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FIGURE 9 

Retail Sales by Customer Class 

 
*2012 data through November 
Source: EIA.gov 

 
Effects of a struggling economy, mild weather and continuing efforts promoting more efficient 
appliances and customer conservation (aka demand side management, DSM) are all contributing to 
very-low-to-declining demand growth across the majority of the sector.  Whereas fiscal and monetary 
policy is still attempting to prod the economy out of the Great Recession and spur growth,  federal and 
many state governments are taking significant measures to increase greater energy efficiency through 
various means including appliance and equipment standards, building codes, transportation policies 
and utility programs.  These policies are gaining momentum across the country, with most states 
increasing their budget allocation for efficiency programs in recent years.    

The credit implication of these initiatives are largely twofold.  On one hand, we view utilities having a 
high degree of fixed cost recovery in the demand portion of rates as better positioned to withstand a 
low demand environment.  Thus, utilities in states such as California and New York, where 
legislatively backed decoupling mechanisms have been implemented at essentially every utility, should 
maintain relatively stable and predictable financial results, even with slumping energy sales.  On the 
other hand, utilities that have a greater portion of fixed costs in the energy or other variable portions of 
the rate payer’s bill have greater exposure to fluctuations in demand and a higher potential for negative 
rating action in a continuing low demand environment.  

Since a growing utility can recover more fixed costs through margin expansion from new customers, 
reducing the need for general rate increases, a low demand or no growth environment ups the ante for 
utility asks in rate cases.  Rate cases under no growth scenarios become must-haves for a utility, in 
order to recover increasing operating costs.  The addition of static growth to the aforementioned 
mixture of rising consumer rates in a depressed economic environment might lead to breach of the 
inflection point (i.e., the point at which customers complain to regulators about their inability to pay 
for continued utility rate increases) in one or more states.  Appendix C details a state-by-state 
comparison of inflection point sensitivity, based on income, average utility bill and retail rates.  States 
that we suspect to be potential areas of inflection point concern (e.g., Kansas, Michigan, Missouri and 
West Virginia) are those where utility bill rate increases have grown at a high rate since 2008, and also 
where the utility bill represents a relatively high percentage of the rate payer’s discretionary income.  

One point of growth differentiation is found with local distribution companies (LDCs) that are 
benefitting from the attractive economics of heating one’s home or small business with natural gas 
versus propane or oil.  Service territories containing a large amount of customers who have historically 

900,000

1,000,000

1,100,000

1,200,000

1,300,000

1,400,000

1,500,000

2006 2007 2008 2009 2010 2011 2012*

M
W

h

Residential Commercial Industrial 

WPD-8 
Page 99 of 233

ICC Dkt. 13-0318 
ComEd Ex. 14.04



 

 

  

INFRASTRUCTURE  
 

11   FEBRUARY 6, 2013   INDUSTRY OUTLOOK: US REGULATED UTILITIES: 
REGULATORY SUPPORT, LOW NATURAL GAS PRICES MAINTAINS STABILITY 

 

Federal Government actions represent a wild card 
Although Congress has approved a short-term extension of the debt ceiling, ultimate policies 
regarding the debt ceiling and budget sequestrations are highly uncertain and have the potential 
to impede the already sluggish economic growth. On January 30, the Commerce Department 
reported that the economy shrunk by 0.1% in 4Q12 – the first economic contraction since the 
recession ended in 2009. Uncertainties surrounding government spending and the economy’s 
durability in 2013 could have negative effects that exacerbate an already low power demand 
environment; a negative for the sector.   

These economic vagaries are at play while newly re-elected President Obama’s eventual nominee 
to replace Lisa Jackson, the head of the Environmental Protection Agency, may try to generate 
renewed momentum for additional environmental compliance regulations.  However, the slow 
and litigious process for promulgating regulations means that their impact would be unlikely to 
have a material impact in the near-term. 

 

used propane or oil for heating have begun converting their heating systems to run on natural gas, 
given the exceedingly low cost for natural gas.  Many of these conversion opportunities are significant 
for companies like UIL Corp. (Baa3 stable) and UGI Utilities (A3 stable) in the Northeast, which has 
traditionally relied on oil for space heating and the natural gas grid has been late to develop. 
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Appendix A – Peer group listing 

  MDY Rating MDY Outlook 

Madison Gas and Electric [1]  A1 Stable 
PECO Energy  A3 Stable 
Public Service Electric and Gas A3 Stable 
Wisconsin Energy  A3 Stable 
ALLETE, Inc. Baa1 Stable 
Alliant Energy  Baa1 Stable 
Baltimore Gas and Electric [2]  Baa1 Stable 
Consolidated Edison, Inc. Baa1 Stable 
Integrys Energy Group, Inc. Baa1 Stable 
MidAmerican Energy Holdings Co. Baa1 Stable 
NextEra Energy, Inc. Baa1 Stable 
OGE Energy Corp. Baa1 Stable 
PG&E Corporation Baa1 Stable 
Sempra Energy Baa1 Stable 
Southern Company (The) Baa1 Stable 
Xcel Energy Inc. Baa1 Stable 
American Electric Power  Baa2 Stable 
Commonwealth Edison [2] Baa2 Stable 
Dominion Resources Inc. Baa2 Stable 
DTE Energy  Baa2 Positive 
Duke Energy  Baa2 Stable 
Edison International Baa2 Stable 
IDACORP, Inc. Baa2 Stable 
ITC Holdings Corp. Baa2 Stable 
Northeast Utilities Baa2 Stable 
Pinnacle West Capital Corporation Baa2 Stable 
TECO Energy, Inc. Baa2 Stable 
Westar Energy, Inc. Baa2 Stable 
Ameren Corporation Baa3 Stable 
Black Hills Corporation Baa3 Positive 
CenterPoint Energy, Inc. Baa3 Positive 
Cleco Corporation Baa3 Stable 
Entergy Corporation Baa3 Stable 
FirstEnergy Corp. Baa3 Stable 
Great Plains Energy Baa3 Stable 
NiSource Inc. [3] Baa3 Stable 
Pepco Holdings, Inc. Baa3 Stable 
PPL Corporation Baa3 Stable 
SCANA Corporation Baa3 Stable 
UIL Holdings  Baa3 Stable 
CMS Energy  Ba1 Positive 
DPL Inc. Ba1 Under Review - Down 
NV Energy Inc. Ba1 Stable 
PNM Resources, Inc. Ba1 Stable 
Puget Energy, Inc. Ba1 Stable 
UNS Energy  Ba1 Positive 

[1] Madison Gas and Electric is used as a proxy for its parent, MGE Energy, which is not rated. 

[2] Significant operating subsidiaries are used when its parent company is not rated under the Regulated Electric & Gas Utilities methodology. 

[3] The Baa3 rating is the Senior Unsecured rating at its guaranteed financing subsidiary.
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Appendix B – Capex Model Assumptions 

We calculated the revenue requirements for utilities assuming a 50/50 debt to equity capital structure, 
10.00% ROE, and a 30-year expected life for the capex. Based on our estimates, the revenue 
requirements associated with the capex is approximately 13.8% of the annual spending. Increases in 
the equity ratio or equity and debt returns raise the revenue requirement, and increases in the useful 
life of the asset reduce the revenue requirement. We also assumed underlying revenue growth of 1% 
based on customer and usage growth. Based on our conversations with utilities, the revenue 
requirement varies between 12-18% depending on the capital structure, allowed returns, and other 
rate recovery treatment. 

FIGURE 10 

Generic Revenue Requirement Example 

  

Step 1: Calculate the Weighted Average Cost of Capital

Debt

Equity

Step 2: Calculate Revenue Requirement

Capital Expenditures
Pre-Tax Debt Return x =

Pre-Tax Equity Return x =

Depreciation @ 30 years / =

Revenue Requirement

Step 3: Project Income Statement

Income Statement
Revenue Requirement

- D&A

- Interest Exp

= Pre-Tax Income

- Tax Expense

= Net Income
+ Depreciation

= Cash from Operations (NI + D&A)

CFO / Debt

Net Income

/ Equity

= Return on Equity

50% x = 7.7%

% of Capitalization

50% x =

Pre-Tax WACC @ 35% rate
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100
100 2.75%

100 7.69%
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3.3
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Appendix C – Inflection point data 

 Average Bill / Disposable Income  Average Retail Rate (cents per kilowatt hour) 

 2008 2009 2010 2011   2008 2009 2010 2011 

2008 - 
2011 

CAGR 

West Virginia 3.4% 3.7% 4.3% 4.2%  7.06 7.90 8.79 9.39 7.4% 

Michigan 2.7% 2.9% 3.2% 3.3%  10.75 11.60 12.46 13.27 5.4% 

Missouri 3.1% 3.3% 3.8% 3.8%  8.00 8.54 9.08 9.75 5.1% 

Kansas 2.7% 3.0% 3.4% 3.4%  8.88 9.53 10.03 10.65 4.6% 

Nebraska 2.7% 2.9% 3.1% 3.0%  7.87 8.52 8.94 9.32 4.3% 

Pennsylvania 3.3% 3.3% 3.7% 3.7%  11.35 11.65 12.70 13.26 4.0% 

Kentucky 3.9% 4.0% 4.4% 4.2%  7.94 8.37 8.57 9.20 3.7% 

North Dakota 2.7% 2.9% 2.8% 2.8%  7.51 7.58 8.13 8.58 3.4% 

Ohio 3.4% 3.5% 3.9% 3.7%  10.06 10.67 11.32 11.42 3.2% 

Indiana 3.5% 3.7% 3.9% 3.9%  8.87 9.50 9.56 10.06 3.2% 

Wisconsin 2.9% 3.0% 3.2% 3.1%  11.51 11.94 12.65 13.02 3.1% 

South Dakota 2.7% 2.9% 3.0% 2.8%  8.27 8.49 8.97 9.35 3.1% 

Minnesota 2.5% 2.6% 2.7% 2.7%  9.74 10.04 10.59 10.96 3.0% 

Idaho 3.1% 3.6% 3.4% 3.3%  6.99 7.80 7.99 7.87 3.0% 

Oregon 3.2% 3.3% 3.2% 3.4%  8.49 8.68 8.87 9.54 3.0% 

Vermont 2.9% 2.9% 3.0% 3.0%  14.48 14.90 15.57 16.26 2.9% 

Tennessee 4.3% 4.4% 4.7% 4.7%  8.91 9.32 9.23 9.98 2.9% 

South Carolina 4.8% 5.1% 5.6% 5.3%  9.89 10.44 10.50 11.05 2.8% 

Georgia 4.3% 4.5% 4.9% 4.9%  9.93 10.13 10.07 11.05 2.7% 

Colorado 2.1% 2.2% 2.5% 2.5%  10.13 10.00 11.04 11.27 2.7% 

Wyoming 2.0% 2.3% 2.2% 2.3%  8.21 8.58 8.77 9.11 2.6% 

Virginia 3.5% 3.9% 3.9% 3.7%  9.62 10.61 10.45 10.64 2.6% 

Iowa 2.9% 3.1% 3.3% 3.0%  9.49 9.99 10.42 10.46 2.5% 

New Mexico 2.5% 2.6% 2.7% 2.8%  10.01 10.02 10.52 11.00 2.4% 

Washington 2.5% 2.6% 2.6% 2.7%  7.54 7.68 8.04 8.28 2.4% 

Utah 2.6% 2.7% 2.8% 2.8%  8.26 8.48 8.71 8.96 2.1% 

Arizona 4.1% 4.5% 4.5% 4.4%  10.27 10.73 10.97 11.08 1.9% 

North Carolina 4.0% 4.4% 4.8% 4.4%  9.52 9.99 10.12 10.26 1.9% 

California 2.5% 2.8% 2.7% 2.6%  13.81 14.74 14.75 14.78 1.7% 

Montana 2.9% 3.0% 2.9% 3.1%  9.13 8.93 9.16 9.75 1.7% 

Hawaii 6.6% 4.9% 5.4% 6.2%  32.50 24.20 28.10 34.68 1.6% 

Alabama 5.2% 5.3% 5.7% 5.4%  10.40 10.66 10.67 11.09 1.6% 

Alaska 3.2% 3.4% 3.1% 3.3%  16.55 17.14 16.26 17.62 1.6% 

Illinois 2.6% 2.7% 2.9% 2.8%  11.07 11.27 11.52 11.78 1.6% 

New Hampshire 2.9% 3.1% 3.0% 3.0%  15.68 16.26 16.32 16.52 1.3% 

District of Columbia 1.8% 1.9% 2.1% 1.8%  12.79 13.76 14.01 13.40 1.2% 
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 Average Bill / Disposable Income  Average Retail Rate (cents per kilowatt hour) 

 2008 2009 2010 2011   2008 2009 2010 2011 

2008 - 
2011 

CAGR 

Oklahoma 3.6% 3.6% 4.0% 4.0%  9.09 8.49 9.14 9.47 1.0% 

United States 3.4% 3.6% 3.7% 3.6%  11.26 11.51 11.54 11.72 1.0% 

New Jersey 3.0% 3.0% 3.3% 3.0%  15.66 16.31 16.57 16.23 0.9% 

New York 3.1% 3.0% 3.2% 3.1%  18.30 17.50 18.74 18.26 -0.1% 

Florida 4.3% 5.0% 4.6% 4.3%  11.65 12.39 11.44 11.51 -0.3% 

Delaware 4.4% 4.5% 4.7% 4.3%  13.93 14.07 13.80 13.70 -0.4% 

Mississippi 5.4% 5.3% 5.6% 5.3%  10.39 10.22 9.87 10.17 -0.5% 

Nevada 3.8% 4.4% 4.1% 3.7%  11.93 12.86 12.36 11.61 -0.7% 

Arkansas 4.1% 4.1% 4.3% 4.1%  9.27 9.14 8.86 9.02 -0.7% 

Maryland 4.1% 4.4% 4.4% 3.7%  13.84 14.98 14.32 13.31 -1.0% 

Maine 3.1% 3.0% 2.9% 2.8%  16.20 15.65 15.71 15.38 -1.3% 

Connecticut 3.6% 3.9% 3.6% 3.3%  19.55 20.33 19.25 18.11 -1.9% 

Louisiana 4.6% 3.7% 4.3% 4.1%  10.28 8.10 8.98 8.96 -3.4% 

Texas 4.9% 5.0% 4.7% 4.6%  13.04 12.38 11.60 11.08 -4.0% 

Massachusetts 2.9% 2.8% 2.6% 2.4%  17.68 16.87 14.59 14.67 -4.6% 

Rhode Island 3.3% 2.9% 3.0% 2.6%  17.45 15.60 15.92 14.33 -4.8% 
 

The inflection point data contains average household income statistics from the Bureau of Economic 
Analysis (BEA) and average retail electric prices according to the Energy Information Administration 
(EIA).  As the EIA information contains average retail prices throughout each state, including the rates 
charged by municipal utilities and generation and transmission cooperatives, a specific investor owned 
utility’s rates and CAGR may differ from the averages presented here.  
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Moody’s Related Research 

Industry Outlooks: 

» 2013 Utilities and Power Outlook Presentation, December 2012 (148183) 

» Six Month Update: US Regulated Utilities Outlook Stable, But Plentiful Gas Changes The 
Landscape, July 2012 (143891) 

» Six Month Update: US Unregulated Power Companies, July 2012 (143650) 

» US Regulated Electric and Gas Utilities: Stable Despite Rising Headline Rhetoric, January 2012 
(137878) 

» US Unregulated Power Companies: Hunkering Down in Hope for Better Prices, January 2012 
(138140) 

Special Comments: 

» Global Oil and Natural Gas Industry: Oil Prices Support Global Investment in 2013, But 
Demand Challenges Remain, January 2013 (148596) 

» Global Infrastructure Focus Newsletter, January 2013 (148638) 

» US Extends Tax Credit for Wind Power, a Credit Positive for Developers and Utilities, January 
2013 (148915) 

» Questioning the New York-New Jersey Metropolitan Electrical Grid After Hurricane Sandy, 
December 2012 (147995) 

» Sandy Hits New York Area Utilities Hard But Leaves Credit Quality Intact, November 2012 
(147069) 

» Pacific Northwest Utilities: Regulatory Support Paves Way for Improving Credit Profiles, 
November 2012 (146170) 

» US Unregulated Utilities and Power Companies: Rising Rate Pressure for Investment-Grade 
Issuers as Speculative-Grade Restructurings Move Center Stage, November 2012 (146765) 

» US Utilities: Low Gas Prices and Weak Demand are Masking US Nuclear Plant Reliability Issues, 
November 2012 (146663) 

» US Investor-Owned Utilities: High Capital Expenditures Adding to Rate Pressure for Utilities, 
October 2012 (144792) 

» US Investor-Owned Utilities: Bonus Depreciation and Pension Adjustments Create Short Term 
Cash Bridge But Longer Term Issues Persist, October 2012 (146039) 

» Decoupling and 21st Century Rate Making: Increased Usage of Decoupling Mechanisms is Credit 
Positive, November 2011 (136797) 

Rating Methodologies: 

» Regulated Electric and Gas Utilities, August 2009 (118481) 

» Natural Gas Pipelines, November 2012 (146415) 

To access any of these reports, click on the entry above. Note that these references are current as of the date of publication of 
this report and that more recent reports may be available. All research may not be available to all clients. 
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Ratings

Category Moody's Rating
Outlook Stable
Issuer Rating Baa2
Senior Unsecured Baa2
Subordinate Shelf (P)Baa3
Pref. Shelf (P)Ba1
Commercial Paper P-2
Commonwealth Edison Company
Outlook Stable
Issuer Rating Baa2
First Mortgage Bonds A3
Senior Unsecured Baa2
Pref. Shelf (P)Ba1
Commercial Paper P-2
Exelon Generation Company, LLC
Outlook Stable
Issuer Rating Baa2
Senior Unsecured Baa2
Pref. Shelf (P)Ba1
Commercial Paper P-2

Contacts

Analyst Phone
A.J. Sabatelle/New York City 212.553.4136
William L. Hess/New York City 212.553.3837

Key Indicators

[1]Exelon Corporation
LTM09/30/2012 2011 2010 2009

(CFO Pre-W/C + Interest) / Interest 6.2x 8.5x 7.3x 6.7x
(CFO Pre-W/C) / Debt 24.3% 43.0% 37.1% 36.0%
RCF / Debt 23.7% 34.8% 33.0% 31.4%
FCF / Debt -1.6% 8.0% 6.5% 10.0%

[1] All ratios calculated in accordance with the Unregulated Utilities and Power Companies Rating Methodology
using Moody's standard adjustments.

Note: For definitions of Moody's most common ratio terms please see the accompanying User's Guide.

Opinion
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Consolidated credit metrics declining from strong historical levels

Challenging environment for unregulated power companies

Dividend reduction helps to stabilize credit quality

System wide capital requirements remain material

Regulated operations remain important

Hedging strategies influence cash flow predictability

IRS dispute, a credit overhang

Corporate Profile

Exelon Corporation (Exelon; Baa2, stable) is the holding company for non-regulated subsidiary, Exelon Generation
Company, LLC (ExGen; Baa2, stable ) and for regulated subsidiaries: PECO Energy Company (PECO; A3,
stable), Baltimore Gas and Electric Company (BGE: Baa1; senior unsecured, stable) and Commonwealth Edison
Company (CWE; Baa2, stable).

ExGen is one of the largest competitive electric generation companies in the US, as measured by owned and
controlled megawatts (MW) with net capacity of 37,295 MW, including 17,115 MW of owned-nuclear capacity and
1,925 MW of nuclear capacity owned through a joint venture. In addition, the company controls another 6,125 MW
of capacity through long-term contracts. ExGen also owns Constellation Energy Group's (CEG) retail supply
business that serves about 170 terawatt-hours of load consumed by 35,000 commercial and industrial customers
and millions of households through retail and wholesale sales contracts. ExGen is regulated by the Federal Energy
Regulatory Commission (FERC) and by the Nuclear Regulatory Commission (NRC).

PECO provides transmission and distribution (T&D) service to about 1.6 million electric customers in Philadelphia
as well as several surrounding Pennsylvania counties. PECO also provides gas distribution service to 490,000
natural gas customers in areas outside the city. PECO is regulated by the Pennsylvania Public Utility Commission
(PAPUC) and by FERC.

BGE is a regulated electric T&D utility and gas distribution utility providing electricity and gas services to the city of
Baltimore and ten other counties in Maryland. BGE is regulated by the Maryland Public Service Commission
(MPSC) and FERC.

CWE is an electric T&D utility providing service to 3.8 million customers across northern Illinois. CWE is regulated
by the Illinois Commerce Commission (ICC) and by FERC.

SUMMARY RATING RATIONALE

Exelon's Baa2 rating reflects strong consolidated credit metrics, owing to the financial performance of its
unregulated generation subsidiary, and the generally predictable cash flows at its T&D subsidiaries. While the T&D
subsidiaries are sizeable standalone companies, the rating is influenced primarily by the performance of its
unregulated segment, which has increased in size and importance with the CEG merger. The rating recognizes
that following Exelon's decision to reduce the common dividend by 40%, the parent's funding requirements for the
common dividend and for other holding company expenses, including debt service, can more comfortably be
provided by its rate regulated subsidiaries. This is particularly the case after 2014 as earnings from the rate
regulated investments grow and as the prohibition on BGE providing a dividend to Exelon is lifted. To that end, the
Baa2 rating factors in some degree of structural subordination as we view the collective credit quality of the three
regulated transmission and distribution companies as carrying Baa1 rating characteristics.

DETAILED RATING CONSIDERATIONS

-Consolidated credit metrics declining from historical levels

Exelon's historical consolidated credit metrics position the company strongly in the current category as an
unregulated power holding company; however, future financial results are expected to cause those metrics to
decline over the next several years owing to lower margins caused primarily by sustained low natural gas prices.

From 2009 through 2011, we calculate that the three year average of Exelon's cash flow (CFO pre-W/C) to debt at
39%, retained cash flow to debt at 33%, free cash flow to debt at 8.0%, and cash flow coverage of interest

WPD-8 
Page 108 of 233

ICC Dkt. 13-0318 
ComEd Ex. 14.04



39%, retained cash flow to debt at 33%, free cash flow to debt at 8.0%, and cash flow coverage of interest
expense at 7.3x. By comparison, through 12 months ending 09/30/2012, we calculate cash flow to debt at 24.3%,
retained cash flow to debt at 23.7%, cash flow coverage of interest expense of 6.2.x with negative free cash flow to
debt of (-1.6%).

-Operates in a very challenging sector

The unregulated power sector remains challenged owing to sustained low natural gas prices, tepid economic
growth causing flat demand for electricity, increased operating costs, including pension obligations, an increase in
renewable resources and increased use of energy efficient products which appears to be permanently reducing
electric load in some regions. A more unsettling factor is our view that many of the factors affecting profitability and
cash flows for unregulated companies are largely beyond management's control. A related sector challenge is the
ability to organically grow business activities, particularly in a shareholder and creditor neutral manner. We believe
that a motivating factor behind the CEG merger was intended to address earnings growth. The merger is expected
to garner the strategic benefits of linking a company that is long on generation with a company that is long on
customer load. As a byproduct of this linkage, the merger has considerably reduced consolidated liquidity
requirements and should enable the merged company to receive somewhat better margins for its electric output
given the stickiness of customer load. That being said, we believe that the better balanced combined merchant
operation remains exposed to earnings and cash flow volatility due to the large size of the unregulated business
platform where financial results remain heavily influenced by market determined commodity pricing levels.

-Revised dividend policy has helped to stabilize credit quality

On February 7th, Exelon announced that it would reduce its common dividend by 40% enhancing retained cash
flow and free cash flow across the company by more than $700 million. We view this action along with the
decision to defer growth capital investment as supportive of credit quality which highlights management's strong
interest in maintaining an investment grade rating at all legal registrants. Moreover, over time, Exelon's decision to
reduce the common dividend will lead to the collective earnings from the rate regulated subsidiaries being able to
largely satisfy the parent's funding requirements. This is particularly the case after 2014 as earnings from the rate
regulated investments are expected to grow and the prohibition on BGE providing a dividend to Exelon is lifted.

-Material capital requirements expected to continue

Exelon continues to have substantial capital requirements across its business lines. During 2012, Exelon spent
$5.9 billion, of which $3.7 billion was spent in support of its unregulated operations. The remaining $2.2 billion was
spent across the three regulated T&D utilities, with the largest component being spent at CWE.

In October 2012, Exelon announced that it would defer $1.025 billion of capital investment for extended power
nuclear up-rates at its LaSalle and Limerick nuclear plants until 2017 and that it also removed $1.25 billion of
growth capital investments for new renewable projects from its capital budget.

Still, 2013's capital investment at Exelon is substantial at $5.5 billion with ExGen spending a little more than half of
this amount ($2.85 billion). Capital requirements for 2014 and 2015 remain material, exceeding $4.8 billion and
$5.3 billion, respectively, with the majority of the capital investment in these two years being currently earmarked
for the T&D utilities.

With the reduction in the Exelon dividend, management intends to focus around growth investments that will
enhance shareholder value. We understand that these initiatives could include incremental rate regulated and
contracted generation investments, both of which would likely be viewed as benign to ExGen and Exelon's credit
quality. We also believe that given ExGen's sizeable unregulated footprint in the wholesale and retail energy space,
incremental investments intended to augment this position will continue.

-Hedging strategies influence cash flow predictability

As an unregulated wholesale energy company whose gross margin can be materially impacted by changes in
commodity prices, commercial strategy remains an important rating factor. Exelon manages its ratable hedging
program over a 36 month cycle with targets of 90% or more of expected generation hedged in the first year, 70-
90% in the second year, and less than 50% in the third year. At December 31, 2012, we understand that ExGen
was 94-97% hedged for 2013, 62%-65% for 2014 and 27%-30% for 2015.

-Regulatory Environment
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We view the regulatory environment in Pennsylvania to be generally credit supportive. The transition to market
rates for electricity has proceeded relatively smoothly although the transition was aided by low natural gas prices
which reduced market prices for electricity during the transition period.

In February 2012, the state's governor signed into law (Act 11) a measure that allows for the implementation of a
distribution system improvement charge (DSIC) in rates designed to recover capital project costs incurred to
repair, improve or replace utilities' aging electric and natural gas distribution systems. We view the terms of this
legislation as supportive to utility credit quality.

To qualify for the DSIC, utilities are required to submit a long-term infrastructure improvement plan, which will be
reviewed by the PAPUC every 5 years, and a certification that a base rate case has been or will be filed within 5
years. The DSIC cannot exceed 5% of distribution rates and will be reset to zero if the utility's return on equity
exceeds the allowable rate of return under the DSIC. The law also includes a provision that allows utilities to use a
fully projected future test year under which the PAPUC may permit the inclusion of projected capital costs in rate
base for assets that will be placed in service during the future test year. On August 2nd, the PAPUC issued a final
order that implements portions of Act 11, which among other things, provides for a DSIC for electric, natural gas,
water and wastewater utilities.

In Maryland, we consider the relationship between BGE and the MPSC to be challenging but improving. In order for
the CEG merger to be completed, the MPSC required several conditions from Exelon. Among the conditions were
that Exelon provide a $100 rate credit to every residential customer 90 days after merger close ($113 million), that
Exelon build up to 300 MW of generation within Maryland, that Exelon construct a new office building in Baltimore
for its unregulated platform and that Exelon fund a $113.5 million investment in energy efficiency over the next three
years. The MPSC also implemented provisions intended to insulate BGE from the rest of the organization,
including language that prohibits BGE from paying a dividend to Exelon through 2014.

On October 22, 2012, BGE updated its application with the MPSC requesting increases of $130 million and $46
million to its electric and gas base rates, respectively, based upon a requested ROE of 10.5%. The Office of
People's Counsel has recommended that the MPSC authorize the company a $55.9 million electric and gas rate
increase premised upon a 9.1% return on equity for electric and 9.0% for gas. Also, the MPSC's staff has
recommended a combined electric and gas rate increase of $102.8 million with an ROE of 9.35% for electric and
9.4% for gas. The MPSC is expected to issue a decision in BGE's pending distribution rate case on February 23rd.

CWE continues to operate in a somewhat improved, but still very challenging regulatory environment for electric
utilities in Illinois resulting in lingering concerns about the framework's predictability. On December 30, 2011, the
Energy Infrastructure Modernization Act (EIMA) was signed into law. EIMA established a new formula-rate-plan
(FRP) distribution ratemaking paradigm for the state's electric utilities and was intended to spur utility infrastructure
investment. The legislation requires CWE to invest $1.3 billion over a five-year period in electric system upgrades
and modernization projects, along with at least $1.3 billion over a 10-year period in transmission and distribution
assets and smart-grid system upgrades. Key aspects of the FRP calculation include cost recovery of the utility's
actual capital structure, excluding goodwill; a legislatively-set formula for purposes of calculating the allowed ROE;
and recovery of pension-related costs. While passage of EIMA is a credit positive from a cost recovery standpoint,
the ICC's implementation of EIMA has been inconsistent for all Illinois electric utilities supporting our continuing
view of a below average regulatory environment for Illinois electric utilities.

On May 29, 2012, the ICC ordered a $168.6 million rate reduction premised upon a 10.05% ROE. In its order, the
ICC rejected CWE's request to collect a debt-only return on its "pension asset" and adopted the intervening
parties' recommendation to rely on an average capital structure and an average rate base calculation in
prospective FRP-related revenue requirement reconciliations versus the language in the law that contemplates the
use of year-end values for capital structure and rate base. On Ocotber 3, 2012, the ICC reversed its decision on
the pension-asset issue but maintained their view regarding an average capital structure and an average rate base
calculation, even though the legislation contemplates year-end capital structure and rate base. The decision has
been appealed to the Illinois state courts. A short-term resolution of this issue is not expected. CWE has indicated
that the continued uncertainty around the implementation of EIMA will influence the speed at which capital
infrastructure investment is made in Illinois.

In December 2012, ICC issued the second formula decision authorizing CWE an $72.6 million rate increase
premised upon a 9.71% return on equity. While the outcome was only $2 million less than the company's ask,
CWE's supported position reflected the rate impact of the ICC decision in the initial FRP proceeding, including the
methodology used to calculate rate base and capital structure, both of which remain under appeal in the Illinois
courts. As such, CWE's position does not reflect the full revenue requirement expected had the FRP been
implemented in a manner consistent with CWE's interpretation of the legislation.
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implemented in a manner consistent with CWE's interpretation of the legislation.

-Overhang with IRS case

On January 9, 2013, the US Court of Appeals reached a decision for the government in a lawsuit involving
Consolidated Edison`s (ConEd's) participation in a lease-in, lease-out (LILO) transaction that the IRS also has
characterized as a tax shelter. Specifically, the Court disallowed ConEd's deductions stemming from its
participation in this investment.

CWE deferred $1.2 billion of gain on the 1999 sale of its fossil generating facilities by acquiring like-kind property
via a purchase leaseback transaction. The IRS has asserted that the Exelon purchase leaseback transaction is
substantially similar to a leasing transaction known as a sale-in, lease-out transaction (SILO). Exelon continues to
believe that its like-kind exchange transaction is not the same as or substantially similar to a SILO. Exelon expects
to initiate litigation in 2013 to contest the IRS disallowance of the like-kind exchange position.

In light of the ConEd decision and Exelon's current determination that a settlement is unlikely, Exelon expects to
record in the first quarter of 2013 a non-cash charge to earnings of approximately $270 million, which represents
the full amount of interest expense (after-tax) and incremental state tax expense in the event that Exelon is
unsuccessful in litigation.

We understand that Exelon expects to hold CWE harmless from any unfavorable impacts of the after-tax interest
amounts on CWE's equity. As of March 31, 2013, in the event of a fully successful IRS challenge to Exelon's like-
kind exchange position, the potential tax and after-tax interest, exclusive of penalties, that could become currently
payable may be as much as $860 million, of which approximately $260 million would be attributable to CWE and
the remainder to Exelon.

Liquidity

Beginning in 2013, Exelon's liquidity arrangements totaled $8.4 billion. Approximately, $6.2 billion supports its
unregulated business platform, including $500 million at Exelon and nearly $5.7 billion at ExGen, while the
regulated businesses have access to $2.2 billion of liquidity -- $600 million at PECO, $600 million at BGE and $1
billion at CWE. In August 2012, the Exelon and ExGen facilities along with credit facilities at PECO and BGE were
extended to August 2017. The CWE facility expires March 2017.

At January 30, 2013, Exelon and ExGen had no commercial paper outstanding, but had $1.7 billion of letters of
credit outstanding, leaving ample availability of $4.5 billion for the unregulated business. At the regulated utilities, at
January 30th, no commercial paper was outstanding at any of three utilities and there was a $1 million letter of
credit issued under the PECO line.

The core syndicated credit facilities are used primarily to provide liquidity support and for the issuance of letters of
credit. While the credit agreements do not contain any rating triggers that would affect borrowing access to the
commitments and do not require material adverse change (MAC) representation for borrowings or the issuance of
LOCs, there is a financial covenant for each entity, all of which are compliant.

As of the last reporting period (September 30, 2012), in the event that ExGen were downgraded below investment
grade, ExGen could be required to post additional collateral of $2.0 billion. If CWE was downgraded below
investment grade, it would be required to post $218 million. If PECO and BGE were each downgraded to below
investment grade, they would have been required to post $31 million and $54 million, respectively, of additional
collateral.

During 2012, Exelon and its subsidiaries were active issuers of long-term capital market debt. On June 18, 2012,
ExGen issued $775 million of senior unsecured notes, including $275 million of 4.25% notes due 2022 and $500
million of 5.60% notes due 2042. Concurrent with the new debt issuance, ExGen announced an exchange offer of
Exelon's 7.6% $700 million senior unsecured notes due 2032 (formerly CEG obligations assumed by Exelon) into
either the newly issued ExGen 4.25% senior unsecured notes due 2022 or ExGen's 5.60% senior unsecured notes
due 2042. ExGen purchased $442 million of the old notes in exchange for issuing $537 million of senior unsecured
notes due in 2022 and 2042, plus a cash payment of approximately $60 million.

In addition to the above, in August 2012, BGE issued $250 million of 2.8% senior unsecured notes due 2022; in
September 2012 PECO offered $350 million of 2.375% first mortgage bonds due 2022; and in October 2012, CWE
issued $350 million of 3.8% first mortgage bonds due 2042.
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Structural Considerations

For the last several years, Exelon has refinanced holding company debt with debt issued at ExGen. Exelon
currently has $1.3 billion of remaining holding company debt, $800 million that matures in 2015 and $500 million
that matures in 2035. Additionally, at merger close, Exelon legally assumed the obligations of CEG's publicly-held
debt, guarantees and other contracts adding $1.8 billion of senior debt and $450 million of subordinated debt to
Exelon. Approximately $442 million of the old notes were exchanged into $537 million of ExGen securities. For
these reasons, when evaluating ExGen, we examine historical and projected financial metrics for ExGen with the
debt of Exelon holding company incorporated into the analysis.

Rating Outlook

The stable rating outlook for Exelon considers the benefits to credit quality from deferring growth capital
investments and from the parent's decision to reduce the dividend by 40%. The stable rating outlook factors in our
belief that with the dividend cut, holding company liquidity requirements will in the long-run be funded more with the
cash flow generated from three large rate regulated utility systems, particularly beginning after 2014.

What Could Change the Rating - Up

In light of the challenges facing the unregulated power sector, including sustained weakened margins, the ratings
at Exelon are not likely to be upgraded in the near-term. To the extent that growth initiatives center around
acquisitions of rate regulated businesses, credit quality for Exelon could be enhanced, particularly if such an
acquisition was financed in a credit friendly fashion.

What Could Change the Rating - Down

The rating could be downgraded if weaker than expected financial performance surfaced either as a result of a
further sustained drop in operating margins across the unregulated power sector or a substantial outage at several
of the company's generating assets resulting in negative free cash being financed with material incremental
indebtedness. Additionally, negative rating pressure could surface if adverse regulatory decisions at one or more of
the utility subsidiaries occurred particularly at CWE or PECO since both are larger than BGE. From a financial
perspective, Exelon's ratings could be downgraded if cash flow to debt fell below 20%, retained cash flow to debt
below 12%, and cash flow interest coverage approached 4.5x on a sustained basis.

Other Considerations

Given the size of the unregulated revenues, earnings, and cash flow, Moody's evaluates Exelon's financial
performance relative to the Unregulated Utilities and Power Companies methodology and, as depicted below,
Exelon's indicated rating under the grid based on historical results and from projected results (next 12-18 months)
is Baa2.

Rating Factors

Exelon Corporation
                                        

Power Companies [1][2] LTM09/30/2012                    Moody's
12-18

month
Forward
View* As

of
February

2013

          

Factor 1: Market Assessment, Scale and Competitive Position (20%) Measure Score           Measure Score
a) Market and Competitive Position (15%)           A                     A
b) Geographic Diversity (5%)           Baa                     Baa
Factor 2: Cash Flow Predictability of Business Model (20%)                                                   
a) Hedging strategy (10%)           Baa                     Baa
b) Fuel Strategy and mix (5%)           Ba                     Ba
c) Capital requirements and operatinal performance (5%)           Baa                     Baa
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Factor 3: Financial policy (10%)           Baa                     Baa
Factor 4: Financial Strength - Key Financial Metrics (50%)                                                   
a) CFO pre-WC + Interest / Interest (15%) (3yr Avg) 7.3x A           5.5 -

6.0x
Baa

b) CFO pre-WC / Debt (20%) (3yr Avg) 32.4% Baa           23 -
26%

Baa

c) RCF / Debt (7.5%) (3yr Avg) 28.0% A           18 -
20%

Baa

d) FCF / Debt (7.5%) (3yr Avg) 3.2% Ba           (2) - 0% B
Rating:                                                   
a) Indicated Rating from Grid           Baa2                     Baa2
b) Actual Rating Assigned           Baa2                     Baa2

                                                  
* THIS REPRESENTS MOODY'S FORWARD VIEW; NOT THE
VIEW OF THE ISSUER; AND UNLESS NOTED IN THE TEXT
DOES NOT INCORPORATE SIGNIFICANT ACQUISITIONS OR
DIVESTITURES

                                                  

[1] All ratios are calculated using Moody's Standard Adjustments. [2] As of 09/30/2012(L); Source: Moody's
Financial Metrics
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LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS AND
MOODY'S OPINIONS INCLUDED IN MOODY'S PUBLICATIONS ARE NOT STATEMENTS OF CURRENT OR
HISTORICAL FACT. CREDIT RATINGS AND MOODY'S PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE
INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT AND
DO NOT PROVIDE RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES.
NEITHER CREDIT RATINGS NOR MOODY'S PUBLICATIONS COMMENT ON THE SUITABILITY OF AN
INVESTMENT FOR ANY PARTICULAR INVESTOR. MOODY'S ISSUES ITS CREDIT RATINGS AND PUBLISHES
MOODY'S PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL
MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR
PURCHASE, HOLDING, OR SALE.

 

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPYRIGHT
LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED,
FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR
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FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR
SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY
MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY'S PRIOR WRITTEN CONSENT. All information
contained herein is obtained by MOODY'S from sources believed by it to be accurate and reliable. Because of the
possibility of human or mechanical error as well as other factors, however, all information contained herein is provided
"AS IS" without warranty of any kind. MOODY'S adopts all necessary measures so that the information it uses in
assigning a credit rating is of sufficient quality and from sources Moody's considers to be reliable, including, when
appropriate, independent third-party sources. However, MOODY'S is not an auditor and cannot in every instance
independently verify or validate information received in the rating process. Under no circumstances shall MOODY'S have
any liability to any person or entity for (a) any loss or damage in whole or in part caused by, resulting from, or relating to,
any error (negligent or otherwise) or other circumstance or contingency within or outside the control of MOODY'S or any
of its directors, officers, employees or agents in connection with the procurement, collection, compilation, analysis,
interpretation, communication, publication or delivery of any such information, or (b) any direct, indirect, special,
consequential, compensatory or incidental damages whatsoever (including without limitation, lost profits), even if
MOODY'S is advised in advance of the possibility of such damages, resulting from the use of or inability to use, any such
information. The ratings, financial reporting analysis, projections, and other observations, if any, constituting part of the
information contained herein are, and must be construed solely as, statements of opinion and not statements of fact or
recommendations to purchase, sell or hold any securities. Each user of the information contained herein must make its
own study and evaluation of each security it may consider purchasing, holding or selling. NO WARRANTY, EXPRESS
OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY
PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY
MOODY'S IN ANY FORM OR MANNER WHATSOEVER.

 

MIS, a wholly-owned credit rating agency subsidiary of Moody's Corporation ("MCO"), hereby discloses that most issuers
of debt securities (including corporate and municipal bonds, debentures, notes and commercial paper) and preferred
stock rated by MIS have, prior to assignment of any rating, agreed to pay to MIS for appraisal and rating services
rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain policies and
procedures to address the independence of MIS's ratings and rating processes. Information regarding certain affiliations
that may exist between directors of MCO and rated entities, and between entities who hold ratings from MIS and have
also publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually at
www.moodys.com under the heading "Shareholder Relations — Corporate Governance — Director and Shareholder
Affiliation Policy."

 

For Australia only: Any publication into Australia of this document is pursuant to the Australian Financial Services License
of MOODY'S affiliate, Moody's Investors Service Pty Limited ABN 61 003 399 657AFSL 336969 and/or Moody's Analytics
Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as applicable). This document is intended to be provided only to
"wholesale clients" within the meaning of section 761G of the Corporations Act 2001. By continuing to access this
document from within Australia, you represent to MOODY'S that you are, or are accessing the document as a
representative of, a "wholesale client" and that neither you nor the entity you represent will directly or indirectly
disseminate this document or its contents to "retail clients" within the meaning of section 761G of the Corporations Act
2001. MOODY'S credit rating is an opinion as to the creditworthiness of a debt obligation of the issuer, not on the equity
securities of the issuer or any form of security that is available to retail clients. It would be dangerous for retail clients to
make any investment decision based on MOODY'S credit rating. If in doubt you should contact your financial or other
professional adviser.
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Credit Opinion: Commonwealth Edison Company

Global Credit Research - 05 Mar 2013

Chicago, Illinois, United States

Ratings

Category Moody's Rating
Outlook Stable
Issuer Rating Baa2
First Mortgage Bonds A3
Senior Unsecured Baa2
Pref. Shelf (P)Ba1
Commercial Paper P-2
Parent: Exelon Corporation
Outlook Stable
Issuer Rating Baa2
Senior Unsecured Baa2
Subordinate Shelf (P)Baa3
Pref. Shelf (P)Ba1
Commercial Paper P-2
ComEd Financing III
Outlook Stable
BACKED Pref. Stock Baa3

Contacts

Analyst Phone
A.J. Sabatelle/New York City 212.553.4136
William L. Hess/New York City 212.553.3837

Key Indicators

[1]Commonwealth Edison Company
2012 2011 2010 2009

(CFO Pre-W/C + Interest) / Interest Expense 4.7x 5.2x 3.9x 4.0x
(CFO Pre-W/C) / Debt 19% 25% 20% 20%
(CFO Pre-W/C - Dividends) / Debt 17% 21% 15% 16%
Debt / Book Capitalization 37% 38% 39% 40%

[1] All ratios calculated in accordance with the Global Regulated Electric Utilities Rating Methodology using Moody's
standard adjustments.

Note: For definitions of Moody's most common ratio terms please see the accompanying User's Guide.

Opinion

Rating Drivers

Regulatory environment remains unpredictable despite credit supportive legislation
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