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with most of the assets in Illinois (33%) and Pennsylvania (26%).

On April 5, 2012, ExGen’s solar investment, the Antelope Valley Solar Ranch One project, received first advance of a

loan guaranteed by the U.S. Dept. of Energy’s (DOE) Loan Programs Office, finalizing Exelon’s ownership of the

project. First Solar is building the 230 MW photovoltaic power project in northern Los Angeles and will also operate

and maintain the project. The projected commercial operations date for the first portion of the project is in late 2012,

with full operation planned for late 2013. However, the project is somewhat delayed because Los Angeles County

sought information regarding electrical certifications. In June 2012, the project received approval to restart

construction from Los Angeles’ public works department. The project has a 25-year power purchase agreement (PPA),

approved by the California Public Utilities commission (PUC), with Pacific Gas and Electric Co. for the frill output of

the plant.

The regulated businesses include:

• ComEd, which serves 3.8 million electric customers (as of June 30, 2012) in northern Illinois, including Chicago.
• PECO, which serves 1.6 million electric customers (as of June 30, 2012) in southeastern Pennsylvania, including

Philadelphia, and gas customers (0.5 million as of June 30, 2012) in surrounding Pennsylvania counties.

• BGE, which serves electric and gas customers (1.2 million and 0.7 million respectively as of June 30, 2012) in
central Maryland, including Baltimore.

Rating Methodologies/Key Criteria Considerations

• We consider the ratings of Exelon and ExGen to be inextricably linked because we consider ExGen a core and
primary subsidiary of Exelon.

• We consolidate the utility subsidiaries when assessing credit quality given the absence of any meaningful structural

(ring-fencing) or regulatory insulation. A measure of this is an assessment of the likelihood of Exelon providing
financial support to affiliate utilities in Illinois and Pennsylvania if any adverse regulatory/legislative developments
occur. We may rate the subsidiaries more on a stand-alone basis if we determine that Exelon may not support an

affiliate under a stress scenario, or that the subsidiary is no longer a core holding.

• BGE is ring-fenced from the parent’s operations. The ring-fenced structure insulates BGE’s credit from that of
Exelon, allowing up to a three-notch separation in ratings. Because BGE’s credit profile is insulated, but not isolated,
from the effects of the larger, unregulated operations, if the parent’s credit profile deteriorates then we would expect
BGE’s credit ratings to weaken, as well. Although BGE is ring-fenced from the parent, we incorporate its
distributions to the parent into the parent’s business risk assessment.

We rate the parent holding company’s senior unsecured debt ‘BBB-’, one notch below Exelon’s corporate credit rating

because of the 20% priority debt test (i.e., the holding company debt is structurally subordinate to debt at the operating

companies). All of CEG’s debt (excluding BGE) now resides at Exelon Corp. even as all assets were combined at the

ExGen level.

Of the total $17.8 billion of on-balance-sheet debt, $15.2 billion is at the operating companies (these numbers exclude

hybrid securities). After including account payables, income taxes, etc., senior claims are above 30% of total fixed

assets of $76 billion as of June 30, 2012. The notching is effected once senior claims exceed 20% of total assets (minus

certain intangible assets). As a result, we consider the holding company debt as disadvantaged.
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Business Risk Profile: Strong

Exelon’s “strong” business profile is predicated on its competitive cost structure. ExGen has among the most

competitive merchant power plants because of its nuclear assets. As long as the economy grows modestly, ExGen’s

assets in regions such as the Mid-Atlantic will likely benefit from improving structural fundamentals for its fleet of

plants such as environmental legislation. We also believe that the competitive position of ExGen’s nuclear fleet will

remain strong in the medium term as these assets are best positioned to serve the wholesale needs of regional

transmission and distribution companies. However, ExGen’s cash flows are also among the most sensitive to natural

gas prices declines because almost 95% of its pre-merger generation was nuclear, all of which is affected by declining

gas prices. Given that base-load generation is price-taking, we expect ExGen’s adjusted FF0 to debt to remain volatile

relative to its peers--and we expect it to swing in a band of more than 40% in 2011 to about 26% by 2014 and 2015.

Still, the low cost structure of nuclear generation requires gas prices to fall and remain below $2.75 per thousand cubic

feet (mci) levels over a sustained period before ExGen’s funds from operations (FF0) to debt declines below 20%Also,

following the merger, Exelon gets a larger proportion of earnings from its regulated and retail operations. We expect

these incremental revenue streams to make the consolidated Exelon somewhat more resilient to commodity prices.

Regulated businesses

For a comprehensive assessment of the credit quality of the utilities, please see their respective reports on

RatingsDirect.

We categorize regulation in Maryland and Illinois (where BGE and ComEd operate, respectively) as “less credit

supportive,” while we view Fennsylvania, where PECO operates, as “credit supportive.”

• Pennsylvania permits competition for the supply of retail electricity while transmission and distribution service
remains regulated under the Competition Act.

• Illinois has also initiated competition for retail electricity. ComEd’s operations suffer from the economic downturn
because sales depend on industrial and wholesale customers.

• Maryland has implemented electric customer choice and competition among electric suppliers, so customers can
choose their electric energy supplier. However, BGE remains the sole distributor of electricity to these customers.

Market position

We view the business risk profiles of ComEd, PECO, and BGE as “excellent” and we view the long-term prospects for

the supply business as strong. We believe Exelon’s base load nuclear assets have a competitive cost structure, which is

the primary reason for its strong business risk profile. However, we note that Exelon’s cash flows vary significantly

with changes in electricity and natural gas commodity prices. Specifically, we note that Exelon is more exposed to

drops in commodity price than its peers. Falling natural gas prices harm ExGen more than its peers because almost

90% of its generation (excluding power purchased through contracts) is from base load nuclear generation, all of which

declining natural gas prices affect. However, we recognize that the company’s cost structure is among the most

competitive in the industry.

Commonwealth Edison Co.

ComEd is a regulated transmission and distribution company that serves 3.8 million customers in Chicago and

surrounding areas. About 77% of revenues pertain to distribution and are regulated by the Illinois Commerce
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Commission (ICC). The remaining 23% relate to transmission and are regulated by the Federal Energy Regulatory

Commission (FERC). In 2010, the company filed for a $396 million rate increase, which it later adjusted to $343 million

based on an 11.5% return on equity (ROE). The staff recommended a rate increase of $113 million based on a return

on equity (ROE) of 10%. Eventually, the ICC approved a $143 million increase based on a 10.5% ROE and a $6.549

billion rate base. Exelon estimates the increase will raise residential rates by 4%. The new rates went into effect in June

2011. Subsequently, under the formula rate process, ComEd filed a $59 million revenue decrease based on a 10.05%

ROE. In May 2012, the ICC ordered a $168 million decrease. On the transmission side, the FERC updated the annual

formula rate in May 2012, approving an 11.5% ROE. The rates went into effect June 2012.

On May 30, 2012, the ICC issued its final order for CornEd’s 2011 formula rate proceeding. The order reduced the

annual revenue requirement by $168 million, or about $110 million more than the reduction that ComEd proposed. Of

this, about $50 million will be reflected in the annual reconciliation, thereby delaying the timing of cash flows. In

second-quarter 2012, CornEd recorded a reduction of revenue of about $100 million pre-tax to decrease the regulatory

asset for 2011 and 2012. (Please see the summary analysis on ComEd published Sept. 27, 2012.)

PECO Energy Co.

PECO is a regulated electric and gas transmission and distribution company that serves 1.6 million electric customers

and 490,000 gas customers in Philadelphia and surrounding areas. About 90% of revenues come from distribution,

which the Pennsylvania Utility Commission (PUC) regulates, and 10% comes from transmission, which the FERC

regulates. PECO successfully transitioned to full-competitive rates by effectively managing its regulatory risk and

benefiting from low market power prices. PECO proactively conducted five competitive wholesale power auctions for

2011 that locked in lower power costs for its customers. The PUC-approved default service plan (DSP) has a 29-month

term that ends May 2013. PECO has filed a second DSP outlining a plan from June 2013 through May 2015. In

addition, PECO has been able to settle its electric and gas rate cases for $245 million, or about 68% of the amount

requested ($225 million for electricity and $20 million for gas; the approved increases were 71% and 46%, respectively,

of the amounts requested). Because of the settlement and the wholesale power auctions, customers’ total electric bills

increased by only 5%. We believe this level of rate increase will not attract any regulatory risk.

In January and April 2012, PECO entered into contracts with PUC-approved bidders, including ExGen, for electric

supply for default electric service that began in June 2012 and block contracts beginning December 2012. A PUC order

on the filing is expected in mid-October 2012. PECO has one competitive procurement remaining over the term of the

DSP program. (See the summary analysis on PECO published Sept. 21, 2012, for further details.)

BGE

BGE is a regulated transmission and distribution company that serves 1.2 million customers in a 2,300 square mile

area around Baltimore in Maryland. The latest electric and gas rates went into effect in December 2010 based on

9.86% and 9.56% ROEs, respectively. In July 2012, BGE filed for increases of $151 million and $53 million to its

electric and gas base rates, respectively with the Maryland Public Service Commission. The requested ROE in the

application is 10.5%. The commission will determine any increase in rates after a seven-month proceeding with input

from all interested parties. The new electric and gas distribution base rates are expected to take effect in late February

2013. The latest transmission rates are based on an 1 1.3% ROE and were effective June 2012. (Please see the

summary analysis on BGE published May 22, 2012, for further details.)
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Credit Issues And Considerations

The portfolio has geographic, and fUel diversity. Still, economically, Exelon’s cash flow are highly susceptible to price

movements of natural gas, which is the marginal fUel in most regions. While the company also has a long position on
market heat rates and carbon and other emissions, the price taking nature of its large base-load fleet makes it more

vulnerable to downward movements in gas prices compared with its peers.

We consider about 65% of Exelon’s operations as unregulated in our business risk profile assessment. It incorporates

contributions from BCE on a limited basis as we view BCE as ring-fenced from Exelon resulting in restricted

contributions. As per one condition to the merger approval, BCE is anyway not making any distributions to Exelon

through 2014. We note though that about 45% of aggregate Exelon debt is at utilities serviced from lower-risk

regulated cash flow. This analysis imputes all Exelon Corp. parent level debt to the unregulated businesses.

The merger provides greater scope and scale benefits

From a credit perspective, we view the merger favorably. While the combination has diversification benefits, it largely
centers around expanding the retail power business that matches load to generation. The combination provides Exelon
regional diversification of the generation fleet and a customer-facing load business as generation and load positions are
now better balanced across multiple regions. In almost all locations, Exelon will have adequate intermediate and

peaking capacity in the portfolio for managing load-shaping risks. For instance, Exelon has generation in the Midwest

Independent System Operator, PJM Interconnection, and Electric Reliability Council of Texas (ERCOT) regions, while

CEG has significant retail load in these locations but is short on generation. However, the company will still need to

buy and sell long in the market to manage portfolio needs, in our opinion.

Through retail and wholesale channels, Exelon now provides about 170 terawatt-hours, or about 5%, of total U.S.
power demand. The company expects the switched markets in Pennsylvania, Ohio, Michigan, and Arizona to grow at
about 10% in the commercial and industrial class and at about 15% in the residential class between 2011 and 2014.

The fleet is well positioned to grow where capacity available for competitive supply has room to grow. That said,

Exelon has a significant open position in the Midwest (exposed to merchant market), and a somewhat tight position in
ERCOT and New England where it is at some risk to be caught short under strong load assumptions, in our opinion.

The combination can reasonably extract merger synergies
Merger synergies accrue from a combination of labor and information technology savings from corporate and
commercial consolidations, reduced collateral requirements, supply chain savings, among others. Exelon expects to
maintain an O&M compound annual growth rate of about 1%--lower than inflation. Although Exelon expects to hit a
run-rate of $500 million by 2014, our assumptions are relatively more conservative at about $300 million to $350
million in synergies in 2015-2016. We have assumed this level because Exelon has experienced reasonable success in
past cost reduction initiatives and in assimilating past mergers.

Despite the merger, current forward natural gas prices still imply downside risks mitigated to some
extent by retail upside, which offers a countercyclical offset

Longer-term electricity demand has shrunk with the decline in GDP growth expectations. The North American Electric
Reliability Corp. estimated 2011 nationwide reserve margins near 27%, well above the nationwide average target levels
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of about 15%. Power markets will likely remain oversupplied (with exceptions, like the Texas market) given tepid load

growth at least until 2015 when coal-plant retirements will take inefficient units off the aggregate generation (the

supply “stack”) and cause reserve margins to tighten.

Capacity prices appear to suggest an improvement in outlook in the 2015 time-frame. The 2015/2016 PJM reliability

pricing model auction prices cleared at $136/MW-day for regional transmission organizations (RTO), an increase of

about 8% from 2014/2015 prices. The increase mainly stemmed from significant planned generation retirements

(about 14 gigawatts) over the next three years, driven largely by environmental regulations. The increase in prices was

more significant for MAAC/EMAAC/SWMAAC prices in the region, which increased about 23% from 20 14/2015

results. ExGen’s fleet has significant capacity in the PJM region (RTO--about 11,500 MW;

EMAAC/MAAC/SWMAAC--about 13,800 MW) which is where the capacity prices have jumped most. We expect the

overall impact of recent auction results to be modestly favorable for Exelon’s credit quality given that our expectation

was about $125 per MW-day.

Weather dominates near-term fundamentals. The mild 2011-2012 winter resulted in dramatic storage surplus. The

supply overhang, a relatively slow economic recovery, and a steady supply side growth will likely keep prices ranging

around $3.50 to$4.00 per million Btu through 2014, in our opinion. This downturn has also affected forward prices

through 2016 due to ongoing spot market weakness and concerns around a sluggish economic recovery. However, a

contango (i.e., when the futures curve is upward sloping) has developed in the one- to two-year natural gas forward

prices. Industry experts expect higher natural gas prices in 2013 and 2014 as a natural consequence of the sharp

decline in drilling brought about by the $2.00 gas price observed in 2012 (natural gas rigs are down to 518 compared

with 886--a 71% drop from just one year ago). Still, a lingering concern is that shale gas production could continue to

impress as increasing amounts of production in the Marcellus Shale region is brought to market. On the flip side, while

PJM and other eastern independent system operators remain well supplied through 2014, the market is heavily

discounting (not reflecting any uplift in power prices) forthcoming power plant retirements or higher costs to meet new

emissions rules.

However, power prices across the Mid-Atlantic and Midwest have retracted their gains in the year. The decline in

power prices is not only driven by natural gas prices. Contrary to expectations, implied market heat rates declined.

Prompt and forward power prices in the PJM declined in the last quarter despite a modest rally in gas prices in July.

We ascribe the unexpected decline in heat rates to declining coal prices. As coal is increasingly setting the marginal

cost of supply, heat rates and power prices have increasingly started tracking coal prices instead of gas prices. Nuclear

plant operators like Exelon are confronted with lower power prices without the benefit of lower fuel prices. We note

though that the declining heat rates also appear to suggest a more fundamental shift due to lower-than-expected

demand growth.

Current hedges show the significant value of Exelon’s hedging program. While these hedges insulate ExGen, they also

show the sensitivity of ExGen’s margins to the prospect of a continued shale gas production onslaught. The decline in

mark-to-market value through 2014 shows the limitation of a price-taking fleet--a company can hedge, but only at the

prices the market will bear. Still, the forwards do show a contango as reflected in the increase in open EBITDA due to

higher natural gas forward prices.
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The merchant generation contribution at ExGen will face a decline as above-market hedges expire, evident in the drop

in wholesale hedged gross margins. However, we expect retail contributions to increase given potential for cost

savings, volumes gained from the CEG merger, and recent acquisitions (StarTex and MX Energy Holdings). Separately,

we have noted that retail business offers an offset to wholesale operations. In a declining wholesale power

environment, retail margins increase because retail contracts are locked in when prices were higher. The declining

wholesale prices also reduce capital and collateral needs, further boosting $ per megawatt-hour (MWh) margins on the

existing retail business (even as new and returning retail business contracts). That said, maintaining retail margins

around $4 per MWh in an increasingly competitive market may prove challenging, in our opinion.

Under the forward commodity environment, Exelon’s dividend payout ratio will likely climb to about
80% to 85% and the funding gap for Exelon’s capital spending also widens

The current level of dividend payment requires about $1.8 billion of cash, which is significant relative to Exelon’s 2014

net income. Under the S&P pricing deck, projections for 2014 remain sensitive to natural gas and power price

assumptions. All else equal, we estimate gross margins in 2014 will be lower by about $500 million for a $5 per mcf

(round-the-clock) decline in power, about $215 million for a $0.5 per million cubic feet (mmcl) decline in natural gas

prices and about $110 million for a $1 per MWh decline in retail margins.

Moreover, under Exelon’s current capital program, spending requirements are significant between 2012 and 2014 at

about $18.5 billion. While utility capital spending tends to be funded in rate base, unregulated generation will have to

fund its own capital requirements and recover them in market prices. In the current commodity environment, we

expect ExGen to generate about $3.2 billion to $3.8 billion of cash flow from operations between 2012 and 2015. These

are not sufficient for capital spending and dividend payments so ExGen will need external financing.

We estimate that the capital spending funding gap would be greatest in 2014 because of a trough in earnings even as

ExGen’s requirement to contribute toward Exelon’s dividend commitments is the highest because the utilities will have

internal financing needs of their own. Given the current investment plan we estimate a shortfall of about $2.5-$3.0

billion over the three-year period 2013-2015, with relatively larger gaps in 2014 and 2015. Should Exelon maintain its

current capital spending plans, these investments will likely need external financing (incremental debt or new equity

funding). Still, incrementally lower gas prices would have a much greater impact on ExGen’s debt protection measures

than the level of new debt financing in ExGen’s forecast through 2015.

Exelon has a few discretionary levers it can pull in the event of a further fall in commodity prices.
Flexibility on timing ofgeneration growth projects. On the nuclear front, about 250 MW have been added to date with
total spending expected to be $3.8 billion from 2008 to 2019. The company’s recent decision to defer the LaSalle
extended power uprate by two years demonstrates flexibility to adjust the program as needed based on market
conditions and free cash flow availability. We estimate that deferring the project by two years will free-up about $400
million through 2014.

Projectfinancing. Although Exelon’s wind and solar development pipelines provide investments with long-term,
contracted cash flows, these projects are noncore to Exelon. The company has indicated that it will likely project
finance these investments. Taken together, we estimate that deferrals, cancellations, and off-balance-sheet financing
can reduce debt financing by about $1 billion through 2016. The overall impact would be to bolster FF0 to debt ratios
by 120 to 250 basis points, all else remaining equal.
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Regulated cash flow. Rate base will grow at the utilities, especially in Illinois, due to legislation passed in 2011 that
increases spending and reduces regulatory lag. We estimate that PECO and CornEd will contribute about $400 million
to $500 million toward Exelon’s consolidated dividend commitments of about $1.8 billion per year between 2012 and
2014.

Equity issuance and dividend cuts are not currently in the plans as the company expects prices to recover, but we

believe the company is committed to maintaining investment-grade ratings and will consider these avenues should the

need arise..

Management

We view Exelon’s business strategy as an important determinant of the company’s credit profile. In recent years,

Exelon has implemented a strategy of internal growth through reinvesting in existing businesses and investing in new

technologies. There is also a bias toward longer term contracted businesses.

Management’s business strategy appears to be three-pronged: expanding the company’s clean generation portfolio

through the nuclear uprate program, enlarging alternative energy investments through wind development projects (and

solar projects), and in the medium term investing in new technologies such as the smart grid.

While the utilities primarily focus on growing rate base and earning a reasonable return, they are also playing a role in

competitive markets by investing in transmission. Yet, Exelon has indicated that--longer-term--its core power strategy

does not preclude the potential for acquisitions, especially in assets that can potentially offset the business risk profile

of its wholesale generation business and reduce the company’s exposure to natural gas. Management considers

renewable assets a good hedge for its existing business, as they help diversify away from natural gas exposure, and

also because states such as Pennsylvania and Illinois also have a renewable portfolio standard mandate. However,

renewable energy is not core to the company’s strategy.

Profitability/Peer comparisons

Exelon compares well with peers like FirstEnergy Corp., having stronger financial measures. While PPL Corp. has

weaker financials, its business risk profile is stronger given its significantly larger dependence on regulated cash flow.

Similarly, compared with Public Service Electric & Gas Co. (PSEG), Exelon is somewhat less regulated. PSEG is also

expanding its regulated business and therefore we view it as having stronger credit.

Financial Profile: Significant

Accounting

Exelon’s accounting policies conform to industry standards. We impute a significant amount of debt to Exelon, as

much as $4.4 billion which consists mostly of about $2.9 billion related to Pension/OPEB, about $500 million related

to operating leases and about $1.0 billion related to their power purchases.

Financial governance and policies/risk tolerance

Hedging strategy.

• ExGen procures coal and natural gas through long-term and short-term contracts, and spot-market purchases.
• It obtains nuclear fuel mostly through long-term contracts.
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• ExGen receives about 55% of its uranium concentrate requirements from 2012 through 2016 from three producers.

• ComEd, PECO, and BGE mitigate exposure as a result of regulatory mechanisms that allow them to recover

procurement costs from retail customers.

• Exelon’s policy to hedge commodity risk on a ratable basis over three-year periods is intended to reduce the

financial impact of market price volatility

• Although ExGen enters into derivative contracts to hedge this anticipated exposure, it is exposed to relatively

greater commodity price risk in subsequent years because a larger portion of its electricity portfolio is currently

unhedged.

• As of June 30, 2012, the proportion of hedged generation was 99%-102% for 2012, 79%-82% for 2013, and

46%-49% for 2014.

Although the bulk of total projected margin is under contract for the next two years, this percentage rolls off in the

outer years, pointing to the need for ExGen to constantly enter into new contracts and exposing it to wholesale market

price volatility. The price-taking nature of the fleet results in margin erosion when wholesale power prices begin to

decline and the company renews contracts at lower levels. Credit concerns stem from ExGen’s relatively larger

exposure to merchant margin volatility due to its base-load nuclear generation. Furthermore, these contracts expose

ExGen’s margins to market risks, including load-shaping, fuel, and volume risks. Although margins are highly hedged,

they are hedged based on expected volumes.

As nuclear assets are essentially price-takers, hedged gross margins depend on power prices set by longer-term

marginal fuel prices (natural gas in most instances). While the backwardated EBITDA still supports current rating

levels, deterioration in merchant market fundamentals has the most potential to affect Exelon’s credit quality

Projected cash flow adequacy and capital structure/asset protection:

Cash flow adequacy. We assess the cash flow adequacy of Exelon and also that of ExCen because ExGen provides the
most cash flow. We do so because we view the ability of the utilities’ to upstream dividends consistently as somewhat
uncertain because of their capital spending requirements based on their changing smart grid/renewable energy plans.

Although Exelon hedges ratably cash flow from the unregulated generation business has declined about $1 billion over

2010 and 2011 levels. We expect Exelon’s adjusted FF0 to debt ratio to decline to about 27% by year-end 2012 as the

high-priced hedges fall away Consolidated cash flow measures should remain stable at about 23.5% to 24% through

2013 because the company has hedged a significant proportion of generation. However, we expect ratios to trough by

2015 to about 22% as the full impact of the commodity cycle takes effect. Exelon will need consolidated debt

protection measures of at least 21% for the current rating level.

Subsequently we expect a modest recovery driven by coal-plant retirements. Risks to our analyses exist in the form of

incremental headwinds from shale gas production and a delay in price recovery Fundamental shifts in power

consumption, brought about by energy efficiency could also lower market heat rates and affect power prices.

ExGen’s cash flow protection, as reflected by the ratio of adjusted FF0 to debt, was about 43.4% in 2010 (after

incorporating $1.3 billion of Exelon debt). However, we expect 2012 and 2013 adjusted FF0 to debt to decline to

around 30% due to lower power prices, when generation will be hedged, and lower in 2014 to trough at about 25% to

26%. We consider adjusted FF0 to debt measures at about 26% for ExGen as required for the rating.

We would continue to characterize ExCen’s and Exelon’s cash flows as satisfactory for the current rating. Still, while
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we expect Exelon to generate strong operating cash flow, its internal finding will remain weak due to a significant

capital spending program for reliability enhancements, smart grid programs, renewable energy at the utilities, and a

large nuclear uprate program.

Capital structure/Asset protection

Exelon has significant off-balance-sheet obligations that represent about one-fourth of total adjusted debt. After

adjusting for ExGen’s tolling contracts and the consolidated entity’s unfunded pension and postretirement benefit

obligations, we consider Exelon’s capital structure risk as significant. However, about 45% of total adjusted debt is at

utility operating companies:

As of June 30, 2012, Exelon’s adjusted debt to total capital was about 55.5%. Given the current business mix, which

depends considerably on the volatile generation business, we consider leverage to be high. Still, because the book

value of ExGen’s nuclear assets is undervalued, we would characterize book value debt to capital as a somewhat weak

indicator of financial risk. Nonetheless, we give relatively less importance to the debt to capital ratio because Exelon’s

ability to service its debt is not affected directly by this ratio.

Debt per kilowatt (kW), a more relevant leverage statistic, remains modest. Excluding debt at the utilities and after

imputing all debt relating to PPAs and unfunded pensions and post-retirement obligations, Exelon’s stand-alone

merchant business of adjusted owned and contracted kWs remains modest at about $275 per kW and under $500 per

kW when we include only base-load kW. We believe this is well below the replacement value of base load nuclear

units.

Liquidity

We estimate that Exelon and ExGen’s sources of cash during the next 12 to 24 months to exceed uses by about 1.8x

and 2.Ox, respectively. We expect sources over uses for both companies to remain positive even if EBITDA declines by

50%.Exelon has sufficient alternative sources of liquidity to cover current liquidity needs including ongoing capital

requirements and margin requirements at ExGen, moderate capital spending, and upcoming debt maturities.

Of the original $10.3 billion in combined credit facilities and bilaterals, $1 billion was reduced when the merger closed.

The balance of $1.5 billion (of the erstwhile $2.5 billion CEG facility) will be terminated by year-end. A $300 million

bilateral line of credit at ExGen will remain to help fill the $6.1 billion in ExGen combined company estimated liquidity

needs ($5.3 billion revolving credit facility, $300 million bilateral credit line, and the $500 million revolving credit

facility at Exelon). The $900 million in remaining bilaterals at Exelon (formally CEG bilaterals) will be terminated by

year-end 2012.

As of July 27, 2012, credit facilities consisted of:

• Exelon, $2.84 billion;

• ExGen, $5.6 billion;

• ComEd, $1 billion;

• PECO, $600 million; and

• BGE, $600 million.

These facilities expire between September 2013 and March 2017. Availability under these facilities was $2,319 million
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and $3,807 million respectively for Exelon and ExGen, and $999 million, $599 million, and $564 million for CornEd,

PECO, and BGE, respectively. Excluding commercial paper outstanding, the aggregate availability was $7.86 billion.

Debt maturity profile

Except for 2015 and 2016, the annual maturities for the next several years are about $1 billion, which is about 20% of

Exelon’s annual FF0, and hence, in our view, manageable. Furthermore, between 2012 and 2016, about 66% of the

maturities consist of regulated utility debt. Exelon and ExGen do not have any significant maturities till 2015 and 2014,

respectively.

Related Criteria And Research

• Liquidity Descriptors For Global Corporate Issuers, Sept. 28, 2011

• Business Risk/Financial Risk Matrix Expanded, May 27, 2009

• 2008 Corporate Criteria: Malytical Methodology, April 15, 2008

Ratings Detail (As Of September 28, 2012)

Exelon Corp.

Corporate Credit Rating BBB/Stable/A-2

Junior Subordinated BB+

Senior Unsecured BBB

Corporate Credit Ratings History

22-Jul-2009 BBB/Stable/A-2

21-Oct-2008 BBB/Watch Neg/A-2

29-Aug-2007 BBB+/Stable/A-2

Business Risk Profile Strong

Financial Risk Profile Significant

Related Entities

Baltimore Gas & Electric Co.

Issuer Credit Rating BBB+/Stable/A-2

Commercial Paper

Local Currency A-2

Preference Stock BBB

Preferred Stock BBB

Senior Unsecured BBB+

Commonwealth Edison Co.

Issuer Credit Rating BBB/Stable/A-2

Commercial Paper

Local Currency A-2

Preferred Stock BB+

Senior Secured A

Senior Unsecured BBB

Exelon Generation Co. LLC

Issuer Credit Rating BBB/Stable/A-2

Senior Unsecured BBB
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Exelon Corp.

Ratings Detail (As Of September 28, 2012) (cont.)

______

Senior Unsecured BBB

Senior Unsecured BBB/A-2

PECO Energy Co.

Issuer Credit Rating BBB/Stable/A-2

Commercial Paper

Local Currency A-2

Preferred Stock BB+

Senior Secured A-

Senior Secured AA-/Stable

Philadelphia Electric Co.

Senior Secured A

*Unless otherwise noted, all ratings in this report are global scale ratings. Standard & Poor’s credit ratings on the global scale are comparable
across countries. Standard & Poor’s credit ratings on a national scale are relative to obligors or obligations within that specific country.
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Industry Report Card:

A Stable Industry Outlook Supports Solid Ratings
For U.S. Regulated Electric, Gas, And Water
Utilities
Heading into the fourth quarter of 2012, nearly 88% of U.S. regulated electric, gas and water utilities had a stable

outlook and the predominance of ratings is in the ‘BBB’ category, solidly investment grade. Although we anticipate the

U.S. economic outlook to remain sluggish with only modest growth in customer consumption, we expect ratings

stability for the industry to continue. Ratings stability stems from our expectations of sustained demand for utility

services, responsive regulatory attention to cost recovery for needed capital investments, and as a consequence

continued appetite by investors for utility debt and equity offerings. Moreover, the essential commodity that utilities

provide and the rate-regulated nature of the businesses allow them to recover the bulk of their costs in rates they

charge customers regardless of economic conditions.

Economic Outlook

Standard & Poor’s Ratings Services’ economists publish monthly scenarios of where we think the U.S. economy could

be heading. Beyond projecting GDP and inflation, we also include outlooks for other major economic categories. We

call this forecast our “baseline scenario,” and we use it in all areas of our credit analyses (see table 1). Our current

ratings in the regulated utility sectors factor in this scenario. However, we realize that financial market participants also

want to know how we think the economy could worsen--or improve--from our baseline scenario. Any point-in-time

forecast of the economy will be wrong; it is simply a question of how far wrong. As a result, we also project two

additional scenarios, one upside and one downside. We set these scenarios approximately at one standard deviation

from the base line (roughly the 20th and 80th percentile of the distribution of possible outcomes). We use the downside

case to estimate the credit impact of an economic outlook that is weaker than the expected case.

Standard & Poor’s analysis of regulated electric, gas, and water utilities considers the general macroeconomic

environment and, in particular, economic indicators that are most correlated with customer consumption. Standard &

Poor’s baseline assumptions that contribute to our stable view of the regulated utilities include the following indicators:

• Real GDP growth of 2.1% in 2012 (from 1.7% in 2011) and only 1.8% in 2013;
• An unemployment rate of 8.1% in 2012 and 8% in 2013;

• An increase in disposable income of 3.4% in 2012 and 3.3% in 2013;

• Although prices may have hit bottom, a still weak housing market, with housing starts at around 750,000 in 2012

and 950,000 in 2013; and

• The 10-year Treasury yield at 1.8% in 2012 and 2.2% in 2013.

In addition, we have assumed generally responsive regulatory decisions and continued solid liquidity and capital

market access for this sector.
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Industry Report Card: A Stable Industry Outlook Supports Solid Ratings For U.S. Regulated Electric, Gas, And
1X7ater Utilities

Effects on ratings

The vast majority of U.S. investor-owned utility companies that we rate have stable outlooks. Ratings activity was

quiet in the third quarter, with just five downgrades (all of which related to Duke Energy Corp.), one upgrade, and two

outlook revisions to positive from stable. The rating distribution, as measured by outlooks and CreditWatch listings, is

slightly balanced between positive and negative outlooks and CreditWatches with about 6% of the industry having a

positive credit outlook, almost 5% carrying a negative outlook, and 1% on CreditWatch with negative implications.

Nevertheless, the trend is still largely biased toward ratings stability, with nearly 88% of all U.S. investor-owned

regulated utility companies carrying a stable outlook at the end of the third quarter of 2012. Therefore, we expect the

number of prospective rating changes to remain moderate in the near to intermediate term.

Our economists have put the chance of another recession at about 20% to 25%. Our baseline forecast indicates that

the despite recently improved jobs date, the economic recovery will remain in slow gear. We’re forecasting baseline

real growth to remain subpar through the end of the year. For 2012, we expect baseline real U.S. GDP to growth of just

2.1%, which is a bit stronger than the 1.74% in 2011, although much weaker than the 3% rate in 2010. Growth for

2013, at 1.8%, is softer than our previous 2.0% forecast. Although the jobs market is much better than it was when the

recession ended, the unemployment rate remains somewhat high and no significant improvement is likely soon. We

expect the jobless rate to hover around 8.1% for 2012 and 8% in 2013. Although home prices appear to have hit

bottom, home sales and construction on new units are still well below historical levels. We’re forecasting housing starts

at 750,000 units in 2012 and 950,000 units in 2013. In our pessimistic scenario featuring economic contraction, the

unemployment rate rises to 8.8% in 2013 and housing starts tumble to 660,000 units. The 10-year Treasury note yield

falls to averages of 1.69% in 2012 and 1.25% in 2013, compared with our baseline scenario of 1.77% and 2.15%. Under

such a downside scenario, state regulators would likely be increasingly reluctant to approve rates increase requests by

utilities. However, if the economy grows faster than we expect, as in our optimistic scenario, stronger employment and

higher disposable income would help reduce uncollectible accounts, and increases in housing starts would increase

electricity consumption. In our upside case, regulatory risk could possibly lessen as concerns about the burden of rate

levels on ratepayers abate.

Generally, we see little modification in U.S. regulated utilities’ business risk and financial risk profiles during periods of

economic change. As a result, credit outlooks and ratings should remain predominantly unchanged even if economic

conditions worsen or improve in the near term.

The universe of U.S. electric utilities is relatively highly rated, certainly compared with the average ‘BB’ category for

U.S. industrial companies. This is a function of the large percentage of firms with “excellent” or “strong” business risk

profiles, typical of utilities, but also of the relatively weak (“significant” and “aggressive”) financial risk profiles. As a

consequence, about 63% of the industry carries a ‘BBB’ category corporate credit rating (‘BBB+’, ‘BBB’, and ‘BBB-’),

nearly 35% ‘A-’ and above, and just 3% speculative grade (‘BB+’ and below).
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Table I

2012-2013 Scenarios for the U.S. Regulated Utilities Industry

FORECAST/SCENARIOS* ACTUAL

--Pessimistic-- --Baseline-- --Optimistic--

Sept. 30, 2012 Sept. 30, 2012 Sept. 30, 2012

Priority 2012 2013 2012 2013 2012 2013 2011

Macroeconomic indicators

Real GDP (% change) High Priority 1.95 (0.52) 2.18 1.84 2.43 3.68 1.81

CPI (% change) 1.94 0.82 2.02 1.37 2.26 2.37 3.14

Core CPI (% change) Medium 2.12 1.46 2.16 1.84 2.24 2.41 1.66
Priority

Number of households (mil.) Medium 120.64 121.88 120.67 122.13 120.69 122.29 119.32
Priority

Yearly % change 1.11 1.03 1.13 1.21 1.15 1.33 0.82

ECI, wages and salaries (% change) 1.72 1.11 1.83 1.84 1.92 2.10 1.67

Unemployment rate (%) High Priority 8.25 8.82 8.22 8.01 8.06 7.11 8.95

Household obligations ratio (%) Medium 15.86 14.81 15.85 14.97 15.85 15.22 16.25
Priority

Industry drivers

Housing starts (mil. units) High Priority 0.73 0.66 0.76 0.94 0.79 1.21 0.61

Disposable income, 2005$ (% 1.58 1.52 1.61 2.12 1.50 2.09 1.33
change)

Disposable income (% change) High Priority 3.28 2.20 3.40 3.31 3.47 4.10 3.80

Consumer spending, electricity (% Medium 0.55 3.24 0.58 3.92 0.56 4.40 0.69
change) Priority

Deflator electricity prices (% 0.11 1.81 0.13 2.38 0.16 3.03 1.88
change)

Natural gas % of electricity fuel use 0.24 0.24 0.24 0.24 024 0.24 0.24

Coal % of electricity fuel use 0.44 0.44 0.44 0.44 0.44 0.44 0.45

Petroleum % of electricity fuel use 0.01 0.01 0.01 0.01 0.01 0.01 0.01

Power plant nonresidential (% Medium 25.48 (12.72) 25.56 (11.43) 25.63 (10.66) (3.30)
change) Priority

Investment in public utilities (% Medium 17.80 (7.57) 17.90 (6.03) 18.00 (4,99) (2.92)
change) Priority

Investment in electric and gas Medium 22.62 (10.27) 22.70 (9.05) 22.77 (8.31) (3.22)
utilities (% change) Priority

Employment, utilities (mil.) 0.56 0.56 0.56 0.55 0.56 0.55 0.56

Employment, private (mil.) 111.18 111.43 111.28 113.24 111.37 114.53 109.25

PPI electricity (% change) Medium 0.34 2.84 0.37 3.46 0.41 4.16 2.48
Priority

FF1 coal (% change) Medium 0.72 0.44 0.75 1.51 0.79 2.77 9.22
Priority

‘BBB’ bond yield (%) Medium 5.00 4.97 5.02 5.20 5.07 5.76 5.66
Priority

10-yr. Treasury note yield (%) High Priority 1.69 1.26 1.77 2.15 1.92 3.38 2.79

BBB’ interest rate spread (%) 3.32 3.71 3.24 3.05 3.15 2.38 2.88
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Table 1

2012-2013 Scenarios for the U.S. Regulated Utilities Industry (cont.)

*pessimistic and optimistic forecasts are from the “U.S. Risks To The Forecast, on RatingsDirect. Baseline forecast from the U.S. Monthly
Forecast Report. PPI--Producer Price Index. Note: S&P U.S. Economic teams forecasts are constructed using the Global Insight model of the
U.S. Economy--Industry Economic Table population process maintained by Quality Data Analytics.

(For the latest economic forecast, see “U.S. Economic Forecast: Long Time No See,” published Oct. 15, 2012.)

Regarding rating actions, we lowered the ratings on Duke Energy (BBB+/Negative/A-2) and its subsidiaries and

affirmed the ratings on Progress Energy and its subsidiaries (BBB+/Negative/A-2) and removed the ratings from

CreditWatch with negative and developing implications, respectively, following the companies’ merger. When the

merger closed, Progress became a wholly owned subsidiary of Duke. The downgrade on Duke reflects our view that

the abrupt and unexpected leadership change at the merged company has heightened regulatory risk in North Carolina

and likely in Florida, significantly weakening the company’s consolidated “excellent” business risk profile. The North

Carolina Utilities Commission immediately began hearings and an investigation into the change in management. We

believe that management and the board face a significant challenge in restoring their credibility with regulators and the

marketplace.

The negative outlook reflects the potential for lower ratings over the next 12 to 18 months if the company fails to

effectively address increased levels of regulatory risk in two of its largest jurisdictions, which would move the business

risk profile to the “strong” category and at the same time lead to weaker credit protection measures. Our base case

projections for Duke Energy incorporate the possibility of delayed but constructive rate-case outcomes in North

Carolina and credit-neutral regulatory developments in Florida regarding the Crystal River 3 nuclear plant. These

factors are a floor for our expectations, leading to an adjusted funds from operations (FF0) to total debt of about 18%

and adjusted debt leverage of between 50% and 52% by 2014, which would support current ratings. However, if credit

protection measures fall below expectations such that adjusted FF0 to total debt is below 16% along with adjusted

debt leverage that approaches 55% we will lower the corporate credit rating by one notch to ‘BBB’. In light of pending

operational challenges, we do not expect to assign a higher rating to Duke Energy in the intermediate term.

Higher ratings on SEMCO Energy Inc. (BBB/Stable/--) followed AltaGas Ltd.’s (BBB/Stable/--) acquisition of SEMCO

Holding Co. and take into account the higher credit quality of the new parent. On Aug. 30, 2012, AltaGas purchased

SEMCO Holding Co. (SEMCO Energy’s parent) for $1.135 billion, including $355 million of assumed debt. AltaGas

conservatively financed the transaction, preserving SEMCO’s stand-alone credit quality. Our ratings on SEMCO are

limited to the lower of our rating on AltaGas’ consolidated credit quality or SEMCO’s stand-alone credit quality. The

ratings on SEMCO reflect the consolidated credit profile of parent AltaGas. The ratings also reflect SEMCO’s

“excellent” business risk profile and AltaGas’ “significant” financial risk profile. Ratings stability reflects our assessment

of AltaGas’ business mix, which is diverse with a greater contribution from fee-based and regulated utility cash flows.

In our view, near-term financial measures are low for the ratings, although we recognize the cash flows are becoming

increasingly sustainable and predictable. We could lower ratings if the company’s financial metrics do not improve as

expected to above 13% FF0 to debt in 2014, or if it does not execute and integrate capital projects and acquisitions on

time. We expect to see further capital projects and acquisitions financed in line with AltaGas’ stated capital structure

goals. We could raise the ratings if the business risk profile improves through the addition of less-volatile cash flows

that reduce commodity exposure, and financial ratios improve when long-term projects begin to contribute.
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We revised the outlook on Cleco Corp. (BBB/Positive/--) to positive from stable owing to the company’s efforts to

reduce its merchant generation exposure while at the same time increasing the regulated rate base and reaching

constructive regulatory outcomes. The also reflects the potential for higher ratings if the improvement in financial

performance persists such that the financial risk profile is consistently in the “significant” category combined with

Cleco maintaining its excellent business risk profile. Our base case projections anticipate that the financial risk profile

will remain “aggressive” in the near term, but continue to improve, with FF0 to debt of more than 17%, and debt to

capital no higher than 52%. A one-notch upgrade is tied to sustained FF0 to debt that is greater than 20%. Yet, if

business risk increases or Cleco cannot generate sufficient cash flow such that FF0 to debt falls below 15% and debt

leverage exceeds 55% on a sustained basis, then we will revise the outlook to stable.

We can trace the outlook revision on American Water Works Co Inc. (BBB+/Positive/A-2) and its subsidiaries to

positive from stable to our expectation that there is at least a one-in-three probability that the company will continue

to achieve modest improvements in its financial metrics that would support a one-notch upgrade. Higher ratings are

possible if we see sustained financial performance above our base case forecast of adjusted FF0 to debt of 14% and

debt to capital of about 59%. Fundamental to our forecast is our expectation that the company continues to effectively

manage its regulatory relationships to achieve constructive regulatory outcomes in its many jurisdictions. We could

lower the rating if financial performance stalls or deteriorates, which could result from substantial debt financing of

capital outlays or acquisitions, such that FF0 to debt falls below 9% and debt to capital rises above 65%.

Industry Credit Outlook

Strong capital market access expected to continue

We have seen that investor appetite for electric first mortgage bonds remains healthy, with deals continuing to be

oversubscribed at attractive rates. Credit fundamentals indicate that most, if not all, regulated utilities should continue

to have consistent and ample access to funding sources and credit. Issuance of common stock to partially fund

construction spending is also possible for some firms, and would help to support capital structure balance. Liquidity is

an industry strength and has been improving. Banking syndicates are expressing willingness to negotiate credit

facilities, now with lengthening terms, of up to five years and with favorable terms. Uncertainty in global financial

markets has not noticeably affected regulated domestic utilities. This market access is crucial, especially in light of

increasing capital budgets to address rising investment requirements for the industry.

The amount of medium- to long-term debt issued by the domestic utility industry from Jan. 1, 2012 through Sept. 30,

2012 was nearly $30 billion. We expect reliance on external capital to increase, largely due to the industry’s projected

increases in construction spending. Despite the slow growth, aging infrastructure and retirements of older, inefficient

coal-burning stations make investing necessary. For 2012, we expect that electric utilities will spend $85 billion, while

the gas sector will spend about $9.1 billion, and water companies approximately $1.8 billion.

Ratings stability for sector is likely

On the whole, the regulated utility industry has continued to weather the challenging economy of the past few years

with little lasting effect on the industry’s collective financial risk profile. The essential service that these companies

provide and the rate-regulated nature of the business enable them to generate reasonably steady cash flows and to
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recover the bulk of their costs from customers, despite economic conditions and the challenge of heavy investment

needs. Also, we expect the industry to continue to have high liquidity levels. Therefore, we expect credit quality of

regulated electric, gas, and water utilities to remain stable.

Chart 1

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT OCTOBER 22, 2012 7

1027793 I 301097861

Regulated Utilities Long-Term Rating Distribution*

October2012 • Aprd2Ol2 • October2011

(No. of issuers)

160

140

120

100

80

60

40

20

0

Dates represent currentand previosiy pubhshed report card data.

@Standerd& Poors 2012.

A BBB

WPD-8 
Page 173 of 233

ICC Dkt. 13-0318 
ComEd Ex. 14.04



Industry Report Card: A Stable Industry Outlook Supports Solid Ratings For U.S. Regulated Electric, Gas, And
‘Water Utilities

Chart 2

Issuer Review

Table 2

, — —

Company/Rating*/Comments Analyst

AEP Texas Central Co. (BBB/Stable/--)

AEP Texas Central is a wires-only transmission and distribution utility serving southern Texas. The utility’s
financial measures are robust following an $800 million bond securitization of costs previously incurred to
transition to retail competition in Texas. See American Electric Power Co. Inc. for consolidated financial ratios.

AEP Texas North Co. (BBB/Stable/--)

AEP Texas North is a wires-only transmission and distribution utility that transmits and distributes electricity to
consumers. See American Electric Power Co. Inc. for consolidated financial ratios.

AGL Resources Inc. (BBB+/Stable/A-2)

Integrating its recent acquisition of Nicor Inc. will keep AGL busy in 2012, making for a steady business profile.
Regulated utilities will generate stable cash flows, while its unregulated business (particularly, wholesale marketing
and trading) continue to face challenging markets. We project the regulated businesses to generate about 70% of
consolidated EBITDA in 2012, although the percentage could vary depending on the performance of the
nonregulated businesses, and funds from operations (FF0) to debt will be 17% to 20%, although measures could be
distorted for a time because of merger accounting.
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ALLETE Inc. (BBB+/Stable/A-2)

ALLETE’s high concentration of large cyclical industrial customers is a driver of the company’s credit quality. The Matthew L.
company has shown it can adapt to dramatic shifts in industrial customers electricity demand without derailing its O’Neill
financial protection measures. The company has received regulatory approval to recover costs through a
renewable resource rider for its Bison 2 and 3 wind projects. Continued higher demand nominations from industrial
customers in 2012 and recovery of expenses and investments should strengthen operating cash flows. We expect
financial performance to be strong, with FF0 to debt of 22%, debt to EBITDA of 4.4x, and debt to capital of 53%.

Alabama Power Co. (A/Stable/A-i)

Alabama Power continues to benefit from a regulatory framework that incorporates riders that are forward looking, Dimitri Nikas
enabling the company to recover approved investment in a timely fashion. Revenues in 2012 increased by about
$150 million from the elimination of a tax-related adjustment, removing the need for a base rate increase. The
company’s underrecovered fuel balance was not material at June 30, 2012 at about $16 million. See Southern Co.
for consolidated financials.

Alliant Energy Corp. (BBB+/Stable/A-2)

The company continues to follow its regulated strategy to build or buy rate base and recover costs through Gerrit W.
regulatory proceedings. The company will be buying the 600 megawatt (MW) Riverside combined-cycle unit in Jepsen, CFA
Wisconsin and the Columbia coal plant environmental retrofit is on track. In Iowa, the company plans to file for
approval to build a new gas-fired combined-cycle unit. Alliant continues to pursue selling its wind and renewable
energy contracting business. For the 12 months ended June 30, 2012, FF0 to total debt, debt to EBITDA, and debt
to total capital were 21%, 3.8x, and 53%, respectively. Our forecast assumes these financial measures will weaken
as the benefits of bonus depreciation end.

Ameren Corp. (BBB-/Stable/A-3)

The company’s financial measures continue to be in line with our expectations of FF0/debt at 19% to 21%. For the Gabe
12 months ending June 30, 2012, FF0/debt decreased to 19.9% from 21% at year-end 2011, debt/EBITDA slightly Grosberg
improved to 3.7x compared with 3.8x at year-end 2011, and debt to total capital weakened to 5 1.8% from 51% at
year-end 2011 The rating continues to be affected by the company’s merchant business that Ameren continues to
support. Our base case scenario incorporated weak earnings from the company’s merchant business and assumes
that the company will continue to effectively manage its regulatory risk despite the ongoing challenges in its
regulated jurisdictions.

Ameren illinois Co. (BBB-/StableJA-3)

The company recently received its first rate order under the new formulaic process for determining rates. The Gabe
regulatory commission ordered a $48.1 million rate decrease after the company initially filed for a $19.3 million Grosberg
rate decrease. The company has since filed a second rate case, requesting a rate decrease of $15.2 million and the
commission has recommended a $39 million rate decrease. Our expectations that the formula rates allowed under
the new legislation would ultimately reduce the company’s regulatory lag may take longer than anticipated. For
consolidated financial information, see Ameren Corp.

Ameren Missouri (BBB-/Stable/A-3)

The company continues to manage its regulatory risk and to reduce its regulatory lag by filing timely rate cases. In Gabe
February 2012, the company filed a $376 million electric rate case, mostly reflecting higher fuel costs, energy Grosberg
infrastructure investments, and its energy-efficiency program. The staff has since recommended a rate increase of
$210 million and the company expects the rate order by year-end 2012. We expect the company to continue to file
frequent rate cases because of the large mandated environmental capital spending. For consolidated financial
information, see Ameren Corp.

American Electric Power Co. Inc. (BBB/Stable/A-2)

Multiple regulatory proceedings are pending that should ultimately bolster cash flow through incremental cost Gerrit W.
recovery and proceeds from securitization initiatives to recovery regulatory assets and unrecovered fuel costs. The Jepsen, CFA
Ohio electric security plan order provides incremental cost recovery as Ohio Power transitions to market-based
generation rates by June 2015. AEP is nearing completion of the Turk coal unit and beginning to seek partial rate
recovery in Texas. For the 12 months ended June 30, 2012, FF0 to total debt was almost 20%, debt to EBITDA
was 4.2x, and debt to total capital was 57%.

American States Water Co. (A+/Stable/—)

Credit measures are adequate for the rating, with FF0/debt expected to be in the low 20% area in 2013. We Gabe
expect 2013 financial measures to benefit from the rate increases as part of Golden State Water Co.’s Grosberg
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(A+/Stable/--) rate case settlement, and the changes in the Water Revenue Adjustment Mechanism (WRAM) that
reduce the amortization period of deferral balances.

American Transmission Co. (A+/Stable/A-1)

ATC’s credit quality is a function primarily of the constructive regulation provided by the Federal Energy Richard W.
Regulatory Commission (FERC), which results in highly predictable financial and credit measures. The regulatory Cortright
construct includes forward-looking rates, annual true-ups, cash return on construction work in progress, and a
12.2% authorized return on equity (ROE). For the 12 months ending June 30, 2012, FF0/debt declined slightly to
19% from 19.6%, as did debt/EBITDA, to 4.2x from 4.lx, for the same periods. ATC’s capital spending program
may grow considerably in future years, particularly in light of the company’s fledgling joint venture with Duke
Energy Corp.

American Transmission Systems Inc. (BBB-/Stable/--)

FirstEnergy’s regulated transmission assets represent the largest transmission company in the PJM region. We Gabe
expect that the company will continue to strategically grow its transmission assets within its footprint, taking Grosberg
advantage of new transmission opportunities partially because of coal unit retirements. Capital spending over the
intermediate term is expected to average $220 million annually. The company’s ratings are stressed by
FirstEnergy’s merchant businesses that continue to be pressured by the low market price for electricity. For
consolidated financial information, see FirstEnergy Corp.

American Water Works Co. Inc. (BBB+/Positive/A-2)

We expect American Water Works financial measures to continue to improve in the next 12 months due to recent Matthew L.
rate increases in Illinois, Missouri, California, and New Jersey. The company completed the sale of its Ohio O’Neill
subsidiary for $89 million. Financial measures are currently in line with our expectations as of June 30, 2012, with
FF0 to debt of 14% and debt/EBITDA of 4.8x.

Appalachian Power Co. (BBB/Stable/--)

In West Virginia, Appalachian Power has a pending proceeding to securitize around $415 million of costs including Gerrit W.
deferred fuel and purchased power costs. It expects to complete this by the end of the first quarter 2013. This Jepsen, CFA
should help bolster the utility’s financial measures from the incremental cash. See American Electric Power Co. Inc.
for consolidated financial ratios.

Aqua Pennsylvania Inc. (A+/Stable/--)

We expect Aqua Pennsylvania’s credit measures to remain at current levels, with FF0 to total debt of about 20% in Matthew L.
2012. Additional rate increases and strong recovery mechanisms, including the recently implemented Distribution O’Neill
System Improvement Charge in New Jersey, support this performance. On a consolidated basis, the company
expects about $350 million of capital spending in 2012. We expect the company will be able to meet these
spending needs without issuing additional debt.

Arizona Public Service Co. (BBB/Positive/A-2)

Arizona Public Service’s (APS) general rate case was settled in 2012, providing 10% return on equity and no net Michael T
change in base rates. APS also agreed not to file its next general rate case until 2015, therefore controlling Ferguson,
operating costs will be important. Purchase of Southern California Edison’s 48% interest in Four Corners coal units CFA, CPA
4 and 5 will allow APS to retire older, less-efficient coal units, pending regulatory approval. See Pinnacle West for
comments on consolidated financials.

Atlanta Gas Light Co. (BBB+/Stable/--)

We base Atlanta Gas’ rating on the credit profile of its parent, AOL. Resources. Integrating its recent acquisition of Todd A.
Nicor Inc. will keep AOL. busy in 2012, making the business profile steady for the foreseeable future. Regulated Shipman,
utilities will generate stable cash flows, while its unregulated business (particularly, wholesale marketing and CFA
trading) continue to face challenging markets. We project the regulated businesses to generate about 70% of
consolidated EBITDA in 2012, although the percentage could vary depending on the performance of the
nonregulated businesses, and FF0 to debt will be 17% to 20%.

Atlantic City Electric Co. (BBB+/Stable/A-2)

The company continues to manage its regulatory lag by filing regular rate cases. The company has filed for an Matthew L.
electric rate increase of about $90 million premised on an ROE of 10.75%. The staff recently recommended a rate O’Neill
increase of $48 million based on a 10.15% ROE. The rate increase should help bolster the utility’s operating cash
flow. See PEPCO Holdings for consolidated financial ratios.

Atmos Energy Corp. (BBB+/Stable/A-2)
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Atmos’ regulated gas distribution and transmission operations continue to perform well, benefiting from a series of Dimitri Nikas
rates increase in most jurisdictions and offsetting the impact of a decline in throughput. Nonregulated operations
continue to perform poorly due to high competition, lower gas spreads, and lack of asset optimization
opportunities. For the 12 months ended June 30, 2012, financial performance was stable, with FF0 to debt of
2 1.9% and debt to capital of 53.1%.

Avista Corp. (BBB/Stable/A-2)

Further acquisitions in the energy-management services sector indicate a larger appetite for nonregulated Michael T.
operations in Avista’s overall focus and strategy. However, consolidated financial results remain driven by mostly Ferguson,
from regulated utility operations. Northwest hydrogeneration has been robust for the past two years, but the CFA, CPA
company remains exposed to variability. Power costs and lucrative general rate cases continue to support
financials. Avista’s credit measures have remained largely unchanged over the past three years, with adjusted FF0
to total debt at 18.9% for the year ended June 30, 2012, and adjusted debt to equity at 54.3%.

Baltimore Gas & Electric Co. (BBB+/Stable/A-2)

Because of the Exelon/Constellation merger, the company delayed its rate case filing that partially contributed to Gabe
weaker financial measures. For the 12 months ending June 2012, FF0/debt was 17.9% and debt to total capital Grosberg
was 46.6%. The company’s electric and gas rate case filings requested revenue increases of $150 million and $53
million, respectively. We base the company’s rating on its stand-alone credit quality and we rate the company one
notch higher than its parent, Exelon Corp., due to the insulation measures the company has implemented and
maintained. As part of the merger approval, BGE distributed a one-time, estimated at $112 million, rate credit to its
customers and is restricted from paying a dividend to parent Exelon through 2014.

Bay State Gas Co. (BBB-/Stable/--)

Our ratings on Bay State Gas reflect the consolidated credit profile of its parent, Nisource Inc. We expect Gerrit W.
Nisource’s adjusted FF0 to total debt to be about 14% in 2012. Jepsen, CFA

Black Hills Corp. (BBB-/Positive/--)

Black Hills recently closed on the sale of about 85% of its Bakken and Three Forks shale assets in the Williston Matthew L.
Basin for roughly $243 million. This sale, along with the earlier sale of its ENSERCO energy marketing business, O’Neill
helps to significantly improve the company’s business risk profile. Ongoing rate recovery of expenses and
investments through multiple cases strengthen operating cash flow. Financial measures as of June 30, 2012 remain
in line with the rating, with FF0 to total debt of roughly 14% and debt to EBITDA of 4.6x, and debt to total capital
of 59%,

Black Hills Power Inc. (BBB-/Positive/--)

Black Hills Power recently received an EPA air permit allowing it to begin construction of its $237 million 132 MW Matthew L.
natural gas-fired Cheyenne Prairie Generating Station. The company’s request for certificate of public convenience O’Neill
was approved in July 2012. The company is also working on securing a rate rider to recoup construction costs for
the plant. For consolidated financial ratios, see Black Hills Corp.

Boston Gas Co. (A-/Stable!--)

We base our ratings on Boston Gas on the consolidated credit profile of ultimate parent, U.K.-based National Grid Barbara A.
PLC. On May 1, 2012, the company filed with the Massachusetts Dept. of Public Utilities for recovery of capital Eiseman
costs related to infrastructure replacement. The requested revenue requirement associated with the capital costs is
$22 million. For further details, see National Grid USA.

CMS Energy Corp. (BBB-/Positive/A-3)

For the 12 months ending June 30, 2012, FF0/debt was maintained at about 13% and debt to total capital also Gabe
remained steady at about 75%. The Michigan economy has gradually seen some economic revitalization. While Grosberg
Michigan’s current unemployment rate of 9.4% is still greater than the 8.1% national average, it has nevertheless
improved considerably from the 14.6% high in 2009. Over the intermediate term, we expect that the company’s
financial measures will continue to very gradually improve as its rate base continues to grow and the rate case
increases continue to take hold.

California Indpt Sys Operator Corp. (A/Stable!--)

Cal ISO, which is responsible for the reliability of most of California’s transmission grid, faced the summer peaking Richard W.
period absent the very large and locationally critical 2,150 MW San Onofre nuclear plant. The Los Angeles basin is Cortright
transmission-constrained and has about 12,300 MW of capacity and requires 10,600 MW to maintain reliability.
The temporary return to service of certain gas-fired facilities, the electrification of two new major transmission
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lines, and lower late-summer temperatures were critical to avoiding blackouts. Cal ISO is planning for the
possibility of these plants not returning to service for the summer of 2013. Cal ISO’s financial profile remains stable
and predictable, and the 2013 preliminary revenue requirement, while marginally higher than 2012, remains below
the $199 million threshold above which the FERC would start reviewing operations.

California Water Service Co. (A+/Negative/--)

As of June 30, 2012, Cal Water’s FF0/debt weakened to about 11.8% as compared with 13.8% at Dec. 31, 2011 Gabe
and debt to capital was about 62.4% as compared with 61.2% at year-end 2011. Although some improvement in Grosberg
credit measures is likely due to the changes in the Water Revenue Adjustment Mechanism (WRAM), which reduces
the amortization period of deferral balances, ratings could be pressured if either FF0/debt is consistently below
16% or debt/capital is consistently more than 60% over the medium term. Recently, Cal Water filed a general rate
case with the commission for a rate increase beginning Jan. 1, 2014.

Carolina Power & Light Co. d/b/a Progress Energy Carolinas Inc. (BBB+/Negative/A-2)

PEC completed the first of the three gas-fired combined-cycle units, the 600 MW Richmond facility, and is Dimitri Nikas
completing the remaining two units, the 950 MW Lee unit, and the 620 MW Sutton unit, which have in-service
dates of January and December 2013, respectively. In addition, PEC will retire about 1,500 MW of unscrubbed coal
capacity. The company is planning to file a rate case in late 2012 to recover invested capital and higher operations
and maintenance costs. The combination of unfavorable weather, reduced demand and only modest customer
growth contributed to a 3.5% decline in retail sales in 2012. See Duke Energy Corp. for consolidated financials.

Cascade Natural Gas Corp. (BBB+/Stable/--)

Our ratings on Cascade reflect the consolidated credit profile of its parent, diversified energy company MDU Michael T.
Resources Group (BBB+/Stable/--). Cascade’s operations have continued to improve and we expect it to maintain Ferguson,
FF0 to debt between 25% and 30%, in line with its current performance. The utility continues to benefit from CFA, CPA
higher-than-average customer growth, although it is still markedly less than the company had during the run-up to
the Great Recession.

CenterPoint Energy Houston Electric LLC (BBB+/Stable/--)

CEHE’s customer growth continues to benefit from the robust local economy, growing by more than 2% annually, Dimitri Nikas
and helping mitigate the effect of the latest rate case decision that reduced operating income by about $35 million
annually. CEHE’s base rates now reflect a capital structure with 45% equity, up from 40%, further supporting credit
quality. See CenterPoint Energy for consolidated financials.

CenterPoint Energy Inc. (BBB+/Stable/A-2)

Centerpoint’s financial performance remained robust for the 12 months ended June 30, 2012, with FF0 to debt of Dimitri Nikas
20%, debt to capital of 61.3% and debt to EBITDA of 3.7x. The company completed smaller acquisitions that
expanded the field services operations using proceeds from a $ 1.695 billion stranded cost securitization from
earlier in the year. We expect that capital spending should begin to be directed mostly toward the regulated
operations over the next few years, with the Shell and Encana gas-gathering projects now complete and operating
at capacity. Furthermore, we expect that CenterPoint will deploy the remaining stranded cost proceeds in projects
that preserve the consolidated credit profile.

CenterPoint Energy Resources Corp. (BBB+/Stable/A-2)

CenterPoint completed construction on the two Shell and Encana gas-gathering projects, which are now operating Dimitri Nikas
at capacity and the company acquired the 50% interest in the Waskom gas processing facility it did not already
own. The gas distribution companies are performing well and are earning closer to the allowed ROEs due to rate
case increases, improved rate design in various jurisdictions and modest but consistent increases in the number of
customers along with favorable weathec These improvements mitigate some weakness in the gas pipeline and
competitive businesses. See CenterPoint Energy for consolidated financials.

Central Hudson Gas & Electric Corp. (A/Watch Neg/--)

Parent CH Energy Group (not rated) is being acquired by Fortis Inc. (A-/Watch Neg/--). We expect to resolve the Matthew L.
CreditWatch when the transaction closes in early 2013. The FERC approved the merger in July and the companies O’Neill
still need the New York regulator’s approval. Central Hudson currently operates under a three-year rate settlement
through 2013 that should support its credit profile, with adjusted FF0 to total debt that exceeds 19% and adjusted
total debt to total capital that remains below 54%. Financial measures as of June 30, 2012 remain in line with the
rating, with FF0 to total debt of 21%, debt to EBITDA of 3.6x, and debt to total capital of 57%.

Central Maine Power Co. (BBB+/Watch Neg/A-2)
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We base Central Maine Power’s ratings on stand-alone credit characteristics because of remoteness to its ultimate Matthew L.
parent, Iberdrola (BBB+/Stable/A-2). Central Maine’s ratings are currently capped at Iberdrola’s rating. Regulatory O’Neill
risk is minimal, with numerous pass-through rate clauses for most major costs and steady, if low, returns. The
company is pursuing large transmission investments to meet reliability demands. Credit quality can be maintained
if adequate financial and regulatory support is obtained before and during construction, otherwise the financial
profile would be stressed. Recent financial performance is in line with our expectations due to the current recovery
of the transmission investments, with FF0 to debt at 27% and debt leverage at 46%.

Cleco Corp. (BBB/Positive/--)

The positive outlook on Cleco reflects its consistent efforts to reduce its merchant generation exposure and Dimitri Nikas
increase the regulated rate base. Most recently, Cleco Power entered into a three year agreement with Cleco’s
remaining merchant generation unit. The company’s fundamental financial performance continues to demonstrate
consistent improvement, which we view as sustainable in the absence of higher risk activities. For the 12 months
ended June 30, 2012, consolidated financial performance was strong for the ratings, with FF0 to debt of 29% and
debt leverage of 48%.

Cleco Power LLC (BBB/Positive/--)

Cleco currently operates under a four-year agreement while recovering the investment in the newly built Madison Dimitri Nikas
Unit 3 and the recently acquired Acadia Unit 1. Both these resources have helped the company reduce its reliance
on purchased power and have contributed to a meaningful increase in rate base. The company also entered into a
wholesale agreement with Dixie Electric Membership Co-op to provide power starting in 2014, subject to the
Louisiana regulator’s approval. See Cleco Corp. for consolidated financials.

Cleveland Electric Illuminating Co. (BBB-/Stable/--)

The regulator recent approved the company’s electric security plan that extends the current plan through May Gabe
2016. Under the plan, the company will freeze its distribution rates but will be allowed to maintain its distribution Grosberg
capital rider, partially mitigating the effects of the rate freeze. We base the company’s ratings on parent
FirstEnergy’s consolidated credit quality. Cleveland Electric’s stand-alone “excellent” business risk profile reflects
its low-risk monopolistic rate-regulated electric utility distribution business. The utility’s ratings continue to be
affected by FirstEnergy’s nonrated regulated generation and retail business that are materially pressured by the low
price of power. For consolidated financial information, see FirstEnergy Corp.

Colonial Gas Co. (A-/Stable!--)

We base the ratings on Colonial on the consolidated credit profile of parent, U.K.-based National Grid PLC. In May Barbara A.
2012, Colonial filed with the Massachusetts Dept. of Public Utilities to recover capital costs related to infrastructure Eiseman
replacement. The revenue requirement is $2.4 million. The request is pending. For further details, see National Grid
USA.

Commonwealth Edison Co. (BBB/Stable/A-2)

The regulator ordered the company to reduce rates by $168.6 million under the company’s first electric rate filing Gabe
under the new energy infrastructure modernization act. Also, the commission only reversed one of the issues in its Grosberg
rehearing order and the company will appeal the remaining issues in court. While we expected that the formula
rates allowed under the new legislation would ultimately reduce the company’s regulatory lag those expectations
will take longer than anticipated. The company’s stand-alone financial measures continue to be more than
adequate for the rating. For the 12 months ending June 30, 2012, FF0/debt was 3 2.1%. ComEds credit rating is
limited to the lower of its stand-alone credit quality or parent, Exelon. Exelon’s credit quality is affected by its
nonrated regulated generation and retail businesses that are directly affected by low power prices.

Connecticut Light & Power Co. (A-/Stable!--)

The ratings on CL&P reflect the consolidated credit profile of parent Northeast Utilities. Under a merger Barbara A.
settlement’s terms, CL&P provided a one-time rate credit of $25 million to customers and agreed to freeze base Eiseman
distribution rates until the end of 2014. It will also forego recovery of $40 million of $263 million of storm costs,
and to defer the remaining costs until December 2014. In light of CL&P’s difficulties in restoring service to
customers in a timely manner after 2011 storms and the Connecticut regulator’s review and recent order
addressing CL&P’s storm response that noted deficiencies, full cost recovery is uncertain. However, CL&P has
been implementing significant improvements and has committed to invest $300 million to improve resiliency of its
electric distribution system. Please refer to Northeast Utilities for more details.

Connecticut Natural Gas Corp. (BBB/Stable!--)

Connecticut Natural Gas’ relatively stable and mostly residential service territory contributed to cash flow stability, Matthew L.
which should help maintain a stable credit profile through 2012, despite some softness in the local economy. We O’Neill
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