
Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations 

(Dollars in millions except per share data, unless otherwise noted) 

General 

Exelon i s  a utility services holding company. I t  operates through subsidiaries in the following operating 
segments: 

Generation, whose business consists of i t s  owned and contracted electric generating facilities. its 
wholesale energy marketing operations and competitive retail sales operations. 

and the provision of distribution and transmission services to retail and wholesale customers in 
northern Illinois, including the City of Chicago. 

* PECO, whose businesses consists of the purchase and regulated retail sale ofelectricity and the 
provision of distribution and transmission services to retail Customers in southeastern Pennsylvania, 
including the City of Philadelphia, as well as the purchase and regulated retail sale of natural gas and 
the prnvision of distribution services to retail customers in Pennsylvania in the counties surrounding 
the City of Philadelphia. 

* CornEd. whose business consists of the purchase and regulated retail and wholesale sale of electricity 

See Note 15 of the Combined Notes to Consolidated Financial Statements for segment information. 

Exelon's corporate operations, which are performed through its business services subsidiary, Exelon 
Business Services Company (BSC), provide Enelon's business segments with a variety of support services. 
The costs of these services are directly charged or allocated to the applicahle business segments. Additionally, 
t h e  results of Exelon's corporate operations include costs for corporate governance and interest costs and 
income from various investment and financing activities. 

EXELON CORPORATION 

Executive Overview 

Financial Results. Exelon's net income was $702 million for the three months ended lune 30,2007 as 
compared to $644 million for the three months ended June 30,2006 and diluted earnings per average common 
share were $I  .03 for the three months ended June 30,2007 as compared to $0.95 for the three months ended 
June 3 0 , 2 W .  

$1,044 million for the six months ended June 30,2006 and diluted earnings per average common share were 
$2.05 for the six months ended June 30,2007 as compared to $1.55 for the six monlhs ended June 30,2006. 

n e  increase for both the three and six-month periods ended June 30,2007 was primarily due to the 
following: - higher average margins on Generation's wholesale market sales primarily due to the end of the 

below-market pawer purchase agreement (PPA) with CornEd, 
* favorable weather conditions in the ComEd m d  PECO service territories; - increased delivery volume, excluding the effects of weather. at ComEd and PECOl - increased transmission revenucs at C o m a  as a result of the 2007 transmission rate case; and 
* increased rates for delivery senices at ComEc. 

In addition to the items listed above, the six-month period ended June 30,2007 increased due to the 

* a iavorable PJM Interconnection, LLC (PJM) billing settlement with PPL Electric (PPL): 
* increased nuclear output at Generation reflecting fewer outage days; and 
* decreased nuclear refueling outage costs. 

&elon's net income was $1,393 million for the six months ended June 30, 2007 as compared to 

following: 
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The factors driving the overall increase in net income for the three and six month periods ended June 30, 

* unrealixd mark-to-market losses on contracts not yct scttled; 
* lower margins (uperating revenues less purchased power expense) at CoinEd due to the end of the 

regulatory transition period and associated transition revenues: - the impact of CornEd's 2007 rate relief program and other post rate freex period transition expenses; - higher operating and maintenance expenses, primarily associated with an update of the nuclear 
decommissioning asset retirement obligation recorded i n  the second quarter of 2006, labor-related 
inflation, and increased allowance for uncollectible accounts expense; - increased depreciation and amortization expense, primarily related to competitive transition charge 
(CTC) amortization at I'ECO and 

* the impact of favorable tax settlements at PECO in 2006. 

Financing Acriviries. During the six months ended June 30; 2007. Exelon met its capital resource 
requirements primarily with internally generated cash as well as funds from external sources, including the 
capital markets, and through bank borrowings. During March 2007, ComEd and PECO issued $3M) million 
and $175 million. respectively, of First Mortgage Bonds. In addition, during the six m o n h  ended lune 30, 
2007, CurnEd borrowed $475 million under its credit fac es and repaid all outstanding commercial paper. 
DUnng the six months ended June 30,2007, certain rating agencies downgraded CumEd and PECOs debt 
ratings. PECO's downgrade reflects a change in a rating agency's short-term and long-term rating linkage 
practices. 

Regularory and Environmental Developments. The following significant regulatory and environmental 
developments occurred during 2007. See Notes 5 and 13 of the Combined Notes to Consolidated Financial 
Statements for further information 

2CO7 were panially offset by the following: 

. On April 23,2007, ComEd announced the implementation of a new $64 million rate relief package to 
be provided to ComEd curtomen most affected by rcccnt electricity rate increases. The rate relief 
package is expected to provide benefits to ComEd's customem of $44 million in 2037 and $10 million 
per year during 2008 and 2009. Approximately SI8 million of credits were issued to customers through 
June 30,2007. 

On luly 24,2007, ComEd, Generation, and other utilities and generators in Illinois reached an oral 
agreement (the Settlement) with various representatives from the government of the State of Illinois 
concluding discussions of measures to address concerns about higher electric hills in Illinois without 
rate freeze, generation tax or other lcgislation that would be harmful to consumers of electricity, 
elecvic utilities, generators of electricity and the State of Illinois. The Settlement was recorded in a 
confirming letter (the Letter) to the Speaker of the Illinois House of Representatives, the President of 
the Illinois Senate, the minority leaders of the Illinois House and Senate, and the Attorney General of 
the State of Illinois (the Attorney General) frrnn ComFd. Generation, and other utilities and generatom 
in Illinois. The Settlement wrill be effective only upon enactment of proposed legislation (Proposed 
Legislation) attached as an exhibit to the Letter. 

Under the Settlement and the Proposed Legislation. Illinois electric utilities, their affiliates, and 
generators of electricity in Illinois would be expected to make voluntary contributions of 
approximately $I billion over a period of four years to programs that would provide rate relief to 
Illinois electricity CustnmerS and funding for the new Illinois Power Agency. Generation and ComEd 
have committed to contributing an aggregate of over $800 million to rate relief programs and funding 
for the new Illinois Power Agency. ComEd would continue executing upon its $64 million rate relief 
package announced April 23,2007. Generation would convibute an aggregate of up to $747 million, of 
which $435 million would he available to reimburse ComEd for rate relief programs for C o d  
customers, and $307.5 million would be available for rate relief programs for customers of other 
Illinois utilities and $4.5 million would be available for funding for the Illinois Power Agency. ComFd, 
Generation, and the Illinois Attorney General have also entcred into a release and settlement agreement 
releasing and dismissing with prejudice all litigation, claims and 
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regulatory proceedings and appeals related to the procurement of power, including ICC and FERC 
proceedings. In the event that legislation is passed prior to August I, 201 I that would freeze or reduce 
electric rates or impose a generation tax on any pany to the Settlement, the contributors to the rate 
relief funds would be allowed to terminate their funding commitmcnts and would he allowed to recover 
any undisbursed funds set aside fur rate relief. 

The Proposed Legislation would also establish a new state agency, known as the Illinois Power 
Agency, which would be authorized to design annual five-year electricity supply portfolio plans for 
electric utilities and administer a competitive procurement process for utilities to procure the electricity 
supply resources identified in the supply portfolio plans. Additionally, ComEd and Generation have 
entered into a five-year financial swap arrangement wherehy ComEd will pdy fixed prices and 
Generation will pay a market price for a portion of ComEd's load. The financial swap arrangement will 
become effective upon the effective date of the Proposed Legislation. The Proposed Legislation would 
deem this arrangement prudent and ComEd would receive full recovery of its costs in its rates. 

Other provisions in the Proposed Legislation would extend the ability of utilities to engage in 
divestiture and other restructuring transactions without prior ICC approval and would ensure that until 
at least June 30, 2022, the state would not prohibit an electric utility from maintaining its membership 
in a FERC-approved regional transmission organization chosen by the utility. Furthermore, the 
procurement plans implemented by electric utilities would require inclusion of cost-effective 
renewable energy resources in amounts that equal or exceed 2% of the total electricity that each electric 
utility supplies tu its customers by June I ,  2008, increasing to 10% by June I. 2015, with a goal of 25% 
by June I .  2025. Utilities would be allowed to pass through any costs or savings from the procurement 
of these renewable resources. 

Illinois Procurement Case and Related Proceedings -In January 2007, ComEd began procuring 
clectricity under supplier forward contracts with variuus suppliers, including Generation. The supplier 
forward contracts resulted from a "'reverse-auctiun" competitive bidding process, which was approved 
by the Illinois Commerce Commission (ICC) on January 24,2006 and permits recovery hy ComEd of 
its electricity pmcurement costs from retail customers with no markup. The first auction bok  place in 
September 2006. The ICC order approving the auction process is under appeal by various parties: the 
Illinois Attorney General has agreed to dismiss its appeal in connection with the Settlement. Consistent 
with the process previously approved by the ICC, the ICC has opened a proceeding to consider 
imprnvements to the competitive pmcurement process. It is anticipated that a final order will be 
entered in that proceeding with sufficient time to incorporate changes into the 2008 procurement 
pmcess. 

* Residential Rate Stabilization Program - In January 2007. ComEd launched the rate stabilization 
program approved by the ICC that allows residential customers the choice to limit the impact of any 
rate increases over the next three years. The program has an "opt-in" feature that gives customers the 
choice to participate, which began with the April 2007 billing period. Under the program. residential 
customers choosing to participate will have their average annual rate increases capped at 10% in 2007. 
2008 and 2009. Costs that exceed the cap are deferred and charged to customers over the following 
three years, 201 0 to 2012. A cawing charge at a rate of 3.25% per year is assessed to participants to 
partially cover ComFd's cost of financing the program, As of June 30, 2007, approximately 36,000 or 
1 % of ComEd's residential custumers had enrolled in the program. and ComEd had deferred less than 
$1 million under this program. 
Illinois Rate Design Investigation - On March 2,2007, the ICC voted to initiate investigations into 
ComFd's and the Ameren Corporation (Ameren) utilities' rate designs, particularly for residential and 
residential space-heating customers. The ICC has a schedule that contemplates a final order by 
September 2007, which would allow implementation of changes, if any, prior to the next winter 
heating season. 

* Transmission Rate Case - On hlarch 1,2007, ComEd filed a request with the Federal Energy 
Regulatory Commission (FERC). seeking approval to increae the rate ComEd receives for 
transmission services. ComEd also requested incentive rate treatment for certain transmission projects, 
On June 5,2007, FERC issued an order that conditionally approves CornEd's proposal b implement a 
formula-bascd transmission rate effective as of May I ,  2007, but subject to refund, hearing procedures 
and conditions. The FERC order provides that further hearing and settlement procedures be conducted 
Io determine the reasonahleness of 
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ccrtain elements of CornEd's formula-based rate. The order denied CornEd's request for incentive rate 
tcedtment on investment in two transmission projects and the inclusion of construction work in progress 
in rate base. The order directed ComEd to file a revised formula reflecting these findings within 
30 days. The new rate will increase an average residential customer hill by about I % and will result in 
an annual increase in the transmission revenue requirement of $ I  16 million. although the rate increase 
is subject to further adjustment and refund depending on the outcome of the settlement and hearing 
procedures. On July 5.2007, CornEd filed a request for rehearing, asking FERC to reconsider the 
denial of incentive rate beatment on the two new transmission projects and the denial of construction 
work in progress in rate base and certain other elements of the lune 5, 2007 order. 

PECO AEPS Filing - On March 19,2007, PECO filed a request with the Pennsylvania Public Utility 
Commission (PAPUC) for approval to acquire and bank up to 450,000 pon-solar Tier I Alternative 
Energy Credits (equivalent to up to 240 MW of electricity generated by wind) annually for a five-year 
term in order to prepare for 201 I, the first year of PECOs required compliance under the Alternative 
Energy Portfolio Standards Act of 2004 (AEPS Act) following the completion of its transition period. 
On July 16,2007, the Pennsylvania legislature modified the previously proposed AEPS Act in House 
Bill (HB) 1203. The modification did not affect PECO's request for acquiring and banking Alternative 
Energy Credits or the proposed deferral of related costs. 

* On May 19.2006, FERC issued a Notice of Proposed Rule Making (NOPR) on Market-Eased Rates 
for Wholesale Sales of Electric Energy. Capacily and Ancillary Services by Public Utilities. The 
NOPR proposes a set of regulations that would modify the tests that Generation and other market 
participants must satisfy to be entitled to market-based rates. On June 21,2007, FERC issued a Final 
Rule. Generation is currently evaluating the impact of the Final Rule. 

Outlook for 2007 and Beyond. 

Exelon's future financial results will be affected by a number of factors, including the following: 

* Legislation proposed in the State of Illinois in July 2007 in connection with the Settlement has 
significantly reduced the probability of rate freeze legislation and other legislative actions proposed in 
previous periods. The Proposed Legislation contemplated by the Settlement, if enacted. should provide 
ComFd with greater stability and ceRainty that it will be able to pmcure electricity and pass Lhrough 
the costs of that electricity to its customers. The Roposed Legislation would establish a new 
competitive procurement model developed by the new Illinois Power Agency, by which CamEd would 
procure its energy supply. CornEd would stabilize a portion of its costs of procurement pursuant to a 
five-year financial swap arrangement with Generation. ComEd would be allowed LO fully recover the 
cast! of procuring energy, including the impacts of the swap agreement. in its rates. In the event that 
legislation is passed in the Illinois General Assembly prior to August I ,  201 I that freezes or reduces 
electric rates or imposes a generation tax, ComEd and Generation, as contrihuton to certain rate relief 
programs, would be allowed to terminate their funding commitments to such programs and recover any 
undisbursed funds set aside for rate relief. 
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facilities. Exelon is determined to operate its businesses responsibly and to appropriately manage its 
operating and capital costs while serving its customers and producing value for its shareholders. - Exelon pursues growth opportunities that are consistent with its disciplined approach to investing to 
maximi7.e earnings and cash flows. On September 2Y,2M)6. Generation notified the Nuclear 
Regulatory Commission (NRC) that Generation will begin the application process far a combined 
construction and operating license that would allow for the possible construction of a new nuclear plant 
at an &?-yet unnamed location in Texas. The filing of the letter with the NRC launches a process that 
preserves for Exelon the option to develop a new nuclear plant in Texas without immediately 
committing to the full project. The decision to build a new nuclear plant has not been made at this time; 
however on lune 28,2007, Generation announced that it has selected primary and secondary sites, both 
in southeast Texas, for a federal license application that, if obtained, would allow construction and 
operation of a new nuclear plant should Generation decide to build one. Among the various conditions 
that must be resolved before any formal decision to build is made are a permanent solution to spent 
nuclear fuel disposal, broad public acceptance of a new nuclear plant and assurances that a new plant 
using new technulogy can he financially successful. Generation expects IN submit the application to the 
NRC for the combined construction and operating license in 2008. - During 2006, FERC issued its order approving PJM's senlement proposal related to its Reliability 
Pricing Model (RPMI to provide for a forward capacity auction using a demand curve and locational 
deliverability zones for capacity phased in over a several year period beginning on June 1,2006. 
FERC's adoption of the settlement proposal has had a favorable impact for ownem of generation 
facilities, particularly for such facilities located in constrained zones. The first auction took place in 
April 2007 and resulted in Generation auctioning capacity at prices ranging from $40.80/MW to 
$197.67/MW per day for the regions in which Generation has capacity for the period from June I ,  
2007 thmugh May 3 I ,  2008. The second auction took place in July 2007 and resulted in Generation 
auctioning capaciry at prices ranging from $1 I I.YZ/MW to $148,RO/MW per day for the regions in 
which Generation has capacity for the period from June 1,2008 thmugh May 3 I, 2009. Subsequent 
auctions will be conducted in October 2007 and January 2008 to auction capacity for periods through 
May2011. 

US. Environmental Protection Agency (EPA) holding that carbon dioxide and other greenhouse gas 
(GHG) emissions are pollutants subject to regulation under the new motor vehicle prnvisions of the 
Clean Air Act. The case was remanded to the EPA for funher rulemaking to determine whether GHG 
emissions may reasonably he anticipated to endanger public health or welfare, or in the alternative 
provide a reasonable explanation why GHG emissions should not be regulated. Possible  outcome^ 
from this decision include regulation of GHG emissions from manufacturing plants. including electric 
generation. Lransmission and distribution facilities, under a new EPA rule. and Federal or state 
legislation. - On January 25, 2007, the U S  Coun of Appeals far the Second Circuit issued its opinion in a challenge 
to the final Phase I1 rule implementing Section 316(b) of the Clean Water Act. By its action, the court 
invalidated compliance measures that the utility industry supported because they were cost-effective 
and provided existing plants with needed flexibility in selecting the CQrnphAnce option appmpri'te to 
its lncation and operations. The court's decision has created significant uncertainty about the specific 
nature, scope and timing of the final compliance requirements. Several industry parties to the litigation 
sought review by the entire U S .  Court of Appeals far the Second Circuit, which was denied on July 5 ,  
2007. Parties to the litigation have until October 3,2007 to file a petition sceking review by the 
U.S. Supreme Coun. On July 9,2007, the €PA formally suspended the Phase ll rule due to the 
uncertainty a b u t  the specific compliance requirements created by the court's remand of significant 
provisions of the rule. Until the EPA finalizes the rule on remand (which could take up to Several 
years), the state permitting agencies will continue the current practice of applying their best 
professional judgment to address impingement and entrainment requirements at plant cooling water 
intake structures. Due to this uncertainty, Generation cannot estimate the effect that compliance with 
the Phase I1 rule requirements will have on the operation of its generating fac 
results of operations, financial condition and cash flows. If the final rule, or interim state requirements 
under best professional judgment, have performance standards that require the reduction of cooling 
water 

' On April 2,2007, the US. Supreme Court issued a decision in the case of Massachusetts v. 
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Critical Accounting Policies and Estimates 

Management of each of the Registrants makes a number of significant estimates, assumptions and 
judgments in the preparation of its financiel statements. See “Management’s Discussion and Analysis of 
Financial Condition and Results of Operations -Critical Accounting Policies and Estimates” in Exelon’s 
2006 Annual Report on Form IO-K for a discussion of the estimates and judgments necessary in the 
Registrants’ accounting for asset retirement nhligations, asset impairments. depreciable lives of property, 
plant and equipment, defined benefit pension and other postretirement welfare benefits, regulatory 
accounting. derivative instrumenLs, contingencies. severance and revenue recognition. 

Taxmion 

The Registrants are required to make judgments regarding the potential tax effects of various financial 
Wansactions and results of operations in order to estimate their obligations to Laxing authorities. Beginning 
January I ,  2W7, the Registrants began accounting for uncertain income lax positions using a benefit 
recognition model with a two-step approach. a more-likely-than-not recognitinn criterion and a 
measurement attribute that measures the position as the largest amount of tax benefit that is greater than 50% 
likely of k i n g  ultimately realized upon ullimate settlement in accordance with Financial Accounting 
Standards Board (FASB) Interpretation NO. (FIN) 48, “Accounting for Uncertainty in Income Taxes, an 
Interpretation of FASB Statement No. 109” (FIN 48). If it is not more likely than not that the benefit will be 
sustained on ils technical merits, no henefit will be recorded. Uncerlain tax positions that relate only to timing 
of when an item is included on a tax return are considered to have met the recognition threshold. Prior to 
January I .  2007, the Registrants estimated their uncertain income tax obligations in accordance with 
SFAS No. 109, “Accounting for Income Taxes” (SFAS No. 109). SFAS No. 5, “Accounting for 
Contingencies”(SFAS No. 5 )  and Statement of Financial Accounting Concepts No, 6, “Elements of Financial 
Statements - a replacement of FASB Concepts Statement No. 3 (incorporating an amendment of FASR 
Concepls Statement No, 2)” (CON 6). The Registrants also have non-income tax obligations related to real 
estate, sales and use and employment-related taxes and ongoing appeals related to these tax matters that are 
outside the scope of FIN 48 and accounted for under SFAS No. 5 and CON 6. 

outcomes regarding tax positions that have been taken. The Registrants also assess their ability to utili= tax 
attributes, including those in the form of carryforwards, for which the benefits have already been reflected in 
the financial statements. The Registrants do not record valuation allowances for deferred tax assets related to 
capital losses that the Registrants believe will be rcalized in future periods. While the Registrants believe the 
resulting tax resene balances as of June 30, 2007 and December 31,2006 are appropriately accounted for in 
accordance with FIN 48, SFAS Nu. 5 ,  SFAS No. 109 and CON 6 as applicable, the ultimate outcome of such 
maters could result in favorable or unfavorable adiustments to their consolidated financial statements and 
such adjustments could be material. 

New Acmunting Pronouncements 

accounting pronouncements. 

Accounting for tax obligations requires judgments, including estimating reserves for potential adverse 

See Note 3 of the Combined Notes to Consolidated Financial Statements for discussion of new 
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Results of Operations - Exelon Corporation 

Three Months Ended June 30, 2097 Compared To Three Moiirhs Ended June 30.2006 
Three Month 

Ended 
June 30, 

EX&" 
C W - k  
Operating revenues 
Operating expenses 

Purchased power and fuel expense 
*rating and maintenance expense 
Deprrciation and amortiiation 
Taxes other than income 

Total operating expenses 
Operating income 
Otber income and deductions 

Interest expense 
Interest expense to aftidiates, net 
Equity in losses of unconsolidated affiliates and investments 
Other, net 

Total other income and deductions 
Income from continuing operations before income taxes 
Income taxes 
Income from continuing operations 
Income (loss) from discontinued oprations, net of income taxes 
Net income 
Diluted earnings per share 

ZWl 
$ 4,501 

1.540 
1,062 

369 
2 
3,270 
1.231 

(161) 
(53) 
(43) 

43 
I214) 

1,017 
314 

103 
(I) 

(29) 
(775) 

29 

17) , ,  
15 

49 
62 
(4) 

58 
0.08 

Ne1 Income. Exchin', net income fur the three nt.mths d c J  June 30.2M)l rcile;t\ higher average 
margins un u halerale market .*1lc5: iariirahle weather conditions in the C m i t d  and PECO wryice lerritoricr; 
increased eleoric and gd, de lt'ene\. e d d i n g  the effecu oi  ~vcalher, ai ComEJ and PICO: increased pricing 
for deliver) sen ice, at CimEd 3nd PtCO. an,l Increased wdmmiwion re\enues a1 CxnFAI 'I'he\e increase( 
were panidlly offwt h i  unrcsl17cd illark-1')-market losses on ionlracts tint ye1 retllcd: Je:reawiI energ! 
murpins dl Comtd.  nigher qxr i t i i ig  dntl nidinlr.ivdnce expenses. iniluding higher ni.cleiu x l ~ e l i n g  ouU$ 
c*pn\cs. Iahor-rclairrl infhti.m and in:reacd allouance ior un.wllrvtihle account, expcn*e at CoinEd. the 
impad .,I ComFrl'\ ZYl7 raic relief program rid other port rdtc freeze period t rdns i i im  expences. an uplate 
of me nuclear decmmitwnnmy UWI retirenicnt obligation m o d 4  in the second quancr of 2006: mu 
idtorahle la., setrlemmi\ a1 P I C 0  in ?IIM 

OpPraIing Rrwnurt Operating re\eniicI Incrrarcd ddc 10 an inireace 111 u htlleidle and relad eIeclrIc 
sales a1 Generalion due to higher \oIuines nt p~era t ion  w ld  10 the markel as a r e d t  of the expiration nf the 
ComFA PI'A in 2IW; higher cmrkcl pr.;e\, th\.lrahle ~edthcr imdirions in the ConEd dnJ PCCO scn'icc 
twrilorie~: higher e1ectr.c and $a> ueli\cr) \olilnte,. ex.'lLd.ng the effech 01 neather and ;Ustmer CnOIce. at 
C<imFJ and PECO; rate changes k id  ntih dl ComW due to [he end v i  the rate freeie and implenlaltati~itl of 
markel-haced mer for elcctricit): impact ot'tlic Jiwhuuon rate inc'rearc. wd IncredscJ Irinsmlwun 
rebenues dl ComFi reculling front the ?I1117 tmn\missi.m raw C J . ~  'There Increaw> %ere panlall) oifsn hy 
CumEd ci.,iomcn *u i lchini to  iumpet.ti\r cicctrii gencrdtwlri supplierc and lhu impact of  Curnkl', 20111 
raw rcl icfprupm. See tunher analysi* aiid di,cursiott of npcrating reven-es hy q m s n l  helou 
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Purchased Power and Fuel Expense. Purchased power and fuel expense increased due to higher 
volumes of power purchased in the market and higher market energy prices. Purchased power represented 
19% of Generation’s total supply for thc three months cnded June 30,2007 and compared to 17% for the 
three months ended June 30,2006. See lurlher analysis and discussion of purchased power and fuel expense 
by segment below. 

Operatkg and Mainrenonce Expense. Operating and maintenance expense increased primarily due to 
the impact of higher nuclear refucling outage costs; labor-related inflation; the impact of ComEd’s 2007 rate 
relief program and other post rate frccze period transition expenses; increased allowance for uncollectihle 
accounts expense at ConiEd: and a decrease in Generation’s nuclear dccomniissioning obligation related to 
the AmerGen nuclear plants recorded in the second quarter of 2006. See further discussion of operating and 
maintenance expenses by segment helow. 

Depreciation and Amoa’zaiion Expense. Depreciation and amortization expense decreased primarily 
due to lower amortization related W investments in synthetic fuel-producing facilities. This decrease was 
partially offset by additional CTC amortization at PECO. 

and higher taxes on utility revenues at PECO in 2007. 

Other Income and Deductions. The change in other income and deductions reflects reduced earnings 
associated with investments in synthetic fuel-producing facilities and expenses recorded in 2006 related to 
the now terminated merger u,ith Public Service Enterprise Group Incorporated (PSEG). 

three months ended June 30,2007 compared to 36.2% for the three months cndcd June 30,2006. The 
synthetic-fuel producing facilities credit decreased the effective income tan rate from continuing operations 
by 6.5% for the three months ended June 30,2007. Note I O  of the Combined Notes to Consolidated Financial 
Statements for further discussion of the change in the effective income tax rate 

Discontinued Operations. On January 31,2035, subsidiaries of Generation completed a series of 
transactions that resulted in Generation’s sale of its investment in Silhe Energies, Inc. (Sithe). In addition, 
Erelon has sold or wound down substantially all components of Enterprises. Accordingly, the results of 
operations and any gain or loss on the sale of these entities have been presented as discontinued operations 
within Exelon’s (for Sithe and Enterprises) and Generation’s (for Sithe) Consolidated Statements of 
Operations and Comprehensive Income. See Notes 2 and 4 of the Combined Notes to Consolidated Financial 
Statements for further information regarding the presentation of Sithe and certain Enterprises businesses as 
discontinued operations. 

Tares Other Than Income. Taxes uther than income increased due to favorable tax settlements in 2006 

Effective Income Tar Rate. The effective income tax rate from continuing operations was 30.996 for the 

Results of Operations by Business Segment 

The comparisons of operating results and other statistical information for the three months ended June 30, 
2007 compared V, Ihe same period in 2006 set forth below include intercompany transactions. which are 
eliminated in Exelon’s consolidated financial statemens 

Income (Loss) from Conlinuing Operations by Business Segment 

Generation 
ComEd 29 I27 ~~ ~ 

PECO 96 93 3 
Otherca) -3 - 76 

mLw$ 62 Total - -  
(a) Other includes carparate operations. shared Service entities. including BSC, Emerprises. inveslments in synthetic 

fuel-producing facilities and internepen1 elimimiions. 
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,Ver Income (Loss) by Business Segment 

Three Months Ended Fiwnrblc 

Mm 2w6 VPNnW 
June 30, (Unfavonbk) 

Generation $ 578 $ 500 $ 78 
ComEd 29 127 (98) 
PECO 96 93 3 
Mher(a) 3- 75 
Total L m L ! w u  - -  

- - -  

la) Other includes mmorale ooemtions. shared sewice entities. including BSC. Entemrises. invesments in synthetic 
fuel-pmducing facilities and intersegment eliminations. 

Resuits of Operations - Generation 

Operating revenues 
Operating expenses 

Purchased power and fuel 
Operating and maintenance 
Depreciation and amortization 
Taxes other than income 
Total operating expenses 

Operating income 
Other income and deductions 

Interest expense 
Equity in losses of investments 
Other, net 

Total other income and deductions 
Income from continuing operations before income taxes 
Income taxes 
Income from continuing operations 
Income from discontimued operations, net of income taxes 
Net income 

T h e  MorttbEnded 
June Jo, 

2w7 zw6 

$ 2.641 $ 2,214 
-- 

9 

8 
17 

136 
155) 
81 

(3) 
$ 78 

- 

Net Income. Second quarter 2007 net income was $578 million compared with $500 million in the 
second quarter of 2M)6. Generation's net income in the second quarler of 2007 increased compared with the 
same quarter last year primarily due to higher revenue, net of purchased power and fuel expense, offset by 
increased operating and maintenance expense, primarily associated with an update of the nuclear 
decommissioning asset retirement obligation recorded in the second quarter of 2W6, higher nuclear refueling 
outage expenses, and wage-related inflation. Generalion's revenue. net of purchased power and fuel expense. 
increascd by $296 million in the second quarter of 2007 cumpared with the second quarter of 2006, which 
was driven by higher average margins primarily due to the end of the below-market price PPA with ComEd 
at the end of 2006, the contractual increase in the prices associated with Generation's PPA with PECO, and 
partially offset hy lower nuclear generation due to a higher number of refueling outage days. 
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operating Revenuer. For the three months ended June 30,2007 and 2006, Generation's sales were as 
follows: 

Thrw hlmlbs 
F."ied 

&venue 
Electric sales to affiliates 

Jurv M. 
Z w 6  2037 variance %change 

$ 828 $ 1.098 $ (270) (24.6)% 
Wholesale and retail electric sales 1,680 943 '73f '78.1% 
Total electric sales revenue 2,508 2,041 467 22.9% 
Retail gas sales 87 91 (4) (4.41% 
Trading mrtfolio 32 3 29 n.m. _. 
Other operating revenue(a) 
Total operating revenue 

- - . . . - 79 (65 )  14 (82.3146 
$ 2.641 $ 2.214 $ 427 19.3% --- 

(a) Includes sales relaring to fossil fuel sales, operaling scrvice agreements and decommissioning revenue from PECO 
in 2W7 and tolling agreements, fossil fuel sales, operating service apreements and decommissioning revenue fmm 
CornEd and PECO in 2006. 

n m. Not meaningful 

sales 
(in 
GWhS) 
Electric sales to affiliates 
Wholesale and retail electric sales 
Total electric sales 

T h e  Mmtb 
Ended 

JuneM, 

variaocr %chM$e 2007 mfi 
14,878 27,947 (13,069) (46.81% 
30.9 I 1 18,744 12.167 64.9% 
45.789 46.691 (902) (1.9)% 

Trading volumes of 4,775 GWhs and 7,769 GWhs forthe three months ended June 30,2007 and 2006 

Electric sale5 lo afiliirles. Revenue from sales to affiliates decreased $270 million for the three months 

respectively, are not included in the table above. 

ended June 30.2W7, as compared tu the same period in 2006. The decrease was primarily due to a 
$464 million decrease from lower electric sales volume, partially offset hy higher prices resulting in a 
$194 million increase in revenues. 

by a $146 million increase in revenues due to higher prices. Generation's PPA with ComEd expired 
December 3 I ,  2006. As a result of the expiration of the PPA and the results of the auctions, beginning i n  
2007. Generation is selling more power through bilateral agreements. which resulted in higher prices, but a 
decrease in volumes to CornEd. 

In the PECO territories, higher prices resulted in increased revenues of $48 million due to a scheduled 
electric generation rate increase that took effect January I ,  2W7. Additionally, volumes increased resulting in 
increased revenues of$21 million. 

the three months ended June 30,2007 compared to the same period in 2006 consisted ofthe fnllowirlg: 

In the ComEd territories, lower volumes resulted in a $485 million decrease in revenues, panidly offset 

Wholesale and rerail eleclric sales. The increase in Generation's wholesale and retail electric sales for 

Volume 
Price 
Increase in wholesale and retail elecvic sales 

1"- 

$ 615 
122 
737 
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Wholesale and retail electric sales increased $737 million for the three months ended June 30, 2007 as 
compared to the same period in 2006. The increase was the result of higher volumes of generarion sold to the 
market at higher prices as a result of the expiratim of the ComEd PPA in 2W6. 

Rerail gas sales. Retail gas sales decreased $4 million for the three months ended June 30,2007 as 
compared to the same period in 2006, of which $8 million was due to lower volumes as a result of lower 
demand. offset by a S4 million increase due to higher realized prices. 

same period in 2006 was due to a $1 6 million decrease related to the termination of decommissioning 
collections from CornEd in accordance with the terms and conditions of the ICC Order which only permitted 
such culleclions through December 31,2006. There was a decrease of $36 million due tu the cessation of a 
tolling agreement. Addilionally, a $1 3 million decrease in other revenues was attributable to the sale of 
Tcrmoel6cuica del Golfo (TEG) and Termoelktrica Peholes (TEP) on February 9,2007 and the resulting 
absence of revenue thereafter. 

Orher revenue. The decrease in other revenues for the three months ended June 30.2007 compared to the 

PurchnsrdPower and Fuel Expense. Generation’s supply sources are summarized below: 
Monlhs 

Ended 
June 30, 

supply 
m e  
(in 96 
G W b )  mw7 Iw6 Varisnap Change 
Nuclear generation(a) 34.350 35,442 (1,092) (3.11% 
Purchases -economic hedge portfolio 8,580 8,101 479 5.9% 
Fossil and hydroelectric generation 2.859 3.148 (289) (9.2)% 

45.789 46,691 (902) 1.9% Total supply --- 
(a) Represents Generation’s proportionate share of the output or its nuclear generating plants. including Salem. which 

is operated by PSEG Nuclear, LLC. 

The changes in Generatition’s purchased power and fuel expense for the three months ended June 30.2007 
compared to the same period in 2006 consisted of the following: 

Purchased power costs 
Generation cnst 
Fuel resale Cost 
Mark-to-market 
Increase in purchased power and fuel expense 

n.m Not meaningful 

Purchosed Power Cost. Purchased p w e r  cost includes all costs associated with the procurement of 
electricity including capacity, energy and fuel costs associated with tolling agreemenb. Generation had higher 
purchased power volumes primarily due to lower nuclear output, partially offset by lower purchased power 
volumes needed to supply ComFd due to the expiration of the PPA at December 31,2006. Additionally, 
Generation realized overall higher prices for purchased power. See Note 13 of the Combined Notes to 
Cnnsolidated Financial Statements 

experienced overall lnwer generation costs for the three months ended June 30,2007 as compared to the same 
period in 2006 due Lo decreased prices related to fossil fuel generstion. The decreased volume of S9 million 
was primarily due to lower nuclear and fossil fuel generation. 

Fuel Resale Cost. Fuel resale cost includes retail gas purchases and wholesale fossil fucl expenses. The 
changes in Generation’s fuel resale cos& for the three months ended June 30,2007 as compared to q u m r  
ended 

Cenerarion Cost. Generation cost includes fuel cost for iniernally generated energy. Generation 

IO4 

Source: EXELON COW, 10-Q, July 25,2007 



2006 consisted of overall higher prices resulting in an increase of$5 million. Additionally, a decrease of 
$8 million was the result of lower volumes caused by lower demand. 

Mark-to-markei. Mark-to-market gains on power hedging aclivities were $16 million for the three 
months ended June 30,2007 compared to gains of $50 million for the same period in 2006. Mark-to-market 
losses on fuel hedging activities were $38 million for the three months ended lune 30.2007 compared to 
gains of $8 million for the same period in 2006 

Generation's average margins per MWh of electricity sold during the three months ended June 30,2007 
and 2006 were as tollowr 

T k o e  Monlhs Ended 
JuoeW, 

ZOW zw6 ~- i W h )  
Average electric revenue 
Electric sales to affiliates $ 55.65 $ 39.29 4 1.6% 
Wholesale and retail electric sales 54.35 50.31 8.0% 
Total - excluding the wading portfolio 54.77 43.71 25.3% 

Average margin -excluding the trading portfolio 35.50 27.61 28.3% 

(a1 Average supply cost includes purchased power and fuel cos6 associated with electric sales. Average elemic supply 

Average electric supply cost(a) - excluding the wading portfolio 19.27 16.04 20.1% 

cost does not include fuel C O S ~ E  associated with retail gas sales and orher sales. 

Nuclear fleet operating data for the three months ended June 30,2007 and 2006 were as follows: 
Throe Month8 

Nuclear flee1 capacity factor(a) 
Nuclear fleet production cost per MWh(a) 

Ended 
Lnr30. 

ZW7 u106 

$ 14.29 $ 12.94 
93.6% 95.5% 

(a) Excludes Salem, which is operated by PSEG Nuclear, LLC. 

The nuclear fleet capacity factor decreased primarily due to more planned refueling ourage days during 
the three months ended June 30,2007 compared to the same period in 2006. This increase in planned 
refueling outage days w'as partially offset by a decrease in non-refueling outage days. For the three months 
ended June 30,2007 and 2006, refueling outage days totaled 55 and 35, respectively. while non-refueling 
outage days totaled I8 and 24, respectively. The lower number of net MWh's generated due to the higher 
number of plaMed refueling outage days along with the associated refueling outage costs, resulted in a highei 
production cost per MWh for the three months ended June 30,2001 as compared to the same period in 2W. 

Operaring andMaintenance Erpense. The increase in operating and maintenance expense for the three 
months ended June 30,2007 compared to the same period in 2006 consisted of the following: 

Decommissioning-related activities 
Nuclear refueling outage costs 
Pension, payroll and benefit costs 
Other 
Increase in operating and maintenance expense 

1nazssr 
(Dlarpsr) 
$ 133 

19 
19 

* The $133 million increase in the nuclear decommissioning-related activities was associated with the 
recognition of a credit totaling $149 million which represented the reduction in the asset retirement 
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obligation in excess of the asxt retirement cost balancc for the AmerGen units recorded in the same 
period in 2006, offset by a $16 million decrease resulting Irom the termination ol revenue collections 
from ComEd. which likewise no longer required an offset through operating and maintenance expense 

* The $19 million increase in nuclear fueling outage costs was associated with more planned refueling 
outage days during the three months ended June 30,2007 as cornpared to the same period 2006. 

* The $19 million increase in pension, payroll and benefit costs reflected the impact of inflation as well 
as an increase in various direct and allocated fringe costs. 

* The $1 million increax in other operating and maintenance expenses for the three months ended 
June 10,2007 compared lo the same period in 2006 was primarily due to an increase in contracting 
charges resulting from increased outage costs for fossil and hydroelectric facilities, offset primarily by 
a decrease in service agreement-relatcd expenses. 

Depreciation and Amortimtion. The decrease in depreciation and amortization expense for the three 
months ended lune 30,2007 compared to the same period in 2M)6 was primarily due to the reassessment of 
the useful lives, for accounting purposes, o f  several fossil fac 

Interest Expense. The decrease in net interest expense for the three months ended June 30,2007 as 
compared to lhe same period in 2006 was primarily attributahle to a decline in the amount of commercial 
paper that was outstanding during the thne months ended June 30,2007 as compared to the same period in 
2006. 

Other, Net. The change in other. net reflects a gain on sale of investments recognized in the second 

Effective Income Tax Rate. There was not a significant change in the effective income tax rate for the 

quaner of 2007. 

three months ended lune 30,2007 compared to the same period in 2006. See Note 10 of the Combined Notes 
to Consolidated Financial Statemen& for futther discussion of the change in the effective income tax rate. 

Discorn'nued Operalions. On January 3 I, 2005, subsidiaries of Generation completed a series of 
transactions that resulted in Generation's sale of i t s  investment in Sithe Energies, Inc (Sithe). Accordingly, the 
results of operations and the gain on the sale of Sithe have been presented as discontinued operations within 
Generation's Consolidated Statemenu of Operations and Comprehensive Income. 

For the three months ended June 30,2007, there was no significant activity related to discontinued 
operations included in Generation's Consolidated Statement of Income and Comprehensive Income. For the 
three months ended June 30,2006, Generation's Consolidated Statement o f  Income and Comprehensive 
Income included $3 million (after-tax) gain on disposal of discontinued operations. See Notes 2 and 4 of the 
Combined Notes to Consolidated Financial Statements for further information regarding the presentation of 
Sithe as discontinued operations. 
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Results of Operations - ComEd 

Operating revenues $ 1,420 $ 1,453 $ (33) 
Operating expenses 

Purchased power 838 766 (72) 
Operating and maintenance 266 218 (48) 
Depreciation and amortization I09 I06 (3) 

76 71 5 1 Taxes other than income 
Total operating expenses 1.289 1,161 (128) 

131 292 (161) 

lnterest expense, net (87) (77) (10) 
Equity in losses of unconsolidated affiliates (2) (3) I 

5 I 4 
Total other income and deductions (84) (79) (5 )  

Income before income tiues 47 213 ( 166) 
18 86 68 Income taxes 

S 29 $ 127 S ( 98 ) Net imcome 

- - 
- _ _  Operating income 

Other income and deductions 

_ _ -  Other, net 

- _ _  -- 
Net Income. As more fully described below, ComEd's net income for the three months ended lune 30, 

2007 compared to the same period in  2006 reflected luwer operating revenues, higher purchased power 
expense, higher operating and maintenance expense and higher interest expense. Beginning in 2007, ComEd 
ceased earning margin on the energy cnmponent of its deliveries to its customers, nor i s  i t  collecting CTC 
revenues. While CornEd's 2007 results reflect an $83 million annual rate increase as allowed by the ICC, this 
rate increase was based generally on 2004 costs and dws not include the impacts of increased operating 
expenses since 2004 or additional net capital investment since the end 0 1  2005. ComEd anticipates filing a 
new delivery service rate case during the third quarter of 2007 based on a 2006 test year and also filed a 
transmission rate case during the first quarter 2007. On June 5.2007, FERC issued an order for the 
transmission rate case conditionally approving ComFd's proposal to implement a formula hased transmission 
rate effective May 1,2007. subject to refund. The requested rate increase i s  designed to reduce thc regulatory 
lag related to recovery of these costs and returns on ComEd's investments. See Note 5 of the Combined Notes 
to Consolidated Financial Statements for funher discussion. In 2007, ComEd incurred increased costs 
associaled with transitioning from the cafe freeze period including implementing the Rate Relief and Rate 
Stabilization programs. 

107 

Source: EXELON COW. 1 0 4  July 25,2007 



Operaling Revenues and Purchased Power Expense. The changes in operating revenues and purchased 
power expense for the three months ended June 30.2007 conmared to the same period in 2006 consisted of 
the following: 

Customer choice 
Rate changes and mix 
Rate Relief Program 
Transmission 
Weather 
Volume 
Other 
Total increase (decrease) 

Customer choice 

Revenue. All ComEd customers have the choice lo purchase electricity From a competitive electric 
generation supplier. This choice does not impact the volume of deliveries, but affects revenue collected fmm 
customers related to supplied electricity and generation service. As of June 30. 2001. two competitive electric 
generation suppliers had been granted approval to serve residential customers in the ComEd senice lemtory. 
However. they are not currently supplying electricity to my residential customers. 

As a result of ComEds higher electricity rates, more non-residential cuslomers have elected to have a 
competitive electric generation supplier provide their electricity. For the three months ended June 30,2007 
and 2006.51 % and 24%. respectively, of electricity delivered to ComEds retail customers was provided by 
competitive electric generation suppliers. Most of the customers previously receiving electricity under the 
power purchase option (PPO) are now electing either to buy their electricity fmm a competilive electric 
generaiion supplier or from ComM under tarirf rates. 

Retail customers purchasing electricity from a competitive electric generation 
supplier: 
Volume (GWhs)(a) 
Percentage of total retail deliveries 

supplier or the ComEd PPO: 
Number of customers at period end 
Percentage of total retail customers 
Volume (GWhs)(a) 
Percentage of total retail deliveries 

Retail customers purchasing electricitv from a comoetitive electric generalion 

I 1,290 
51% 

41.500 

11,291 
I% 

51% 

5,063 
24% 

16.100 
(b) 

6,552 
31% 

(a) One GWh is he equivalent of one million kilowallhours (kWh). 
(hJ Less than one percenr. 

Purchased Power. The decrease in purchased power expense from customer choice was primarily due to 
more ComEd non-residential customers electing to purchase electricity from a competitive electric 
generation supplier. 
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Rate changes and mir 

Revenue. The increase in revenue related to rate changes and mix primarily reflects the end of the rate 
freeie and the implementation o f  market-based rater for electricity and the impact of the distribution rate 
increase. In 2006, most customers were charged a bundled rate that included disuihution. transmission and the 
cost of electricity. Additionally, under Illinois law, no CTCs are permitted to he collected after 2006. As of 
January 2007, ComEd began billing customers on an unbundled basis which includes separate charges for 
distribution, transmission and electricity. Given the relatively small increase approved by the ICC in the 
annual distribution rates of $83 million, the majority of the change in year over year pricing i s  driven by the 
inclusion o f  market-based electricity rates. The market-based elecaicity rates were determined Lhrough the 
reverseauction competitive bidding process. See Notc 5 of the Combined Notes to Consolidated Financial 
Statements for more inlbrmation. Additionally starting in 2007. ComEd i s  recovering former manufacturing 
gas plant remediation costs from customers. 

terminated at the end of 20%. In  2007, as a result of the ICC approved reverse-auction process, ComEd 
began procuring electricity, including ancillary services, under i t s  supplier forward contracts for the blended 
and annual products and from PJM-administered wholesale electricity markets for the hourly product. See 
Note 5 of the Combined Notes to Consolidared Financial Statements for more information on the 
reverse-auction process. 

Rare Relief Program 

Purchased Power. Purchased power increased due to higher electricity prices. The PPA with Generation 

Revenue. As part of i t s  program for customer rate relief, ComEd is issuing credits to cemin customers. 
See Note 5 of the Combined Notes to Consolidated Financial Sfiltements for more information on the Kate 
Relief Programs. 

Transmission 

Revenue. In 2007, ComEd experienced increased revenue for the provision o f  transmission services 
resulting from increased peak and kWh load within the CornEd service territory. Additionally on June 5, 
2007, FEKC issued an order for the transmission rate case conditionally approving CnmEd's proposal ta 
implement a formula based transmission rate effective May I, 2007, subject to refund. See Note 5 of the 
Combined Notes to Consolidated Financial Statements for more information on the Transmission Kate Case. 

Weather 

Revenue. Revenues were higher due to favorable weather conditions for the three months ended June 30. 
2007 compared to the same period in 2006. The demand for electricity i s  affected by weather conditions. 
Very warm weather in summer months and very cold weather in other months are referred to as "favorable 
weather conditions" kcause these weather conditions result in increased sales o f  electricity. Conversely, mild 
weather reduces demand. In Coma's  service territary. cooling degree days were 43% higher durinp the three 
months ended June 30.20n7 compared to the same period in 2006. 

Purchnsed Power. The increase in purchased power expense attributable to wenthrr was due to higher 
demand resulting from favorable weather conditions in the ComEd service territory relative to the prior year. 

Volume 

Revenue. Thc increase in revenues for the provision of distribution services primarily resulted from an 
increase in deliveries, excluding the effects of weather, due to an increased number of customcrs. 

Orher 

Revenue- Economic Hedge Derivative Contracts. During the three months ended June 30.2007 as 
compared to the three months ended June 30,2006. ComEd had a net $5 million decrease in economic hedge 
derivative contracts activity, including mark-to-market adjustments and settlements. 

109 

Source MELON CORP, 10-Q, July 25. m 7  



Revenue ~ Wholesale Conrracrs. ComEd's revenues decreased $I I million as a result of certain 
wholesale coneacts expiring in May 2007. 

Purchased Power - Whnlernle Conlrocrr ComEd'r purchased power decreased $8 million as a result of 
cemin wholesale contracts expiring in May 2007. 

Operating and Maintenance Expense. The changes in operating and maintenance expense for the three 
months ended June 30,2007 compared to the same period in 2006 consisted of the following: 

Increase 
Post rate freeze period transition expenses(a) $ 17 
Allowance for uncollectible accounts expense(b) 12 
Contracting 5 
Fringe benefits@) 5 
Wages and salaries 4 
Other 5 
Increase in operating and maintenance expense 

(a) Includes increased advenising costs, costs associated with the Rate Relief and Customers' Affordable Reliable 
Energy (CARE) programs of 57 million, costs associated with implementing CornEd's Rate Stabilization plan and 
oher costs associated with lranritianing to the post rate freeze period. See Note 5 of the Combined Notes IO 

Consolidated Financial Statements for more information. 

electricity rate6 and higher delivery rates. Also reflects an increase in older outstanding receivable balances from 
customers as a result of a management decision 10 reduce the number of non-paying customers being dismnnected. 

(c) Reflects increases in various fringe benefits primarily due to increased pension and other postretirement benefits 
E O E ~ S  of $5 million. 

(b) Reflects higher revenues due to increased customer receivables resulting from ihe inclusion ai markel-based 

Deprecinrion nnd Arnortiurtion Expense. The increae in depreciation and amortization expense for the 
three months ended June 30,2007 compared to the same period in 2006 consisted of the following: 

Depreciation expense associated with higher plant balances 
Amonization of regulatory assets 
Increase in depreciation and amortization expcnse 

In 2007, ComEd's amortization reflects the impacts of the elimination of the regulatory asset for 
recoverable transition costs partially offset by the initial amortization of the various regulatory assets 
authorized by the ICC in its 2006 orders. See Nute 5 of' the Combined Notes lo Consolidated Financial 
Sratements for more information. 

Tares Olher Than Income. Taxes other than income increased for the three months ended June 30,2001 
compared to the same period in 2006 as a result of an increase in real estate and property taxes. 

Irtleres! Expense, Net. The increase in interest expense, net for the three months ended June 30,2007 
compared to the same period in 2006 primarily resulted fmm higher debt balances and higher inierest rates. 
Also in 2007, ComEd's interest expense, net reflected $3 million of the initial amortization of the regulatory 
asset related to the early debt retirement costs authorized by the ICC in 2006. 
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Other, Net. Other. net increased for the three months ended June 30. 2007 compared to the same period 

1"CreaSL 

in 2006. The changes consisted or the following: 

Gain on disposal of assets and investments, net 
Allowance for funds used during construction; equity 

$ 3  
2 u Increase in other, net 

Income Taxes. The effective income tax rate wdS 38.3% for the three months ended June 30.2007 
compared lo 40.4% for the three months ended June 30,2006. See Note 10 of the Combined Notes to 
Consolidated Financial Statements for fuaher discussion of the change in the effective income tax rate. 

CornEd EIecwic Operating Statistics and Revenue Detail 

Three Mmlhe 
EXkd 

Full service(a) 
Residential 
Small commercial &industrial 

6,359 6,124 235 
3.835 5.709 (1.874) 

Large commercial & industrial 539 2,430 i i ; s9 i j  
Public authorities & electric railroads -- 213 514 (301) 

Total full service 10,946 14.777 (3.831) 
PPO 
Small commercial & industrial - 814 1814) 
Large commercial & industrial I 675 (674) 

I 1.489 11.488) 
Delivery only(b) 
Small commercial & industrial 4,390 I ,29 I 3,099 
Large commercial & industrial 6.785 3.772 3.013 

3.8% 
( 3 2.8 5% 
(77.xj% 
(58.6)% 
(25.9)% 

(100.0)% 
(99.9)% 
(99.9)% 

n.m. 
79.9% 

I15 - I15 n.m --- Public authorities & eleceic railroads 

Total PPO and delivery only 
Total retail deliveries 

I 1.290 5.063 6.227 123.0% 
11.291 6.552 4,739 72.3% 
22.237 21.329 ~ 908 4.3% --- 

<a) Full SeNiCe reflects deliveries to customen taking eleclnc service under tariff rater. 
lb) Delivery only Service reflects customers electing to receive electricity fmm a competitive elecuic generation 

supplier. 
n.m. Not meaningful. 
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EIwCLlic 
&"e""e 

Full senice(a) 
Residential 
Small commercial & industrial 
Large commercial & industrial 
Public authorities & electric railroads 

Total full service 
PPO(b) 
Small commercial & industrial 
Large commercial & industrial 

Delively only(c) 
Small commercial & industrial 
Large commercial & industrial 
Public authorities & electric railroads 

Total PPO and delivery only 
Total electric retail revenues 

Other revenue(d) 
Economic hedge derivative contracts 

Total operating revenues 

Three Months 
Ended 
June 30, 

Mol  2 w 6  -- 
$ 696 $ 547 

380 452 
35 I30 
18 32 

1.129 1,161 

61 
42 

- 103 

70 21 
71 40 

142 61 
I42 164 

1,271 1,325 
151 I25 

- _ _  

- 
- -- 
-- 

- I -- 
-- -- 

49 
31 

81 
(2?) 

(54) 
26 

21.296 
(15.9)% 
(73.1196 
(43.8)% 

(2.8)% 

(loo.O)% 

n.m. 
77.5% 
n.m. 

132.8% 
(13.4)% 
(4.1)% 
20.8% 

3 (2)  ( 5 )  (166.7)% 
$ 1,453 $ 1.420 $0 (2.3)% --- 

Source: EXELON CORP, 1 0 4 ,  July 25,2007 



Results of Operations - PECO 

Operating revenues 
Operating expenses 

Purchased power and fuel 
Operating and maintenance 
Depreciation and amortization 
Taxes other than incomc 

Tota.1 operating expenses 
Operating income 
m e r  income and deductions 

Interest expense; net 
Equity in losses of unconsolidated affiliates 
Other, net 

Total other income and deductions 
Income before Income taxes 
Income taxes 
Net income 
Preferred stock dividends 
Net income on common stnck 

hw 30. 
3001 2W6 

$ 1,269 $ 1,148 
-- 

655 577 
146 141 
185 172 
71 53 

1,057 943 
212 205 

(67) 

-- 

_ _ -  

5 2 
(61) (67) 
151 138 

-- 

55 45 I I O )  
96 93 3 
-- 

Netlncorne. PECOs net income for the three months ended lune 30,2007 compared to the same period 
in 2006 increased primarily due to higher operating revenues, net of purchased power and fuel expense, which 
reflected increased sales from favorahle weather conditions for electric and gas and increased usage acmss all 
customer classes for elecuic. Partially offsetting higher operating rcvenues, net of purchased power and fuel 
expense. was higher CTC amortization, which was in accordance with PECOs 1998 restrucmring settlement 
with h e  PAPUC, which was mandated by the Pennsylvania Electricity Generation Customer Choice and 
Competition Act (Competition Act). 

operating revenues and purchased power and fuel expense for the three months ended June 30,2007 
compared to the same period in 2006 consisted of the following: 

Electric and Gas Operating Revenues, Purchased Power and Fuel Expense. The changes in PECO's 

Weather 
Volume 

Revenuff Power Net R b ;  E 2 a "  Ne1 R&e& Foe1 Net 
$ 29 $ 12 $ 1 7  $ 26 $ 21 $ 5 $ 55 $ 33 $ 2 2  

29 12 17 4 4 -  33 16 17 
Rate increases 

(decreases) 44 44 - (16) (16) - 28 28 - 
Customer choice 2 2 -  - - - 2 2 -  
Other rate changes and 

1 (3) ( 5 )  4 (9) 
- 2 8 D-IJ Other 6A112-- 

Total increase ~ ~ U U U U U U L 4 3  

mix (3) 3 (6) (2) 
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Weather 

Revenues. The demand for electricity and gas is affected by weather conditions. With respect to the 
electric business, very warm weather in summer months and, with respect to the electric and gas businesses, 
very cold weather in other months are referred to as "favorable weather conditions" because these weather 
conditions result in increased sales of electricity and gas. Conversely, mild weather reduces demand. 
Revenues were higher due to favorable weather conditions in PECOs service territory, where heating degree 
days and cooling degree days were 5 1% and 22% higher, respectively, during the three months ended 
lune 30,2007 compared to the same period in 2006. 

Purchased Power and Fuel Expense. The increase in purchased power and fuel expense attributable to 
weather was due to higher demand as a result of favorable weather conditions in the P I X 0  service territory 
relative to the prior year. 

Voiume 

Revenues. The increase in revenues as a result of higher delivery volume, exclusive of the effects of 
weather and customer choice, reflected increased usage across all customer classes for electric and across 
residential and large commercial and industrial customer classes for gas. In addition, there was a favorable 
impact of an increased number of customers primarily in the residential and small commercial and industrial 
customer classes for electric and gas. 

Purchased Power and Fuel Expense. The increase in purchased power and fuel expense as a result of 
higher delivery volume, exclusive of the effects of weather and customer choice, retlected increased usage 
acmss all customer classes for electric and acrnss residential and large commercial and industrial classes for 
gas. In addition, the increase reflected the impact of an increased number of customers primarily in the 
residential and small commercial and industrial customer classes for electric and gas. 

Rare increases (decreases) 

Revenues. The increase in electric revenues attributable to electric rate increases reflects a scheduled 
electric generation rate increase effective for customer bills for electric generation service delivered after 
customers' January 2007 meter readings, which represents the last scheduled rate increase through 2010 
under PECO's 1998 restructuring setllemem. This rate increase does not affect operating income as PECO 
incus corresponding and offsetting purchasd power expense under its PPA with Generation. The decrease in 
gas revenues was due 10 net decreases in rates through PAPUC-approved qualrerly changes 10 the purchased 
gas adjustment clause. The average purchased gas cost rate per million cubic feet in effect lor the three 
months ended June 30,2007 was 16% lower than the average rate for the same period in 2006. 

rate increases reflects the scheduled generation rate increase under the PPA with Generation. The decrease in 
fuel expense reflects lower gas prices. 

Purchased Power and Fuel Fxpense. The increase in purchased power expense auributable to electric 

Customer choice 

Revenues and Purchased Power. For the three months ended lune 30,2007 and 2006,2% of energy 

All PECO customers have the choice to purchase energy from a competitive electric generation supplier. 

delivered to PECOs retail customers was provided by competitive electric generation suppliers. 

This choice does not affect the volume of deliveries, but affects revenue collected from customers related to 
supplied energy and generation senice. PECO's operating income is not affected hy customer choice since 
any increase or decrease in revenues is completely offset by any related increase or decrease in purchased 
power expense 
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Thm Mmtbr Eadrd 
June 30. 

ZNl7 m 
Retail customers purchasing energy fram a competitive electric generation 

Number of customerS at period end 31,700 38,300 
Percentage of total retail customers 2% 3% 

Volume (GWhs)(a) I58 I88 
Percentage of total retail deliveries 246 2% 

supplier: 

(a! One GWh is [he equivalent ofane million kWh. 

The increase in electric retail revenue and expense assaciated wifh customer choice reflects customen, 
primarily from the small commercial and industrial customer class, returning to PECO as their electric 
supplier. 

Other rate changes and mir 

Revenues. The decrease in electric and gas revenues attributable to other r a e  changes and mix reflects 
the effects of rate blocking, whereby certain customer charges per unit of energy are reduced when customer 
usage exceeds a certain threshold. 

Purchased Power and Fuel Expense. The increase in purchased power attributahle to other rate changes 
and mix reflects a change in  the mix of average pricing related to PECO's PPA with Gcneration. 

Other revenues and expenses 

Revenues. The increase in electric and gas revenues was primarily due to increased late charges. 

Purchased Power and Fuel. The decrease in purchased power was due to vuious factors, nane of which 

Operating and Maintenance Expense. The changes in operating and maintenance expense far the lhree 

were individually material. 

months ended lune 30,2007 compared lo the same period in 2006 consisted of the following: 

In- 

Wages and salaries 
Storm costs 
Allowance far uncallectible accounts expense 

$ 4  
3 

(4) 
Other 2 

5 Increase in operating and maintenance expense 

three months ended June 30.2007 compared to the same period in 2006 was primarily due to an increase in 
CTC amortization of515 million. PECOs additional amortization of the CTC is in accordance with its 
original settlement under the Competition Act, 

Depreciation and Arnonizafwn Expense. The increase in depreciation and amortization expense for the 
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Taxes Other Than Income. The changes in taxes other than income for the three months ended June M, 
2007 compared to the same period in 2006 consisted of the following: 

1IlUnSe 
(Decrease) 

7 
5 

Taxes on utility revenues(a) $ 7  
State franchise tax adjustment in 2006fb) 
Sales and use tax adjustment in 200h(b) 
Other (I] 
Increase in taxes other than income 

(a) As these taxes were collccted [rum ~stomers and remilled lo the taxing authorities and included in revenues and 

(bj Represents the reduction of tax accruals in b e  second quaner of 2uoh iolloamg seltlemenls related to ZM5 lm 
expenses, the increase in tax expense was oifset by a correrpanding increase in revenues. 

assessments. 

Inferest Expense, Net. The decrease i n  interest expense, net for the three months ended June 30,2W7 
compared to the same period in 2006 was primarily due to scheduled payments on long-term debt owed to 
PECO Energy Transition Trust (PETn. partially olhet by an increase in interest expense associated with a 
higher amount of outstanding long-term First and Refunding Mortgage Bonds. 

was primarily due to interest income associated with the adoption of FlN 48. See Note 14 of the Combined 
Notes to Consolidated Financial Statements for further details of the components of other, net. See Notes 3 
and I O  of the Combined Notes to Consolidated Financial Statements for additional information regarding the 
adoption of FIN 48. 

Income Taxes, The effective income tax rate was 36.4% for the three months ended June 30.2007 
compared to 32.6% for the three month ended lune 30,2006. See Note I O  of the Combined Notes to 
Consolidated Financial Statements for further details of the components of the effective income tax rates. 

Other, Net. The increase for h e  three months ended June 30,2007 comparcd to the same period in 2006 

PECO Ekcfric Operafing Statistics and Revenue Detail 

PECO’s electric sales statistics and revenue detail were as follows: 

Retail 
Ddiieries - 
(in 
.cWhs) 
FuU servicefa) 
Residential 
Small commercial & i n d u h a l  
Large commercial & industrial 
Public authorities & electric railmads 

Delivery onlgfb) 
Residential 
Small commercial & industrial 
Large commercial & industrial 

Total delively only 
Total retail deliveries 

Total full service 

Three Monlhs 
Ended 

June 3, 

2,963 2,719 244 9.0% 
1.995 1.869 I26 6.7% 
4,054 3,875 179 4.6% 

229 202 (27) (11.8)W 
9.214 8,692 - 522 6.0% 

in  14 (4) (28.6)% 
145 163 (18) (l l .O)W 
320 (72.7)% 

188 158 (30) (16.03% 
9.372 8.880 ~ 492 5.5% --- 

(a) Full service reflects deliveries lo E I I S ~ U ~ C ~ S  taking electric service under larifr rues. 
(b) Delivery only service reflects custornen receiving electric generation service fmm a competitive elecwic generation 

supplier. 
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Three Months 
Ended 

June .M. 

m 2UU6 Variane --- 
Residential 5 445 $ 392 $ 53 13.5% 
Small commercial & industrial 265 236 29 12.3% 
Luge commercial & industrial 34 I 319 22 6.9% 
Public authorities & electric railroads 22 21 (I) (4.3% 

969 103 10.6% 
Delivery only(b) 
Residential 1 I - 0.0% 
Small commercial & industrial 8 9 (1) (11.1)% 
Large commercial & industrial I 1L) (IW.O)% 

Other revenue(c) 66-- 60 6 10.0% 

1,072 Total full service 

- 
Total delivery only 920 (18.2)% 

Total electric retail revenues 1.081 980 101 10.3% 

$ 1.147 $ 1,040 $ 107 10.3% Total electric and other revenue --- 
(a) Full sewice revenue reflects revenue from customers taking generation service under tariff rstes. which include the 

cost of energy, the cost of lransmission and distribution of the energy and a CTC. 
(b) Delivery only revenue reflects revenue from customers receiving generation servim from a cornpelitive electric 

generalion supplier. which includes [he cost of distribution o f a e  energy and a ClC. 
(c) Other revenues include transmission revenue from PJM and other wholesale energy sales. 

PECO G a s  Sules Statistics und Revenue Dduil 
PECOs gas sales statistics and revenue detail were as follows: 

'Three Mooths Ended 
June 30, 

Wivetier 
IO 
cU6tomells 
(in 
millim 
cubic 
red 
L-CD) 

Retail sales 
Transportation 
Total 

Rerrnllr 
Retail sales 
Transportation 
Resales and other 
Total gas revenue 

n.m. Not meaningful 
I I7 

cn 
2W7 m Vsriana CIMW 
8,317 6,292 2,025 32.2% 
5.928 6,139 1211) (3.4)% 

12.431 14,245 1.814 14.6% --- 
Three Month 
M i d  Jm 3. 

mu1 zm6 variance - - -  
$ 116 $ 103 $ 13 12.6% 

3 4 ( 1 )  (25.0)% 

Source. EXELON CORP, 10-4 July 25, a07 



Results of Operations - Exdon Corporation 

Six Months Ended June 30, 2007 Compared To Six Months Ended June 30,2006 

EXLO" 
Eaporstioo 
Operating revenues 
Operating expenses 

Purchased power and fuel expense 
Operating and maintenance expense 
Depreciation and amortization 
Taxes other than income 

Total operating expenses 
Operating income 
Other income and deductions 

Interest expense 
Interest expense to aftiliates, net 
Equity in losses of unconsolidated affiliates and investments 
Other, net 

Total other income and deductions 
Income from continuing operations before income taxes 
Income taxes 
Income from continuing operations 
Income from discontinued operations, net of income taxes 
Net income 
Diluted earnings per share 

Six Months 
Ended 

.rune w, 
2007 yH16 _ _ -  

$ Y,330 $ 7,559 

3.655 2.534 
2.126 1.906 

738 735 
395 364 

6.908 5,539 
_ _ -  

2.422 2,020 

(306) 

F W W b l E  
(Unfavorable) 

variance 
$ 1,771 

(1,121) 

(3) 
(31) 

(1.369) 
402 

(214) 

(12) 
30 
(8) 
15 
25 

427 

343 
6 

$ 0.50 

(84) 

$ 349 

Net Income. Exelon's net income for the six months ended June 30,2007 reflects higher average 
margins on wholesale market sales: higher nuclear output at Generation: decreased nuclear refueling outage 
costs; a favorable PJM billing settlement with P P L  favorable weather conditions in the ComEd and PECO 
service territories; increased electric and gas deliveries, excluding the effects of weather, ai ComEd and 
PECO: increased pricing for delivery services at ComEd and PECO; increased transmission revenues at 
C o m U ,  and increased earnings associated with investments in synthetic fuel-producing facilities. These 
inCreaSeS were partially offset by unrealized mark-to-marker losses on contracts not yet senled, decreased 
energy margins at CornEd. higher operating and maintenance expenses, including labor-related inflation and 
increased allowance for uncollectible accounts expense at ComEd: the impact of ComEd's 2007 rate relief 
program and other post rate freeze period transition expenses; increased depreciation and amortization 
expense, primarily related to CTC amortization at PECO; an update of the nuclear decommissioning asset 
retirement obligation recorded in the second quarter of 2006; and favnrable tax settlemen& at PECO in 2006. 

Oprmling Revenues. Operating revenues increased due to an increase in wholesale and retail electric 
sales at Generation due to higher volumes of generation snld to the market as a result of the expiration of the 
ComEd PPA in 2006; higher market prices; favorable weather conditions in the ComEd and PECO service 
territories; higher electric and gas delivery volumes. excluding the effects of weather and customer choice, a1 
ComEd and PECO; rate changes and mix at ComEd due to the end ofthe rate freeze and implementation of 
market-based rates for electricity; impact of the distribution rate increase; and increased tmnsmission 
revenues at ComEd resulting from the 2007 transmission rate case and increased load. These increases were 
padally offset by ComEd customers 

I I R  
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switching 10 competitive electric generation suppliers and the impact of ComEd's 2007 rate relief program. 
See further analysis and discussion of operating revenues by segment below. 

Purchased Power and Fuel Expense. Purchased power and fuel expense increased due to higher 
volumes of power purchased in the market and higher market energy prices. Purchased power represented 
19% of Generation's total supply for the six months ended June 30.2007 and compared In 17% for h e  six 
months ended June 30,2006. This increase was partially offset hy a favorable PJM billing settlement with 
PPL. See further analysis and discussion of purchased power and fuel expense by segment below. 

labor-related inflation; the impact of ComEd's 2007 rate relief program and other post rate freeze period 
transition expenses: increased allowance for uncollectible accounts expense at ComEd; and a decrease in 
Ceneration's nuclear decommissioning obligation related to the AmerGen nuclear plants recorded in the 
second quarter of 2006. See further discussion of operating and maintenance expenses by segment belou,. 

Depreciation und Amortizatwn Expense. Depreciation and amortization expense increased primarily 
due to additional CTC amortization at PECO. This increase was partially offset by lower amortization related 
to investments in synthetic fuel-producing facilities. 

Taxes Ofher Than Income. Taxes other than income increased primarily due to favorable tax 
settlements at PECO in 2006 and higher taxes on utility revenues at PECO in 2007. 

Other lncome and Deductions. The change in other income and deductions reflects interest income 
related to the favorable PJM billing settlement with PPL, a gain related to the sale of invcsanents by 
Generalion, eamings associated with investments in synthetic fuel-producing facilities and expenses recorded 
in 2006 dated to the now terminaled merger with PSEG. 

Effective Income Tax Rate. The effective income tax rate from continuing operations was 31.9% for the 
i i x  months ended lune 30,2007 compared to 35.1 % for the six months ended lune 30,2006. The 
synthetic-fuel producing facililies credit decreased the effective income tax rate from continuing operations 
by 5.6% for the six months ended June 30,2007. Sec Note I O  o f  the Combined Notes to Consolidated 
Financial Statements for further discusriun of the change in the effective income tax rate, 

Discontinued Opemtwns. On January 3 I ,  2005, subsidiaries of Generation completed a series of 
transactions that resulted in Generation's sale of its investment in Sithe. In addition, Exelon has sold or 
wound down substantially all components of Enterprises. Accordingly, the results of operations and any gain 
or loss on the sale of these enlities have been presented as discontinued operations within Exelon's (for Sithe 
and Enterprises) and Generation's (for Sithe) Consolidated Statements of Operations and Comprehensive 
Income. See Notes 2 and 4 of the Combined Notes to Consolidated Financial Statcments for further 
information regarding the presentation of Sithe and certain Enterprises businesses as discontinued operations. 

Comprehensive Income included $9 million (after-tax) of income from discontinued operations related to a 
favorable legal settlement at Enterprises and $3 million (after-tax) of income from discontinued operations 
related primarily to Sithe, resulting from a Seftlement agreement between a suhsidiary o f  Sithe, the 
Pennsylvania Attorney General's Office and the Pennsylvania Department of Revenue regarding a previously 
disputed tax position asserted for the 2000 tax year. 

OperatingundMaintenance Expense. Operating and maintenance expense increased primarily due to 

During the six months ended June 30,2007, Exelon's consolidated Statement of Income and 

Results of Operalions by Business Segment 

The comparisons of operating results and other statistical information for the sin months ended June 30, 
2007 compared lo the same period in 2006 set forth helow include intercompany transactions, which are 
eliminated in Exelon's consolidated financial statements. 
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Income (Loss) from Conrinuing Operations by Btuinesv Segmem 

Generation 
ComEd 
PECO 
Other(a) 
Total 

Six Months 

June 30. (UnfWOnble) 
Mw 2006 Variance 

$ 1,133 $ 765 6 368 
--- 

Ended 
June 30. (UnfWOnble) 

Mw 2006 Variance 
$ 1,133 $ 765 6 368 

33 181 (148) 
224 186 38 

--- 
33 181 (148) 

224 186 38 

Generation 
C o r n  
PECO 

33 181 (148) 
224 I86 38 

Other(a) 00 89 
$ 1,393 s 1.w $ 349 -- Total 

(a) Other includes corporate operations, shared service entities. including BSC. Entelprises. mvesiments in synthetic 
fuel-producing facilities and intersegment eliminations. 
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Resulfs of Operations - Generation 

Operating revennes 
Operating expenses 

Purchased power and fuel 
Operating and maintenance 
Depreciation and amortkation 
Taxes other than income 

Total operating expenses 
Operating income 
Other income and deductions 

Interest expense 

Sir Manlhs 
Ended 

2.038 1.817 1221) 
1,257 1,108 i149j 

133 I39 6 
88 84 (4) 

3,516 3,148 (368) 
1,828 1,286 542 

(661 (821 16 

-- 

Equity in earnings (losses) of investments 1 ( 5 )  6 
54 20 34 Other, net 

Total other income and deductions (11) (67) 56 
Income from mntinuine ooerations before inmme taxes 1.817 1.219 598 

-- 

I .  ,~~ 
684 454 (230) Income taxes 

Income from continuing operations 1.133 765 368 

$1,138 $ 370 Net income 

- _ _  
Income from discontinued operations, net of income taxes 5 3 2 

-- 
Net Income. Generation's net income for the six months ended June 30,2007 compared to the same 

period in 2006 increased primarily due to higher revenue, net of purchased power and fuel expense, offset by 
increased operating and maintenance expense, primarily associated with an update of the nuclear 
decommissioning asset retirement obligation recorded in the second quarter of 2006. higher nuclear refueling 
outage expenses and wage-related inflation. Generation's revenue, net of purchased power and fuel expense. 
increased by $689 million for the six months ended June 30,2007 compared to the same period in 2036, 
which was driven by higher average margins primarily duc to the end of the below-market price PPA with 
ComEd at the end of 2006, the contractual increase in the prices associated with Generation's PPA with 
PFCO, and by a PIM billing settlement with PPL. In addition to these impacts, Generation's net income for 
the six months ended June 30,2007 included (all after tax) a gain on the sale of investments of SI I million 
and earnings of $5 million associated with the settlement of a tax maner reiaM to Generation's previous 
investment in Sithe. 
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Operafing Revenuer. For the six nionths ended June 30.2007 and 2006, Generation's sales were as 
follows: 

Six Months 
F n d d  

Rerenuo 
Electric sales to affiliates 
Wholesale and retail electric sales 
Total electric sales revenue 
Retail gas sales 
Trading portfolio 
Other operating revenue(a) 
Total operating revenue 

June 30. 
2007 uy16 variance --- 

$ 1.688 $ 2.270 $ (5821 (25.61% 
3,317 1,689 - I628 96.4% 
5,005 3,959 1,046 26 4% 

269 340 (71) (20.9)% 
32 5 27 n.m. 
38 130 (92) (70.7)s 

$ 5.344 $ 4,434 $ 910 20.5% --- 
(a1 Includes sales relating lu iurril fuel sales. operating service agreements and decommissioning revenue from PECO 

in 2007 and tolling agrecments. fossil fuel sales, operating Sewice agreemenis and decommissioning revenue from 
ComEA and PECO in 2m6. 

n.m. Not meaningful. 

Sh Math6 
Ended 

June30. 
we 
li" 

m 2006 variance %ChwlKe &hsl 

Elecuic sales to affiliates 31,083 57,870 (26,787) (46.3)% 
Wholesale and retail electric sales 61.740 33.052 28,688 86.8% 

92.823 90.922 1.901 2.1% Total electric sales 

Trading volumes of 9,876 GWhs and 14.754 GWhs for the s ix  months ended lune 30,2007 and 2006 
respectively, are not included in the table above. 

Electric sales to afiliares. Revenue fmm sales to affiliates decreased $582 million for the six months 
ended lune 30,2007, as compared to the same period in 2006. The decrease was primarily due to a 
$970 million decrease from lower electric sales volume. partially offset by higher prices resulting in a 
$388 million increase in revenues. 

by a $306 million increase in revenues due tn higher prices. Generation's PPA with ComEd expired 
December 3 I, 2006. As a result of the expiration of !he PPA and the resultS of the auctions, beginning in 
2007, Generation is selling more power through bilateral agreements, which resulted in higher prices, but a 
decrease in volumes IO ComEd. 

I n  the PECO territories. higher prices resulted in increased revenues of $82 million due to a scheduled 
electric generation rate increase that took effect January I, 2Do7. Additionally, volumes increased resulting in 
increased revenues of$51 million. 

the six months ended June 30,2007 compared to the same period in 2006 consisted of the following: 

--- 

In the CornEd territories, lower volumes resulted in a $I ,02 I million decrease in revenues, p l t ia l ly  offset 

Wholesale and rerail electric roles. The increase in Generation's wholesale and retail electric sales for 

Volume 
IlKTIUI 

$ 1,483 
Price 2 

LUa - Increase in wholesale and retail electric sales 

Wholesale and rerail electric sales increased $1,628 millinn for the six months ended June 30,2007 as 
compared to the same period in 2006. The increase was the result ofhigher volumes of generation sold 10 the 
market as a result of thc expiration of the ComU PPA in 2006. 
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Refail gas sales. Retail gas sales decreased $7 I million for the six months ended June 30,2007 as 
compared to the same pcriod in 2006. of which $41 million was due to lower realized prices and $30 million 
was due 10 lower volumes as a result of lower demand. 

Ofher revenue. The decrease iu other revenues fur the six months ended June 30,2007 compared IO the 
same period in 2006 was due to a 532 million decrease related to the termination o f  decommissioning 
collections from ComEd in accordance with the terms and conditions ofthe ICC Order which only permitted 
such collections through December 3 I ,  2006. There was a decrease of $36 million due to the cessation ora 
tolling agreement. Additiunally, a $24 million decrease in uther revenues was attributable to the sale of TEG 
and TEP on February 9,2007 and the resulting absence of revenue thereafter. 

Purchased Powerand FuelExpense. Generalion's supply sources are summarized below: 

Six Months 
Ended 

Nuclear generation(a) 
Purchases - economic hedge porifolio 
Fossil and hydroelectric generation 
Total supply 

9. 
2007 2006 Varisner --- 
64.707 68,9?3 114 1.1% 
17,263 15,870 1,393 8.8% 
5.853 6.119 (266) (4.3)% 

90.922 92,823 1.901 2.1% --- 

The changes in Generation's purchased power and fuel expense for the six months ended June 30,2007 
compared to the same period in 2006 consisted o f  the following: 

Purchased power costs 
Generation cost 
Fuel resale cost 
Mark-lo-market 
Increase in purchased power and fuel expense > 

n.m. n.m. - 173 

Price Vdmr (Deerpasr) 
$ 6 $ 122 $ 128 

3 (71 
(451 (731 

- -  

n.m. Not meaningful 

Purchased Power Cost. Purchased power cost includes al l  costs associated with the pmcurement of 
electricity including capacity, energy and fuel costs associated with tolling agreements. Generation 
experienced overall higher volumes that were amihutahle to increased purchases From PPAs and to serve load 
wmmitments. These increases were partially offset by lower purchased power volumes needed to supply 
ComEd due to the expiration of the PPA at December 3 I. 2006. Further, Generation realized overall lower 
prices for purchased power. Additionally, Generation's purchared power cost decreased $28 million due to 
the PJM billing dispute settlement with PPL. See Note 13 01 the Combined Notes to Consolidated Financial 
Statements. 

experienced overall lower generation costs for the six months ended June 30,2007 as compared to the same 
period in 2006 due to decreased prices related to fossil fuel generation. The increased volume o f  $3 million 
was primarily due to higher nuclear generation 

changes in Generation's fuel resale costs for the six months ended June 30,2007 as compared to the same 
period in 2006 consisted of overall lower prices resulting in a decrease of $45 million. Additionally. a 
decrease of $28 million was the result of lower volumes caused by lower demand. 

Generation Cost. Generation cost includes fuel cost for internally generated energy. Generation 

Fuel Resale Cosf. Fuel resale cost includes retail gas purchases and wholesale fossil fuel expenses. The 
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Mark-io-market. Mark-to-market losses on power hedging activities were $145 million for the six 
months ended June 30,2007 compared to gains of $88 million for the same period in 2006. Mark-to-market 
gains on fuel hedging activities were $8 million for the six months ended June 30,2007 compared to losses of 
$52 million for the same period in 2006. 

Generation's average margins per MWh of elcctricity sold during the six months ended June 30,2007 
and 2006 were as follows: 

Sir Months 
Ended 

June 30, 
urn 2006 I-) -- 

Average electric revenue 
Elecvic sales to affiliates $ 54.31 $ 39.23 38.4% 
Wholesale and retail electric sales 53.73 51.10 5.1% 
Total -excluding the trading portfolio 53.92 43.54 23.8% 
Average electric supply cost(a) - excluding the trading portfolio 19.08 16.23 17.6% 
Averagc margin - excluding the trading portfolio 34.84 27.31 27.6% 

(a) Average supply cost includes purchased p w e r  and fuel eosis associated u,ith electric sales. Average elecUic supply 
cost does not include fuel costs associated with retail gas sales and nther sales. 

Nuclear flezt operating data lor the six months ended June 30,2007 and 2006 were as follows: 
Six Mmlhd 
Ended 

N U C I ~  &et capacity factor(a) 
Nuclear fleet production cost per MWh(a) 

June Y), 
m 1006 

$ 14.28 $ 14.19 
95.0% 93.3% 

(a) Excludes Salem, which is operaled by PSEC Nuclear, LLC. 

The nuclear fleet capacity factor increaed primarily due to fewer planned refueling outage and 
non-refueling outage days during the six months ended June 30,2007 compared to the same period in 2006. 
For the six months ended June 30,2007 and 2006, refueling outage days totaled 95 and 114, respectively, and 
non-refueling outage days totaled 19 and 49, respectively. Additionally, during the six months ended June 30. 
2007, both Quad Cities units operated at Extended Power Uprale (EPU) generation levcls for the entire period 
as compared to the six months ended June 30,2006, when the generation levels of both Quad Cities units 
operated intermittently at pre-EPU generation levels during that period to address vibration related equipment 
issues. The higher number of net M W h ' s  generated was offset by labor-related inflation and higher costs for 
nuclear fuel, NRC reactor fees, and security. resulting in a slightly higher production cost per MWh for the 
six months ended June 30,2007 as compared lo the same period in 2006. 

Operatinr and Maintenance Expense. The increase in operating and maintenance expense for the six 
months ended June 30.2007 compared to the same period in 2006 consisted of the following: 

Decommissioning-related activities 
Pension, payroll and benefit costs 
Nuclear refueling outage costs 
Other 
Increase in operating and maintenance expense 
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The net $149 million increase was primarily attributable to the following: 

* A S I  I 8  million increase in nucleardecommissioning-related activities was associated with the 
recognition of a credit totaling $149 million which reprcscnted a reduction in !he assct retirement 
obligation in excess of the asset retirement cost balance for the Ameffien uni ts recorded in the same 
period in 2006; offset by a $31 million decrease resulting from the termination of revenue collections 
from ComEd. which likewise no longer required an offset through operating and maintenance expense. 

* A $43 million increase in pension, payroll and benefit costs reflected the impact of inllation as well as 
an increase in various direct and allocated fringe costs. 

* A $9 million decrease in nuclear refueling outage WSIS was associated with the fewer planned 
refueling outage days during the six months ended June 30.2007 as compared to the same period in 
2006. 

* A $3 million decrease in other operating and maintenance expense for the six months ended lune 30, 
2007 compared to the same period in 2006 was primarily due to a decrease in service 
agreement-related expenses, offset by an increase in conrracting charges resulting fmm increased 
outage costs for fossil and hydroelectric facilities. 

Depreciation and A m o ~ l i o n .  The decrease in depreciation and amortization expense for the six 
months ended June 30,2007 compared to the same period in 2006 was primarily due to the reassessment of 
the useful lives. for accounting purposes, of several fossil facilities. 

bzleresl Expense. The decreasc in net iiiterest expense for the six months ended lune 30,2007 as 
compared to the same period in 2006 was primarily attributable to an interest payment made in 2006 to the 
Internal Revenue Service (IRS) in settlement of a lax matter and to a decline in the amount of commercial 
paper that was outstanding during the six months ended lune 30,2007 as compared IO the same period in 
2006. 

Other, Net. The change in other, net reflects a gain on sale of investments recognized in the fir51 and 
second quarters of 2007. 

Effective Income Tax Rate. There was not a significant change in the effective income tax rate fur the 
six monlhs ended lune 30,2007 compared to the same period in 2006. See Note IO of the Combined Notes to 
Consolidated Financial Statements for further discussion of the change in the effective income tax rate. 

Discontinued Operalions. On January 3 I ,  2005, subsidiaries o f  Generation completed a series of 
transactions that resulted in Generation’s sale of its investment in Sithe. Accordingly, the results of owrations 
and the gain on the sale of Sithe have been presented as discontinued operations within Generation’s 
Consolidated Statements of Operations and Comprehensive Income. 

Comprehensive Income included $5 million (after-tax) gain on disposal of discontinued operations related 
primarily to Sithe, resulting from a senlemcnt agreement between a subsidiary of Sithe, the Pennsylvania 
Attorney General’s m i c e  and the Pennsylvania Department of Revenue regarding a previously disputed tax 
position asserted for the 2oM1 lax year. For the six months ended June 30, 2006, Generation’s Consolidated 
Statement of Income and Comprehensive Income included $3 million (after-tax) gain on disposal of 
discontinued operations. See Notes 2 and 4 of the Combined Notes to Consolidated Financial Statements for 
further information regarding the presentation of Sithe as discontinued operations 

For the six months ended June 30,2007. Generation’s Consolidated Statement of Income and 
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Results of Operatwns- CornEd 

Operating revenues 
Operating expenses 

Purchased power 
Operating and maintenance 
Depreciation and amortization 
Taxes other than income 

Total operating expenses 
Operating income 
Other income and deductions 

lnteresl expense, net 
Equity in losses of uncnnsolidated affiliates 
Other, net 

Total other income and deductions 
Income before income taxes 
Income taxes 
Net income 

Six Man* 
Ended 

Junr30, 
Z W 6  - 

$ 2,880 

(12) 
'rsi 

(27 1 ) 
(240) 

(17) 
1 

Net Income. As more fully described helow. ComEd's net income for the six months ended lune 30. 
2007 compared to the same period in 2006 reflected higher purchased pnwer expense. higher operating and 
maintenance expense, higher depreciation and amortization expense and higher interesl expense. Beginning in 
2007, ComEd ceased earning margin on thc energy component of its deliveries to its customers, nor is it 
collecting CTC revenues. While ComEd's 2007 results reflect an $83 million annual rate increase BS allowed 
by the ICC, this rate increase was based generally on 2004 costs and does not include the impacts of increased 
operating expenses since 2004 or additinnal net capital investment since the end of 2005. CornEd anticipates 
filing a new delivery service rate case during the third quarter of 2007 based on a 2M16 test year and also tiled 
a Ransmission rate case during the first quarter 2007. On lune 5,2007, FERC issued an order for the 
transmission rate case conditionally approving ComEd's proposal to implement a formula based transmission 
rate effective May I ,  2007, subject lo refund. The requested rate increase is designed to help reduce the 
regulatov lag related to recovery of these costs and returns on ComEd's investments. See Note 5 of the 
Combined Notes to Consolidated Financial Statements for furiher discussion. In 2007, ComEd incumd 
increased costs associated with transitinning from the rale freeze period including implementing the Rate 
Relief and Rate Stabilization programs. 
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Operating Revenues and Pnrrhaied P u w r  Expence. The ;hanps in upcrating rctcnur, and pur;hn,cd 
p.iwer expenrc ior the \I* mdnrh, c n J d  lune 3 1, ?lt1,7 c.imp.ircJ I O  ihc a n e  period in XNKI .uiiirtzd of the 
tollo\rlllg 

Customer choice 
Rare changes and mix 
Rate Relief h g r a m  
Transmission 
Weather 
Volume 
Other 
Total increase (decrease) 

521 603 
i19j  
38 

89 5 3  36 
11 - II 
10 10 u u $4 I47 

Customer choice 

Revenue. All ComEd customers have the choice tu purchase electricity from a competitive electric 
generation supplier. This choice dws  not impact the volume of deliveries. but affects revenue collected from 
customers related to supplied electricity and generation service. As of June 30, 2007, t ~ o  competitive electric 
generation suppliers had been granted approval to serve residential customers in the ComEd service territory. 
However, they are not currently supplying electricity to any of ComEd's residential customers. 

competitive electric generation supplier provide their electricity. For the six months ended June 30,2007 and 
2006,489 and 21 %, respectively, of electricity delivered to C o m W s  retail customers was provided by 
competitive electric generation suppliers. Most of the customers previously receiving electricity under the 
PPO aw now electing either to buy their electricity from a competitive electric generation supplier or from 
ComEd under tariff rates. 

As a result of CamEd's higher electricity rates, more non-residential customers have elected to have a 

SkMontk 
Ended June 30. 
m ZW6 - -  

Retail customen purchasing electricity from a competitive electric generation 
supplier: 
Volume (GWhs)(aJ 21.361 8,908 
Percentage of total retail deliveries 48% 21% 

supplier or the ComEd PPO: 
N u m b  of customers at period end 41,500 16,100 
Percentage of total retail customers 1% (b) 
Volume (Gwhs)(aJ 21.418 13,428 
Percentage of total retail deliveries 48% 31% 

(a1 One CWh is the equivalent of one million kilowallhours (kWh). 
(bl Less than one percent. 

Retail customers purchasing electricity from a competitive electric generation 

Purchsed Power. The decrease in purchased power expense from customer choice was primarily due tn 
more ComFd non-residential customers electing to purchase electricity from a competitive electric 
generation supplier, 

127 

Source: EXELON CORP, 10-Q. July 25,2007 



Role changes and mix 

Revenue. The increase in revenue related to rate changes and mix primarily reflects the end of the rate 
freeze and the implementation of market-based rates for electricity and the impact uf the distribution rate 
increase. In 2006, most customers were charged a bundled rate that included distribution, transmission and the 
cost of electricity. Additionally, under Illinois law, no CTCs are permitted to be collected after 2006. As of 
January 2007. ComEd began billing customers on an unbundled basis, which includes separate charges for 
distribution; transmission and electricity. Given the relatively small increase approved by the ICC in the 
annual distribution rates of $83 million, the majority of the change in year over year pricing i s  driven by the 
inclusion of market-based electricity rates. The market-based electricity rates were determined through the 
reverse-auction competitive bidding process. See  Note 5 of the Combined Notes to Consolidated Financial 
Statements for more information. Additionally starting in 2007, ComEd is  recovering former manufacturing 
gas plant remediation costs from customers. 

terminated at the end of 2006. In  2007. as a result of the ICC approved revene-auction pmcess, ComEd 
began procuring electricity, including ancillary services. under its supplier forward contracts for the blended 
and annual products and from PJM-administered wholesale electricity markets for the hourly product. See 
Note 5 of the Combined Notes to Consolidated Financial Statements for more information on the 
revem-auction process 

Rate Relief Progrnm 

Purchased Power. Purchased power increased due to higher electricity prices. The PPA with Generation 

Revenue. As pan of it? pmgram for customer rate relief, ComEd is  issuing credits to certain customers. 
See Note 5 of the Combined Notes to Consolidated Financial Statemenb for more information on the Rate 
Relief Programs. 

Transmission 

Revenue. In 2007, ComEd experienced increased revenue for the provision of transmission services 
resulting from increased peak and kWh load within the ComEd service territory. Additionally on lune 5, 
2037, FERC issued an order for the transmission rate case conditionally approving ComEd's proposal to 
implement a formula based transmission rate effective May 1,2037, subjecl to refund. See Note 5 of the 
Combined No& ta Consolidated Financial Statements for more information on the Transmission Rate Case. 

Purchased Power. Effective December I, 2004, PJM became obligated to pay Seams Elimination 
ChargdCost AdjustmentIAssignment (SECA) collections to ComEd and ComFd became obligated to pay 
SECA charges. These charges were being collecled subject to refund as they are being disputed. ComEd 
recorded SECA wllections and payments on a net basis through purchased power expense. As ComEd was a 
net collector of SECA charges, ComEd recorded $5 million of net SECA collections during the three months 
ended March 31,20M6. During the three months ended March 31,2006. ComEd adjusted i t s  reserve for 
SECA to reflect management's best cstimate of amounts that will ultimately be required to be refunded. The 
reserve existing at June 30,2007 continues to represent management's best estimate. Management of ComEd 
believes that the appropriate reSerYe has been established in the event that some portion of SECA collections 
are required to be refunded. SECA charges expired on March 31.2006. See Note 5 of the Combined Notes to 
Consolidated Financial Statements for more information on the SECA rates. 

Weather 

Revenue. Revenues were higher due to favorable weather conditions for the six months ended June 30, 
2007 compared to the same period in 2Wf. In CornEd's service territory. heating degree days were 14% 
higher and cwling degree days were 46% higher during the six months ended June 30,2007 compared to the 
same period in 2006 

Purchased Power. The increase in purchased pawer expense attributable to weather was resulting from 
higher demand due to favorable weather conditions in the ComEd SeNiCe territory relative to the prior year. 
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Volume 

Revenue. The increase in revenues for the provision of disthbudon services primarily resulted from an 
increase in deliveries, excluding the effects of weather, due to an increased number of customers. 

Other 

Revenue - Economic Hedge Derivative Conrmcfs. During the six months ended June 30,2007 as 
compared to the six months ended June 30,2006, ComFd had a net $5 million increase in economic hedge 
derivative contracts activity, including mark-to-market adjustments and settlements 

Revenue - CVholesdr Contracts. ComEd’s revenue decreased $1 1 million as a result of certain 
wholesale contracts expiring in May 2007. 

cenain wholesale contracts expiring in May 2007. 

months ended June 30. 2007 compared to the same period in 2006 consisted of the following: 

Purchased Power - Wholesale Contracts. ComEd‘s purchased power decreased $8 million as a result of 

Operating andMaintenance Expense. The changes in operating and maintenance expense for the six 

Post raw frerie period uanriiion expnres(a1 
Allouance fur uncalle:ttble &.ount\ e%peitw,h 
Wages a d  salarie\ 
Ciwraiiny, 
Fnnge knefitrrc) 
Severdnce-related ekpcnsc\ 
Coprate ~IIocation\ 
Rrpair ad tiiaintcnancc 01 iiui,lorinrr dnd 5 )  nchrunnw rondeit,ci 
Materials dnl supplia ehpen,c 
Renrs and lcdscs 
Orhcr 
Increase i n  nperdling and maintenancecrpm~c 

2 
3 
2 
2 

(a) Includes increased advertising costs, casts associated with the Rate Relief and CARE pmgramr of $8 million, costs 
associalcd with implementing CamEd’s Rate Stabilization plan and other costs associated with mnsitioning Io ule 
p s l  rate freeze Deriod. See Note 5 of the Combined Notes lo Consolidated Financial Statements for more 
information. 

(b) Reflects thc impact of higher revenues duc io increased customer receiwbles resulting from the inclusion of 
markel-based electricity rates and higher delivery rates. A h  reflects an increase in older outstanding receivable 
balances frum customers as a rem11 of a managemem decision tu reduce the number of “on-paying cuStOmers being 
disconnected. 

cosuafF3 million. 
(c) Reflects increases in various fringe benefits primarily due to increased pension and other poslretirememl kneflls 

Deprecialion and Amortization Expense. The increase in depreciation and amortization expense for the 
six months ended June 30,2007 compared to the same period in 2006 consisted of the following: 

Depreciatiun expense associated with higher plant balances 
Amonizauon of regulatory assets 
Increase in depreciation and amortization expense 

Increase 
$ IO 
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Taxes Other Than Income. Taxes other than income increased for the six months ended June 30,2007 
compared to the same period in 2006 as a result of an increase in the Illinois Electricity Distribution tax and 
an increase in real estate and property taxes. 

Inferesl Expense, Net. The increase in interest expense, net for the six months ended June 30,2007 
compared to the same period in 20ffi primarily resulted fmm higher debt balances and higher interest rates. 
Also in 2007, C o m W s  interest expense, net reflecred S7 million of the initial amortization of the regulatory 
asset related to the early debt retirement costs authorized hy the ICC in 2006. 

2006. The changes consisted of the following: 
Olher, Net. Other, net increased for the six months ended June 30,2007 compared to the same period in 

Gain on disposal of assets and investments, net 
Allnwance for funds used during constniction, equity 
other a u 

2 

Increase in other, net 

compared to 40.5% for the six months ended lune 30.2006. See Note 10 of the Combined Notes to 
Consolidated Financial Statements for further discussion of the change in the effective income tax rate. 

Income Taxes. The effective income tax rate was 38.9% for the six months ended June 30,2007 

CornEd Electric Operating Staistics and Revenue Detail 

R d d  
Dellverrier - 
(in 
G W )  
Full scniee(a) 
Residential 
Small commercial & industrial 
Large commercial & industrial 
Public authorities & electric railroads 

P W  
Small commercial & industrial 
Large commercial & industrial 

Delivery ooly(b) 
Small commercial & indushial 
Large commercial & industrial 

Total full service 

Six Mwthr 
Ended 
Jvne 30, 

13,448 12.921 527 
8.42 1 11.028 (2.607) 
1,245 4,609 (3.364) 

396 1.115 0 
23.510 29.673 a 

23 2,322 (2,299) 
34 2,198 
57 4.520 

4.1% 
(23.6)% 
(73.0)% 
(643% 
(20.8)% 

(99.0)B 
(Y8.5)% 
(98.7)% 

7,885 2.185 5,700 
13.208 6.723 6.485 

n.m. 
96.5% 

268 - 268 n.m. 
21.361 8.908 12.453 139.8% 

44.928 43.101 1.827 4.2% 

--- PubTic authorities & electric railroads 

Total PPO and delivery only 21.418 13.428 7.990 59S% 

--- Total retail deliveries 

(a) Full service reflecls deliveries io cuiomen taking electric service under tariff rates. 
(b) Delivery only service reflects customers electing to receive elecriicity from a competitive electric generation 

suppher. 
n.m. Not meaningful. 
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walric 
pewnuo 
Full service(a) 
Residential 
Small commerci;rl& industrial 
Large commercial & industrial 
Public authorities & electric railroads 

Total full service 
PPO(b) 
Small commercial & industrial 
Large commercial & industrial 

Delivery only(c) 
Small commercial & industrial 
Large commercial & industrial 
Public authorities & electric railroads 

Total PPO and delivery only 
Total electric retail revenues 
Other revenue(d) 
konomic hedge derivative wntracIs 
Total operating revenues 

Six Mmlhs 
Ended 

June30, 

2007 - 
$ 1,423 

814 
96 
34 
2.367 

2 
3 
5 

I I9 
134 
3 
256 
261 

(2) 
$2.911 

2,628 
285 

- 

2006 - 
$ 1,096 

839 
240 
68 
2.243 

132 
2 

I63 

33 
67 
- - 
2 
2 

2,638 
250 

(8) 
$2.880 - 

29.8% 
(3.0)% 
(60.0)W 
(50.0)W 

5.5% 

(98.81% 
(97.7)% 
(98.3)W 

n.m. 
100.0% 
n.m. 

156.0% 
(33.9)% 
(0.4)% 
14.0% 

(75.0)6 
1.1% 

~_____ 

(a1 Full service revenue retleclr deliveries to customen taking electric service under tariff rates, which include he cost 

(b) Revenues from cusbmers rhnsing the PPO include an energy charge nl market rates. lransmission and distribution 

(c) Delivery only revenues reflect revenue under tariff rates fmm customers electing to recciw electricity from a 

of electricity and the cost of transmission and distribution of the electncity. 

charges, and a CTC through December 31,2W6. 

competitive electric generation supplier. which includes a dirwibunon charge and a CTC lhrough Lkcemkr 31, 
2006. 

wholesale energy sales. 
(d) Other revcnucs include transmission revenue (including revenue from PJM). sales to municipalities and other 

n.m. Not mming lu l .  
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Results of OperaIions - PECO 
Si Months 

Operating revenues 
Operating expenses 

Purchased power a d  fuel 
Operating and maintenance 
Depreciation and amortization 
Taxes other than income 

Total operating expenses 
Operating income 
Other income and deductions 

Interest expense, net 
Equity in losses of unconsolidated affiliates 
Other, net 

Total other income and deductinns 
Income before income taxes 
Income taxes 
Net income 
Preferred stock dividends 
Net income on common stock 

Ended 
June .W, 

uw 2w6 
S 2.769 $ 2,554 
- _ _  

1,498 1,389 
294 28Y 
370 343 
I42 117 

2.304 2.138 
465 416 

(126) (136) 
(4) (6)  

-- 
-- 

Favrmblr 
(Unfavombls) 

Val+- 
5 215 

125) 
(166) 

49 

I O  
2 

10 5 5 
(137) 17 

345 279 66 
121 93 (28) 
224 I 86 38 

- _ _  

-- 
- 2 2 -- 

$ 222 $ 184 $ 38 -- 
Net Income. PECO's net incume for the six months ended June 30,2007 compared to the same period in 

2006 increased primarily due to higher operating revenues, net of purchased power and fuel expense, which 
reflected increased sales from favorahle weather conditions, increased usage across all customer classes, the 
completion of cerhin authorized rate increases which began in 2006 and the favorable settlement of a PIM 
billing dispute. Panially offsetting higher operating revenuer, net of purchased power and fuel expense, was 
higher CTC amortization, altich wnx in accordance with the Competition Act. 

Electric and Gas Operating Revenues, Purchased Power and Fuel Expense. The changes in PEcO's 
opcrating revenues and purchased puwer and fuel expense for the six months ended June 30,2007 compared 
to the same period in 2006 consisted of the following: 

I-&K (Deereasel 
Elwlric Gas T M  

F U r C h e d  
Oprating Purchased operating Fuel oppraling Power 

r.ul 

Revenues Power Net Rewnues E x p w  Net R~vpnurs Furl Nd 
Weather 5 61 S 26 S 35 5 R1 Ifi 67 $ 14 $ 142 $ 93 $ 49 . .. .~ . ~~ . . ~~ . . ~~ 

Volume 57 2 1  33 17 14 3 74 38 36 
Rate increases 

(decreases) 99 8% I I  (120) (120) - (21) (32) 11 
Settlement of PJM 

- - (IO) 10 hilling dispute - (ID) 10 - - 
Customer choice 5 5 -  - - - 5 5 - 
Other r ae  changes 

and mix (13) - (13) (3) 7 (10) (16) 7 (23) 
Other - 13 3 2 0  - 18 A - 3 - 31 - 8 - 23 
Total increase 

(decrease) ~ ~ ~ ~ U U ~ r n U  
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Weorher 

Revenues. Revenues were higher due to favorable weather conditions in PECO's service territory, where 
heating degree days and cooling degree days were 19% and 21 % higher, respectively. during the six months 
ended June 30,2007 compared to the same period in 2004. 

Purchased Power and Fuel Expense. The increase in purchased power and fuel expense attributable to 
weather was due to higher demand as a result of favorable weather conditions in the PECO service territory 
relative to the prior year. 

Volume 

Revenues. The increase in revenues as a result of higher delivery volume. exclusive of the effects of 
mather and customer choice, reflected increased usage across all customer classes for electric and gas. In 
addition, there was a favorable impact of an increased number of customers primarily in the residential and 
small commercial and industrial classes for electric and gas. 

Purchased Power and Fuel krpense. The increase in expenses as a result of higher delivety volume, 
exclusive of the effects of weather and customer choice. reflected increased usage across all customer classes 
for electric and gas and the impact of an increased number of customers primarily in the residential and small 
commercial and industrial classes for electric and gas. 

Rare increases (decreases) 

Revenues. The increase in electric revenues attributable in electric rate increases reflected $1 I million 
associated with the completion in January 2007 of scheduled C I C  and distribution rate increases which began 
in 2006. In addition. effectivc for cusmmer bills for electric generation service delivered after customers' 
January 2007 meter readings, a scheduled electric generation rate increase took effect. which represents the 
last scheduled rate increase lhmugh 2010 under PECO's 1998 restructuring settlement. This rate increase 
does nut affect operating income as PECO will incur corresponding and offsetting purchased power expense 
under its PPA with Generation. The decrease in gas revenues was due to net decreases in rates thmugh 
PAPUC-approved quarterly changes to the purchased gas adjustment clause. The average purchased gas cost 
rate pcr million cubic feet in effect for the six months ended June 30.2001 was 18% lower than the average 
rate for the same period in 2004. 

Purchored Power and Fuel Expense. The increase in purchased power expense attributable to electlic 
rate incredse reflects the scheduled generation rate increase under the PPA with Generation. The decrease in 
fuel expense reflects lower gas prices. 

5errlemenr of PJM billing dispure 

Purchased Power. F'ECO's purchased power expense decreased $10 million due to the settlement of a 
PJM billing dispute with PPL. See Note I 3  of the Combined Notes to Consolidated Financial Statements for 
funher discussion. 

Ciisromer choice 

Revenues and Purchased Power. For the six months ended June 30,2007 and 2006,2% of energy 

All PECO customers have the choice to purchase energy from a competitive eleclric generation supplier. 

delivered to PECOs retail customers was provided by competitivc electric generation suppliers. 

This choice does not affect the volume of deliveries, but affects revenue collected from customers related to 
supplied energy and generation service. PECO's operating income is not affected by customer choice since 
any increase or decrease in revenues is completely offset hy any related increase or decrease in purchased 
power expense. 
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J- 30, 
Z W  ZOO6 _ _ ~  

Retail customers purchasing energy from a competitive electric generation 
supplier: 

Number of customers at period end 
Percentage of total retail customers 
Volume (GWhs)(a) 
Percentage of @tal retail deliveries 

(a) One GWh is the equivalent of one million kWh. 

31,700 38,300 

3 17 406 
2% 3% 

2% 2% 

The increase in electric retail revenue and expense associated with customer choice reflects customers, 
primarily from the small commercial and industrial customer class, returning to PECO as their electric 
supplier. 

Other rare clurnges ond mir 

Revenuef. The decrease in elechic and gas revenues attributable w other rate changes and mix primarily 
reflects the eflects of rate blocking, whereby certain customer charges per unit of energy are reduced when 
cusbmer usage exceeds a cenain threshold. 

how fuel costs are recognized and the fuel commodity component in customers' rates. 
Purchnsed Power and Fuel Expenre. The increase in fuel expense reflecls a timing difference between 

Other revenues and expenses 

Revenues. The increase i n  electric revenues was primarily due u, increased late charges. The increase in 

Purchnsed Power and Furl. The increase in gas fuel expense was due to increased off-system sales 

O p e d &  and Mainkname Expenre. The changes in oprrating and maintenance expense for the six 

In- 

gas revenues was primarily due to increased off-syslem sales. 

months ended June 30,2007 wmpared to the same period in 2006 consisted of the following: - 
Coneactors $ 7  
Wages and salaries 5 
Environmental reserve(a) 4 
Allowance for uncollectible accounts expense(b) 0 
Increase in operating and maintenance expense 5 

(a) Reflects lower expense in 2ooO due 10 a xttlemeni related to a Superfund sile in the first quaner of 2w6. 
(h) Reflects h e  lollowing lactocs, each of which decreawd expense in 2Mn compared to Z w 6 .  ( I )  lower net 

charge-ulfs or customer receivables in 2007 compared to 2006: (2) changes in PAPUC-approved rcgulations 
which relaxed customer payment vrms in 2006. u,hich resulted in higher expense in 2w6. 
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(a) PECOs additional amonkation of the C X  is in accordance with its original settlement under the Compellion Act. 
(b) In January 2W5, as pan of a broader systems strategy at PECO arsncisted with the propsed merger with PSEG, 

Exelnn's Board of Directors approved the implementation o f  a new customer information and billing system a( 
PECO. The approval of this new syslem required the accelerated amoniratiun uf PECOs current system thmugh 
2006 and the recognirion of additional amonization expense in 2W5 and 2W6. The new system was implemented in 
the fourth quaner2006. 

Tares Other Than Income. The changes in taxes other than income for the six munlhs ended June 30, 
2007 compared to the same period in 2006 consisted of the following: 

I-LT 

Taxes on utility revenues(a) $ 13 
State hanchise tax adjustment in 2006(b) 7 
Sales and use tax adjustment in 2006(b) 5 u Increase in taxes other lhan income 

(a) As these taxes were collected from customers and remitted to the taxing authorities and included in revenues and 
erwnses, the increase in tax expense was offset by a correspondins increase in revenuer. 

(b) Re-presents the reduction o l  Laxaccruals in the second quaner of 2006 following settlements related to 2005 lax 
assessments 

lturrvw ExpensQ, .W. 1 he drcrme !n ntrrest rxy*nsr. nci lor the ci'i m~mthq rnJcd June 30,21w7 
cmpsred to the \3me perio.1 in 21 Ilh wil\ primarily due iu ,.m.iti ed pnnctpdl pd)mentc on long-term debt 
w e d  to PECO Energy l'ranitlinii 'I 1 t N  \ P I T 1  I. parlldllv o t f x l  by 11, in;rea\c in mere4 expense associatcd 
uiih higher uet,tnnding I r m - t m t i  first mongage bond5 

u d 3  printarll) duc t i !  Intcre\l incmlir d ~ ~ c i d l e J  u t l h  the ad~p11o11 d1  FIN JX and the W M  nilling dihpute 
sc.~tIcnic~~t See Ntile 14 of the Conthind Note, tu C'onaoliJdleu I:inuncial SucinenL? tor lunher delailu of h e  
cmpdnenb doiher. net. See Notei 3 and I O  ut the Combined Sote.. to Cotisoltddted 1:innncial Sralemenb 
f.x aJJiIitinrl inri!nation regarding the bdopiion of FIN 48. See L i t e  I 3  of the Comhined Sores to 
C'onsrtliJdlcd t'indclal SwWmenL< fnr aJdttinn31 in15rniai~on on the PJM hilling dtspdre senlement. 

Income TUPC. l h e  ef ihtwc ins.ime m rate uas 35. I ?  for !he aih mrinth\ ended June 30,2007 
ampared to U..YK fin ihe .IX monln> mJcd June 31,. ?IH,b. See Nnle I I I o i  ihe Conihined Notes to the 
Conrolidatrd Fi i im~ 14 Stalr'ntcitts fur  hinhcr Jetail\ uf tnc cutnp.inent\ of the e i lect i%e income tnx rate5 

Other, Net. 'Ihc iiicreiic t s ) r  the \I< i i i i i i i thr ended June 3U,? 1117 rompaird ID the Fame pRnod in 2uo6 
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