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[1]Commonwealth Edison Company

2012 2011 2010 2008

(CFO Pre-W/C + Interest) / Interest Expense 47« 52x 39x 40x
(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 accordarice with the Global Regulated Electric Utilities Rating Methodology using Moody's
standard adjustments.

Nofe: For definitions of Moody's most common rafic terms please see the accompanying Lser's Guide.
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Sizeable capital pfogram

Strong credit metrics for rafing category

Parent's dividend reduction enhances ComEd's internal cash flow
Dispute with IRS remains an overhang credit issue

Corporate Profile

Commonwealth Edison Company {ComEd) is a regulated electric transmission and distribution company and a
subsidiary of Exelon Corporation {Exelon; Baa2 stable). ComEd provides energy delivery services to retail and
wholesale customers in norther lllinots, including the city of Chicago. ComEd is reguiated by the Illinois
Commerce Commission {{CC) and the Federal Energy Regulatory Commission (FERC). Af December 31, 2012,
ComEd had fotal assets of $22.91 billion.

SUMMARY RATING RATIONALE

ComEd's Baa2 senior unsecured rating primarily reflects an improving but still unpredictable state regulatory
environment in which the company operates. The 2011 passage of EIMAimproved the cost recovery framework;
however, implementation of the law has been a challenge for Hinois electric utilites. The rating factors in continuing
strong credit metrics for its rating category, good liquidity management, a sizeable capital spending program, and a
diverse regional economy which helps mitigate the financial impact from the still weak economic recovery. The
rating further recognizes the expected enhancement to ComEd's internal cash flow following Exelon's decision to .
reduce its common dividend by 40%. A longer-term credit overhang remains owing to ComEd's ongoing exposure
to litigation with the IRS,

DETAILED RATING CONSIDERATIONS
Regulatory environment remains unpredictable des pite credit supportive legislation

ComEd's rafing recognizes an impreving, but still chaflenging regulatory environment for utilities in linois.
Continuing complications with the implementation of the formula-rate-plan (FRP) has reinforced previous concerns
over the predictability of the regulatory environment.

On 30 December 2011, the Energy Infrastructure Modernization Act (EIMA) became law. The EIMA established a

" new distribution, performance based FRP ratemaking paradigm for the state's largest electric utilities with an
intention to spur-utility infrastructure investment, The legislation reguired ComEd to invest $1.3 billion over a five-
year period in electric system upgrades, modernization projects, and training facilities, and at least $1.3 billion over
a 10-year pericd in fransmission & distribution assets and smart-grid system upgrades. While EIMA has the
petential to create a concrete, dependable regulatory framework, the ICC's interpretation of certain aspects of
EIMAhas resulted in lower than expected financial results for the utilities, including ComEd, leading to litigation,
lower investrnent by the utilities, and the prospect of additional legislation.

On 29 May 2012, the ICC issued an order in its initial FRP filing that reduced ComEd's annual revenue requirement
- by $168 million, approximately $110 million more than proposed by the company. The reduction included $50
millien that the ICC determined could be recovered through alternative rate proceedings, $35 million for the
disallowance of a return on pension assets, $10 million for incentive compensation related adjustments, and $15
million for various adjustments on other technical items. The ICC agreed to rehear some of the issuer's appeal and
on 3 Cctober 2012, the ICC issued its final order in that rehearing, adopting ComEd's position on the return on its
pension asset, resulting in an increase in ComEd's annual revenue requirement. However, in two other areas, the
ICC ruled against ComEd by reaffirming use of an average rather than year-end rate base in ComEd's
reconcifiation revenue reguirement; and amending its prior order to provide a short-term debt rate as the
appropriate interest rate to apply to under/over recoveries of incurred costs. ComEd filed an appeal with the courts
on 4 October 2012, New rates reflecting the impacts of the rehearing order went into effect in November 2012,

In Becember 2012, ICC issued the second FRP for ComEd authorizing the utility an $72.6 million rate increase. -
While the outcome was only $2 million less than the company's ask, ComEd's position reflected the rate impact of
the [CC decision in the initial FRP proceeding, including the methodology used to calcidate rate base and capital
structure, both of which remain under appeal in the llinois courts. As such, ComEd's posifion does not reflect the
full revenue requirement expected had the FRP been implemented in & manner consistent with the company's
interpretation of the legislation.
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In light of these developments, the llinois legislature has infroduced Senate Bill 8 (SB 9}, to further clarify the
perceived ambiguity around EIMA by the ICC, specifically the FRP process. The new bill includes language
indicating that the ICC should use year-end rate base values and year-end capital structures in all rate
reconciliations. Additionally, SB 9 specifies that any reconciliation-related amounts shouid accrue interest
calculated using the weighted average cost of capital. f passed, the bill will supersede the ICC's previous orders fo
the extent that the orders are-inconsistent with the bill, allowing companies to retroactively recover any amounts
not previously authorized for recovery. On 13 February 2013, the lllinois Senate Executive Committee voted
unanimously to pass SB 9, and the bill will now be considered by the full Senate. We understand that there is
broad bipartisan support for SB 9 in both the Senate and the House and that such a vote, when taken, will likely
pass with a veto-proof majority. The 2013 legislative session is expected o conclude on May 31st.

Material Capital Investment

ComEd's capital expenditure program has increased in each of the last two years primarily to maintain and
strengthen the transmission and distribution network in and around its service territory, and for infrastructure
spending related to smart grid deployment. In 2011 and 2012, capital expenditures increased to $1.0 billion and
$1.2 billion, respectively, as compared fo the three year average of $923 million over the 2008-2010 period.
Following the outcome of the above-referenced ICC rehearing in October 2012, ComEd deferred $65 million of
planned spend in 2012 and plans to defer an additional $335 million of smart meter and other infrastructure spend
from the 2013-2014 penod o 2015 and beyond. We anticipate that capltal spending wul approximate $1.4 billion
during 2013.

Strong Credit i\:’letrics for the Current Rating

For the past three years, ComEd has produced very strong credit metrics for the Baa rating category. Cash flow
(CFO pre W/C) to debt has averaged around 21.2%, cash flow coverage of inferest expense has averaged 4.6x
while retained cash flow to debt has averaged 17.6% for the past three years, all of which are reflective of a higher
Baa rating. Some of this financial performance can be attributed to the receipt of bonus depreciation, which is not a
sustainable source of cash flow. During 2011, Exelon's utilized the incremental cash sourced by bonus
depreciation to voluntarily make a sizable contribution toc ComEd's pension plan, an action we viewed as credit
positive. Prospectively, and factoring in the loss of bonus depreciation in the near-term financial results, we believe
that ComEd will produce credit mefrics that will strongly position the company within the Baa2 rating category.

Parent's dividend reduction enhances ComEd's internal cash fiow

On 7 February 2013, Exelon announced that it would reduce its common dividend by 40% which will enhance
retained cash flow and free cash flow across the company by $740 million. We view this action as being
supportive of credit quality and highlights management’s strong commitment to maintain an investment grade
rating at all legal registrants. Exelon's revised dividend policy contemplates that the utilities, including ComEd, pay
out an average of 65-70% of their respective earnings.

IRS dispute remains an overhang credit issue

Exelon, through ComEd, is involved in a tax dispute with the IRS relating to a portion of the tax gain associated with
the 1999 sale of Comkd's fossil generating assets. Specifically, about $1.2 billion of the gain was deferred by
reinvesting the proceeds from the sale in qualifying replacement property under the like-kind exchange provisions.
The like-kind exchangs replacement properiy purchased by Exelon included interests in three municipal-owned
electric generation facilities which were leased back to the municipalities. '

Exelon has been unable to reach agreement with the IRS regarding the dispute over the like kind exchange
position. The IRS has asserted thaf the Exelon purchase and leaseback transaction is substantially similar to a
leasing transaction, known as a SILO, which the IRS does not respect as the acquisition of an ownership interest
in property.Exelon disagrees with the IRS and continues fo believe that its like-kind exchange transaction is not the
same as or substantially similar to a SILO. Exelon expects to tmtiate litigation in 2013 fo contest the IRS's
disallowance of the like-kind exchange position.

On 9 January 2013, the U.S. Court of Appesls for the Federal Circuit reversed the U.S. Court of Federal Claims
and reached a decision for the government disaliowing Consolidated Edison's deductions stemming from its
participation in a LILO transaction that the IRS also has characterized as a tax shelter.

In light of the Consolidated Edison decision and Exelen's current determination that a settlement is unlikely, Exelon
has concluded that it will record a non-cash charge to earnings of approximately $270 million in the first quarter of
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2013, which represents the full amount of interest expense (after-tax) and incremental state tax expense in the
event that Exelon is unsuccessiul in iitigation. Of this amount, approximately $185 million will be recorded at
ComkEd and the balance at Exelon. Exelon intends fo hold ComEd harmless from any unfaveorable impacts of the
after-tax interest amounts on ComEd's equity.

At 31 March 2013, in the event of a fully successful [RS 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 milfion, of which approximately $320 million would be aftributable to ComEd after consideration of Exefon’s
agreement to hold ComEd harmiess with the balance at Exelon.

Liquidity

ComEd's Prime-2 short-term rating for commercial paper reflecis our view that the company will maintain
adequate liquidity for the next 4 quarters.

On 28 March 2012, ComEd entered into a new five year unsecured revolving credit agreement for $1 biltion, -
expiring in 2017. This credit facility is used primarily to provide liquidity support and for the issuance of letters of
credit. As of 31 December 2012, there were no borrowings or lefters of credit outstanding under the facility. While
the credit agreement does not contain any rating triggers that would affect borrowing access to the commitment
and does not require any material adverse change (MAC) representation for borrowings, there is a requirement to
maintain a ratio of net cash flow from operations o net interest expense at a minimum level of at least 2.0 times. At
. 31 December 2012, ComEd's ratio of net cash flow from operations to net interest expense was 6.14x. Cash on
hand at 31 December 2012 was $144 million.

In light of the ample capita[ investment program anticipated at the utility, we expect ComEd being free cash flow

" negative for the next few years. That said, in light of the higher capital spending at ComEd, we do not believe that
the utility’s dividend will reach the higher end of the above-referenced targeted 70% payout level. In that vein, we
note that ComEd paid $105 million of dividends during 2012 representing 28% of ComEd 2012 earnings. ComEd
has approximately $252 million of debt maturing in 2013 and $600 million in 2014. We anticipate the company
seeking to access the capital markets to refinance a substantial portion of this debt given the capital requirements
of the utility.

As of 31 December 2012, if Com Ed lost its investment grade credit ratzng, it could be required to provide $218
miflion of incremental coilateral.

Rating Outlook

ComkEd's rating outlook is stable reflecting an expectation that financial results will remain strong for the rating
category, particularly with the passage of EIMA. Although the regulatory environment remains challenging and
unpredictable, we believe that the latest credit supportive legislation will improve cost recovery under the FRP.
. ComEd's stable outlook further incorporates our belief the company's dividend policy will continue fo remain
sensible in light of the utifity's increased capital spending requirements.

What Could Change the Rating - Up

in light of our March 2012 cne notch upgrade of ComEd's ratings, the challenges that have cccurred in
implementing ratemaking under EIMA, and the increased capital spending anticipated at ComEd, limited prospects
exist for the utility’s ratings o be upgraded in the near-term. However, upward rating pressure can surface if the
new regulatory framework is seamlessly implemented and accepted as a workable model by key constituents in
the state, resulting in more predictable financial results for the state's utilities. Specifically, consideration of a higher
rating could emerge if ComEd's the ratio of cash flow fo debt exceeds 20% and its cash flow interest coverage
exceeds 5.0x on a sustainable basis.

What Could Change the Rating - Down

The rating could be downgraded if EIMA ratemaking implementation is altered dramatically or terminated, if the
company's cash flow to debt declines to below 16.0% or cash flow to interest expense falls below 3.5x for an
extended period. Also, negative rating pressure could materialize if the cutcome of a continuing IRS challenge
concerning certain sale/leaseback transactions affectlng Exelon and ComEd leads to substantial payments for the

utility.

Other Considerations
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As depicted below, ComEd's implied rating under the grld on a historical and pro;ecteci basis is Baa2 on par with
the current senior unsecured rating.

Commonwealth Edison Company

Regulated Electric and Gas Utilities Industry [1][2] Current Moody's
: 1213172012 1218
month
Forward
View" As
of March
. . 2013
Factor 1: Regulatory Framework (25% Measure |Score Measure|Score
a) Regulatory Framework '
Factor 2: Ability To Recover Costs And Eam Retums (25%) Ba Ba
a) Ability To Recover Costs And Earn Returns . " | Baa Baa
Factor 3: Diversification (10%)
a) Market Position (10%) Baa Baa
b) Generation and Fuel Diversity (na) na na
Factor 4: Financial Strength, Liquidity And Key Financial Metrics (40%9
a) Liguidity (10%}) ‘ Baa Baa
b) CFO pre-WC + Interest/ Interest (3 Year Avg) (7.5%) 4.6x A 45¢x- | A
4.8x
c} CFO pre-WC / Debt (3 Year Avg) (7.5%) 21.2% | Baa 18- | Baa
. 22%
d} CFO pre-WC - Dividends / Debt (3 Year Avg) (7.5%) 17.6% A 15- |A/Baa
: 18%
e) Debt/Capitalization (3 Year Avg) (7.5%) 38.1% A 35- A
: 38%
Rafing:
a) Indicated Rating from Grtd Baa2 Baa2
b} Actual Rating Assigned ' Baa2 Baaz

* 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 calcutated using Moody's Standard Adjustments. [2} As of 12/31/2012(L); Source: Moody's
Financial Metrics

mvsﬁmas SERVICE

© 2013 Moody's Investors Service, Inc. and/or its licensors and affiliates (collectively, "MOODY'S"). All rights reserved.

CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. ("MIS"} AND ITS AFFILIATES ARE
MOODY’S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT
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COMMITMENTS, OR DEBT OR DEET-LIKE SECURITIES, AND CREDIT RATINGS AND RESEARCH
PUBLICATIONS PUBLISHED BY MOODY'S ("MOODY'S PUBLICATIONS") MAY INCLUDE MOODY'S CURRENT
OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR
DEBT-LIKE SECURITIES. MOODY'S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET
ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS
IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT
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 {TS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR
PURCHASE, HOLDING, OR SALE. :

ALL NFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPYRIGHT
LAW, AND NONE OF SUCH INFORMATION MAY BE COPRIED OR OTHERWISE REPRODUCED, REPACKAGED,
FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STCRED 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 s provided
"AS 18" 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 refiable, 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 iimitation, 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 construedsolely 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 INANY FORM CR 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. MCC and MIS also maintain policies and
procedures fo address the independence of MiS's ratings and rating processes. Iformation 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 mare than 5%, is posted annually at
www.moodys com under the heading "Shareholder Relations — Corporate Governance — Director and Shareholder
Affiliation Policy.”
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-For Australia only: Any publication into Australia of this document is pursuant o the Australian Financial Services License
of MOODY'S affiliate, Moody's Investors Service Pty Limited ABN 61 003 398 657AFSL 336969 andfor 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 fo "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 retait clients to
make any investment decision based on MOODY'S credit rating. If in doubt you should contact your financial or other

professional adviser.



