE
making this representation at the time of the draw. However, to
the extent a material adverse change has occurred and prevents
Constellation Energy or BGE from making other representations
that are required at the time of the draw, the draw would be
‘prohibited. ‘

Certain credit facilities of Constellation Energy contain a
provision requiring Constellation Energy to maintain a ratio of
debr to capitalization equal to or less than 65%. At
December 31, 2010, the debt to capitalization ratio as defined
in the credit agreements was 36%.

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, 2010, the debr to
capitalization ratio for BGE as defined in this credit agreement
was 43%.
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Decreases in Constellation Energy’s or BGE’s credit ratings
would not trigger an early payment on any of our, or BGE’s;.
credit facilities. However, the impact of a credit ratings -
downgrade on our financial ratios associated with our credit
facility covenants would depend onour financial condition at
the time of such a downgrade and on the source of funds used
1o satisfy the incremental collateral obligation resulting from a
credit ratings downgrade. For example, if we were to use existing
cash balances to fund the cash portion of any additional

collateral obligations resulting 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-térm debt, common stock, noncontrolling interests, and

preferexicc stock, as of December 31, 2010 and 2009.

At December 31,

2010

2009

Long-Term Debt
Long-term debt of Constellation Energy: -

. 8.625% Series A Junior Subordinated Debentures, due ]une 15 2063

(In. millions)

. $ 450.0 $ 450.0

7.00% Fixed-Rate Notes, due April 1, 2012 213.5 700.0
4.55% Fixed-Rate Notes, due June 15, 2015 550.0 550.0
5.15% Fixed-Rate Notes, due December 1, 2020 550.0 —
7.60% Fixed-Rate Notes, due April 1, 2032 700.0 700.0
Fair Value of Interest Rate Swaps. - 36.2 38.6
Fotal long-term debt of Constellation Energy 2,499.7 2,438.6
" Long-term ‘debt of nonregulated businesses
Tax-exempt debt transferred from BGE effective July 1 2000 - :
4.10% Pollution control loan, due July 1, 2014. 20.0 20.0
Tax-exempt variable rate notes, due April 1, 2024 , 75.0 75.0
Tax-exempt variable rate notes, due December I, 2025 - — 47.0
Tax-exempt variable rate notes, due December 1, 2037 — 65.0
+15.00% Mortgage note, due June 15, 2010 — 0.4
7.3% Fixed-Rate Note, due June 1, 2012 1.7 1.7
_ Asset-based lending agreement due July 16, 2012 18.0 27.1
Total long-term debrt of nonregulated businesses 114.7 236.2
Other long—terrn debt of BGE
0 ..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 131.5 131.5
" Total otheru long-term debt of BGE 1,431.5 1,431.5
6.20% "deferrable interest subordinated . debentures. due October 15, 2043 to BGE wholly owned BGE
~ Capital Trust II relating to trust preferred securities 257.7 257.7
Rate stabilization bonds v 454.4 510.9
Unamortized discount and premium (3.9) (4.0)
Current portion. of long=term debt (305.3) “(56.9)

Total long-rermi‘debr »

$ 4,448.8 $ 4,814.0
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At December 31, 2010 2009
- » (In millions)
Equity: '
Noncontrolling: Interests $ 888 §$ 753
BGE Preference Stock
Cumulative preference stock not subject to mandatory redemption, 6,500,000 shares authorized
7.125%, 1993 Series, 400,000 shares outstanding, callable at $101 07 per share until June 30, 2011,
and art lesser amounts thereafter 40.0 40.0
6.97%, 1993 Series, 500,000 shares outstanding, callable at $101 05 per share until September 30, ‘
2011, and at lesser amounts thereafter 50.0 50.0
6.70%, 1993 Series, 400,000 shares outstanding, callable at $101.01 per share until December 31,
2011, and at lesser amounts thereafter 40.0 40.0
6.99%, 1995 Series, 600,000 shares outstanding, callable at $101.75 per share untll September 30,
2011, and at lesser amounts thereafter 60.0 60.0
Total BGE preference stock not subject to mandarory redemption 190.0 190.0
Common Shareholders’ Equity
Common stock without par value, 600,000,000 shares authorized; 199,788,658 and 200,985,414 shares
issued and outstanding at December 31, 2010 and 2009, respectively. (At December 31, 2010,
12,818,160 shares were reserved for the long-term incentive plans, 8,788,849 shares were reserved for
the shareholder investment plan, and 1,884,258 shares were reserved for the employee savings plan) 3,231.7 3,229.6
Retained earnings 5,270.8 6,461.0
Accumulated other comprehensive loss (673.3) (993.5)
Total common shareholders’ equity 7,829.2 8,697.1
Total Equiry 8,108.0  8,962.4

Total Capitalization

'$12,556.8 $13,776.4

BGE Common Shareholder Equity

At December 31, 2010 2009
(I millions)

Common Stock $1,293.1  $1,293.1

Retained Earnings 779.5 645.1

Accumulated other comprehensive _
income 0.6 0.6

Total BGE common shareholder equity  $2,073.2  $1,938.8

Certain prior-period amounts have bden reclassified to conform with

the current period’s presentation.

Long-term Debt

Long-term debt matures in one year or more from the date of
issuance. The long-term debt of Constellation Energy and BGE
do not contain material adverse change clauses. We detail our
long-term debt in the table above.

Constellation Energy

5.15% Notes due December 1, 2020

In December 2010, we issued $550 million of 5.15% Notes due
December 1, 2020. Interest is payable semi-annually on June 1
and December 1, beginning June 1, 2011. At any time prior to
September 1, 2020, we may redeem some or all of the notes at
a price equal to the greater of 100% of the principal amount of
the notes outstanding to be redeemed and the sum of the

present values of the remaining scheduled payments of principal
and interest on the notes being redeemed, discounted to the
redemption date on a semi-annual basis at the Treasury rate plus
30 basis points, plus accrued interest. After September 1, 2020,
we may redeem some or all of the notes at a price equal to
100% of the principal amount of the notes outstanding to be
redeemed plus accrued interest on the principal amount being
redeemed to the redemption date.

Additionally, in December 2010, we issued a notice to
redeem $213.5 million of our 7.00% Notes, which represented
the remaining outstanding 7.00% Notes due April 1, 2012. As
such, we classified these hotes as “Current portion of long-term
debt” in our Consolidated Balance Sheets. In January 2011, we
redeemed these notes with part of the proceeds from the
issuance of the $550 million 5.15% Notes, terminated the
associated interest rate swaps, and recognized a pre-tax loss of
approximately $5 million on this transaction.

During February 2011, we entered into interest rate swaps
qualifying as fair value hedges related o $350 million of our
fixed rate debt maturing in 2015. We also- entered into
$150 million of interest rate swaps related to our fixed rate debt
maturing in 2020 that do not qualify as fair value hedges, and
will be marked to market through earnings. These swaps
effectively converted $500 million notional amount of fixed rate
debt to floating rate for the term of the swaps.

We discuss our interest rate swaps in Note 13.
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Upstream Gas Property Asset-Based Lending Agreement

In July 2009; we entered into a three year asset-based lending
agreement associated with certainiupstream gas properties that
we own. At December 31, 2010, the borrowing base committed
under the facility was $100 million, .of which $18.0 million 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 debr 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 asser-based lending agreement contains a provision
that requires certain of our entities that own our upstream gas
properties to maintain a current ratio of one-to-one. As of
Decerhber 31,:2010, these entities were in compliance with this
provision.

Voluntary Debt Retirements

As part of our voluntary commitment to reduce our debt by
$1 billion with funds received from the EDF transaction, we
retired the following debt completing this commitment.:

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%. We
recorded a loss on this transaction of $51.6 million within'™

“Interest expense” on our Consolidated Staternents of Income
(Loss).

Tix-Exempt Notes
During 2009, we retired approximately $150 million of variable

rate tax exempt notes prior to maturity. In March; 2010, we
repurchased our outstanding $47 million and $65 million
variable rate tax-exempt notes. Since these notes are variable rate
instruments, there was no gain or loss recorded upon repurchase.

Zero Coupon Senior Notes” o
In November 2009, we redeerhed 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 Consolidated
Statements of Income (Loss).

BGE

Secured Indenture

BGE entered into g secured indenture in July 2009. The secured
indenture creates  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, 2010, 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 Noze 4. Below are the derails of the rate
stabilization bonds at December 31, 2010:

Scheduled
Principal Interest Rate - Maturity Date
$115.2 5.47% 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 a ten 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.

BGEY Other Long-Term Debt
On July 1, 2000, BGE transferred $278.0" million of tax-exempt
debt to our Generation business related to the transferred
generating assets. At December 31, 2010, 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, 2010 has a weighted average interest rate of
6.73%, maturing between 2011 and 2012.

BGE Deférrable Interest Subordindted 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 preferred
security plus accrued but unpaid distributions when the 6.20%
debentures are paid at maturity or upon any earlier redemption.
BGE has the option to redeem the 6.20% debentures at any
time on or after November 21, 2008 or at any time when
certain tax or other events occur.

BGE Trust IT will use the interest paid on the 6.20%
debentures to make distributions on the Trust Preferred
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Securities. The 6.20% debentures are the only assets of BGE
TrustIL _

BGE fully and unconditionally guarantees the Trust
Preferred Securities based on its various obligations relating to
the trust agreement, indentures, 6.20% debentures, and the
preferred security guarantee agreement.

For the payment of dividends and in the event of
liquidation of BGE, the 6.20% debentures are ranked prior to
preference stock and common stock.

Maturities of Long-Term Debt
As of December 31, 2010, our long-term borrowings mature on
the following schedule:

Cbnétellation Nonregulated

Total

Year ° Energy Businesses BGE
(In millions) .

2011, $ 2236 .$ — $ 817 $ 3053
2012 — 19.7 172.5 192.2
2013 — — 466.6 466.6
2014 - 20.0 70.4 90.4
2015 576.2 _— 74.5 650.7
Thereafter 1,699.9 75.0 1,277.9 3,052.8
Total $2,499.7 $114.7  $2,143.6 $4,758.0

Weighted-Average Interest Rates for Variable Rate Debt
Our weighted-average interest rates for variable rate debt
outstanding were;
At December 31,

2010 2009

Nonregulated Businesses
(including Constellation Energy)
Loans under credit agreements
Tax-exempt debt
Fixed-rate debt converted to floating *

4.50% 4.50%
-0.30% 1.22%
1.23% 2.30%
* As discussed in Note 13, as of December 31, 2010, we have
interest rate swaps relating to $400.0 million of our fixed-rate
debt. In January 2011, we tqrmim_:ted $200.0 million of these
swaps. :

Preference Stock
Each series of BGE preference stock has no voting power, except
for the following: :

@ the preference stock has one vote per share on any
charter amendment which would create or authorize any
shares of stock ranking prior to or on 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 forch 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.

Dividend Restrictions

Constellation Energy

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, unless Constellation Energy elects to defer interest
payments-on the 8.625%. Series A Junior Subordinated
Debentures due June 15, 2063, and any deferred interest
remains unpaid.

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 EDF, 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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10...

The components of income tax expense are as follows: -
|

Year Ended December 31, . 2010 2009 2008

(Dollar amounts in millions)

Income Taxes

Current

Federal , $ (469 $ 8915 $ 2.8

State ) 102.0 260.4 48.1
Current taxes charged to expense : . . 55.1 1,151.9 50.9
Deferred : .

Federal ‘ (521.4) 1,474.5 (101.6)

State ’ (194.9) 372.5 (21.2)
Deferred taxes (credited) charged to expense * (716.3)  1,847.0 (122.8)
Investment tax credit adjustments (4.5) (12.1) (6.4)
Income taxes per Consolidated Statements of Income (Loss) $(665.7) '$2,986.8 $ (78.3)

Total income taxes are different from the amount that would be computed by applying 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 income taxes . $(1,597.5). $7,490.2.  $(1,396.7)
Statutory. federal income’ tax rate ' 35% 35% 35%
Income taxes computed at statutory federal rate (559.1) 2,621.6 (488:8)
Increases (decreases) in income’ taxes due to v

State income taxes, net of federal income tax benefit (60.4) 411.0 17.3
Merger-related transaction costs — (79.3) 416.2
Interest expense on mandatorily redeemable preferred stock . — 23.7 7.8
Qualified decommissioning impairment losses — 3.1 (28:5)
Amortization of deferred investment tax credits (4.5) (12.1) (6.4)
Noncontrolling interest operating results (13.1) (16.4) 6.0
Nondeductible international losses : — 19.2 —
Other (28.6) 16.0 (1.9)
Total income taxes ) $ (665.7) $2,986.8 $ (78.3)
Effective income tax rate 41.7% 39.9% 5.6%

. :

BGE’s effective tax rate was 39.7% in 2010; 41.3% in 2009, and 28.7% in 2008. In general, the primary difference berween
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 decrease in BGE's effective tax rate in 2010 is primarily due to the inclusion of a loss on
the sale of a noncontrolling interest in pretax earnings in 2009 that was ndt included in 2010 pretax earnings as a result of the
January 2010 sale of that interest. The increase in BGE’s 2009 effective tax rate from 2008 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:

A

At December 31,

-

BGE
2010

Constellation Energy

2010 2009

2009

Deferred Income Taxes
Deferred tax liabilities
Ner property, plant and equipment

(In millions)

$1,768.3  $1,189.5 $1,152.3 $ 920.1

Regulatory assets, net 256.8 263.0 256.8 263.0
Derivative assets and liabilities, net (34.1) 329.6 — —
Investment in CENG 1,044.3 2,114.7 — —_
Other 12.1 6.2 (80.0) (55.1)
Total deferred tax liabilities 3,047.4 3,903.0 1,329.1 1,128.0
Deferred tax assets :
Defined benefit obligations 249.0 311.7 (79.7) (23.7)
Financial investments and hedging instruments 111.4 337.0 — —
Deferred investment tax credits : 109 13.0 . 3.2 . 3.8
Other 129.8 163.7 20.6 71.5
Total deferred tax assets 501.1 825.4 (55.9) 51.6
Total deferred tax liability, net 2,546.3  3,077.6 1,385.0  1,076.4
Less: Current portion of deferred tax liability/(asset) 56.5 (127.9) 30.1 (11.2)
Long-term portion of deferred tax liability, net $2,489.8 $3,205.5 $1,354.9 $1,087.6

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 consolidared
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.
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Unrecognized Tax Benefits

The following table summarizes the change in unrecognized tax
benefits during 2010 and 2009 and our total unrecognized tax
benefits at December 31, 2010 and 2009:

2010 2009
(In millions)
Tortal unrecognized tax benefits, January 1 ~ $ 312.5 $ 189.7
Increases in tax positions related to the
current year 5.9 101.5
Increases in tax positions related to prior
years 26.0 148.4
Reductions in“tax positions related to prior
years (104.0)  (126.3)
Reductions in tax positions as a result of a
lapse of the applicable statute of
limitations (0.6) (0.8)
Total unrecognized tax benefits,
December 31 (1) $239.8 $3125

(1) BGES portion of our total unrecognized tax benefits at
December 31, 201 0 and 2009 was $72.9 million and
$111.8 million, respectively.

If the total amount of unrecognized tax benefits of
$239.8 million were ultimately realized, our income tax expense
would decrease by approximately $167 million. However, the
$167 million includes state tax refund claims of $55.9 million
that have been disallowed by tax authorities and are subject to
appeals.
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It is reasonably possible that unrecognized tax benefits
could decrease within the next year by approximately
$72.9 million as a result of an expected settlement with the IRS
regarding BGE’s change of accounting method for tax purposes' _
with respect to certain transmission and distribution
expenditures. This decrease is not expected to have a material
impact on BGE’s financial condition or results of operation.

Interest and penalties recorded in our Consolidated
Statements of Income (Loss) as tax (benefit) expense relating to
liabilities for unrecognized tax benefits were as follows:

For the Year Ended
December 31,

2010 2009 2008

(In millions)
Interest and penalties recorded as rax
(benefit) expense

$6.3) $12.8  $(0.4)

BGE’ portion of interest and penalties was immaterial for all years.

Accrued interest and penalties recognized in our
Consolidated Balance Sheets were $16.8 million, of which BGE’s
portion was $3.8 million at December 31, 2010, and
$23.1 million, of which BGE’s portion was $1.6 million, at
December 31, 2009. '
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1 1 Leases

There are two types of leases-——operatmg and capital. Capltal

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. Thc 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. We classify power
purchase agreements as leases if the agreement in substance
provides us the ability to control the use of the underlying
power generating facilities.

Under these agreements, we are required to make fixed
capacity payments, as well as variable payments based on actual
output of the plants. We record these payments as “Fuel and
purchased energy expenses” in our Consolidated Statements of
Income (Loss). We exclude from our future minimum lease
payments table the variable payments related to the output of
the plant due to the contingency associated with these payments.

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 thiese contracts must be accounted for as
leases. Our time charter leases have terms ranging in duration
from 1 to 60 months. These arrangements do not include
provisions for material rent increases and do not have provisions
for rent holidays, contingent rentals or other incentives. In 2010,
2009, and 2008, we recognized aggregate lease expense of
approximately $11 million, $145 million and $477 million,
respectively, related to 12, 31 and 49 dry bulk freight vessels,
respectively, hired under time charter arrangements. The average
term of these arrangements is approdmartely 2-3 months. We
record the payments as “Fuel and purchased energy expenses” in
our Consolidated Statements of Income (Loss). :

We recognized expense related to our operating leases as
follows:

Fuel and
purchased
energy Operating
expenses  expenses Total
(In millions)
2010 $227.9 $30.2 $258.1
2009 385.6 37.2 422.8
. 2008 664.8 38.0 702.8

At December 31, 2010, we 6wed future minimum
paymems for long—term, noncancelable, operatmg leases as
follows:

Power
» ‘ Purchase
Year Agreemems " Other  Total
' - (In millions).
2011 $171.3 $ 30.8 $202.1
2012 145.6 268 1724
2013 130.8 24.8 155.6
2014 126.0 22.5 148.5
2015 - 126.6 26.3 152.9
Thereafter - 72.6 357  108.3
Total future minimum lease o '
payments.. - : oo $772.9 . $166.9. $939.8

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
2010, 2009, and 2008, we recorded sub-lease income of
approximately $25 million, $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,
2010, the future minimum rentals to be received for these time
charters are shown below:

Time

Charter

Year Sub-Leases
(In millions)

2011 $ 224
2012 24.2
2013 17.5
2014 9.8
2015 : . 9.8
Thereafter 28.6
Total fusure minimum lease rentals $112.3
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1 2 Commitments, Guarantees, and Contingencies

Commitments

We have made substantial commitments in connection with our
Generation, NewEnergy, and regulated electric and gas, and
other nonregulated businesses. These commitments relate to:”

¢ purchase of electric generating capacity and energy,

¢ procurement and delivery of fuels,

¢ the capacity and transmission and transportation rights

for the physical ‘delivery of energy to meet our
obligations to our’ customers, and

¢ long-term service agreements, capxtal for construction = °

programs, and other. :

Our Generation and NewEnergy buéincssc's'enter into
various long-term contracts for the procurement and delivery of
fuels to supply our generating plant requirements. In most cases,
our contracts contain provisions for price escalations, minimum
purchase levels, and other financial commitments. These
contracts expire in various years between 2011 and 2018. In
addition, our NewEnergy business enters into long-term
contracts for the capacity andtransmission rights for the delivery
of energy to meet our physical obligations'to our customers.
These contracts expire in various years between 2011 and-2030.

Our Generation and NewEnergy businesses ‘also have’
committed to long-term service agreements and other purchase
commitmentsfor our plants. ‘

Our regulated: electric business enters into various long-term
contracts for the procurement of electricity. As of December 31,
2010; these contracts expire between 2011 and 2013 and
represent BGE’s estimated requirements to serve residential and
small commercial customers as follows: ‘

Percentage of

Estimated
Contract Duration Regquirements
From January 1, 2011 to September 2011 100%
From October 2011 to May 2012 75
From June 2012 to September 2012 , 50
From October 2012 to May 2013 . 25

] ¥ - E ¥

The cost of powéf under these contracts is recoverable
under the Provider of Last Resort agreement reached with the
Maryland PSC. ‘

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 in 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. I, and therefore are excluded from the rable
later in this Note. k

. We have also committed to long-term service agreements
and other obligations related to our information technology
systems. ’ '

At December 31, 2010, we “estimate our future obhgatlons
to be as follows:

Payments
2012- 2014-
2011 2013 2015  Thereafter  Total
. (In millions)
Competitive Businesses:
Purchased capacity
and energy $ 430.6 $ 503.0 $ :164.3 - $263.6 . $1,361.5
Purchased energy
from CENG (1) 488.4 1,761.2 1,735.5 3,985.1
Fuel and . . .
transportation 5357 4499 2502 1760 14118
Long-term service
agreements, capital,
and other” 6.6 115 74 54 309
Total competitive ‘ _
businesses 1,461.3 2,725.6  2,157.4  445.0 6,789.3
Corporate and Other: :
Long-term service
agreements, capital, .
and other 1225 11.6 0.1 e 34.2
Regulated:
Purchase obligations
" and other 23.9 6.9 —_ — 30.8
Total future obligations $1,507.7 $2,744.1 $2,157.5. $445.0 $6,854.3

(1) ~ As part of reaching & comprehensive agreement with EDF in October

2010, we modified our existing power purchase agreement with CENG to
be. unit contingent through the end of its original term in 2014.
Additionally, beginning in 2015 and continuing to.the end of the life of
the respective plants, we agreed, to purchase 50.01% of the available
output of CENG’s nuclear plants at market prices. We have included in
the table our commitments under this agreement for five years, the time
period for which we have more reliable data. Further, we continue to own

© 4'50,01% membership interést in CENG that we account for as an
equity method- investment.: See Note 16 for more details on this agreement.

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 electric 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 margin, at the time of execution.
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Guarantees

Our guarantees do not represent incremental Constellation
Energy obligations; rather they primarily represent parental
guarantees of subsidiary obligations. The following table
summarizes the maximum exposure by guarantor based on the
stated limit of our outstanding guarantees:

At December 31, 2010 Stated Limit
(In billions)
Constellation Energy guarantees $9.1
BGE guarantees 0.3
Total guarantees $9.4

At December 31, 2010, Constellation Energy had a total of
$9.4 billion in guarantees outstanding related to loans, credit
facilities, and contractual performance of certain of its
subsidiaries as described below.

¢ Constellation Energy guaranteed a face amount of

$9.1 billion as follows: .

4 $8.6 billion on behalf of our Generation and.
NewEnergy business to allow it the flexibility
needed to conduct business with counterparties
without having to post other formis of collateral.
Our estimated net-exposure for obligations under
commercial transactions covered by these guarantees
was approximately $1.5 billion at December 31,
2010, which represents the total amount the:parent
company could be required to fund based on
December 31, 2010 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 these plants have funds to meet
expenses and .obligations to safely operate-and - . .
maintain the plants. We recorded the fair value of

.$11.1 million. for these guarantees on. our, ;.

- Consolidated: Balance Sheets..
0 BGE guaranteed the Trust Preferred Securities of
$250.0 million of BGE Capital Trust II.

Contingencies

Litigation T

In the normal course of business, we are involved- in.various
legal proceedings. We discuss: the significant matters below:

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 securities,
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 thar 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 complamt on September 17;
2009. On November 17,.2009, the defendants moved to dismiss
the consolidated amended complaint in its entirety. On. .
August 13, 2010, the District Court of Maryland issued a ruling
on the motion. to dismiss, holding that the plaintiffs failed to
state a claim with respect.to the claims of the common
shareholders under the Securities Act of 1934 and restricting the
suit to those persons who purchased debentures in the June
2008 offering. 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.

Mercury

Since September 2002, BGE, Constellation Energy, and scveral
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 pharmaceutical companies, manufacturers of
vaccines, and manufacturers of Thimerosal have been sued.
Approximately 70 cases, involving claims related to
approximately 132 children, have been filed to date, with each
claimant séékihg $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 their possible effect on
our, or BGE’s, financial results. .
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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 485 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 know the specific
facts necessary to estimate their potential liability for these
claims. The specific facts we do not know include:

¢ the identity of the facilities at which the plaintiffs

allegedly worked as contractors,

¢ the names of the plaintiffs’ employers,

@ the dates on which and the places where the exposure

allegedly occurred, and.

o the facts and circumstances relating to the alleged

exposure. ’ . .

Until the relevant facts are determined, we are unable to
estimate what our, or BGE’s, 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 BGESs, 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 s its list of sites targeted for clean-up and enforcement,
and sent a general notice letter t0,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 portentially
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 potential range of
clean-up costs will not be known until the investigation is closer
to completion, which is expected in early 2011. 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 2011. In addition, the allocation of
the costs among the potentially responsible parties is not yet
known. The clean-up costs we incur could have a material effect
on our financial results. ’

Air Quality

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 a 20.99% 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 thart 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 $10.6 million, which includes the

$1 million penalty and our estimate of probable costs to
remediate contamination, replace drinking water supplies,
monitor groundwater conditions, and otherwise comply with the
consent decree. We have paid approximately $6.6 million of
these costs as of December 31, 2010, resulting in a remaining
liability at December 31, 2010 of $4.0 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 holda 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. During 2010, we recorded an impairment on
our investment in CENG. We discuss this impairment charge in
more derail in Note 2.

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 operating these
facilities and. the risks of a nuclear accident.

Operating Risks

The operation: of nuclear generating facilities involve routine

risks,“including;
L4
R 2
$

‘mechanical orstructural 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 commeraally available,

uncertainties regarding both technological and ﬁnancxal
aspects of decommissioning nuclear generating facilities,
terrorist attacks, and

environmental risks.

$
L4

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
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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:

Property and Accidental Outage Insurance

CENG's plants are provided property and accidental outage
insurance through Nuclear Electric Insurance Limited (NEIL).
Prior to July 1, 2010, CENG was the member-insured of NEIL.
Effective July 1, 2010, Constellation Energy and EDF became -
the members-insured through their ownership interest in CENG:
As the members-insured, Constellation Energy and EDF have
assigned the loss benefits under the insurance to CENG’s plants,
with CENG named as an additional insured party.

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 aggregare 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 Generation;
NewEnergy, regulated electric and gas businesses. Our
Generation and NewEnergy businesses include:

& the generation of electricity from our owned and
contractually- controlled physical assets,

@ the sale of power, gas, and other energy commodities to
wholesale and retail customers, and

¢ risk management services and energy trading activities.

Our regulated electric and gas businesses engage in

electricity and gas transmission and distribution activities in
Central Maryland at prices set by the' Maryland PSC that are
generally designed to recover our costs, including purchased fuel
and energy. Substantially all of our risk management activities
involving derivatives occur outside our regulated businesses. -

In carrying out our competitive business activities, we

purchase and sell power, fuel, and other energy-related
commodities in competitive markets. These activities expose us
to significant risks, including marker risk from price volatility for
energy commodities and the credit risks of counterparties with
which we enter into contracts. The sources of these risks
include, but are not limited to, the following:

& the risks of unfavorable changes in power prices in the
wholesale forward and spot markets in ‘which we sell a
portion of the power from our power generation
facilities and-purchase power to meet our Ioad -serving
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 obrtained for power produced from such fue! may
not change at the same rate as fuel costs.

¢ the risk that one or more counterparties may fail’ o
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" i

& foreign currency exchange rate risk associated with
international investments and purchases of equipment
and commodities in currencies other than U.S. dollars.

Objectives-and. Strategies for Using Derivatives
Risk Management Activities

To-lower our exposire to-the risk of unfavorable fluctuations in
commodity prices, interest rates, and foreign currency rates, we
routinely enter into derivative contracts, such as fixed-price
forward physical purchase and sales contracts, futures, financial
swaps, and option contracts traded in the over-the-counter
markets or on exchanges, for hedging purposes. The objectives
for entering into such hedging transactions primarily include:
& fixing the price for a portion of anticipated future
electriciry 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 o interest rate risk and foreign
currency exchange risks.

Non-Risk Management Activities
In addition to the use of derivartives for risk management

purposes, we also enter into derivative contracts for trading
purposes primarily for:

* opiirr_lizing the margin on surplus electricity generation
and load positions and surplus fuel supply and demand
positions,

& price discovery and verification, and

¢ deploying limited risk capital in an effort to generate
returns. - '

Accounting for Derivative Instruments

The accounting requirements for derivatives require recognition
of all qualifying derivative instruments on the balance sheet at
fair value as either assets or liabilities.

Accounting Designation
We must evaluate new and existing transactions and agreements
to determine whether they are derivatives, for which there are
several possible accounting treatments. Mark-to-marker is
required as the default accounting treatment for all derivatives
unless they qualify, and we specxﬁcally designate them, for one
of the other accounting treatments. Derivatives designated for
any of the elective accounting treatments must meet specific,
restrictive criteria, both at the time of designation and on an
ongoing basis. The permissible accounting treatments include:

¢ normal purchase normal sale (NPNS)

¢ cash flow hedge,

¢ fair value hedge, and

¢ mark-to-marker.

We discuss our accounting policies for derivatives and
hedging acrivities and their impacts on our financial statements
in Note 1. : ‘

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 cannot
subsequently change the election and treat the contract as a
derivative using mark-to-market or hedge accounting.

Cash Flow Hedging

We generally elect cash flow hedge accounting for most of the
derivatives that we use to hedge market price risk for our
physical energy delivery activities because hedge accounting more
closely aligns the timing of earnings recognition and cash flows
for the underlying business activities. Management monitors the
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potential impacts of commodity price changes and, where
appropriate, may enter into or close out (via offsetting
transactions) derivative transactiqns designated as cash flow

hedges.

Commodity Cash Flow Hedges

We have designated fixed-price forward contracts as cash-flow
hedges of forecasted sales of energy and forecasted purchases of
fuel and energy for the years 2011 through 2016. We had net
unrealized pre-tax losses on these cash-flow hedges recorded in
“Accumulated other comprehensive loss” of $388.0 million at
December 31, 2010 and $951.3 million at December 31, 2009.

We expect to reclassify $236.6 million of net pre-tax losses
on cash-flow hedges from “Accumulated other comprehensive
loss” into earnings during the next twelve months based on
market prices at December 31, 2010. However, the actual
amount reclassified into earnings could vary from the amounts
recorded at December 31, 2010, 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 following pre-tax amounts on such
contracts:

Year ended December 31, 2010 2009

(In millions)
$(0.3) $(241.0) $(31.7)

2008

Pre-tax losses

Interest Rate Swaps Designated as Cash Flow Hedges
We use interest rate swaps designated as cash flow hedges to
manage our interest rate exposures associated with new debt

issuances and to manage our exposure to fluctuations in interest
rates on variable rate debt. The effective portion of gains and
losses on these interest rate cash flow hedges, net of associated
deferred income tax effects, is recorded in “Accumulated other
comprehensive loss” in our Consolidated Statements of
Shareholders’ Equity and 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 p'eriods in
which the interest payments being hedged occur.

Accumulated other comprehensive loss includes net
unrealized pre-tax gains on interest rate cash-flow hedges of prior
debr issuances totaling $10.1 million at December 31, 2010 and
$11.3 million at December 31, 2009. We expect to reclassify
$0.9 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 accounting for a limited portion of our
derivative contracts including certain interest rate swaps. The
objectives for electing fair value hedging in these situations are

to manage our exposure and to optimize the mix of our fixed
and floating-rate debr. -

Interest Rate Swaps Designated as Fair Value Hedges

We use interest rate swaps designated as fair value hedges to
optimize the mix of fixed and floating-rate debt. We record any
gains or losses on swaps that qualify for fair value hedge
accounting treatment, as well as changes in the fair value of the
debt being hedged, in “Interest expense.” We record changes in
fair value of the swaps in “Derivative assets and liabilities” and
changes in the fair value of the debt in “Long-term debt” in our
Consolidated Balance Sheets. In addition, we record the
difference between interest on hedged fixed-rate debt and ;
floating-rate swaps in “Interest expense” in the periods that the
swaps settle..

As of December 31, 2010, we have interest rate swaps
qualifying as fair value hedges relating to $400 million of our
fixed-rate debt maturing in 2012 and 2015, and converted this
notional amount of debt to floating-rate. The fair value of these
hedges was an unrealized gain of $35.7 million at December 31,
2010 and $35.8 million at December 31, 2009 and was ,
recorded as an increase in our “Derivative assets” and an increase
in our “Long-term debt.” We had no hedge ineffectiveness on
these interest rate swaps. .

" In January 2011, we terminated $200 million of these
interest rate swaps as a result of retiring all of our fixed-rate debt
maturing in 2012 and received $13.8 million in cash.

During February 2011, we entered into interest rate swaps
qualifying as fair value hedges related to $350 million of our
fixed rate debt maturing in 2015, and converted this notional
amount of debt to floaring rate. We also entered into
$150 million of interest rate swaps related to our fixed rate debt
maturing in 2020 that do not qualify as fair value hedges, which
are discussed under Mark-to-Market below.

Hedge Ineffectiveness

For all categories of commodity contract derivative instruments
designated in hedging relationships, we recorded in earnings the
following pre-tax gains (losses) related to hedge ineffectiveness:

2010

Year ended December 31, . 2009 2008
(In millions)
Cash-flow hedges $(91.3) $11.3  $(121.0)
Fair value hedges — 239 20.6
Tortal $(91.3) $35.2  $(100.4)

We did not have any fair value hedges for which we have
excluded a portion of the change in fair value from our
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 performance of the
underlying business activity. However, we also use
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mark-to-marker accounting for derivatives related to the
following activities:

# our competitive retail gas bustomer 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,
economic hedges of activities that require accrual
accounting for which the related hedge requires -
mark-to-market accounting, and
during February 2011, we entered into interest rate
swaps related to $150 million of our fixed rate debt
maturing in 2020, and converted this notional amount
of debt to floating rate. However, these interest rate
swaps do not qualify as fair value hedges and will be
marked to market through earnings.

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 2010,

@ none in 2009, and

¢ $73.8 million pre-tax in 2008 resulting from 6

transactions.

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. We had no such
transactions for commodity derivative contracts in 2010, 2009
and 2008.
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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:
L 4
4
L 4

the ways in which an entity uses derivarives,

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.

Balance Sheet Tables

We present our derivative assets and labilities 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
substantia.lly 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
rediiced further by other forms of collateral.

The following table provides information about the types of
market risks we manage using derivatives. This rable only
includes derivatives and does not reflect the price risks we:are
hedging that arise from physical assets or nonderivative accrual
contracts within our Generation and NewEnergy businesses.

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.

It order to identify how our derivativés 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.



accounting relationships and those not designated in hedge accounting relationships. Derivatives not designated in hedging

The gross asset and liability values in the tables below are segregated between those derivatives designated in- qualifying hedge

relationships include our NewEnergy retail power and 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 in 2009, 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 Derivatives Not
Designated as Hedging - Designated As Hedging ~
; Instruments for Instruments for . . . All Derivatives
As of December 31, 2010 : Accounting Purposes. . Accounting Purposes Combined
Asset Liability . Asset Liability Asset Liability
Contract type Values (3)  Values (4)  Values (3)  Values (4) Values (3) Values (4)
A . (In millions) :
Power contracts $1,167.9 $(1,362.8) © $6,795.0 © $ (7,1665) $ 79629 § (8,529.3)
Gas contracts’ ‘ 1,902.3 (1,832.8) 3,390.1 (3,155.3) 5,292.4 (4,988.1)
Coal contracts . 97.0 (48.6) 266.0 (259.7) 363.0 (308.3)
Other commodity contracts (1) — —_— 6l.4 - (61.6) 61.4- (61.6)
Interest rate contracts 35,7 o 34.4 <. (35.7) 2 70.1 (35.7)
Foreign exchange contracts. - P — — 11.0 (8.4) 11.0 (8.4)
Total gross fair values ‘ ) $3,202.9  $(3,244.2) $10,557.9 * $(10,687.2)  $ 13,760.8 $(13,931.4)
Netting arrangements (5) : : - (12,955.5) 12,955.5
Cash collateral ) ) . (28.4) 0.6
Net fair values o . . : $ 7769 $ (975.3)
Net fair value by balance sheet line item: S ~
Accounts' receivable (2) ‘ $ (16.4)
. Derivative assets—current : - . 534.4
- Derivative assets—noncurrent -~ 258.9
Derivative liabilities—current (622.3)
Derivative liabilities—noncurrent (353.0)
Total Derivatives k $ 7769 $ (975.3)
(1) Other commodity contracts include oil, Jreight, emission allowances, and weather contracts. k

@)
3)
4)
)

Represents the unrealized fair value of exchange traded derivatives, exclusive of cash margin posted,.

Represents inthe-money contracts without regard to potentially offsetting our-of-the-money contracts under master netting agreements.
Represents out-of-the-money contracts without regard to potentially offietting in-the-money contracts under master netting. agreements.
Represents the effect of legally enforceable master nesting agreements.

gy
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Derivatives Derivatives:Not
Designated as Hedging .. Designated: As. Hedging
. : v Instruments for ., Instruments for. All Derivatives
As of December 31, 2009 Accounting Purposes Accounting Purposes Combined
‘ Asset Liability Asset Liability Asset Liability
Contract type Values (3)  Values (4)  Values (3)  Values (4) Values (3) Values (4)
) . k B (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) 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) 1.4 (0.8) 83.1 (32:1) 845 (32.9)
Interest rate contracts 35.8 — 28.5 (39.9) 64.3- (39.9)
Foreign exchange contracts — — 13.2 9.0) 132 9.0)
Toral 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 collareral (92.6) 125.6
Net fair values B $ 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)  Represents in-the-money contracts without regard to potentially offietting out-of-the-money contracts under master netting zzgreemmtf
(4) . Represents 0ut—of—tlyeemoney contracts without regard. to potentially offsetting in-the-money contracts under master. netting agreements.
(5)  Represents the effect of legally enforceable master netting agreements. >

The magnitude of and changes in the gross derivatives
components in these tables do not indicate changes in the level
of derivative activities, the level of market 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 frofiv 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 these tables 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 nerting 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

value_at risk, stress testing, and maximum potentml credit
exposure.

Guain and (Loss) Tables

The tables below summarize the gain and loss impacts of our

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 and
NewEnergy businesses, other than fair value hedges, for which
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we separately show the gain or loss-on the hedged asset or derivatives are used to manage risk. For a more complete

liability. As a result, for mark:to-market and cash-flow hedge discussion of how derivatives affect our financial performance,
derivatives, these tables only reflect the impact of derivatives see our accounting policy for Revenues, Fuel and Purchased
themselves and therefore do not necessarily include all of the: ' Energy Expenses, and Derivatives and Hedging Activities in
income statement impacts of the transactions for which Note 1.

The following tables present 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 carnings. 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 Lass 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 ourforecasted transactions and related hedges is-reflected in our Consolidated Statements of Income

(Loss).

Cash Flow Hedges ’ _ Year Ended December 31,
’ Gain (Loss) Ineffectiveness Gain
Gain (Loss) Recorded Reclassified from AOCI (Loss) Recorded
) in AOCI into Earnings in Earnings
Contract type: 2010 2009 Statement of Income (Loss) Line Item 2010 2009 2010 2009
; (In millions)
Hedges of forecasted sales: Nonregulated revenues )
Power contracts $ 144.5 $ 3625 $ (165.8) $ (180.6) $ 89 $77.5
Gas contracts (59.1) (65.1) . 90.8 (67.3) (0.3) 6.3
Coal contracts i ' . — 10.0 — (229.9) — —
Other commodity ’ N
contracts (1) — 6.8 (0.7) (0.4) —_ 6.2)
Interest rate contracts — (0.3) — (0.3) — -
Foreign exchange contracts — 2.5 (1.0) (1.1) — —
Toral gains (losses) $ 854 $ 3164 Total included in nonregulated revenues $. (76.7) $ (479.6) $ 8.6 $77.6
Hedges of forecasted purchases: Fuel and purchased energy expense
Power contracts $(377.4) $(1,056.0) $(1,036.1) $(1,905.3) $(40.7) $(42.2)
Gas contracts (141.5) 103.7 216.5 165.8 (64.3) (15.2)
Coal contracts 65.9 77.7) ) (34.6) (187.6) 4.9 (8.9)
Other commodity )
contracts (2) (0.2) (12.3) ' : (0:3) 8.2 0.2 —

Foreign' exchange contracts o = — — —_ — —

Tortal included in fuel and purchased

Total losses ' : $(453.2) $(1,042.3) energy expense $ (854.5) $(1,918.9) $(99.9) $(66.3)
Hedges of interest rates: o ': o fnt'ere:exﬁcnse v’ ’ . ' ’ /

Interest rate contracts & = ) 4.3 0.6 — —
Total gains o $ - $ — Total included in interest expense T8 43 $ 0.6 $ — $ —
Grand total (losses) gains $(367.8) $ (725.9) ) $ (926.9) $(2,397.9), $(91.3) $11.3

(1)  Other commodity sale contracts include 0il and [freight contracts.

(2)  Other commodity purchase contracts include Jreight and emission allowances.
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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 earnings 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 for fair value hedges related to gas contracts”

since the second ‘quarter of 2009.

Fair Value Hedges

Year Ended December 31,

Contract rYpe:

Amount of Gain (Loss) Amount of Gain (Loss)

Recognized in Income Recognized in Income
on Derivative on Hedged Irem
Statement of Income (Loss) Line Item 2010 2009 2010 2009

Commodity contracts:
Gas contracts
Interest rate contracts

(In millions)

Nonregulated revenues , $ — $40.6 $ — $(16.7)

Total ‘gains (losses) -

Interest expense 18.0 0.1) (15.6) 0.7
$18.0 $40.5 $(15.6) $(16.0)

The following table presents gains and losses on mark-to-market derivatives, contracts that have not been designated as hedges

for accounting purposes. As discussed more fully in Noze 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 accoupting 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 necessarily reflect the total economics of related transactions.

Mark-to-Market Derivatives

Year Ended December 31,

Contract type:

Amount of Gain (Loss)
Recorded in Income
on Derivative

Statement of Income (Loss) Line Item " 2010 2009

Commodity contracts:
Power contracts
Gas contracts
Coal contracts
Other commodity contracts (1)
Coal contracts
Interest rate contracts
Foreign exchange contracts

(In millions)

Nonregulated revenues $(26.2) $ 2509
Nonregulated revenues 41.4 (360.0)
Nonregulated revenues 13.3 14.0
Nonregulated revenues (15.4) (11.7)
Fuel and purchased energy expense — (109.8)
‘Nonregulated revenues (2.3) (27.2)
Nonregulated revenues ' (1.2) 7.6

Total gains (losses)

$ 9.6 $(236.2)

¥
(1) Other commodity contracts include oil, freight, uranium, weather, and emission allowances.

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 transactionis (i.c., those that arise and settle within the
same quarter) in both gains and losses recognized in
Accumulated Other Comprehensive Loss and amounts
reclassified from Accumulated Other Comprehensive Loss into
earnings.

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 NewEnergy
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 conducr 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
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derivatives 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 enableus 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),
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 instruments is integral to the conduct of our business,
and derivative instruments are an important tool through which
we are able to manage and mirtigate the risks that are inherent in
our activities.” - _

The following table presents information designed to g
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 reduces
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
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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 thar they are
intended to manage.

Additionally, the disclosure of derivative quantities
potentially could reveal commercially valuable or otherwise
competitively sensitive information that could limir the
effectiveness and profitability of our business activities.
Therefore, in the table below, we have computed the derivative
volumes for commodities by aggregaring 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 conrract that 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 tables present the volume of our derivative activities as of December 31, 2010 and 2009, shown by contractual

settlement year.
i

Quantities (1) Under Derivative Contracts

-

As of December 31, 2010

Contract Type (Unit) 2011 2012 2013 2014 2015 Thereafter ~Total’
(In millions)
Power (MWH) 21.2 — 3.8 4.2 2.3 0.2 31.7
Gas (mmBTU) 175.3 90.1 80.2 64.7 24.1 — 434.4
Coal (Tons) 4.4 2.5 0.1 — — — 7.0
QOil (BBL) _ 02 0.1 0.1 — — — 0.4
Emission Allowances (Tons) 1.5 — — — — —_— 1.5
Renewable Energy Credits' (Number of credits) 0.4 0.3 0:3 0.3 0.3 0.7 2.3
Interest Rate Contracts $639.4 $490.7 $941.8 $405.0 $460.0 $175.0 $3,111.9
Foreign Exchange Rate Contracts $487 $ 87 .$168 $168 $155 § — $ 1065
Quiantities (1) Under Derivative Contracts , As of December 31, 2009
Contract Type (Unir) 2010 2011 2012 2013 2014 Thereafter Toral
: - (In. millions) )

Power (MWH) 32.7 1.6 3.2 3.2 0.1 0.9 41.7
Gas (mmBTU) 37.3 37.4 221 210 0 227 21.3 161.8
Coal (Tons) 3.9 3.9 0.2 — —_— — 8.0
Qil (BBL) 0.3 — — e — — 0.3
Emission Allowances (Tons) 72 — — —_ — — 7.2
Interest Rate Contracts $972.3 $140.6  $440.5 $58.2 $255.00 $200.0 $2,066.6
Foreign Exchange Rate Contracts $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 povensially offsetting
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
insignificant relative to the overall level of our derivative activity.

Credit-Risk Related Contingent Features

Certain of our derivative instruments contain provisions that
would ‘require ‘additional c'obllateral'u'pon a credit-related event
stich as an adequate assurance ‘provision or a credit rating ‘
decrease ‘in the senior unsecured 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 totdl collateral we could be required to post for
all contracts upon a credit rating decrease.

The following tables present information related to these
derivatives at December 31, 2010 and 2009. 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
$0.1 billion at December 31, 2010 and $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 $0.9 billion at
December 31, 2010 and- $1.0 billion at December 31, 2009
after reflecting legally binding master netting agreements and
collateral already posted. SRR

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 acrual 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 rediiced to the extent that we have
already posted collateral related to the net liability.
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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
tables 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.k-

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, 2010

Net Fair Value
of Derivative Amount of
Posted

Collateral (4)

Contingent

Collateral

Obligation (5)
(In billions) '

$4.6 $(3.7) $0.9 $0.7 $0.1
Credit-Risk Related Contingent Fearure ‘ As of December 31, 2009
Gross Fair Value Offsetting Fair Value Net Fair Value - .
of Derivative of In-the-Money of Derivative Amount of Contingent
Contracts Containing Contracts Under Master Contracts Containing Posted Collateral

This Feature (1) Netting Agreements (2)

This Feature (3)

Collateral’ (4) . 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 features that are
not fully collateralized by posted cash collateral on an individual, contract-by-contract basis ignoring the effects of master netting

agreements.

&)

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 fair value of out-of-the-money derivative contracts containing credit-risk related contingent features after

considering the mitigating effects of offsetting positions under master netting arrangements and reflects the actudl ner liability upon
which-any potential contingent collateral obligations would be based.

4)

Amount includes cash collateral posted of $0.6 million and letters of credit of $656.9 million at December 31, 2010 and cash

collateral posted of $125.6 million and letters of credit of $585.2 million at December 31, 2009.

o)

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 after 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
derivative-related positions, in Note 1. At December 31, 2010,
two counterparties, a large power dooperative and CENG,
comprise total exposure concentrations of 25%.

Fair Value Measurements :
Effective January 1, 2008, we adopted guidance related to fair
value measurements. This 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 liabilicies
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. ’

We classify assets and liabilities within the fair value
hierarchy based on the lowest level of input that is significant to
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the fair value measurement of eath 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
value measurements’ classified as Level 2 or Level 3 using the
income valuation approach, which involves discounting estimared
cash flows using assumptions that market participants would use
in pricing the asset or liability.

We present all derivatives recorded at fair value ner 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

Our assets and liabilities measured at fair value on a recurring
basis consist of the following (BGE’s assets and liabilities
measured at fair value on a recurring basis are immaterial):

As of December 31,

2010
Assets Liabilities
. (In millions)
Cash equivalents $1,5454 %  —
Equity securities 437 ——
Derivative instruments: )
Classified as derivative assets and
liabilities: :
Current 534.4 (622.3)
Noncurrent 258.9 (353.0)
Toral classified as derivative assets )
and liabilities 793.3 (975.3)
Classified as accounts receivable (1) (16.4) —
Total derivative instruments 776.9 (975.3)

Total recurring fair value measurements

(1)  Represents the unrealized fair value of exchange traded
derivatives, exclusive of cash margin posted.

" 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 (1) (348.7) e
Total derivative instruments, v 924.3 (1,306.7)"
Total recurring fair value measurements $4,035.9  $(1,306.7).

(1) Represents the unrealized fair value of exchange traded
derivatives, exclusive of cash margin posted.
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Cash equivalents represent 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.

$2,366.0 - $(975.3). . -



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 31,2010 and 2009. For December 31; 2010, our net derivative
assets and liabilities are disaggregited on a gross contract-by-contract basis. These gross balances are intended solely to: provide
information on sources of inputs to fair value and: proportions of fair value involving objective versus-subjective valuations and do not
represent either our actual credit exposure or net: economic exposure. 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.

: L N - Netting and Total Net
At December 31, 2010 Level 1 Level 2 Level 3 Cash Collateral (1) -~ Fair Value
‘ R } (In millions) :

Cash equivalents ' $1,5454 $ — 5 — $ — 7 " $1,5454
Equity securities 43.7 — — : — 437
Derivative assets: : ‘ i

Power contracts — . 7,509.6 453.3

Gas contracts 639 51133 115.2

Coal contracts — 355.6 7.4

Other commodity contracts ' 6.6 54.8 S—

Interest rate contracts 33.1 37.0 —

Foreign exchange contracts — 110 —

Total derivative assets 103.6 13,081.3 575.9, (12,983.9) 776.9
Derivative liabilities: o “ ' N )

Power contracts — (7,758.2) (771.1)

Gas contracts (72.7) (4,910.3) (5.1)

Coal contracts R~ (307.4) (0.9)

Other commodity contracts (7.1) (54.5) —

Interest rate contracts -~ (35.7) S — —_

Foreign exchange contracts — (8.4) —
Total derivarive liabilities (115.5)  (13,038.8) (777.1) 12,956.1 ' (975.3)

Net derivative position (11.9) 42.5 (201.2) (27.8). - (198.4)
Toral $1,577.2  $ 425 $(201.2) $ (27.8) $1,390.7

(1) We present our derivative assets and Liabilities in our Consolidated Balance Sheets an a net basis. We net derivative assets and
liabilities, including cash collateral, when a legally enforceable master netting agreement exists between us and the counterparty to a
derivative contract. At December 31, 2010, we included $28.4 million of cash collateral held and $0.6 million of cash collateral
posted. (excluding margin posted on exchange traded derivatives) in netting amounts in the above table: '

e Netting and Total Net
At December 31, 2009 : . Level 1 Level 2 Level 3 Cash Collateral (1)  Fair Value
. ’ ‘ - (In millions) ) :

Cash equivalents ) $3,0654. % . — % - $. — $ 3,065.4
Equity securities—mutual funds ) 46.2 — — . 46,2
Derivative assets 80.7 19,3939 803.3 (19,353.6) 924.3
Derivative liabilities (79.00  (19,519.5)  (1,094.8) 19,386.6 (1,306.7)
Ner derivartive position 1.7 (125.6) (291.5) 33.0 (382.4)
Toral $3,1133 $ (125.6) $ (291.5) $  33.0 $2,729.2

(1) We present our derivative assets and liabilities in our Consolidated Balance Sheets on a net basis. We net derivative assets and
liabilities, including cash 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.

The factors that cause changes in the gross components of operations. We-describe the primary factors that change the
the derivative amounts in the tables above are unrelated to the gross components below.
existence or level of actual marker or credit risk from our We prepared this table by separating each individual

derivative contract that is in the money from-each contract that
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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” amounits in.each of the three fair
value levels far exceed our actual economic exposure to
commeodity pricé 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 levéls: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 couild 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 contracrs 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 exchangc—traded money market
funds, which are valued by multiplying unadjusted quoted prices
in active markets by the quantity of the asset and are classxﬁed
within Level 1.

 Equity securities consist - of mutual funds, which are valued
by multlplymg unadjusted quoted prices in active markets by the
quantity of the asset and are classified within Level 1.

Derivative instruments include exchangc—tradcd and bilateral
contracts. Exchange-traded derivative contracts include futures
and options. Bilateral derivative. contracts include swaps,
forwards, options and structured transactions. We have classified
derivative contracts within the fair value hierarchy as follows:

* Exchange-traded derivative contracts valued by
miultiplying unadjusted ‘quoted: prices in"active markets
by the' quantity ‘of ‘the assetsor liability are classified
within Level ‘1.

- ¢ Exchange-traded denvatlve contracts valued' using pricing
inputs based upon market quotes or market transactions
are classified within Level 2. These contracts generally
trade in less ‘active markers. (i.e;; for certain contracts the
exchange sets the'closing price, which-may not be
reflective: of ran-actual -trade).

-4 Bilateral derivative contracts where observable inputs are
available for:substantially the full term and value of the
asset or liability are classified within 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 inputs,
which might not be observable in or corroborated by -
the market, to determine fair value. When such
unobservable inputs have more than-an insignificant

impact on-the measurement of fair value, we classify the
instrument:within Level 3

During 2010, there were no significant transfers of
derivatives between Level 1 and Level 2 of the fair value
hierarchy. ,

We utilize models based upon:the income approach to
measure the fair value of derivative contracts: classified as Level 2
or 3. Generally, we.use similar models to value similar
instruments. 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 commodity prices,
price -volatility,
volumes,: -
+location,
interest rates, -
credit quality of counterpames and Constellation
Energy, and
4. credit-enhancements.
The primary input to our valuation models is the forward
commodity curve for the respective: instrument. Forward

L R 2R R 2R 2

commodity curves-are derived from published exchange
transaction prices, ‘executed bilateral transactions, broker quotes,
and other observable or public data sources. The relevant
forward commodity curve used to value each of our derivatives
will depend on a number of factors including commodity type,
location, and expected delivery period. Price volatility would
vary by commodity and location. When appropriate, we
discount future cash flows using risk free interest rates with
adjustments to reflect the credit quality of each counterparty for
assets and .our ewn credit quality for liabilities.

We also: record: valuation adjustments to reflect uncertainty
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 of other market-based: estimates. used: to-determine
fair:value of our-mark-to-market: energy: contracts.

We describebelow: 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:

¢ Close-out adjustment—represents the esmmared ‘cost to

- close out orse]l 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
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spreads increase, or market information-is not available,
and it decreases as we reduce our unhedged positions,
bid-offer spreads decreast, or markert information
becomes available. K
4 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. default
probability percentage to our outstanding credit
exposure, net of collateral, for each counterparty. The
level of this adjustment increases as our credit exposure
to counterparties. increases, the. maturity terms of our
transactions increase, or the credit ratings of our
counterparties deteriorate, and it decreases. when our
credit exposure to counterparties decreases, the maturity
terms of our: transactions: decrease; orthe: credit ratings
of ‘our counterparties imprgve:-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 credir risk-measurement
implied by that data in determining our default
probability percentages, and we evaluate its reliability
based-upon ‘market liquidity, comparability, and other
factors. We' also use'a credit-spread adjustment in order
to reflect our own credit risk in determining the fair
value of our derivative liabilities.

We regularly evaluate and validate the inputs we use to
estimate fair value by 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 availabilicy of marker 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, which predominantly relate to
power contracts: : ment

Year Ended
December 315
2010 2009

V(In‘ millions)
$(291.5) $ 37.0

Balance at beginning of period
Realized and unrealized (losses) gains:

Recorded in income 157.0 (297.0)
Recorded in other comprehensive /
income 95.2 201.6

Purchases, sales, issuances, and settlements (69.6) (140.8)
Transfers into Level 3 (1) 73.6
Transfers out of Level 3 (1) (165.9)
Net transfers into and out of Level 3 - (92.3) (92.3)
Balance at end: of year $(201.2) $(291.5)
Change in unrealized gains recorded in

income relating to derivatives still held

at end of period s $189.5 § (27.8)

(1) . Effective January 1, 2010, we are required.to present.
separately the amounts transferred into Level 3 from the
amounts transferred out of Level 3. For purposes: of this
reconciliation, we assumed transfers into and out of Level 3
occurred on the last day of the quarter.

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
contracts that matured during each quarterly reporting period.
Purchases, sales, issuances, and settlements represent cash paid or
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received for option premiums, and the acquisition or
termination of derivative contracts prior to maturity. Transfers
into Level 3 represent existing asdets or liabilities that were
previously categorized at a higher level for which the inputs to
the model became unobservable. 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 a result, we also expect derivatives balanices 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

The table below sets forth by level within the fair value
hierarchy our assets and liabilities that were measured art fair
value on a nonrecurring basis during the year ended
December 31, 2010:

)

Losses for the

Fair Value at  Fair Value at year ended
September 30, December 31, December 31,
2010 2010 Level 3 2010
(In millions) .
Investment in CENG $2,970.4 $ N/A $2,970.4  $2,275.0
Other investments:
UNE — N/A — 143.4
Qualifying facilities—
coal 36.7 N/A 36.7 50.0
Qualifying facilities—
hydroelectric . N/A 14.8 14.8 8.4
Total other £
investments 36.7 14.8 51.5 201.8
Total $3,007.1 $148  $3,0219  $2,47638

During the quarter ended September 30, 2010, we recorded
other-than-temporary impairment charges of $2,468.4 million
on our equity method investments including CENG, UNE, and
three coal-fired generating facilities, located in California.
Additionally, during the quarter ended December 31, 2010, we

recorded an other-than-temporary impairment charge of
$8.4 million on one of our equity investments that own 2
hydroelectric generating facility in California. These fair value
measurements included significant unobservable inputs, and, as
such, the entire amounts of the measurements were classified as
Level 3. We discuss these impairment charges, including the .
inputs and valuation techniques used to estimate the fair value
of these equity method investments, in more detail in Noze 2.
There were no nonrecurring measurements in 2009.

Fair Value of Financial Instruments

We show the carrying amounts and fair values of financial
instruments. included in our Consohdated Balance Sheets in the
following table:

At December 31, 2010 2009
: Carrying Fair Carrying Fair
Amount Value Amount Value
; 3 (In millions)
Investments and other assets— .
Constellation Energy $ 248.7 % 2492 § 167.6 $ .166.0
Fixed-rate long-term debt: :
Constellation Energy O ‘
(including BGE) 4,229.3 4,518.4 4,225.0 4,433.1
BGE 2,143.6  2,301.8  2200.1 22805
Variable-race long-term debt:
Constellation Energy :
(including BGE) 528.7 528.7 649.9 649.9

BGE — — — —_

We use the following methods and assumptions for

estimating fair value disclosures for financial instruments:

& cash and cash equivalents, net accounts receivable, other
current assets, certain current liabilities, short-term
borrowings, current portion of long-term debt, and
cerrain deferred credits and other liabilities: because of
their short-term nature, the amounts reported in our
Consolidated Balance Sheets approximate fair value,

¢ investments and other assets: the fair value is based on
quoted market prices where available, and

¢ long-term debt: the fair value is based on’ quoted market
prices where available or by discounting remaining cash
flows at current market rates.
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1 4 Stock-Based Compensation

Under our long-term incentive pléns, we grant stock options,
performance and service-based restricted stock, performance— and
service-based units, stock units, deferred cash and equity to
officers, key employees, and members of the Board of Directors.
In May 2010, shareholders approved Constellation Energy’s
Amended ‘and Restated 2007 Long-Term Incentive Plan,
including an increase in the number of shares available for -
issuance by 9,000,000. 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 Amended and Restated 2007
Long-Term Incentive Plan. At December 31, 2010, there were
12,818,160 shares available for issuance under the 2007
Long-Term Incentive Plan. At December 31, 2010, 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 2010, 2009; and 2008 was
not material to BGE’s financial results.

Non-Qualified Stock Options

Options are granted with an exercise price equal to_the rnarket

value-of the common stock-at the date of grant, become vested
over a period up to three years (expense recognized in tranches),
and expire ten.years from the date of grant. .

The fair value of our stock-Based awards was estimated as
of the date of grant using the Black-Scholes option pricing
model based on the followmg we1ghted- average assurnptxons '

© 2010 2009 2008

Risk-free interest rate 1.87% 1.95%. 2.57%
Expected life (in years) . ... L 4,0 4,0 4.0
Expected market price volatility factor,  32.5% 37.8% 25.8%
Expected dividend yield 2.74% . 4.83% - 1.85%

We use the hlstorlcal data related to stock opuon 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 curve in effect and the expected dividend yield is based on
our ‘current estimate for dividend payout at the time of grant.

Summarized information for our stock option. grants is as follows:

2010

2009 2008
Weighted- Weighted- Weighted-
Average Average : Average
Shares  Exercise Price  Shares  Exercise Price  Shares  Exercise Price
' (Shares in .tboumndy)

Ourstanding, beginning of year 8,146 $44.36 6,058 $59.99 6,145 $55.90
Granted w1th exercxse pnces at fair market value .. 1,468 35.07 3,511 20,14 7 1,434 93.79
Exercised DI ; Lo (235) 23.53 (83) 31.07 (375) 47.02
Forfeited/expired ’ ' (309) '43.41 (1,340) 52.41 (1,146) 84.59

QOutstanding, end of year © 9,070 $43.43 8,146 $44.36 6,058 $59.99

Exercisable, end of year 5,316 $52.65 4,114 $55.81 4,665 $52.13
Weighted-average fair value per share of options

granted with exercise prices at fair market value $ 7.60 $ 4.24 $18.75
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The following table summarizes additional information

Summarized share information for our restricted stock

about stock options during 2010, 2009- and 2008: awards is as follows: -
i
2010 2009 2008 2010 2009 2008
it (In ‘millions)" " (Shares in thousands)
Stock Option Expense Recognized $99 $142 $11.0  Ourstanding, beginning of year 1,017 1,033 1,322
Stock Options' Exercised: : Granted : " 832 866 365
Cash Received for Exercise Price 5.5 2.6 20.2 Released to participants - (713) (701) (536)
Intrinsic ‘Value Realized by Canceled : (56) (181) (118)
Employee. 27 02 141 Guiianding, end of year 1,080 1,017 1,033
Realized Tax Benefit “ 1.1 0.1 5.7 - -
Fair Value of Options that Vested =~ 544 © 11.0- 983  Weighted-average fair value of

As of December 31, 2010, we had $3.8 million of -
unrecognized compensation cost related to the unvested portion
of outstanding stock option awards, of which $2.8 million is
expected to be recognized during 2011. ’

The following table summarizes additional information
about stock options ougstanding at. December 31, 2010 (stock
options in thousands):

Ourstanding Exercisable V}Vfighted—
verage
Range-of Aggregate Aggregate . Remaining
Exercise Stock Intrinsic Stock Intrinsic ~ ~Contractual
Prices Options Value Options Value Life
; (In: millions)- (In millions).  (In years)
$0-%$20 289 $31.9 871 $9.6 8.2
$20 - $ 40 2,422 — 930 — 6.8
$40 — % 60 2,245 —_ 2,245 — 4.7
$60 - $ 80 762 — 762 — 6.2
$80 — $100 745 . _ 508 — 7.1
9,070  $31.9 5316 $9.6

Restricted Stock Awards
In addition to stock options, we'issue service-based common

stock that vests over periods ranging from one to five years and .

fully vested common stock units with sales restrictions ranging -
from approximately 10 months to 5 years. We account for these
awards as equity awards, whereby we recognize the value of the
market price of the underlying stock”on the date of grant as
compensation expense immediately: for- fully vested common
stock units with'sales restrictions or ‘over the service period
either ratably or in tranches (depending if the award has cliff or
graded-vesting) for service-based common stock.

We recorded compensation expense related to our restricted
stock ‘awards of $9:5 million in 2010, $16.7 million in-2009, -
and $35.3 million in 2008. The tax benefits received associated
with our restricted -awards were $10.0 million in 2010;
$6.7 million in 2009, and $20.1 million in 2008:

restricted stock granted (per
share)

Total fair vaiue' of shares for
which restriction has lapsed (in

$34.83  $19.83 - $94.62

millions)

$ 249 $.165 $ 49.7

As of December 31, 2010, we had $8.6 million of L
unrecognized compensation cost related to the unvested portion
of outstanding restricted stock awards expected to be recognized
within a 43—month‘pcriod. At December 31, 2010, we have .
recorded in “Common shareholders’ equity” approximately
$18.6 million and-approximately $37.4- million at December 31,
2009 for the unvested portion of service-based. restricted stock
granted from 2008 until 2010 w0 officers and other employees
that is contingently redeemable in cash upon a change in
control.

Performam;g-Baséd 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 recognized compensation expense of

$6.2 million in 2010, compensation expense of $1,5 million in..
2009, and a reduction of expense of $3.2 million in 2008 for
these awards. During the 12 months ended December 31, 2010,
no performance-based unit awards vested. During the 12 months
ended December 31,2009, no performance-based ur;it.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. As of December 31,
2010, we had $11.8 million 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-Bésed Grants

We recorded compensation expense of $0.8 million in 2010,
$0.9 million in 2009, and $0.9 million in 2008 related to
equity-based grants to members of the Board of Directors.
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1 5 Merger and Acquisitions

CPower

In October 2010, we acquired IOO% ownership of CPower, an
energy mariagement and demand response provider, for

$77.8 million in cash; all of which was paid at closing. CPower
designs and manages programs that allow its customers. to reduce
electricity demand at times of peak usage. We have included
CPower's results of operations in our consolidated financial -
statements as part of our NewEnergy business segment since the
date of acquisition.

- .. We recorded the major classes of assets.acquired and
liabilities assumed as follows:

At October 11,°2010

(In millions)

Cash and cash equivalents $ 4.9
Other current assets ‘10.8
Goodwill (1) - 51.5
Acquired mtanglble assets, (2) 13.4
Other assets 12.0
T_otalassets acquired ::92.6
Total ‘liabilities (14.8)
Net assets acquired $77.8

(1) °$3.6 million is deductible for-tax purposes.
(2)  The weighted average amortization for these intangibles is
approximately 2 years. =

The pro-forma impact of this acquisition would not have
been material to our results of operations for the years ‘ended
December 31, 2010, 2009 and 2008.

Boston Generating

In January 2011, we completed the acquisition of Boston
Generating’s 2,950 MW fleet of generating plants for
approximately $1.1 billion, subject to a working capital true-up
adjustment. The fleet acquired includes the followmg four
narural ‘gas power plants and one fuel oil plant located in the
Boston, Massachusetts area: e

"¢ Mystic 7574 MW,

& Mystic 8 and 9-1,580 MW,

¢ Fore River—787 MW, and

* Mysﬁc Jeér, 'a fuel oil plant—9 MW.

Upon signing an asset purchase agreement in August 2010,
we deposited ' $50.0 million into an escrow account and recorded
this amount as “Restricted cash—current” on our Consolidated
Balance Sheets. This deposit plus interest was applied toward the

- purchase price at closing in January 2011. ‘

We will account for this acquisition as a business

combination, and, beginning in January 2011, we will include

these assets and the related results of operations in our
Generation business segment.

Texas Combined Cycle Generation Facilities
In May 2010, we acquired 100% ownership of the 550 MW
Colorado Bend Energy Center and the 550 MW Quail Run
Energy Center natural gas combined cycle generation facilities in
Texas for $372.9 million, all of which was paid in cash at
closing. We include these facilities as part of our Generation
business and have included their results of operations in our
consolidated: financial statements since the date of acquisition.
We recorded the major classes of assets acquired and
liabilities assumed as follows: :

At May 17, 2010

- (In millions)

Current assets ’ ’ $ 7.1
Property, plant and equipment 368.6
Total assets acquired 375.7
Current liabilities (2.8)
Net assets acquired $372.9

The pro—forma‘ impact of this acquisition would not have
been material to our results of operations for the years ended
December 31, 2010, 2009 and 2008.

Criterion Wind Project

In April 2010, we acquired 100% ownership of a 70 MW
Criterion wind project to_be constructed in Garrett County,
Maryland. In December 2010, we placed this facility in
commercial operation. This wind energy project-was developed,
constructed, and is owned by our Generation business.

The pro-forma impact of all of the 2010 acquisitions,
collectively, would not have been material to our results of
operations:for the years ended December 31, 2010, 2009 and
2008. . :

CLT Energy Services Group

On July.1, 2009, we acquired 100%: ownership of CLT Energy
Services Group, doing business as CLT Efficient Technologies
Group (CLT) for $21.9 million, of which $20.8 million was
paid ‘in- cash at closing. We include CLT as part of our
NewEnergy: business 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.
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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
Total assets acquired 26.6
Currént liabilities ' (4.7)
Net assets acquired © $21.9-

(1) - 100% deducrible for tax purposes.

The pro-forma impéct of the CLT acquisition would not
have been material to our results of operations for the years
ended December 31, 2009, 2008, and 2007.
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1 6 Related Party Transactions

Constellation Energy
CENG -
On November 6, 2009, upon the sale of a membership 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. On November 3, 2010, we closed on a
comprehensive agreement with EDF that restructures the
relationship between our two companies.

In connection with the closing of the 2009 transaction with

t

EDE, we entered into a power purchase agreement (PPA) with
CENG with an initial fair value of $0.8 billion under which 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. As part of the 2010
comprehensive agreement with EDE the PPA was modified to
be unit contingent for prospective trades beginning in November
2010 through the end of its term in 2014. In addition,
beginning on Januaty 1, 2015 and continuing to the end of the
life of the respective plants, we will purchase 50.01% of the
output of CENG’s nuclear plants, and EDF will purchase
49.99% of that output.

In addition to the PPA, in 2009 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. The ASA was initially a one year
agreement that was renewable annually. Under the ASA, we
provided administrative support services to CENG for a fee of
approximately $66 million for 2010. The fees for administrative
support services are subject to change in future years based on
the level of services provided. The fee for 2011 will be
approximately $48 million. The charges under this agreement
are intended to represent the actual cost of the services provided
to CENG by us. As part of the 2010 comprehensive agreement
with EDE, the ASA was extended through 2017 to include a
consumption-based pricing structure in addition to the fixed-
price structure.

The impact of transactions under these agteements is
summarized below:

Amount
Amount Recogmzed
Recognized in Earnings
in Earnings for the Accounts
for the Period from Receivable/
Year November 6, . (Accounts
Ended 2009 through Income Payable) at
December 31,  December 31, Statement December 31,
Agreement 2010 2009 Classification 2010
(In millions)
PPA $900.8 $122.5 Fuel and purchased $(47.6)
energy expenses
PSA (16.1) .7) Nonregulated —
revenues
ASA (66.0) (10.0)

Operating expenses 5.5

-

UNE
We sold our interest in UNE during 2010. We discuss this
transaction in more detail in Note 4.

CEP

On March 31, 2008, our NewEnergy business sold its working:
interest in 83 oil and natural gas producing wells in Oklahoma
to CED an equity method investment of Constellation Energy,
for total proceeds of approximately $53 million. Our NewEnergy
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 NewEnergy business will supply a portion of BGE’s
market-based standard offer service obligation to electric
customers through May 31, 2013.

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,

2010 2009

(In millions)

2008

Electricity purchased for resale

$428.0 $623.5 $802.0

expenses

In addition, Constellation Energy charges BGE for the
costs of certain corporate functions. These costs are comprised of
direct charges as well as costs that are allocated 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.

The following table presents all of the costs Constellation
Energy charged to BGE in each period, both directly-charged
and allocated.

Year ended December 31, 2008

2010 2009

(In millions)
$164.7 $153.6

Charges to BGE $184.8

Other nonregulated affiliates of BGE also charge BGE for
the costs of certain services provided.
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BGE—Balance Sheet
Through January 7, 2010, BGE part1c1pated in a cash pool
under a Master Demand Note agreement with Constellation
Energy. Under this arrangement, participating subsidiaries may
invest in or borrow from the pool at marker 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.

©"As part of the ring-fencing measures required by the
Maryland PSC i 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 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 z 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 busmess is seasonal in nature with the peak sales periods generally occurring during the summer and winter months
Accordingly, comparxsons among quarters of a year may not represent overall trends and changes in operations.

2010 Quarterly Data—Constellation Energy

2010 Quarterly Data—BGE

Net
Income Earnings (Loss) Net
{Loss) Earnings (Loss) Per Share Income
Income Attributable Per Share of Artributable
(Loss) Net [} from Common Income to
from Income Common  Operations— Stock— from Net Common
Revenues  Operations (Loss) Stock Dilured Diluted Revenues  Operations  Income Stock
(In millions, except per share amounts) ! (In millions)
Quarter Ended Quarter Ended :
March 31 $ 3,586.6 $ 4151 $ 1913 $ 1915 $ 0.95 $ 0.95 March 31 $1,069.3 $1369 $ 644 $ 61.1
June 30 3,309.9 181.9 83.8 © 72.6 0.36 0.36 June 30 751.5 55.9 17.0 13.7
September 30 3,968.9  (2,246.7) (1,375.0) (1,406.5) (6.99) (6.99) September 30 856.1 75.6 31.8 28.5
December 31 3,474.6 406.7 168.1 159.8 0.79 0.79 December 31 784.8 85.8 34.4 31.1
Year Ended Year Ended
December 31 $14,340.0 $(1,243.0) $ (931.8) $ (982.6) $(4.90) $(4.90) December 31 $3,461.7 $3542 $147.6 $134.4

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.

First quarter results include:
¢ a $8.8 million after-tax charge for the deferred income tax expense impact relating to federal subsidies for providing

® o O o

post-employment prescription drug benefits,
a $30.9 million after-tax loss for the early retirement of 2012 Notes,

a $25.7 million after-tax charge for amortization of the basis difference in CENG,

a $25.7 million after-tax charge for the impact of the PPA with CENG, and

a $2.9 million after-tax amortization of credit facility amendment fees in connection with the EDF transaction.

Second quarter results include:

L4
L4

a $37.0 million after-tax charge for amortization of the basis difference in CENG,

a $29.1 million after-tax charge for the impact of the PPA with CENG, and

¢ 2 $2.9 million after-tax amortization of credit facility amendment fees in connection with the EDF transaction.

Third quarter results include:

® o ¢ ¢ o

a $1,465.3 million after-tax charge for the impairment of certain of our equity method investments,

a $31.5 million after-tax charge for amortization of the basis difference in CENG,

a $28.9 million after-tax charge for the impact of the PPA with CENG,

a $24.7 million after-tax gain on the sale of our interest in the Mammoth Lakes geothermal generating facility, and
a $2.9 million after-tax amortization of credit facility amendment fees in connection with the EDF transaction.

Fourth quarter results mclude

¢ a $21.8 million after-tax charge for an impairment and an adjustment to income tax expenses associated with certain of our

* O ¢ & O

equity method investments,
a $23.3 million after-tax charge for amortization of the basis difference in CENG,
a $29.6 million after-tax charge for the impact of the PPA with CENG,

a $35.4 million after-tax gain on the settlement of an international coal contract dispute,

a $121.3 million after-tax gain on the comprehensive agreement with EDE and

a $4.9 million after-tax amortization of credit facility amendment fees in connection with the EDF transaction.

.

We discuss these itemns in Note 2.

160



2009 Quarterly Data—Constellation Energy:

2009 Quarterly Data—BGE

Net - Net
. Income Earnings (Loss) ~ Earnings (Loss) Income
Income t Attributable . Per Share Per Share Income Actributable
(Loss) Net o 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 $ 4,303.4 $ (212.1) $ (119.7) $ (123.5) $(0.62) $(0.62) . March:31 $1,193.7 - $168.7 - $ 850 $ 817
June 30 3,864.1 230.6 28.3 8.1 0.04 0.04 June 30 767.4 54.3 16.0 12.7
September 30 4,027.7 534.3 167.4 137.6 0.69 0.69 Septemnber 30 866.5 78.7 32.3 28.6
December 31 3,403.6 7,428.2 4,427.4 4,421.2 21.96 21.96 December 31 751.4 (33.3) (42.6) (38.2)
Year Ended Year Ended’ L
December 31 $15,598.8 $7,981.0 $ 4,503.4 § 4,443.4 £2.19 v 22,19 December 31 $3;579.0 $268.4 ..$ 907 '$ 848

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.

First quarter results include: s

+"a $184.2 million after-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,

L 2

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:

¢ 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 million 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,

L 2

an uncollectible advance to an affiliate,
¢ a $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
L4

a $5.2 million after-tax® amogtization of credit facility amendment fees in connection with the EDF transaction.

Third quarter results include:

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

¢ a $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,

¢ a $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,

4 merger termination and strategic alternatives costs totaling $4.9 million after-tax,
+ workforce reduction costs totaling $1.6 million after-tax, and

¢ a $8.2 million after-tax amortization of credit facility amendment fees in connection with the EDF transaction.

Fourth quarter results include:

¢ a $4,456.1 million after-tax gain on sale of 2 49.99% membership interest'in CENG to EDE

¢ a $17.8 million after-tax charge for amortization of the basis difference in CENG,
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@ 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 Comprchenswe Loss, and earmngs that are no longer part of
our core business,

¢ a $3.6 million after-tax charge for certain long—llved 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,

& 2 $7.1 million after-tax charge for the impairment.of BGE’s nonregulated subsidiary, District Chilled Water, net of
noncontrolling interest,

¢ a $2.8 million after-tax benefit for the impairment of certain of our nuclear decommissioning trust fund investments

(primarily due to income tax adjustments),

4 2 $10.0'million after-tax-loss on redemption of our zero coupon senior notes;

¢ 2 $67.1 million afrer-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

& 2 $20.6 million after-tax credit facility amendment and termination fees i in connection with the EDF transaction.

We discuss these items in Note 2.
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item 9. Changes in and Disagreements with Accountants on Accountmg and Fmanclal
Disclosure
None.

item 9A. 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 ° Exchangc Act”)) as of December 31, 2010 (the “Evaluation
Date”). Based on such evaluation, such officers have concluded that, as of the Evaluatlon 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 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.

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 thar, 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, simmarized, 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 ltem 8. Financial Statements and Supplementary Data included in tl’llS
report.

Changes in internal Control

During the quarter ended ‘December 31, 2010, there has been no change in cither 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 Inform}ation

None.

PART I . : ‘  The information required by this item with respect

BGE meets 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 instruction 3 of paragraph (b) of Item 401 of

disclosure format. Accordingly, all items in this secion ~ ~ * Regulation S-K, is set forth following Jzem 4 of Part I

related to BGE are not presented. ' of this Form 10-K under Executive Oﬁ‘z‘cers of the
Registrant.

Item 10. Directors, Executive Offlcers ;

and COrporate Governance ‘Item 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. 1: Election of Directors in the Proxy Compensation Committee in the Proxy Statement and

Statement and incorporated herein by reference. mcorporated herein by rcference '
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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
The following table reflects our equity compensation plan information as of December 31, 2010:

| @ ® © |
Number of securities Number of securities remaining
to be issued upon Weighted-average available for future issuance
~exercise of exercise price of under equity compensation
outstanding options,  outstanding options,  plans (excluding securities
Plan Category warrants, and rights ~ warrants; and rights reflected in item (a))
(In thousands) .. : e i (In thousands)
Equity compensation plans approved ' : -
by security holders - ; 8,451 .. $43.44 E 12,818
Equity compensation plans not .
approved by security holders 619 $43.20 IR -

Total , 9,070 $43.43 e 12,818

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(j)) and the Constellation Energy Group, Inc. Management
Long-Term Incentive Plan (Designated as Exhibit No. 10(k)). 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 became 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 Amended and Restated
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 Mucentive Plan

The Management Long-Term Incentive Plan became effective February 1, 1998 and -authorized the issuance of up to
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 ougstanding award thar is forfeited or cancelled, expires
or.is settled in cash will become available for issuance under the shareholder-approved Amended and Restated 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. Restrlcted stock, restricted stock
units, and. performance unit award payouts will be accelerated and stock options and stock appreciation nghts will
become fully exercisable in the event of a change in control, as defined by the plan. The plan is admmlstered by
Constellation Energy’s Chief Executive Officer.

Item 13. Certain Relationships and Related Transactions, and Director Independence
The additional information required by this item will be set forth under Related Persons Transactions and Determination
of [ndependence in the Proxy Statement and incorporated herein by reference.

Item 14. Prmclpal Accountant Fees and Services
The information required by this item will be set forth under Ratification of Pncewater/aomeCoopers LLP as Independent
Registered Public Accounting Firm for 2011 in the Proxy Statement and incorporated herein by reference.”
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PART

v

Item 15. Exhibits and Financial Statement Schedules

(a) The followmg dbcuments are ﬁled as a part of this' Report:

Flnancml Statements

‘Reports of Independent Registered Public Accountmg Flrm dated March 1, 2011 of

PricewaterhouseCoopers LLP

Consolidated Statements of Income (Loss)—Constellation Energy Group for three years ended December 31,
2010

Consolidated Balance Sheets—Constellation Energy Group at December 31, 2010 and December 31, 2009

Consolidated Statements of Cash Flows——ConsteUanon Energy Group for three years ended December 31,
2010

Consolidated Statements of Common Shareholders’ Equity and Comprehensive Income (Loss)—Constellation
Energy Group for three years ended December 31, 2010 )

Consolidated Statements of Income—Baltimore Gas and Electric Company for three years ended
December 31, 2010

Consolidated Balance Sheets—Baltimore Gas and Electric Company at December 31, 2010 and December 31,
2009

Consolidated Statements of Cash Flows—Baltimore Gas and Electric Company for three years ended
December 31, 2010

Notes to. Consolidated Financial Statements

. Financial Statement Schedules: '
. Schedule II—Valuation and Qualifying Accounts

Schedules other than Schedule II.are omitted as not applicable or not required.

3. Exhibits Required by Item 601 of Regulation S-K.
Exhibit
Number '
*2(@)  — Agreement and Plan of Reorganization and Corporate Separation (Nuclear). (Designated as Exhibic
- No. 2(a) 10 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 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)  — Asset Purchase Agreement, dated as of August 7, 2010, by and among EBG Holdings LLC, Boston
. Generating, LLC, Mystic I, LLC, Fore River Development, LLC, BG Boston Services, LLC, BG New
England Power Services, Inc., Constellation Holdings, Inc. and Constellation Energy Group, Inc.
(Designated as Exhibit No. 2.1 to the Current Report on Form 8-K dated August 11, 2010, File
No 1-12869.)
*'?.(d)" . Master Agreemenz, dated as of October 26, 2010, by and berween Elecr.rxcxte de France, S.A. and
Constellation Energy Group, Inc. (Designated as Exhibit No. 2.1 to the Current Report on Form 8-K
dated November 1, 2010, File No 1-12869.)
*2(e).  — Put Termination Agreement dated as of November 3, 2010, by and among EDF Inc. (formerly
known as EDF Development Inc.), ED.E Intematlonal S.A., Constellation Nuclear, LLC, and
Constellation Energy Nuclear Group, LLC. (Designated as Exhibit No. 2.1 to the Current Report on
- Form 8-K' dated November 8, 2010, File 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.) ‘
- *3(b) . — 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.)
*3(c) — 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.)
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Exhibit

Number

*3(d)
*3(e)
*3(f)
3 (&
*3(h)
*3(1)

*3(j)
*3(k)
*3(1)
*3(m)

*4(a)
*4(b)

“4(0

4 —

*4(e)

*4(f)

*4(g)

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 ]une 30, 2008, Flle
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 Correction 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 ]uly 19, 1999, Flle
Nos. 1- 12869 and 1-1910.)

Amended and Restated Charter of Constellation Energy Group, Inc. as of Apnl 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.)

Bylaws of Constellation Energy Group, Inc., as amended to July. 18, 2008. (Desngnated 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.)

Charter 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 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 Registration Statement on Form S-3 dated
March 29,1999, File No. 333-75217.)

First Supplemental Indenture between Constellation Energy Group, Inc. and the Bank of New York,
Tristee dated as of January 24, 2003. (Designated as Exhibit No. 4(b) to the Reglstratxon 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
Truse Company Americas, as trustee. (Desngnated as Exhibit No. 4(a) to the Registration Statement
on Form S-3 filed July 24, 2006, File No. 333-135991.)

First Supplemental Indenture between Constellation Energy Group, Inc. and Deutsche Bank Trust
Company Americas, as triistee, 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.)

Indenture dated June 19, 2008 berween 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 (Designated 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.)
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Exhibit

Number

*4(h)-

*4(i)
*4(j)

*4(k)
*4(1)
*4(m)

*4(n)

*4(0)+

*4(p)
’*4@ ,
*4(x)
“4(s)
*4(t)
+*10(a) ’~
+*10(b)

*10()

-

- Form' of Supplemental 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(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 thc Registration Statement on
Form' S-3"dated August' 5, 2003; File No. 333-107681.) ‘

Form of Amended and Restated Declaratlon of Trust (mcluding Form of Preferred Security)
(Designated as Exhibit 4(c) to the Reglstratlon Statement on Form S-3 dated August 5, 2003, Flle

-+ Nov'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 Regnstratlon Statement on Form S-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 (1ncludmg form of BGE Officer’s Certificate and form of Senior
Secured  Bond) (Designated as Exhibir Nos. 4(u) and 4(u)(1) to Post-Effective Amendment No. 1'to -
the Registration’Statement on Form S-3 dated ]uly 9, 2009, File Nos: 333- 157637 and
333-157637-01.)

Supplemental Indenture No: 1, dated as of October 1; 2009; to the Indentiire 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-0f-Way Grant dated as of July'9,2009" (Desxgnated as Exhibit

No. 4(u)(2) to Post-Effective Amendment No. 1 to the Registration Statément on Form S-3 dated
July 9, 2009, File Nos. 333-157637 and 333-157637-01.)
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.)

- 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 Capu:ai Covenant dated June 27, 2008. (Desxgnated as Exhibit No. 4(b) to the Current
Report on Form 8-K dated June 30, 2008, File No. 1-12869.)

Officers’, Cemﬁcate, dated December 14, 2010, estabhshmg the 5. 15% Notes due December 1, 2020
of Constellation Energy Group, Inc., with the form of Notes atrached. thereto. (Deslgnated as Exhibit
No. 4(b) to the Current Report on Form 8-K dared December 14, 2010, File No. 1-12869.)

Executive Annual Incentive Plan of Constellation Energy G;oup, Inc., as amended and restated.

" (Designated as Exhibit No. 10(d) to the Quartetly Report on Form 10-Q for the quarter ended

September 30,.2008, File Nos. 1-12869 and 1-1910.)

Constellation Energy Group, Inc. Nonqualified Deferred Compensation 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.) .

Constellation Energy Group, Inc. Deferred Compensation Plan for Non-Employee Dn‘ectots, 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.)
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Exhibit

Number

+¥10(d)

+*10(e)

+*10(f'):
+*10(g)

+*10(h)

+*10(i)
+*10()
+*10(k}
+*10(1)

+*10(m)
+*10(n)

+*10(0)

*10(p)
*10(q)

*10(r)

10(s)

10(t)

Constellation Energy Group, Inc. Benefits'Restoration Plan; amended and restated effective June 1,

- 2010. (Designated as Exhibit No.:10(b) to the Quarterly Report on Form 10- Q for the quarter ended

June 30, 2010, 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 Energy Group, Inc. Senior Executive Supplemental Plan; as amended and restated.
(Designated as Exhibit No. 10(f) 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. Executive 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, FlIe 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, ds 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 Senior Management Long-Term Incentive Plan, as amended
and restated. (Designated as Exhibic 10(c) to the Quarterly Report on Form 10-Q for the quarter
ended September 30, 2006, File Nos. 1-12869 and 1-1910.)

ConstellationEnergy Group, Inc. Management 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.)

Constellation Energy Group, Inc. Amended and Restated 2007 Long-Term Incentive Plan.
(Designated as-Exhibit No. 10.1 to. the Current Report on Form 8-K dated June 4,:2010, File
No. 1-12869.) - ‘

Consent of Mayo A. Sharttuck III 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 Michael J. Wallace to termination of change-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-contiol agreement. (Designated as

Exhibit No. 10.3 to the Current Report on Form' 8-K dated December 10, 2009 File No. 1-12869.)

Raté Stabilization Property Servrcmg 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 berween RSB BondCo LEC 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 purposes, E.D.E International 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.)

Amendment No. 1 to the Second Amended and Restated Operating Agreement of Constellation
Energy Nuclear Group, LLC, by and among Constellation Nuclear, LLC, CE Nuclear, LLC,
EDE Inc.;(formerly known as EDF Development, Inc.), and E.D.E International S.A.

" Amendment No. 2 to the Second Amended and Restated Operating Agreement of Constellation

Energy Nuclear Group, LLC, by and among Constellation Nuclear, LLC, CE Nuclear, LLC,

" EDF Inc. (formerly known as EDF Development, Inc.), and E.D.E. International S.A.
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Exhibit

Number

*10(u)

*10(v)

*10(w)

+10(x)
12(a)

12(b)
21

23(a)
23(b)

31()
31(b)
31(0)
31(d)

32(a)
32(b)
32(c)
32(d)

99(a)
*99(b)

Amendmenft No. 3 to the Second Amended and Restated Operating Agreement of Constellation
Energy Nuclear Group, LLC, by and among Constellation Nuclear, LLC, CE Nuclear, LLC,

EDF Inc. (formerly known as EDF Development; Inc.), and E.D.E International S.A. (Designated as
Exhibit No. 10.1 to the Current Report on Form 8-K dated November 3, 2010, File; No. 1-12869.)

Credit Agreement; dated as of October 15, 2010, among Constellation Energy Group, Inc., Bank of
America, N.A., as a letter of credit issuing bank, swingline lender and administrative agent, Banc of
America Securities LLC, Citigroup Global Markets Inc., RBS Securities, Inc., BNP Paribas Securities
Corp., and The Bank of Nova Scotia, as joint lead arranger and book runners, Citibank, N.A. and
The Royal Bank of Scotland plc, as co-syndication agents and The Bank of Nova Scotia and BNP
Paribas, as co-documentation agents and the ‘other lenders named‘therein.(Designated as Exhibit 10.1
to the Current Report on Form 8-K dated October 21, 2010, File No.. 1-12869.)

Termination Agreement dated as of November 3, 2010, by and among EDF Inc. (formerly known as
EDF Development, Inc.), E.D.E. International S.A., and Constellation Energy Group, Inc.
(Designated as Exhibit No. 10.2 to the Current Report on Form 8-K dated November 3, 2010, File
No. 1-12869.)

Form of Grant Agreement for Stock Units with Sales Restriction.

+ Constellation. Energy Group;. Inc., and Subsidiaries Computation of Ratio of Earnings to Fixed
. Charges. = . . AR - et

Baltimore Gas and Electric Company and Subsidiaries Computation of Ratio of Earnings to Fixed
Charges and' Compuration“of Ratio of Earnings to Combmcd Fixed Charges and Preferred and

Preference Dividend Requirements.
Subsidiaries of the Registrant.
Consent of PricewaterhouseCoopers LLE, Independent Registered Public Accounting Firm.

Consent of PricewaterhouseCoopers LLP, Independent Registered Public Accounting Firm (for
Constellation Energy Nuclear Group, LLC).

" 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 Chief Financial Officer and Treasurer 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 Finarrcial 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 Chief Financial Officer and Treasurer 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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Exhibit
Number

*99(c) =
*99(d) —

101INS " —
101.SCH —
101.PRE —
101.LAB —
101.CAL —
101.DEF —

(Contributicv)n 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 berween 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 Taxé)nomy‘Extension Schema Document
XBRL Taxonomy Presentation. Linkbase- Document -
XBRL Taxonomy Label Linkbase Document

"XBRL Taxonomy Calculation Linkbase Document

XBRL Taxor!wmy Definition Linkbase Document

+ Managemem 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

BALTIMQRE GAS AND ELECTRIC COMPANY AND SUBSIDIARIES
i SCHEDULE Il—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 perio 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 . ) B :

2010 e $ 160.6 $ 76.2 -~ $...27.6 (B). $ (91.5)(C) ;. .$1729
2009 240.6- 71.2 : (5.008) . (146.2)(C) 160.6
2008 44.9 127.1 1023 (B) - (33.7)(C) 240.6

Valuation Allowance
Net unrealized (gain) loss on
available for sale securities

2010 2.8) — ©0.1)(D) R (2.9)
2009 2.1 3.6) (1.3)(D) — 2.8)

2008 (17.3) 7.0. 0.3 (D) 12,1 (B) 2.1
Net unrealized (gain) loss on ‘ :
nuclear decommissioning trust

funds o
2010 ’ — — — —_ -
2009 (49.6) — (201.0)(D) 250.6 (F) —
2008 (256.7) — 207.1 (D) — (49.6)
BGE
Accumulated Provision for

Uncollectibles

2010 47.2 45.6 — (56.9)(C) 35.9
2009 34.2 41.8 — (28.8)(C) 47.2
2008 21.1 ) 34,5 — . (21.4)(C) 34.2

(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 nonreguiated revenues resulting from liquidated damages claims

upon termination of derivatives or other contracts which were determined to be uncollectible.
(C) Represents principally net amounts charged off as uncollectible.
(D) Represents amounts recorded in or reclassified from accumulat;& other comprehensive loss.
(E) Represents sale of a marketable security.

(F) Represents decrease due to the deconsolidation of CENG.
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-SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, COnstellation Energy
Group, Inc., the Registrant, has duly caused this Report to be signed on its behalf by the undersigned, thereunto duly
authorized. . T ,

CONSTELLATION ENERGY GROUP INC.
(REGISTRANT)

Date: March 1, 2011 By /s/ MaYo A. SHATTUCK III

Mayo A. Shattuck I
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. Shatruck III Chairman of the Board, March 1, 2011
M. A. Shattuck III President, Chief Executive .
Officer, and Director

Principal financial officer:

By /s/ J. W. Thayer Senior Vice President and March 1, 2011
J. W. Thayer Chief Financial Officer

Principal accounting officer:

By /s/ B. P. Wright Vice President, Chief March 1, 2011
B. D. Wright . Accounting Officer, and
Controller
Direcrors: . Code
} i
Is/ Y. C.'de Balmann Director R March 1; 2011

Y. C. de Balmann

/s! A. C Berzin Director March-1, 2011
A. C. Berzin

Is! . J. T. Brady Director . March 1, 2011
J. T. Brady '

/sl J. R. Curtiss Director March 1, 2011
J. R. Cuartiss h

/s/ E A. Hrabowski, III Director March 1, 2011

E A. Hrabowski, IIT
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Signature
/s/ N. Lampton '
N. Lampton
Is/ R. J. Lawless
R. J. Lawless _
Is/ J. L. Skolds
J. L. Skolds
Is] M. D. Sullivan

M. D. Sullivan
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Title

Director

Director

Director

Director .

~Date

"March 1, 2011

March 1, 2011

March 1, 2011

March 1, 2011 -



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. . -
BALTIMORE GAS AND ELECTRIC COMPANY
(REGISTRANT)

March 1, 2011 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 capacities and on the
dates indicated. '

Signature Tite Date

Principal executive officer and director:

By /s/ * K. W. DeFontes, Jr. President, Chief Executive March 1, 2011
K. W. DeFontes, Jr. Officer, and Director

Principal financial and accounting officer:

By /s/ C.V. Khouzami Chief Financial Officer and March 1, 2011
C. V. Kho i Treasurer

Directors:

/s/ ’ M. D. Sullivan Chairman of the Board of March 1, 2011
M. D. Sullivan Directors

/sl T. E Brady Director March 1, 2011
T. F. Brady

Is/ J. Haskins, Jr. Director March 1, 2011

J. Haskins, Jr.
P

s/ C. D. Hayden Director : ' March 1, 2011
C. D. Hayden

/s/ M. A. Sharruck III Director March 1, 2011
M. A. Shattuck III

Is/ . M. J. Wallace Director . March 1, 2011
M. J. Wallace '
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EXHIBIT INDEX
Exhibit

Number

*2(a) — Agreement and Plan of Reorganization and Corporate Separation (Nuclear). (Designated as Exhibit
No. 2(d) to the Current Report on Form 8K dated July 7, 2000, File Nos. 1-12869.and 1-1910.)

*2(b) — Agreement and Plan of Reorganization 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) — Asset Purchase Agreérriént, dated as of August 7, 2010, by and among EBG Holdings LLC, Boston
Generating, LLC, Mystic I, LLC, Fore River Development, LLC, BG Boston Services, LLC, BG New
England Power Services, Inc., Constellation Holdings, Inc. and Constellation Energy Group, Inc.
- +(Designated-as Exhibit No. 2.1 to the Current Report on Form 8-K:dated August-11, 2010, File
No. 1-12869.)

*2(dy - Master-Agreement, dated as of October 26, 2010, by and between Electricite de France, S.A. and
: " Constellation-Energy Group, Inc. (Designated as'Exhibit No::2.1 to the Current Report on Form 8-K
dated November 1, 2010, File No. 1-12869.) -

*2(e) ! — Put' Termination Agreement:dated:as of November 3, 2010, by and among EDF Inc. (formerly known
as EDF Development, Inc.), E.D:E! International S.A:, Constellation Nuclear, LLC, and Constellation
Energy Nuclear Group, LLC. (Designated as Exhibit No: 2.1 to'the Current Report on Form 8-K
dated November 8, 2010, Fllc 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) .

*3(b) — Correcuon 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.)

*3(c) — Arricles Supplemerrtary o the Charter of Consrellarron Energy Group, Inc. as of Septemb.er 19, 2008.
(Designated as Exhibit No. 3.1 to the Current Report on Form 8-K dated September 19, 2008, File
~No:1-12869.) : :

*3(d) — Articles of Amendment to the Ch?ar't‘er'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, Fde
Nos. 1-12869-and 1-1910.). =

*3(e) — 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 Apnl 10,,2007, File
No. 1-12869:)

o *3(f) — Articles Supplementary to the Chartér of Constellation Energy Group, Inc. as of November 20, 2001.
T ; (Deslgnated ae Exhibit:No.:3(e) to: the Annual Report on Form 10-K for the year ended December 31,
SN 2001, File Nos. 1-12869 and 1-1910)) : :

*3(g) - Certificate of Correction to the Charter of Constellation Energy Group, Inc. as of September 13;1999.
© (Designatedas Exhibir 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.)

*3(h) — ‘Articles Supplementary to:the Charter of Constellation Energy Group, Inc., as of July 19, 1999.
(Designated as Exhibit No: 99:.1to the:Current Report on Form 8-K dated July 19, 1999, File
. Nos. 1-12869 and 1-1910.)

*3(i) -~ Amended and Restated Charter. of Constellation Energy Group, Inc. ‘as of April:30, 1999. (Designated
7 .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.)

*3(j) - — 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.)

A *3(k) — Articles of Amendment to the Charter of BGE as of February 2, 2010. (Designared as Exhibit No. 3.1
" to the Current Report on Form 8-K dated February 4, 2010, File No. 1-1910.)
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Exhibit

Number

30 —
*3(m)

*4(a) —
*4(b) —
*4(c) —
*4(d) —

4(e) —

*4(h) —

“4G) —

*4(k) —
30 —
*4(m) —

*4(n) —

Charter of BGE, restated as of August 16, 1996. (Designated as Exhibit No. 3~to the Quarterly Réport
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 berween: 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 Reglstratlon Statement on Form S-3 dated
March 29, 1999, File No. 333-75217.) .

First Supplemental Indenture between Constellation Energy Group, Inc. and the Bank of New York,
Trustee dated as of January 24, 2003. (Désignated 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 between 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.)

Indenture dated June 19, 2008 berween 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 (Designated 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 Subordinated 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 Reglstranon Statement on
Form S-3 dated August 5, 2003, File No. 333-107681.)

Form of Amended and Restated Declaration of Trust (including Form of Preferred Security)
(Designated as Exhibit 4(c) to the Registration Statemem: 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.)
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Exhibit

Number

*4(0) - — Supplemental Indenture No. 1, dated as of October 1, 2009, to the Indenture arfd Security Agreement

*4(p)

*4(q)

*4(x)

+*10(a)
+*10(b)
*10(c)
+*10‘(d)

+*10(e)

+*10(g)

+*10(h)

+*¥10(1)

+*10(j)

+*10(f)

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 S-3 dated
July 9, 2009, File Nos. 333-157637 and 333-157637-01.)

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.)

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.)

Officers’ Cemﬁcate, dated December 14, 2010, establishing the 5.15% Notes due December 1, 2020
of Constellation Energy Group, Inc., with the form of Notes attached therero. (DeSLgnatcd as Exhibit

" No. 4(b) to the Current Report on Form 8-K dated December 14, 2010, 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.)

Coknstellation Energy Group, Inc. Nonqualified Deferred Compensation 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.)

.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.)

Constellation Energy Group, Inc. Benefics Restoration Plan, amended and restated effective June 1,
2010. (Designated as Exhibit 10(b) to the Quarterly Report on Form 10-Q for the quarter ended
June 30, 2010, File Nos. 1-12869 and 1-1910.)

Constellation Energy Group, Inc. Supplemental Pension Plan, as amended and restated. (Designated as
Exhibit No. 10(e) o 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. Senior Executive Supplemental Pldn, as amended and restated.
(Designated as: Exhibit No. 10(f) 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. Executive 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.)

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 Senior Management Long-Term Incentive Plan, 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.)
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Exhibit
Number
+*10ky — Constellatlon Energy Group, Inc. Management 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(1) — Constellation Energy Group, Inc. Amended and Restated 2007 Long-Term Incentive Plan. (Designated
as Exhibit No. 10.1 to the Current Report on Form 8-K darted*June 4, 2010, File No. 1-12869.)

+*10(m) — 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)

+*10(n) — Consent of Michael J. Wallace to termination of change-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.)

+*10(0) .— 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.)

*10(p) — Rate Stabilization Property Servicing Agreement dated as of June 29, 2007 by and berween 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.)

*10(@ — 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.) '

*10(r) — Second Amended and Restated Operatmg 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 International S.A. and Constellation Energy
Group, Inc. (Designated as Exhibit No. 10.1 to the Current Reporr ‘on Form 8-K dated November 12,
2009, File No. 1-12869.)

10(s) — Amendment No. 1 to the Second Amended and Restated Operating Agreement of Constellation Energy
Nuclear Group, LLC, by and among Constellation Nuclear, LLC, CE Nuclear, LLC, EDF Inc.
{formerly known as EDF Development, Inc.), and E.D.E International S.A. '

10() — Amendment No. 2 to the Second Amended and Restated Operating Agreement of Constellation Energy
Nuclear Group, LLC, by and among Constellation Nuclear, LLC, CE Nuclear, LLC, EDF Inc.
(formerly known as EDF Development, Inc.), and E.D.E International S.A.

*10(u) — Amendment No. 3 to the Second Amended and Restated Operating Agreement of Constellation Energy
’ Nuclear Group, LLC, by and among Constellation Nuclear, LLC, CE Nuclear, LLC, EDF Inc.
(formerly known as EDF Development, Inc.), and E.D.E International S.A. (Designared as Exhibit
No: 10.1 to the Current Report on Form 8-K dated November 3, 2010, File No. 1-12869.)

*10(v) — Credir Agreement, dated as of October 15, 2010, among Constellation Energy Group, Inc., Bank of
America, NLA., as a letter of credit issuing bank, swingline lender and administrative agent, Banc of
America Securities LLC, ‘Citigroup” Global* Markets Inc., RBS Securities Inc., BNP Paribas Securities
Corp., and ‘The Bank of Nova Scotia, ‘as joint lead arranger and book runners, Citibank, N.A. and The
Royal Bank of Scotland ple, as co-syndication agents and The Bank of Nova Scotia-and BNP Paribas,
as co-documentation. agents and the other lenders named therein. (Designated as Exhibit 10.1 to the
Current Report on Form 8-K dated October 21, 2010, File No. 1-12869.)

*10(w) — Termination Agreement dated as of November 3, 2010, by and among EDF Inc. (formerly known as
EDF Development, Inc.), E.D.E International S.A., and Constellation Energy Group, Inc. (Designated
as Exhibit No, 10.2 to the Current Report on Form 85K dated November 3, 2010, File No. 1-12869.)

+10(x) — Form of Grant Agreement for Stock Units with Sales Restriction.
12(a) — Constellation Energy Group, Inc. and Subsidiaries Computation of Ratio of Earnings to Fixed Charges.
12(b) — Baltimore Gas and Electric Company and Subsidiaries Cornputatlon of Ratio of Earnings to Fixed

Charges and Computation of Ratio of Earmngs to Combined Fixed Charges and Preferred and
Preference Dividend Requtrements :

21 — Subsidiaries of the Reglstrant.
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» Exhibit
Number
23(a) — Consent of‘ PricewaterhouseCoopers LLP; Independent Registered Public: Accouiriting Firm.

23(b) — Consent of PricewaterhouseCoopers LLE, Independent Registered Public’ Accounting:Firm (for
Constellation Energy Nuclear Group, LLC).

31(a) — 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.

31(b) — 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. - .

31(c) — Certification of President and Chief Executive Officer of Baltimore Gas and Elecmc Company pursua_nt
to Section 302 of the Sarbanes-Oxley Act of 2002.

31(d) — Certification of Chief Financial Officer and Treasurer of Baltimore Gas and Electric Company pursuant
~ to Section 302 of the Sarbanes-Oxley Act of 2002.

32(a) — Certification of Chairman of the Board, President and Chief Executive, Officer. of Constellation Energy:
:Group, Inc. pursuant to 18:U.S8.C. S,ectron 1350, as adopted pursuant to Section 906 of the Sarbanes-
Oxley Act of 2002.

32(b) — Certification of Senior Vice President and Chief Financial Officer of Constellauon Energy Group, Inc.
“pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes—Oxley Act of
2002. .

32(c) ' — 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.

32(d) — Certification of Chief Financial Officer and Treasurer 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. .

99(a) — Audited Financial Statements of Constellation Energy Nuclear Group, LLC.

*99(b) — Operating Agreement, dared as of February 4, 2010, by and among RF HoldCo LLC, Constellanon
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.)

*99(c) — Contribution Agreement, dated as of Febsuary 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 berween 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 l 12869 and 1-1910.)

101. INS — XBRL Instance Document

101.SCH " —=:XBRL Taxonomy Extension Schema Document
101.PRE — XBRL Taxonomy Presentatron Linkbase Document
101.LAB° — XBRL Taxonomy Label Lmkbasc Document )
101.CAL — XBRL Taxonomy Calculatron 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 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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Exhibit 12(a)

~ CONSTELLATION ENERGY GROUP, INC. AND SUBSIDIARIES
COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES

12 Months Ended

Decemb Decemb December December December
2010 2009 2008 2007 2006

(In: millions)

(Loss) Income from Continuing Operations
(Before Extraordinary Loss and Cumulative . L
Effects of Changes in Accounting Principles) . $ (931.8) $4,503.4  $(1,318.4) $ 8344 $ 7625

Net (Income) Loss Attributable to
Noncontrolliﬁg Interests and BGE Preference

~ Stock Dividends ...... . (50.8)  .(60.0) 4.0 (1200  (13.9)
Taxes on' (Loss) Income; Including Tax Effect > : ‘ SRR '

for BGE Preference Stock Dividends. ... .." (674.4) - 2,978.1 (83.6) 419.2 343.1

Adjusted (Loss) Income ....ooovereeniiens $(1,657.0) $7,421.5 $(1,398.0) $1,241.6 $1,091.7

Fixed Charges - )
Interest and Amortlzatlon of Debt Discount
and Expense and Premium on all
Indebtedness, Net of Amounts Capitalized . $ 280.7 $ 3529 § 3505 ' $ 2928 $ 3159
Earnings Required for BGE Preference Stock o

Dividends . ... 1o 5 vin st il : 21.9 21.8 23.9 223 211
Capitalized Interest and Allowanée for Funds g :

Used During Construction . ........v.vis.a 33.0 87.1 50.0 19.4 13.7
Interest Facror in Rentals, ..... G, 48.4 71.7 96.5 96.7 4.5
Total Fixed Charges .. ....... [ $ 384.0 -$ 5335 % 5209 $ 4312 $ 3552

Amortization of Capitalized Interest ........... $ 46 $ 39 $ 33 %35 § 43
(Loss) Earnings (1) ....... L DN, $(1,301.4) $7,871.8 $ (923.8) '$1,656.9 $1,437.5
Ratio of Earnings to Fixed Charges .........i.. N/A 1476 N/A 3.84 4.05

(1) (Loss) earnings are deemed to consist of income (loss) from continuing operations (before extraordinary
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 unconsoh.dated 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 capitalized interest but excluding the capltahzamon of interest).

N/ADue to the loss for the twelve months ended December 31, 2010, the ratio coverage was: less than 1:1..
We would have needed to generate additional earnings of $1 685.4 mllhon to achieve a ratlo coverage

of 1:1.

Due 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 4447 million to achieve a ratio coverage
of 1:1. :




Exhibit 12(b)

BALTIMQRE GAS AND ELECTRIC COMPANY AND SUBSIDIARIES

, COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES AND
COMPUTATION OF RATIO OF EARNINGS TO COMBINED FIXED CHARGES AND
PREFERRED AND PREFERENCE DIVIDEND REQUIREMENTS

12 Months Ended

December December December December December
2010 2009 2008 2007 2006

(In - millions)

Income from Continuing Operations (Before

Extraordinary Loss) .................. e $147.6 % 907 - §515 $139.8 - $170:3

Taxeson Income......ovvivi i, 97.1 63.8 20.7 96.0 - 102.2
- Adjusted Income................. e $244.7 -‘5':154.5 $ 722 $235.8 $272.5

Fixed Charges:
Interest and Amortization of Debt Discount and
Expense and Premium on all Indebtedness, Net

of Amounts Capitalized .............0........ $135.8  $143.6 $144.2 $127.9 $104.6
Interest Factor in Rentals ...................... 0.3 0.3 03 0.3 0.3
Total Fixed Charges ................coovn... $136.1  $143.9  $1445  $128.2  $104.9
Preferred and Preference Dividend Requirements: (1) E
Preferred and Preference Dividends.............. $ 132 $ 132 $13.2 $ 13.2 $:13:2
Income Tax Required .:....... ... .. ... ... 8.7 8.6 5.3 9.1 8.0
Total Preferred and Preference Dividend _ /
Requirements .................. o $ 219 $21.8° $ 185 $ 223 $21.2
Total Fixed Charges and Preferred and Preference
Dividend Requirements...........o.oviuiun.n. $158.0  $165.7 $163.0 $150.5 $126.1
Earnings (2) ... .oovveieiiee et $380.8  $298.4  $216.7  $364.0  $377.4
Ratio of Earnings to Fixed Charges................ 2.80 2.07 1.50 2.84 B 3.60
Ratio of Earnings to Combined Fixed Charges and
Preferred and Preference Dividend Requirements. . 2.41 1.80 1.33 2.42 2.99

(1) Preferred and preference dividend requirements consist of an amount equal to the pre-tax earnings that
would be required’ to meet dividend requirements on preferred stock and preference stock.

’
(2) Earnings are deemed to consist of income 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.*

) Jurisdiction
of

Incorporation

Baltimore Gas and Electric Company ........ouiiiiniiiii i Maryland
RE HoIdCo LLC . . ettt i e e e e e e e e e e e e e e e e Delaware
Constellation Holdings, Inc: ... ..o Maryland
Constellation Investments, Inc. ...........ooune., PP Maryland
Constellation Power, InC. ... oottt e e e Maryland
Constellation Real Estate Group, Inc. .. ..o it i : Maryland
Constellation Enterprises, Inc........... e e et et eee e e e Maryland
. Constellation Energy Commodities Group, Inc. .............. ... e i Delaware
Constellation Energy Projects & Services Group, Inc. ... Delaware
Safe Harbor Water Power Corporation ....... O Pennsylvania
BGE Home Products & Services, Inc........ooviiiiiiii e s Maryland
Constellation Energy Resources, LLC .............oooiiiiiiine U Delaware
Constellation NewEnergy, Inc. e Delaware
Constellation Nuclear, LLC .................. N e Maryland
Constellation Energy Nuclear Group, LLC ... S ... Maryland
Calvert Cliffs Nuclear Power Plant, Inc. ... i iiivi it Maryland
Constellation Power Source Generation, Inc. ............. R A S Maryland
Constellation Power Source Holdings, Inc. ... Maryland
BGE Capital Trust II ..o e e Delaware
Nine Mile Point Nuclear Station, LLC ...t c it e e et Delaware
R.E. Ginna Nuclear Power Plant, LLC .. .. ... 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(a)

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 (Nos. 333-157637
and 333-157693) and Form S-8 (Nos. 33-59545, 333-46980, 333-89046, 333-129802, 333-143260, and
333-167336) of Constellation Energy Group, Inc. of our report dated March 1, 2011 relating to the financial
statements, financial statement schedule, and the effectiveness of internal control over financial reporting, which
appears in this Form 10-K.

%/Méws«,éom LLp

PRICEWATERHOUSECOOPERS LLP

-Baltimore, Maryland
March 1, 2011

Baltimore Gas and Electric Company

We hereby 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 March 1, 2011 relating to the
financial statements and financial statement schedule, which appears in this Form 10-K.

g?/&ma«@éwscﬁopa; LLf

PRICEWATERHOUSECOOPERS LLP

Baltimore, Maryland
March 1, 2011



Exhibit 23(b)

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Constellation Energy Group, Inc.

We hereby consent to the incorporation by réeference in the Registration Statements on Form S-3 (Nos. 333-157637
and 333-157693) and Form S-8 (Nos. 33-59545, 333-46980, 333-89046, 333-129802, 333-143260, and
333-167336) of Constellation Energy Group, Inc. of our. report dated January 21, 2011 relating to the financial
statements of Constellation Energy Nuclear: Group, LLC, which appears in this Form 10-K.

B st desseligas. TP

PRICEWATERHOUSECOOPERS LLP

Baltimore, Maryland -

© March 1, 2011



Exhibit 31(a)

- CONSTELLATION ENERGY GROUP, INC. -
CERTIFICATION

I, Mayo A. Shattuck III, certify that:
1. T 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 reporg;

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 pprocedures (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, particularly ‘during the period 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;

(¢) - 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
. occutred 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

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): " e e

. () All significan? 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: March 1, 2011

. Is/ 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, cerrtify 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;

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, partlcularly during the period 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 désigned 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) 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
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth quarter in the case of an annual
report) ‘that has materlally affected; or is'reasonably likely to materially affect, the reglstrants internal 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 reporting; to the registrant’s auditors and the audlt committee of the regxstrants Board
of Directors (or persons performing the equivalent functions): - i s :

oa)yoAll signiﬁcaﬂt deficiencies ‘and material ‘weaknesses in‘the design or operation: of internal control over
financial reporting which ‘are reasonably likely to adversely affcct the registrant’s ability. to record, process,
summarize and report financial information; and . ; .

(b) - Any fraud, whether: or not material; that involves minagement or other employees who have a
significant role in the registrant’s internal control overfinancial reporting. ;

Date: March 1, 2011

. /s| JONATHAN W. THAYER
Senior Vice President and Chief Financial Officer E




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 whichsuch 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,
faitly 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, partlcularly during the period in
which this report is being prepared;

(b) -Designed such internal control over financial: reporring, 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) - Evaluated 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 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
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 internal 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): Clenin i e

~(a) - 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 marterial; that involves: management or other employees.who have a
significant role in the registrant’s internal control over financial reporting,

Date: March 1, 2011

© /s/ KENNETH W. DEFONTES, JR.
President and Chief Executive Officer




Exhibit 31(d)

BALTIMORE GAS AND ELECTRIC COMPANY -
CERTIFICATION

I, Carim V. Khouzami, 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 circumstarices under which such statements
were made, not misleading with respect to the period covered by this report; =

3.. ‘Based on my knowledge, the financial statemenss, and other financial information-included in this report,
fairly present in all material respects thefinancial condition, results of operations and cash flows of the reglstrant 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, parucularly during the period 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 thh generally
accepted accounting principles;

(¢) 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 thc
period covered by this report based on such evaluation; and ;

(d)-+Disclosed in this report any charige 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 regxstrants internal control over
-financial reporting; and

S.  The regiscrant’s other certifying officer(s) and T have disclosed, based on our most recent evaluation of
internal control over financial reporting, to-the registrant’s audxtors and. the audit commxttee of the registrant’s-Board:

of Directors (or persons performing the equivalent functions):: GE T

(a) Al slgmﬁcar{t 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 informatioh; and :

(b) - Any fraud, whether or not matenal that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting. :

Date: March 1, 2011

. /s/ CARIM V. KHOUZAMI
Chief Financial Officer and Treasurer




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:

(i)'« ‘The accompanying Annual Report-on Form 10-K for the year ended-December 31, 2010 fully complies
with the requirements of Section 13(a) or Section 15(d) of the Securities Exchange Act of 1934, as amended; and -

. (ii) »/The information contained in such teport fairly presents, in all material respects, the financial 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: March 1‘, 2011




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
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, 2010 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/ JONATHAN W. THAYER

Jonathan W. Thayer e -
Senior Vice President and Chief Financial Officer

Date: March 1, 2011



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, Kenneth W. DeFontes, Jr.; President and Chief Executive Officer of Baltimore Gas and Electric Company, certify
pursuant to 18 U.S.C. Section 1350 adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 that to my
knowledge: :

() The accompanying Annual Report on Form 10K for the year ended December 31, 2010 fully complies
with the requirements of Section- 13(a) or Sectlon 15(d) of the Securities Exchange Act of:1934, as amended; and

(if)’ The information contained in such report fairly presents, in all materlal respects, the financial condition and
. results of operations of Baltimore Gas and Electric Company.

/s/ KENNETH W. DEFONTES, JR.

Kenneth W. DeFontes, Jr.
_President and Chief Executive Officer

Date: March 1, 2011




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, Carim V. Khouzami, Chief Financial Officer and Treasurer 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:

(i) ~The accompanying Annual Report on Form 10-K for the year-ended -December 31,2010 fully comphes
with the requirements of ‘Section: 13(a) or-Section15(d) of the Securities :Exchange Act 0f 1934, as:amended;-and

- (if): +The information: contained in such report fairly presents; in-all: materlal respects; the ﬁnanclal condmon and
results of operations of Baltimore Gas and Electric Company.

/s/ CARIM V. KHOUZAMI

Carim V. Khouzami
Chief Financial Officer and Treasurer

Date: March 1, 2011
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. REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Members of

Constellation Energy Nuclear Group, LLC:

In our opinion, the accompanying consolidated balance sheets
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 Company”) at December 31, 2010 and 2009, and the
results of their operations and their cash flows for the year
ended  December 31, 2010 and the period from November 6,
2009 to December 31, 2009, in conformity with accounting
principles generally accepted in the United States of America.
These financial statements are the responsibilicy of the
Company’s management. Our responsibility is to expiess an
opinion on these financial statements based on our audits. We
condticted 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.

The results of operations:and cash flows of the Company
for 2009 are presented for the period November 6, 2009 to
December 31, 2009, subsequent to the transaction described: in
Note 1. As discussed in Note 2 to the financial statements, the
Company has entered into significant transactions with related
parties. : :

%WWW&;WM XL P

January 21, 2011



CONSOLIDATED STATEMENTS OF INCCME

Constellation Energy Nuclear Group, LLC

For the period ~
For the year ended:. November 6 through
. - December 31, 2010  December 31, 2009,

(In Thousands of U.S.. Dollars)

Revenues ] o
Sales under power purchase agreements (PPA): L .
Constellation Energy. Commodities. Group, Inc. (CECG) S oo $900,870 $122,478
EDF Trading North America, LLC 92,854 7,642
Unrelated parties e 415,893 59,332
**Non-PPA sales to unrelated parties S 11,457 2,408
Capacity and ancillary service revenues from unrelated parties 154,230 - 25,698
Total revenues - 1,575,304 .- 217,558
Expenses ‘ T o : ‘
Amortization of nuclear fuel ' 160,096 724,068
Department of Energy waste disposal fees : v ' 30,106 © 4,945
Purchased energy ) : 26,043 —
Independent system operator and related charges - 6,514 © 752
Compensation-related expenses ' 387,952 47,310
Contractual services, professional services, and staff augmentation 139,348 14,573
Support services from Constellation Energy Group, Inc. 80,477 11,647
Power services agency charges from CECG 16,145 2,691
Depreciation 114,312 17,160
Accretion of asset retirement obligations . 73,613 11,257
Property taxes : 57,374 8,447
Materials, supplies, and equipment expense 29,517 3,563
Regulatory fees 38,397 - 4,730
Insurance 16,858 2,465
Other expenses 35,290 3,133
Less amounts reimbursed by Long Island Power Authority (37,587) (3,788)
Total expenses 1,174,455 152,953
Operating Income 400,849 64,605
Other Income
Net pre-tax earnings on nuclear decommissioning trust funds 48,304 5,216
Income taxes on nuclear decommissioning trust fund earnings (7,638) (1,333)
Orther income 74 31
. " Total other income s, 40,740 3,914

Net Income © 0§ 441,589 $ 68,519

The accompanying notes are an integral part of these consolidated financial statéments.




CONSOLIDATED BALANCE SHEETS

Constellation Energy Nuclear Group, LLC

December 31,
2010

December 31,
2009

Assets
Current Assets

(In Thousands of U.S. Dollars)

$ 226,054

$ 222,443

Cash and cash equivalents
Trade accounts receivable: :

Constellation Energy Commodities Group, Inc. (CECG) 47,585 69,205

EDF Trading North America, LLC : 8,026 7,261

Unrelated parties 42,077 = 43,885
Other receivables:

UniStar Nuclear Energy, LLC (UNE) ] , 6,068 4,265

Subsidiaries of Constellation Energy Group, Inc. (CEG) : : 333 © 535

Unrelated parties ~ 3,690 5,845
Spare parts, materials, and supplies 146,246 137,453
Current portion of unamortized Ginna power purchase agreement : 2,152 1,445
Current portion of CECG power services agency égreement 2,545 —
Prepaid property taxes 14,037 13,997
Other prepaid expenses and current assets 8,620 6,640
Total current assets 507,433 512,974

Investments and Other Noncurrent Assets
Nuclear decommissioning trust funds 1,385,559 1,244,683
Nuclear fuel—net of accumulated amortization 565,171 511,857
Noncurrent receivable—UNE 1,261 —
Unamortized Ginna power purchase agreement 9,697 11,850
CECG power services agency agreement 27,136 3,726
Other noncurrent assets 4,640 302
Tota! investments and other noncurrent assets 1,993,464 1,772,418
Property, Plant, and Equipment
Plant in service ‘3,586,673 3,565,734
Accumulated depreciation 1 (1,279,938) (1,188,174)
Net plant in service © 2,306,735 2,377,560
Construction work in progress 282,800 254,197
Total property, plant, and equipment 2,589,535 2,631,757
Total Assets $5,090,432 $4,917,149

The accompanying notes are an integral part of these consolidated financial statements.

3




. CONSOLIDATED BALANCE SHEETS
Constellation Energy Nuclear Group, LLC

_ . -December 31,
4 2010

December 31,
2009

(In Thousands of U.S. Dollars):: :

Liabilities and Members’ Equity
Current Liabilities
Accounts payable and non-compensation accrued liabilities:

Unrelated parties ~ : $ 169,746 $ 122,494
CEG and subsidiaries of CEG 8,233 13,976
Electricité de France, SA and subsidiaries 251 —
Accrued compensation : 45,997 43,717
Current portion of pension, postretirement, and postemployment benefit obligations 5,834 - 5,466
Current portion of power purchase agreement with CECG : 400,854 371,276
Total current liabilities . 630,915 556,929

Noncurrent Liabilities
Asset retirement obligations \ 993,816 1,036,399
Power purchase agreement with CECG — 400,854
Pension, postretirement, and postemployment benefit obligations 308,508 266,671
Deferred income taxes on nuclear decommissioning trust funds ; 30,468 11,816
Other noncurrent liabilities 5,944 355
" Total noncurrent liabilities - 01,338,736 1,716,095

- Leases, Commitments, Guarantees, and Contingencies (see Notes 9 and 10)
Members’ Equity
Members capital 2,991,864 2,987,752
Retained earnings (accumulated deficit) ' . 79,197 (362,392)
Accumulated other comprehensive income , 49,720 18,765
Total members’ equity. 3,120,781 2,644,125
¥

Total Liabilities and Members’ Equity $5,090,432 $4,917,149

The accompanying notes are an integral. part of these consolidated financial statements.




CONSOLIDATED STATEMENTS OF CASH FLOWS . .

Constellation Energy Nuclear Group, LLC

- For the period
1 For the year ended  November 6 through
. December 31, 2010  December 31, 2009

(In Thousands of U.S. Dollars)

Cash Flows From Operating Activities

Net Income $ 441,589 $ 68,519
Adjustments to reconcile to net cash provided by operating activities:
Amortization of nuclear fuel ' 160,096 24,068
Depreciation 114,312 17,160
Impairment of construction work in progress . 3,242 —
Amortization of CECG and Ginna power purchase agreements (369,830) _ (882)
Accretion of asset retirement obligations _ ' 73,613 11,257
Net pre-tax earnings on nuclear decommissioning trust funds (48,304) (5,216)
Income taxes on nuclear decommissioning trust fund earnings - ; 7,638 1,333
Defined benefit obligation expense ' 42,772 6,676
Defined benefit obligation payments . (51,683) (1,202)
Long-term incentive plan compensation T 5,082 - 778
Changes in: _
Accounts receivable 23,217 (76,747)
Spare parts, materials, and supplies (8,793) (3,585)
Prepaid expenses and other current assets (2,020) 9,568
Noncurrent receivable—UNE and other noncurrent assets (4,136) _—
Accounts payable and accrued liabilities : 46,088 10,290
CECG power services agency agreement (25,955) (3,726)
Other noncurrent liabilities k 4,126 -
< Net cash provided by operating activities 411,054 - 58,291
Cash Flows From Investing Activities
Investments in property, plant, and equipment (203,540) (34,493)
Purchases of nuclear fuel (203,903) (12,760)
Investments in nuclear decommissioning trust fund securities - (204,397) (30,697)
Proceeds from the sale of nuclear decommissioning trust fund securities 204,397 30,697
Net cash used in investing activities _ (407,443) (47,253)
Cash Flows From Financing Activities
: Distributions to members by (13,515)
5 Net cash used in financing activities —_ (13,515)
Net Increase (Decrease) in Cash and Cash Equivalents 3,611 (2,477)
Cash and Cash Equivalents at Beginning of Period X 222,443 224,920
Cash and Cash Equivalents at End of Period i $ 226,054 $ 222,443
QOther Cash Flow Information S ; ,
Cash paid for income taxes on nuclear decommissioning trust funds ' $ 4,932 $ 1,426
Accrued investments in property, plant, and equipment T 25,180 37,193
Accrued purchases of nuclear fuel o 26,227 16,720

The accompanying notes are an integral part of these consolidated financial statements.




CONSOLIDATED STATEMENTS OF_CHANGES’ iN
Constellation Energy Nuclear Group, LLC

MEMBERS’ EQUITY AND COMPREHENSIVE !NCVOME.

-

Retained Accumulated
Earnings Other Total
Members’ (Accumulated Comprehensive Members’
Capital Deficit) Income (Loss) Equity
(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

decommissioning trust funds, net of raxes of )

$5,434 . ) 27,065 27,065
Reclassification of net losses on nuclear o

decommissioning trust funds from OCI to net :

‘income, net of taxes of $77 ' z 610 610
Gain on defined benefit plans _ ' 14,150 14,150
Amortization of net actuarial loss, net prior service

~cost, and transition obligation included in net

periodic benefit cost " 2,073 2,073
Total comprehensive income 68,519 43,898 112,417
Noncash contributions from members associated with
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
Comprehensive income:

Net income 441,589 : 441,589
Other comprehensive income (OCI): : '
Change in unrealized gains on nuclear
decommissioning trust funds, net of taxes of ‘ :
$18,866 G : i 91,358 91,358
Reclassification of net gains on nuclear
decommissioning trust funds from OCI to net o
income, net of taxes of $2,473 ; . (10,257) (10,257)
Loss on defined benefit plans (60,679) (60,679)
_Amortization of net actuarigl loss, net prior service '
~cost, and transition obligation included in net

* periodic benefit cost . e T 12,347 ) 12,347
Total comprehensive income : : . 441,589 32,769 - 474,358
Transfer of nonqualified supplemental pension liability - o o :
from Constellation Energy Group (970) (1,814) (2,784)
Noncash contributions from members associated with .
long-term incentive plan 5,082 ‘ 5,082
Balance, December 31, 2010 $2,991,864 - $ 79,197 $ 49,720 $3,120,781

The accompanying notes are an integral part of these consolidated financial statements.



Constellation Energy Nuclear Group, LLC

Notes to Consolidated Financial Statements s ot s
For the Year Ended December 31, 2010 and the Period November 6, 2009 to 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?), all of which are Delaware limited liabilicy
companies. CNL and CEN are ultimately wholly owned
subsidiaries of Constellation Energy Group, Inc. (“CEGY);
which, through its interests in CNL and CEN, owns. 50.01% of
the Company. EDFI is a wholly owned subsidiary of ED.E..
International S.A. (‘EDF International”), which is ultimately a
wholly owned subsidiary of Electricité de France, SA (“EDFE?).

EDFI acquired its member interest in: the Company on: .
November 6, 2009 (the “EDF Closing”). Prior to this date, the
Company was a wholly owned subsidiary of CEG. The
Company carried forward its historical basis of assets and
liabilities and is presenting the results of operations and cash
flows of the Company. for the periods subsequent to.the
transaction.

The operation of the Company is subject to various
agreements -among the. members. 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. In addition,
the agreements stipulate that certain distributions shall not.be
made until 2012 or later, when sufficient funds.are available. As
of December 31, 2010, there were no cumulative undistributed
amounts, The agreements also. provide that the members. may-
contribute additional capital or make loan advances. to the
Company, if needed. The Company. expects that during 2011 it
will execute.a line of credit of up’ to approximately $125 million

-

with one or both of its members to fund short-term capital -
needs. . RERESY : ;

The Company is governed by a board of ten. directors, five
of which are appointed by CNL and five: by EDFL 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 indebredness, 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 -
debr, 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 2 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 : e

The Company owns and operates three nuclear power plants
having a total capacity of 4,044 megawatts (MW2?)-as:set forth
below. The 18% of Nine Mile Point Unit-2 (“NMP27”) not
owned by the Company is owned by the Long Island Power
Authority (‘LIPA?), an unrelated party, which: reimbuirses the
Company for its 18% share of the operating and- construction
costs of that unit and is responsible for its 18% share of the
decommissioning costs of that unit. The Company and LIPA are
cach responsible for providing 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 - -03/2010
Calvert Cliffs Unit 2 Calvert County, MD~ PJM 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 05/2010

4,044 3,839

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.



2 Related-Party Transactions ’

In the normal course of business, the: Company conducts
transactions with certain related parties under the following
agreements.

Power Purchase Agreements

As discussed in Note 7, a substantial portion of the power
generated by the Company’s plants is sold through Power
Purchase Agreements (“PPAs”) to either Constellation Energy
Commodities Group (“CECG”), a wholly owned subsidiary of
CEG, or to EDF Trading North America; LLC (“EDFTNAY),
which is ultimately a - wholly owned subsidiary of EDE

Support Services from CEG
The Company purchases various administrative services,
mcludmg the use of certain leased equipment and office space;
from CEG. The initial contracts for these services expired on
December-31, 2010. During 2010, the Company: entered: into. a
new contract which is effective January 1, 2011, which expires
December 31, 2017, and which contains both a fixed-price
component subject to'an annual escalation of 2% and a
consumption-based:price component: (the “Adminiscrative -
Services Agreement”). The consumption-based pricing
component is variable and: covers primarily information
technology services, computer and network equipment, and
office space. The fixed components of the’Administrative
Services Agreement are shown as’commitments in Note 9.

In addition, the Company purchases certain technical
maintenance services and craft labor from subsidiaries of CEG:

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 required payments and amounts
charged to expense for each year of the Power Services Agency
Agreement and: the resultmg prepaid costs at-the respcctlve year
ends are as follows:- ~ ' :

Period-End
Total
Prepaid
Balance

]

r bPayments E
‘(fn Thousands)

Expense

November 6 throﬁgh

- December 31; 2009 $ 6,417 $ 2,691 $ 3,726
2010 : 42,100 16,145 29,681
2011 : 13,600 16,145 27,136
2012 : SN 8,500 16,145 19,491
2013 8,500 16,145 11,846
2014 4,300 16,146 —
Total $83,417 . $83,417 .

Contractual Services Agreements
EDF has seconded certain of its employees to the Company, and
the Company has an agreement to reimburse EDF for the costs

of these employees. During the periods ended December 31,
2010 and 2009, the Company incurred costs of $1.8 million * -
and $84,000, respectively, under this agreement. These costs are
recorded in “Contractual services, professmnal services, and staff
augmentation” expense.

Through November 2, 2010, UniStar Nuclear Energy, LLC
(“UNE”) was a 50/50 joint venture between ‘subsidiaries of CEG
and EDE Effective November 3, 2010, EDF increased its
ownership in UNE to 100% by purchasing CEG’s interest. The
Company has assigned certain of its employees, and provides
technical, managenal and adminiscrative services, to UNE
through a cost-reimbursement project-billing agreement that
expires in' November of 2011. During the periods ended
December 31; 2010 and 2009, reimbursable costs recorded as a
reduction of “Compensation-related ‘expenses” were
approximately’ $26.4" million and $3.5 million, respectively.

The Company provides certain of its information’
technology applications to a subsidiary of CEG' and to UNE.
During the year ended December 31, 2010, the Company
charged costs of approximately $2 6 million and $0.2 million to
the CEG subsidiary and UNE, respectively. During the period
ended December 31, 2009, the Company charged costs of
approximately $0.5 miillioni and $0.1 million to the CEG
subsidiary and UNE, respectively. These amounts were recorded
as reductions of “Other expenses.”

Nuclear Property and’Accidental Outdge Insurance
The Company’s plants are provided property and accidental
outage insurance through Nuclear:Electric Insurance Limited
(“NEIL”), a mutual insurance company. Prior to July 1,2010,
CENG was the member-insured 'of NEIL. Effective July 1,
2010, ‘CEG and EDFI became the members-insured through
their ownership interest in CENG. ‘As the members-insured;
CEG and EDFI have assigned the loss benefits under the
insurance to’ the Company’s operating subsidiaries, with the
Company named as an additional insured party. In consideration
for receiving the loss benefits, the Company pays the NEIL
premiums and the related premium taxes. The Company’s
expense for NEIL premiums is recorded as a'component of
“Other expenses” and was approximarely $9.4 million and
$1.4 million for the periods ended December 31, 2010 and
2009, respéctively.

Obllgatlon to Transfer Land to UNE

In connection with EDF’s acquisition of CEG’s interest in UNE,
the Company is obligated to transfer to UNE, via fee simple
and/or easement interests, portions of its land at the Nine Mile
Point and Ginna sites in anticipation of UNE developing those
properties for new nuclear power plants. This obligation, which
is subject to the Company obtaining the requisite approvals, and
which must be completed by October 2012, is not expected to
matenally affect the Company’s ability to operate its existing
units at these sites. No consideration is required to be paid to
the Company for these properties or easements. This transfer
will be accourited for as a distribution to the members.



Contingent Receipts ¢ $587.5 million in gﬁérantees for the paymenf of

As discussed in Note 10, CEG is entitled to any funds received contingent retrospective premium adjustments for the
from the U.S. Department of Energy (‘DOE”) that rexmburse nuclear liability insurance discussed in Note 10;
costs expended prior to the EDF Closing for the storage of ¢ $290.0 million in combmed support agreement
spent nuclear fuel at the Company’s nuclear sites. - obligations to meet U.S. Nuclear Regulatory
, o : Commission (“NRC”) requirements;. . .

~ Parental Guarantees o ‘ ' #. $7.3 million in guarantees associated with hazardous
CEG and EDF have issued or are otherwise responsible for the waste_management facilities and underground storage
following guarantees, financial assurances, and letters of credit on tanks; and
behalf of the Company or its operating s subsidiaries with respect ¢ $1.3 million in 1rrevocable standby letters of credit for
to various obligations of the Company or its operating . workers compensation insurance deductibles.

subsidiaries in the combined aggregate amount of approximately
$886.1 million. CEG and EDF share in these obhgauons in
proportion to their respective member interests.




3 Significant Accpunting 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 Presentation

These consolidated financial statements are presented in “United
States dollars in accordance with accounting ‘principles generally
accepted in the United States of America (“GAAP”), and they
include the accounts of the Company and all entities controlled
by the Company. All material intercompany balances and
transactions have been eliminated.

Management evaluated for inclusion in these financial
statements events and transactions that occurred after
December 31, 2010 through January 21, 2011, the date these
financial statements were issued.

Use of Estimates

When preparing financial statements in accordance with GAAP,
management makes estimates and assumptions thart affect the
reported amounts 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
from those estimates.

Significant estimates inherent in the preparation of these
consolidated financial statements include those associated with
the depreciation of property, plant, and equipment; impairment
evaluations of long-lived assets; the valuation of asset retirement
obligations; and thc valuation of pension and post-retirement
obligations.

Reclassifications
Cerrain prior-period amounts have been reclassified to conform
to the current-year presentation as set forth below. These
reclassifications did not affect net income or cash flows for the
periods presented.

@ “Regulatory fees” was previously reported in “Other

expenses,”

¢ ‘Insurance was prcvmusly reported in “Other
expenses,”
“Materials, supplies, and equipment expense” ‘was
previously reported in “Other expenses,”
“Prepaid property taxes” was previously reported in
“Other prepaid expenses and current assets,” and
“Accrued compensation” was previously reported in
“Accounts payable and accrued liabilities.”
Derivatives
As discussed in Note 7, in the normal course of business, the
Company may purchase financial instruments to manage its
exposure to fluctuations in energy prices. As of December 31,
2010 and 2009, the Company does not have any contracts that
meet the definition of a derivative, other than certain PPAs and
a capacity agreement (see Notes 4 and 7) which qualify for the
normal purchases and normal sales exception under GAAP and
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Wthh are thercfore accounted for on the accrual basls and not
rcported at fair value. s

Fair Value
The Company determines the fair value of its assets and
liabilities using unadjusted quoted prices in active markets
(“Level 17) or pncmg inputs that are observable (“Level 27)
whenever thar information is avallable. Unobservable i inputs
(“Level 3”) are used to estimate fair value only whcn relevant
observable inputs are not avallable

The Company classifies assets and habllmes within the faur
value hierarchy based on the lowest level of i input that is
significant to the fair value measurement of each individual asset
and liability taken as a whole. Fair value measurements classified
as Level 1 or Level 2 are determined by multiplying the pricing
input by the quantity. Fair value measurements classified as
Level 3 are determined primarily 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 funds
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 responsible 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 highly liquid
investments (primarily money market funds and demand
deposits) with original maturities of three months or less, other
than such investments held in and reported as “Nuclear
decommissioning trust funds.” The carrying amount of cash
equivalents reported in the Consolidated Balance Sheets
approximates fair value ‘because of the short maturity of those
instruments.

Accounts Receivable

Accounts receivable are stated net of any allowance for
uncollectibles. At December 31, 2010 and 2009, the allowances
for uncollecribles were not material.

Spare Parts, Materials, and Supplies

Spare parts, materials, and supplies (other than capital spares and
rotatable spares, which are included in property, plant, and
equipment) are charged to inventory when purchased and then
capiralized to plant or expensed, as appropriate, when installed
or used. These items are stated at average cost and are reviewed
periodically for obsolescence.



Nuclear Fuel

Costs incurred for the purchase, conversion, and enrichment of
nuclear fuel, the fabrication of nuclear fuel rod assemblieysl and
the procurement of canisters for the storage of spent nuclear fuel
are recorded in the Consolidated Balance Sheets as “Nuclear
fuel—ner of accumulated amortization.” The contracts for the
purchase of these items 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 Statements 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.
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Long-Term Incentive Plan

The Company grants cash-based awards to key employees under
certain long-term incentive plans. The amount of the award is
based primarily on the attainment of certain operational goals
over a stated service period, typically three years. The estimated -
award amounts are accrued ratably over the service period as a
component of “Compensation-related expenses.” -



4 Property, Plant, and Equipment

Original Cost )
Property, plant, and equlpment ‘(“PP&E”) is recorded at 1ts
original cost, which 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 Sheets as “Construction work in progress”
until the assets are placed in service and reflected as “Plant in
service.” .

The smallest item recorded as PP&E is a retirement unit.
When a retirement unit is replaced and in certain circumstances
when a retirement unit is refurbished, the cost of the
replacement or refurbishment is capitalized. 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 Statements 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 supplies” and are depreciated and
otherwise accounted for. consistent with other “Plant in service.”

Depreciation Expense and Useful Life

More than 95% of the carrying value of the Company’s PP&E
consists of plant buildings and equipment; these assets are
depreciated using the group straight-line method. Depreciation
groups consist of retirement units that are similar in nature and
that have generally similar useful lives. Assets are depreciated
through the shorter of their useful lives or the license expiration
date of the plant with which they are associated. Depreciation
studies are performed periodically to update the useful lives of
the various depreciation groups; the most recent study was
performed during 2010. PP&E other than plant buildings and
equipment consists of computer software, office equipment and
furniture, and other plant equipment; these assets are generally
depreciated on a straight-line basis over useful lives ranging from
3 years to 20 years. At December 31, 2010 and 2009, the
weighted average annual depreciatfon rates applied to the gross
cost of “Plant in service” were 3.4% and 3.1%, respectively.

Retirements

For routine retirements of PP&E depreciated 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 Sheets. No gain or
loss is recorded for routine retirements because the depreciation
rates under the group method contemplate a statistical dispersion
of routine retirement activity. For extraordinary retirements 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 Consolidared Statements of Income. The cost of removing
assets from service is charged to expense as incurred.
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Impairment Evaluations
The Company periodically evaluates whether events have
occurred or conditions have changed that would indicate that a
further evaluation is warranted to determine whether its PP&E
may be 1mpalred This evaluation is pcrformed 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 its 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 i 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 periods ended
December 31, 2010 and 2009, none of the Company’s PP&E
asset groups were impaired.

Nine Mile Point Unit 2
The Consolidated Balance Sheets include the following balances
for the Company’s 82% interest in NMP2:

December 31, December 31,

CENG’s 82% Portion of NMP2 - 2010 2009
(In Thousands)

Plant in service $ 431,826 $410,746
Accumulated depreciation (102,987) (92,339)
Net plant in service 328,839 318,407
Construction work in progress 113,075 100,573
Total property, plant, and

equipment $ 441,914 $418,980

The Company is making investments at NMP2 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.
LIPA is participating in 18% of this capacity increase and
related costs, consistent with its existing ownership interest. As a
result, the Company’s and LIPAs ownershlp interests remain at
82% and 18%, respectively.

‘In expectation of the capacity increase, during 2010 the
Company purchased rights to deliver additional capacity to the
New York Independent System Operator. The fair value of the
Company’s 82% share of the delivery rights was approximarely
$3.7 million, consisting of the payment of approximately
$2.2 million (net of LIPA’s share of $0.5 million) plus the
execution of a below-market agreement valued at $1.5 million
(net of LIPA’s share of $0.3 million) to sell a portion of the
capacity increase over 2 36-month period. The Company
recorded this $3.7 million fair value as a component of “Other
noncurrent assets,” and this amount will be amortized over the
remaining life of NMP2 beginning at the completion of the
capacity increase. The amortization expense is not expected to be
material. )



The $1.5 million fair value of the capacity-sale agreement
was recorded as a component of “Other noncurrent liabilities,”

and this amount will be amortized over the 36-month period of

the capacity agreement. As referenced in Note 9, if the capacity
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increase is obrained, the Company will be obligated to provide a
$3.0 million parental guarantee to”secure its obligations under
this agreement throughout its term.



5 Nuclear Decommissioning Trust Funds

As discussed in Note 6, after the Company’s plants cease
operations, the Company is obligated to’decommission the
plants 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 nuclear 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 thre United States.

It is expected that decommissioning activities will be
undertaken through the 2080 decade. If the actual return on
trust fund assets were to be lower than expected, or if the costs
or timing of decommissioning 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. No contributions were made to any of the trust
funds during the periods ended December 31, 2010 and 2009,

and 'the only distributions from the trust funds were for ongoing
permissible expenses such as taxes, trustee fees, and investment
management fees. - o

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 most recent filing was in 2009,
and the NRC accepted that filing as providing reasonable
financial assurance. The Company’s next NRC submittal is
required to be filed by March 31, 2011.

The trust fund investments are classified as available-for-sale
securities and are reported at fair value in the Consolidated
Balance Sheets as “Nuclear decommissioning trust funds.” A
decline in the fair value of a trust fund investment below its
book value is recognized as an impairment. Impairments are
charged to “Net pre-tax earnings on nuclear decommissioning
trust funds” in the Consolidated Income Statements and result
in a reduction in the basis of the investment. An increase in the
fair value of a trust fund investment above its cost or adjusted
cost is recorded as a component of “Other comprehensive
income.” The following is a summary of the trust fund
investments at December 31, 2010 and 2009:

Pre-Tax Unrealized
Gains Recorded in
Accumulated Other

Comprehensive
Adjusted Cost Income Fair Value
(In Thousands)
At December 31, 2010:

" Marketable equity securities $ 226,608 $169,403 $ 396,011
Mutual funds / common collective trusts 3,904 2,270 6,174
U.S. treasuries 29,548 567 30,115
Total Level 1 input 260,060 172,240 432,300
Mutual funds / common collective trusts 468,382 186,801 655,183
Corporate debt securities 147,890 17,517 165,407
U.S. government agency securities 36,661 1,846 38,507
State municipal bonds 71,568 2,880 74,448
Cash equivalents . 19,714 — 19,714
Total Level 2 input 744,215 209,044 953,259
Total at December 31, 2010 $1,004,275 $381,284 $1,385,559

At December 31, 2009: ) ‘
Marketable equity securities $ 218,487 $126,452 $ 344,939
Mutual funds / common collective trusts 3,905 1,567 5,472
U.S. treasuries 21,925 720 22,645
Total Level 1 input 244,317 128,739 373,056
Mutual funds / common collective trusts 458,566 127,633 586,199
Corporate debt securities 148,509 21,686 170,195
U.S. government agency securities 41,072 2,177 43,249
State municipal bonds 50,852 3,556 54,408
Cash equivalents 17,576 -— 17,576
Total Level 2 input 716,575 155,052 871,627
Total at December 31, 2009 $ 960,892 $1,244,683

$283,791
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The investments in corporate debt securities, U.S.’
government agency securities, U.S. treasuries, and state municipal
. 1
bonds mature on the following schedule:

At
December 31,
2010
: (In Thousands)
Less than 1 year $ 5,030
1-5 years 111,777
5-10 years 75,560
More than 10 years 116,110
Total maturities of debt securities . $308,477

“Net pre-tax earnings on nuclear decommissioning trust
funds” for the periods ended December 31, 2010 and 2009 were
as follows, with cost determined on a tax-lot basis:

December 31,  December 31,

For the Period Ended 2010 . 2009
it - (In Thousands)

Gross realized gains , $22,593 " 1§ 2,482
Gross realized losses other than ’

impairment losses (2,750) (1,749)
Impairment losses k (7,113) (1,420)
Net realized gains (losses) - . 12,730 (687)
Interest and dividend income - 37,750 5,957
Trustee fees and investment ’ ‘

manager fees (2,176) (54)
Net pre-tax earnings on nuclear

decommissioning trust funds $48,304 $ 5,216
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6 Asset Retirement Obligations

The Company incurs legal obligations, known as asset retirement
obligations (“ARQOs”), arising from the requirement to dismantle,
decontaminate, and dispose of (“decommission”) its-nuclear
generating facilities in connection with their future retirement.
These AROs are measured by estimaring their present values
based upon management’s 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 utilizing
site-specific decommissioning cost estimates which are updated °
periodically. As discussed below, the most recent
decommissioning cost study was completed in 2010. The
Company believes the estimates developed during the 2010
study continue to be reasonable as of December 31, 2010.
However, given the magnitude of the amounts involved, the
complicated and ever-changing 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 corresponding
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 long-lived asset are adjusted.

Since the fair value of the ARO is determined using a’
present value approach, accretion of the liability due to the
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passage of time is recognized in"the Consolidated Statements of
Income as “Accretion of asset retirement obligations.” When' the.
liability is finally settled, a gain or loss will be recorded for any
difference between the recorded liability and the actual costs
incurred. ; ]

The following is a rollforward of the ARO liability for the
periods ended December 31, 2010 and 2009:

ARO Rollforward Amount
‘ (In. Thousands)
Liability at November 6, 2009 $1,025,142
Accretion expense 11,257,
Liability at. December 31, 2009 - 1,036,399

" Nert decrease from revisions to estimated

cash flows 7 ' (116,196)
. Accretion expense - 73,613
Liability at December 31, 2010 $ 993,816

During 2010, the Company recorded a decrease in the
ARO liability of $116.2 million’as a result of an updated
decommissioning cost study. The decrease was attributable
primarily to the deferral of costs associated with the lengthening
of ‘the expected dormancy period prior to the commencement of
decommissioning activities, partially offset by additional costs’
associated with the expected delay by the DOE in providing a
permanent centralized repository for spent nuclear: fuel,-as
discussed in Note 10.



: Revenue, Power Purchase Agreements, and Revenue Sharing Agreements

Revenue Recogmtlon Policy

The Company earns revenue primarily from the sale of power
generated by its plants, and to a lesser. extent from the ‘sale of
capacity and ancillary services. Revenue is recogmzed on the
accrual method when delivery occurs,

Sales of Power
The majority of the Company’s energy is sold through PPAs
which are for the physical delivery of energy. Certain of the
PPAs meet the definition of a derivative, but because they are
for the physical delivery of energy, they qualify for the normal
purchases and normal sales exception, which the Company has
elected. Accordingly, all of the PPAs are accounted for on an
accrual basis. Energy not sold under PPAs is sold through
independent system operators (“ISOs”) at day-ahead or real-time
market prices and is recognized as revenue when delivery occurs.
In addition, where the Company is required to purchase
power to fulfill a contractual commitment, the Company may
purchase financial instruments to manage its exposure to price
fluctuation. These instruments are recorded at fair value, with
changes in fair value recognized as a component of “Purchased
energy” expense. The net gain recognized on these instruments
during the year ended December 31, 2010 was approximately
$64,000. No such instcruments were held by the Company
during 2009 or at December 31, 2010.

Capacity and Ancillary Services
The capacity market is administered by the ISOs to ensure that
adequate capacity resources will be available within their region.
The Company sells the majority of its capacity through ISO
capacity auctions at the market clearing price. Capacity revenue
is recognized under the accrual method over the auction period.
The capacity arrangements include penalties that are due under
certain circumstances if the Company is unable to meet its
capacity obligations. Penalties are recognized as a reduction to
“Capacity and ancillary services revenues” when it is probable
that a liability has been incurred and the amount can be
reasonably. estimated.

Ancillary services markets are admmlstered by the ISOs to
support the reliability of the transmission system. Revenue for
ancillary services is recognized as the services are performed.

Power Purchase Agreements

The Company has a fixed-price unit-contingent PPA which
expires in June 2014 with the former owner of the Ginna plant
for approximately 90% of the available energy output and
capacity from that 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 fair value of the Ginna PPA was recorded
in the Consolidated Balance Sheet at the time of execution and
is being amortized against revenue over the remaining term of
the contract.

The Company has fixed-price unit—cohtingent PPAs which
expire in Novemnber 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
liabiliry.

On November 6, 2009, the Company entered into PPAs
with CECG and EDFTNA for substantially all of the energy
available from its plants after it fulfills its obligations under the
Ginna PPA and NMP2 PPAs. A provision within the PPAs
allows the Company to fix the pricing for certain portions of
available energy. Through this provision, the Company has fixed
the price of certain quantities of energy to be delivered through
2013. In the event of an unplanned outage, the Company is
required to purchase energy to meet these delivery obligations.
Duririg 2010, such purchases amounted to $26.0 million.

Effective November 1, 2010, the PPAs with CECG and
EDFTNA were amended. The amended PPAs contain a
provision which allows the Company to fix the price of the
remaining available energy on a unit-contingent basis through
December 31, 2014, and the Company has used this provision
to fix the price for portions of future quantities available for sale
under these PPAs. In addition, the Company entered into new
unit-contingent PPAs with CECG and EDFTNA for all
available energy at the day-ahead market price beginning
January 1, 2015 and continuing through the permanent
cessation of power generation at each operating unit.

At inception, the CECG PPAs were structured at below-
market prices for 2010 and 2011. The fair values of the PPAs,
which were determined using Level 2 inputs, toraled
approximately $772.1 million at inception. The Company
recorded this amount in the Consolidated Balance Sheet as
“Power purchase agreement with CECG” and is amortizing it
into revenue over the two-year period begmmng January 1, 2010
based or the terms of the contracts.

The table below presents the 2010 actual and future
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, 2010 2011 2012 2013 2014 Total
. (In Thousands)
. CECG PPA liability amortization $371,276 $400,854 $ — $ — $ — $772,130
Ginna PPA asset amortization (1,446) (2,152) (3,205) (3,881) (2,611) (13,295)

Net PPA amortization $369,830 $398,702 $(3,205) $(3,881) $(2,611) $758,835
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Revenue Sharing Agreements

In connection with the purchase of -Nine Mile Point Unit 2, the
Company entered into 10-year Unit-contingent revenue sharing
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 net cumulative

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 wo /
percent annually over the 10-year term. The Company will record
any amounts earned by the Former NMP2 Owners under the
RSAs as expense in the periods incurred. k
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8 Employee Benefit Plans

Benefit Plan Descriptions

The Company sponsors several qualified and
nonqualified defined-benefit pension, postretirement
benefit, and other postemployment benefit plans, as well
as-contributory employee savings. plans. The majority of
Nine Mile Point employees are covered by one set of
benefit plans, and the rest of the Company’s employees
(Calverr Cliffs, Ginna, and the headquarters staff) are
covered by another set of benefit plans. Prior to the EDF
Closing, CENG employees other than Nine Mile Point
employees had participated in CEG’s benefit plans.
Effective November 6, 2009, the defined benefit
obhgatlons for those plans were transferred at historical
cost from CEG to the Company, except for those . .
associated with the nonqualified supplemental pension
plan, which were transferred to the Company at
historical cost upon the June 1, 2010 formation. of the
Company’s plan for these benefits. The measurement
date for each of the plans is December 31, 2010,

Pension Benefits

- The Company-maintains one qualified pension plan for
its Nine Mile Point employees, another qualified pension
plan (“CENG Pension Plan”) for the rest of the
Company’s employees, and a nonqualified supplemental
pension plan in which only certain employees are eligible
to participate {collectively referred to as the “Pension
Plans”). In general, the benefits under the Pension Plans
are calculated based on age, years of service, and pay.

On November 6, 2009, the assets of the CENG
Pension Plan were segregated to a master trust
sub-account within. CEG’s pension plan.master: trust
based on a preliminary allocation of plan assets under
Section 4044 of ERISA. During 2010, following the final
ERISA Section 4044 evaluation, the. CENG: Pension. Plan
assets were transferred to.a separate CENG master trusti
The Nine Mile Point pensiore plan assets were also
transferred from the CEG master trust to-the CENG
master trust. The CENG master trust is under the
oversight of a newly-formed investment committee of the
Company (the “Investment Committee”).

The Company funds the qualified pension plans by
contributing at least the minimum amount required
under the Pension Protection Act and IRS regulations.
The amount of funding is calculated using the projected
unit credit cost method. The Company contributed
approximately $45.6 million to the qualified pension
plans during 2010 and expects to contribute
approximately $64 million during 2011.

Postretirement Benefits

The Company sponsors defined-benefit postretirement
health care and life insurance plans (the “Postretirement
Plans”) that cover the majority of its employees. In

general, 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
medical coverage 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. The Company’s
medical contributions for Nine Mile Point retirees are
capped at 2009 levels, and union employees hired after
the end of the last contract in 2006 are not chgxble for

retiree medical benefits.
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Other Postemployment Benefits

The Company provides postemployment health and life
insurance benefits to all eligible employees determined to
be disabled. In addition; the Company provides income-
replacement benefits for Nine Mile Point union-
represented employees determined to be disabled. The
Company recognized expense associated with its
postemployment benefits of $1.9 million and
approximately $48,000 for the periods ended

December 31, 2010 and 2009, rcspcctive[y.~

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
$6.4 million and $1.0 million for ‘the periods ended
December 31, 2010 and 2009.

Pension, Postretirement, and Postemployment
Plan Liabilities

The following tables show the liabilities recorded for the
pension, postretirement, and postemployment plans at
each of the balance sheet dates.

Pension Postretirement Postemployment
Benefit Obligations Plans Plans Plans Total
. : (In Thousands)
At December 31, 2010: .
Current portion $ 442 $ 4,116 $1,276 $ 5,834
Noncurrent
portion 199,282 101,436 7,790 308,508
Total $199,724 $105,552 $9,066 $314,342
At December 31, 2009:
Current portion $ — $ 4,305 $1,161 $ 5,466
Noncurrent .
portion 172,549 87,173 6,949 266,671
Total $172,549°  $ 91,478 $8,110 $272,137




Changes in Benefit Obligations and Assets of the
Pension and Postretirement, Plans

The following tables show the: balances and changes in the
benefir obligations and plan assets .of the pension and
postretirement benefit plans.

Postretirement
. ; Pension Plans Plans
For the Periods Ended December 31, 2010 2009 2010 2009

. . (In:Thousands)
Change in benefic obligations:
Benefit obligation ar begmmng of period
Service cost
Interest cost

$411,197  $410,465° $ 91,478 ~ $98,596
18,889 ¢ . 2,751 4,733 795
24,152, . 3507 - 5676 847

Conributions by participants - — - 1,853 206
Medicare Part:D' reimbursements e — 56 30
Actuarial loss / (gain) E 62,521 (3,662) 9,535 ;.(7,788)
Plan amendments ‘ — — {754) —
Transfer of supplemental nornqualified ’

pension from CEG 2,784 — — —_
Benefits paid, including both annuity

payments and lump-sum distributions (19,767) (1,864) (7,025)  (1,208)
Benefit obligation at end of period 499,776 411,197 105,552 - 91,478

Change in plan assets: ’ ’

Fair value of plan’ assets' ar beginning of e B

period . -.: o 238,648 . 234,367 o il e
Actual return on plan assets 35,285 6,145 o —
Employer contribution ’ 45,886 — 5,116 972
Plan participants’ contributions = — 1,853 206
Medicare Part D reimbursements . — — 56 30
Benefits paid, including both annuity )

payments and lump-sum distributions (19,767) (1,864) (7,025)  (1,208)
Fair value of plan asscts at end of period 300,052 238,648 = —

Liability at end of period $199,724" $172,549° $105,552 $91,478

The benefit obligation above is.the projected benefit
obligation (“PBO”) for the Pension Plans and the accumulated
benefit obligaﬁion (“ABO?) for the Postretirement Plans. The
Company is required to reflect the funded status of its Pension
Plans above in terms of the PBO, which is higher than the
ABO, because the PBO includes the impact of expected future
compensation increases on the pension obligation. The Pension
Plans had ABO balances that exceeded the fair value of plan
assets as of December 31, 2010 and 2009. The aggregate ABO
balances for the Company’s Pension Plans were $443.9 million
and $365.0 million. as of thdse respective dates.

Net Periodic Benefit Cost and Amounts Recognized in
Other Comprehensive Income

The following table shows the components of net periodic
benefits cost for the pension and postretirement plans:

: Postretirement
Pension Plans Plans

Components of Net Periodic Benefit Cost
For the Periods Ended December 31, . 2010 2009 2010 2009

(In Thousands)

Service cost $ 18,889 $2,751 § 4,733 -§ 795
Interest cost 24,152 3,507 5,676 847
Expected return on.plan.assets (24,882). (3,445) — —
Amortization of unrecognized prior service cost 841 171 (965)  (148)
Recognized net actuarial loss 11,391 1,781 1,021 259
Transition obligation — —_ 59 9

Amount capitalized as construction cost (1,127) (176) (457) (54)

$ 29,264 - $ 4,589 $10,067 $1,708

Net periodic benefit cost

20

The following is a summasy, of the pension. and .
postretirement amounts that the Company has recorded in i
“Accumulated other comprehensive income” ({AOCYI”). and the
expected amortization of those amounts. over the next year:

AOCI Benefits

Postreti Exp | Amortization
Pension Plans Plans 3 e —
Pension Postretirement

December 31,7 : Plans “:i:" Plans

2010 2009 2010: 2009.:7::2011: 2011

(Ir Thousands)

Actuarial loss . $241,797 $I99 390, $26,557 .$18,042 $16,866 $ 1,710
Prior service cost 3,078 4,005 (4,975 (5.227) 826 (1,022)
Transition . s

obligation : — — 77 178 - i 39
Total * $244,875 $203,395  $21,659 $12,993-. 817,692

8 727

Expected Cash Benefit Payments v

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 are shown below. These estimated benefits
are based on the same assumptions used to measure the benefit
obligations at' December 31, 2010, but include benefits
attributable to estimated future employee service.

Pension Postretirement

Year(s) Benefits. Benefits
(In: Thousands)
2011 $.43917.-....$:4,233
2012 =35,110; - ~:+=4,596
2013 41,074 ,225
2014 47,260 6,009
2015 49,648 6,508
2016-2020 250,807

39,782

Assumptions for Pension and Postretirement Benefit
Obligations and Periodic Cost
The assumptions used in calculating pension and postretirement
obligations ‘and periodic costs differ between'the plans for Nine
Mile Point employees and the plans for the rest of the>
Company’s employees: The weighted-average assumptions used
in calculating pension and postretirement obhgatlons were as

follows:
’ ‘ - Postretirement
Pension Plans .~ Plans
At December 31, 2010 2009 - 2010 2009
Discount rate 5.25% 6:00% - 5.75%  6.50%
Rate of compensation
3.75% 3.75% 3.75% 3.75%

increase



The weighted-average assumptions' used in-calcilating
pension and postretirement ‘net -periodic cost were as follows:
gy :
Postretirement

) Pension Plans Plans
Periods Ended December 31, 2010 2009 2010 2009
Discount rate 6.00% 5.75% 6.50% 5.75%
Expected return on plan ’
assets 8.50% 8.50% N/A N/A
Rate of compensation -
ihqfeasc o 3.75% 3.75% 3.75% 3.75%:

Effective in:2011, the Company reduced its expected
long-term rate of return on plan assets assumption: to 8.25%.

‘The discount rate is based:-on an analysis of high-quality
corporate bonds whose maturities match the Company’s. expected
benefit payments. The 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. : :
The health care mﬂauon rate assumpuons used in
calculating postretirement plan obligations at December 31,
2010 were 8:50% and 7:50% for 2011 and 2012, respectively,
with an ultimate trend rate 'of 5.00% ‘to be reached in 2017. A
one-percentage-point: change in the assumed health care inflation
rate would have the following effects: ;

One-Percentage-Point Increase/Decrease in

Health Care Inflation Rate Increase’ (Decrease)

(In Thousands)

Effect on postretirement obligation as

of December 31, 2010 $5,166  $(4,037)
Effect on annual combined service
and interest cost for'2010 416 (312)

Qualified Pension Plan Assets

Investment Strategy :

The Company invests its 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 Iong—term growth of

capital without excessive volatility,

¢ produce investment results that meet or exceed the

~ assumed long-term rate of return,
& improve the funded status of the plan over time, and
¢ reduce future contribution and expense volatility as
funded status improves.

To achieve these objectives, the Company, through the
Investment Committee, has adopted an Investment Policy that
divides its pension investment program into two primary
portfolios:

# 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.
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Currently; the Investment Policy allocates 70% of plan
assets to return-seeking assets to ‘help reduce existing deficits in
the funded status of the plans. ‘As the funded status of the plans
improves, the Investment Policy calls for reducing the exposure
to return-seeking assets and increasing the llablllry-hedgmg assets
to reduce toral risk.

Return-Secking Assets

The purpose of return-seeking 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 long-duration

bonds and: interest-rate derivatives, 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

Risk.is evaluated on an ongoing basis, and plan asset risk is
managed using several approaches. First, the assets are invested
in two diverse portfolios, each of which conrains investments
across a spectrum of asset-classes. Second, a long-term
investment horizon (greater than ten years) is considered, which
enables the Company to-tolerate the risk of investment losses-in
the short-term with the expecration of higher returns in the long
term. Third, a'thorough- due diligence program-is employed
priorto selecting an investment; and a rigorous ongoing
monitoring’ program is utilized once assets are invested.

Asset Allocation

Plan assets are’diversified across various asset classes and
securities based onthe Investment Policy. This policy allocation
is long-term oriented and consistent with the risk tolerance and
funded statis,’ At Decémber 31, 2010, ‘the target allocations were
70% return seeking assets:(consisting of 48% global equity
securities, 15% alternative investments, and 7% high-yield bonds
and other instruments) and 30% liability-hedging assets
(consisting of fixed income securities other than high-yield
bonds). The portfolio is periodically rebalanced when the actual
allocations fall outside of the ranges prescribed in the Investment
Policy. :
The rtarget 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 and market volatility. These instruments are
sensitive to changes in economic conditions. Such changes could
materially affect the value of plan assets.

Fair Value
The rable below sets forth, by level within the fair value
hierarchy discussed in Note 3, the actual allocation of



investments: of the Pension Plans at fair value. Amounts by type ¢ Alternative investments (“Level 37) primarily. consist of

of investment and fair value classification as of December 31, hedge funds, real estate funds, and financial limited
2009 were based on the. Company’s 18.4% share of the total partnerships (private equity funds). These investments
market value of the, CEG master trust. There are no significant do not have readily determinable fair values because they
concentrations of risk, in:terms.of sector, industry, geography, or are not listed on national exchanges or over-the-counter
company. ' markets. We have valued these alternative investments ‘at
their respective net asset value per share (or its
Total Fair Value at equivalent such as partner’s capital) which has been -
December 31, 2010  December 31, 2009 calculated by-each partnership’s general partner in.a
’ (In Thousands) manner consistent with GAAP for investment
Global equity . . : companies. Among other requirements, the partnerships
securities $ — $ 48,586 must value their underlying investments at fair value.
High-yield bonds 15 125 While the nert asset value per share provides a reasonable
Total Level 1 input 15 48,711 approximation of fair value, the fair values of the

alternative investments are estimates and; accordingly,

Global equiry such estimated values may differ from the values that

Fi SC((i:LfritiCS . 154,715 86’372 - would have beenused had a ready market for the
fed-income securities ) investments-existed, and the differences could be
other than . material - ) :
high-yield bonds 79,624 65,224 ; ) .
High-yicld bonds - . 20476 , 17.067 - . The following table sets forth a summary of changes in the-
v fair value of the Level 3 assets:
Cash and cash : S : C
equivalents 32,870 4,489 ‘ " For the Period Ended
Hedging assets December 31, 2010 December 31, 2009
(interest rate swaps) 433 ‘ — : T Thossands)
Total Level 2 input 288,118 173,152 Balance at beginning ; :
Alternative investments 11,919 . 16,785 of period $ 16,785 $16,126
. Total Level 3 input 11,919 16,785 Re'aﬂocalzloﬂ of : :
Total fair value ‘ $300,052 $238,648 2;?({; aSSNeCCEN G
The following is a.description of the valuation ~ pension trusts
methodologies. used for assets. measured-at-fair value: upon final ERISA
¢ Global equity securities are valued at unadjusted quoted 4044 evaluarion (16,785) _
market share prices within active markets. (“Level:17) .or Realized gains - 162
based on external price/spread data of comparable Unrealized gains 619. 490

securities (“Level 2”). Common collective trust funds

within this category are valued at fair value based on the Purchases during the

.unit value of the fund which is observable.on a less period. ' 11,300 98 ’
frequent basis (Level 2). Unit values are determined by . Sales t.iurmg the B &
.the bank or financial instjtution sponsoring such funds. period ) : S — (431)
by dividing the: fund’s net assets at fair value by its units Transfers nto and
outstanding at the valuation dates. P ‘ out of Level 3° — 340

o Fixed income, high-yield bonds, cash and cash Balance at end of

equivalents, and over—thc—co.untcr hedging assets are period | 5 ,1 o1 : . s1678s
valued based on external price data of comparable .
securities (“Level 27).
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9 Leases, Commitn‘rents, and Guarantees

Leases

The Company is the lessee under certain facdltles 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 $3.2 million and $0.5 million of expense
related to its operating leases in the Consolidated
Statements of Income for the periods ended

December 31, 2010 and 2009, respectively, excluding
amounts for leased equipment and office space under the
Administrative Service Agreement with CEG discussed in
Note 2. The commitments schedule below includes,
either in “Operating leases” or in “Administrative services
agreement with CEG,” management’s estimates of the
future minimum rental payments required under
operating leases that have initial or remaining
noncancelable lease terms in excess of one year as of
December 31, 2010.

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 substanually meet the
Company’s expected requirements for the next several
years. These contracts expire between 2011 and 2028.
The nuclear fitel 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 31,2010, management estimates that the Company’s future obligations on existing commitments

are as set forth below:

2011 2012 2013 2014 2015 Thereafter Total
. (In- Thousands)

Operating leases $ 1,209 1,227 $ 880 $ 539§ 180 % — $ 4,035
Nuclear fuel contracts 222,761 193,573 © 235,526 113,658 - 236,899 1,536,866 2,539,283
Power services agency agreement with CECG (see : .

Note 2) 13,600 8,500 8,500 4,300 — — 34,900
Administrative services agreement with CEG (see

Note 2) S 47,500 48,450 49,419 50,407 - 51,416 105937 353,129
Long-term service contracts, capital projects, nuclear : .

fuel canisters, etc. 28,461 20,027 7,995 7,694 6,561 489 71,227
Total future obligations $313,531 $271,777 $302,320 $176,598 $295,056 $1,643,292 $3,002,574

Guarantees
The Company’s guarantees do not represent incrémental
obligations. Instead, they represent parental guarantees ‘
of the obligations of its consolidated operating
subsidiaries. At December 31, 2010, the Company
guaranteed the following on. behalf of its consolidated
operating subsidiaries: ‘
¢ a total of $587.5 million for the contingent
payment obligation of the nuclear liability
insurance retrospective premiums discussed in
Note 10,
#. the remaining $34.9 million of the payment
obligations under the Power Services Agency
Agreement with CECG discussed in Notc 2,

¢ the remaining payment obligations resulting
from non-performance under the power

- -purchase ‘agreements with CECG and
EDFTNA discussed in Note 7, and

o if the capacity of NMP2 is increased,
$3.0 million for the contingent payment and

- performance obligations under the capacity-sale

agreement discussed in Note 4.
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1
1 o Contingencies

Storage of Spent Nuclear Fuel ‘

The Nuclear Waste Policy Act of 1982, as amended,
(“NWPA”) requires the federal government, through the
DOE, to develop 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 failed to meet its obligation. The DOFE’s delay'in
taking possession of spent fuel has required the' Company
to 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, has constructed an ISFSI at Ginna, and
is constructing an ISESI to be placcd in service at Nine'
Mile Point in 2012. ‘

Prior 'to 2010, the DOE had stated that it may not
meet its obligation until 2020 at the earliest. ' During
2010, the DOE requested the withdrawal of its license
application to use Yucca Mountain as a national
repository for spent nuclear fuel. Ac this time, the
Company is not able to determine whether the DOE will
be able to commence meeting its obligation by 2020.

Each of the Company’s plant subsidiaries have filed
complaints against the federal government in.the U.S.
Court of Federal Claims secking 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. The cases are currently stayed,
pending litigation in other related cases. Any funds
received from the DOE that represent the reimbursement
of costs mcurred prior to the EDF Closing shall belong
to. CEG, and any. funds representing the reimbursement
of costs incurred after the EDF Closmg 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 that 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 Artorney 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.

If there were a nuclear accident or an extended
outage at any of the Company’s units, it could have a
substantial adverse effect on the Company’s liquidity and
financial results. In addition, if there were an accident at
any nuclear power plant insured by the industry mutual
insurer, NEIL, the Company could be assessed
retrospective insurance premiums, which could have a
substantial adverse effect on the Company’s hquldlty and
financial results.

Nuclear Liability Insurarce

Pursuant to the Price-Anderson Act, as amended, the
Company is required to insure against public liability
claims resulting from nuclear incidents to the full limit of
public liability. This limit of liability consists of the
maximum available commercial insurance of

-$375 million-and-mandartory-participation in-an
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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 approximattly

$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 thari $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 e ,

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

$375 million that is sub-limited as follows:: $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, LIPA, which owns
18% of NMP2, 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-

Andcrsoq Act would apply.

Nuclear Property Insurance and Accidental Nuclear Outage
Insurance '

As discussed in Note 2, the Company’s plants are

provided property and accidental outage insurance

through the membership of CEG and EDFI in the

industry mutual insurer, NEIL.

The insurance provides $500 million in primary
property coverage at each plant, $1.8 billion of excess
property coverage at Ginna, and $2.25 billion in excess
property coverage under a blanket policy at each of

Calvert Cliffs and Nine Mile Point. However, under the

blanker policy, Calvert Cliffs and Nine Mile Point share
$1.0 billion of the $2.25 billion of excess property
coverage applicable to each of those plants. Therefore, in
the unlikely event of two full-limit property damage
losses at Calvert Cliffs and Nine Mile Point, the .
Company would recover a total of $4.5 billion instead of
$5.5 billion ($2.75 billion each) since those plants share
$1.0 billion of the excess property coverage.

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 NEIL within
a 12-month period, they would be treated as one event
and the owners of the plants where the acts occurred
would be limited to a2 maximum recovery of one full
limit of liability ($3.24 billion as of December 31,

2010).

The NEIL insurance also provides indemnification

on a weekly basis for losses resulting from an accidental
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ourage of a nuclear unit.Coverage begins-after a:12-week
deductible! period and continues at 100% of the weekly
indemnity limit for 52 weeks and then at 80% of the
weekly indemnity limit for up to the next 110 weeks.
The accidental outage insurance 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.

If claims at plants insured by NEIL result in a
shortfall of NEIL reserve funds, all policyholders could
be assessed a retrospective premium, for which the
combined CEG and EDFI premium share for the current
policy year could be as much as $94.7 million. Subject
to availability of funds, the Company would be required
to reimburse CEG and EDFI for any retrospective
premiums assessed by NEIL.

Water Intake Regulations

The Clean Warer Act requires cooling water intake
structures to reflect the best technology available for
minimizing adverse environmental impacts. The
Environmental Protection Agency is expected to propose
regulations to implement this act in March 2011. At this
time, the Company cannot estimate the costs of
complying with the new regulations, but such costs could
be material.

In March 2010, the New York Department of
Environmental Conservation issued a draft policy
designating closed-cycle cooling as the best technology
available for cooling water intake structures for
minimizing adverse environmental impacts. At this time,
the Company cannot predict whether this policy will be
adopted. However, if the policy is adopted and the
Company is required .to retrofit its two New York plants
to implement this technology, the compliance costs could
be material.

Nine Mile Point Labor Contract

The Company had a total of approximately 2,760
employees at December 31, 2010. At the Nine Mile
Point facility, approximately 585 employees are
represented by the International Brotherhood of Electrical
Workers, Local 97. The labor contract with this union
expires in June of 2011. We expect negotiations for a
new contract to begin in May of 2011, and we expect to
execute a“new agreement with the union. We believe that
our relationship. with this union is satisfactory, but there
can be no assurances that this will continue to be the
case.



Nine Mile Point Property Taxes
Nine Mile Point: Nuclear Station (“NMPNS”)-is a
respondent in' a petition (litigation) filed in New York
state court by the Oswego City School District (“School
District”) :wherein the School District challenges the

2010 property ‘tax assessment of Nine Mile Point Unit 1.

Additionally, both NMPNS and the Company are in
discussions with certain tax jurisdictions in New York,
including the School District, with respect. to:future. .-
property :taxes on- both Nine Mile Point units. While the

Company believes that the School District’s petition-is
without merit, the litigation potentially ‘could increase
Nine Mile Point Unit 1 taxes for the 2010-2011 fiscal
year by approximately $7 million. Further discussions
and negotiations regarding future tax: payments may
result in an increase in future property taxes on both
Nine Mile Point units. At this time, the Company is
unable to determine the outcome of either the litigation
or discussions. ‘



Shareholder Information

Dividends

The Board of Directors sets the record
and payment dates for quarterly
dividends. In January 2011, 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, 2011, to shareholders of
record on March 10, 2011. Projected
record dates for the next three quarters
are June 10, 2011; Sept.12, 2011; and
Dec. 12, 2011. Projected payment dates
are July 1, 2011; Oct. 3, 2011; and

Jan. 3, 2012.

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 26 of our
2010 Form 10-K included within this

annual report.

Independent Registered
Public Accounting Firm
PricewaterhouseCoopers LLP

Stock Transfer Agent and
Registrar
American Stock Transfer &
Trust Company, LLC
Atn: Shareholder Services
6201 15th Avenue
Brooklyn, NY 11219
(800) 258-0499 : ¥
email: info@amstock.com

www.amstock.com

Shareholder Assistance

For general inquiries, or for assistance
with lost or stolen stock cerrificates

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 sharcholders 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,

Email Alerts

To automatically receive email alerts
about our financial information—
including notification of SEC filings,
financial reports, presentations and

press releases—go to the IR Tool Box on
the Investors section of our website at
constellation.com and select Email Alerts
to register your preferences. You also can
make changes in your notification options

to unsubscribe from the service.

Form 10-K

Our 2010 Form 10-K is included

as part of this annual report. Our

2010 Form 10-X and our other SEC
filings are available on our website at
constellation.com. We also will provide
additional copies upon request. Send
requests to Constellation Energy Share-
holder Services, 100 Constellation Way,
Baltimore, MD 21202.

Stock Trading

Constellation Energy common stock
trades under the ticker symbol CEG
on the New York and Chicago stock

exchanges.

Forward-Looking Statements

We make statements in this annual report
that are considered forward—looking
within the meaning of the Securities and
Exchange Act of 1934. These statements
are not guarantees of our future results
and are subject to risks, uncertainties

and other important facrors—including
those in the Forward-Looking Statements
and Risk Facrors sections of our 2010
Form 10-K included within this annual
report—that could cause our actual

results to differ.
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