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non-recurring merger-related costs within Operating and maintenance expense and $18 million of preferred
stock derivative expense within Other, net.
PHI's effective income tax rate for the Predecessor period of January 1, 2016 to March 23, 2016 was
47.2%. See Note 12 - Income Taxes of the Combined Notes to Consolidated Financial Statements for
additional information regarding the components of the effective income tax rates.
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Results of Operations - Pepco
Three Months Ended
September 30,

Favorable
(Unfavorable)
Variance

2017

2016

$ 604
168

$ 635
213

Revenue net of purchased power
expense(a)

436

422

14

Other operating expenses
Operating and maintenance
Depreciation and amortization
Taxes other than income

103
82
102

109
76
105

287

Nine Months Ended
September 30,

Favorable
(Unfavorable)
Variance

2017

2016

$ 1,649
478

$1,695
563

1,171

1,132

6
(6)
3

336
242
282

508
221
287

290

3

860

1,016

—

—

—

1

8

Operating income
Other income and (deductions)
Interest expense, net
Other, net

149

132

17

312

124

(31)
7

(30)
12

(1)
(5)

(89)
22

(98)
28

9
(6)

Total other income and (deductions)
Income before income taxes
Income taxes

(24)

(18)

(6)

(67)

(70)

3

125
38

114
35

11
(3)

245
57

54
34

Operating revenues
Purchased power expense

Total other operating expenses
Gain on sales of assets

Net income
_________
(a)

$

87

$

79

$

$

(31)
45

8

$ 188

$

20

$

(46)
85
39
172
(21)
5
156
(7)
188

191
(23)
$

168

Pepco evaluates its operating performance using the measure of revenue net of purchased power expense for electric sales. Pepco believes
revenue net of purchased power expense is a useful measurement because it provides information that can be used to evaluate its operational
performance. Pepco has included the analysis below as a complement to the financial information provided in accordance with GAAP.
However, Revenue net of purchased power expense is not a presentation defined under GAAP and may not be comparable to other
companies’ presentations or deemed more useful than the GAAP information provided elsewhere in this report.

Net Income
Three Months Ended September 30, 2017 Compared to Three Months Ended September 30, 2016.
Pepco's Net income for the three months ended September 30, 2017, was higher than the same period in
2016, primarily due to an increase in Revenue net of purchased power expense resulting from higher electric
distribution revenues as a result of the distribution rate increase approved by the MDPSC effective November
2016 and the distribution rate increase approved by the DCPSC effective August 2017.
Nine Months Ended September 30, 2017 Compared to Nine Months Ended September 30, 2016. Pepco's
Net income for the nine months ended September 30, 2017, was higher than the same period in 2016,
primarily due to an increase in Revenue net of purchased power expense resulting from higher electric
distribution revenues as a result of the distribution rate increase approved by the MDPSC effective November
2016 and the distribution rate increase approved by the DCPSC effective August 2017, lower Operating and
maintenance expense due to merger-related costs recognized in March 2016, and a decrease in income tax
reserves in the first quarter of 2017 for uncertain tax positions related to the deductibility of certain merger
commitments, partially offset by higher depreciation expense due to increased depreciation rates in Maryland
effective November 2016.
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Operating Revenue Net of Purchased Power Expense
Operating revenues include revenue from the distribution and supply of electricity to Pepco’s customers
within its service territories at regulated rates. Operating revenues also include transmission service revenue
that Pepco receives as a transmission owner from PJM at rates regulated by FERC. Transmission rates are
updated annually based on a FERC-approved formula methodology.
Electric revenues and purchased power expense are also affected by fluctuations in participation in the
Customer Choice Program. All Pepco customers have the choice to purchase electricity from competitive
electric generation
234
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suppliers. The customers' choice of supplier does not impact the volume of deliveries, but affects revenue
collected from customers related to supplied energy service.
Retail deliveries purchased from competitive electric generation suppliers (as a percentage of kWh sales)
for the three and nine months ended September 30, 2017, compared to the same periods in 2016, consisted of
the following:

Three Months Ended
September 30,
2017

Electric

Nine Months Ended
September 30,

2016

65%

2017

63%

2016

66%

65%

Retail customers purchasing electric generation from competitive electric generation suppliers at
September 30, 2017 and 2016 consisted of the following:

September 30, 2017
Number of
customers

Electric

% of total retail
customers

179,106

21%

September 30, 2016
Number of
customers

175,960

% of total retail
customers

21%

Retail deliveries purchased from competitive electric generation suppliers represented 72% and 73% of
Pepco’s retail kWh sales to the District of Columbia customers and 60% and 60% of Pepco’s retail kWh sales
to Maryland customers for the three and nine months ended September 30, 2017, respectively and 71% and
72% of Pepco’s retail kWh sales to the District of Columbia customers and 58% and 59% of Pepco’s retail kWh
sales to Maryland customers for the three and nine months ended September 30, 2016, respectively.
Operating revenues include transmission enhancement credits that Pepco receives as a transmission
owner from PJM in consideration for approved regional transmission expansion plan expenditures.
Operating revenues also include work and services performed on behalf of customers, including other
utilities, which is generally not subject to price regulation. Work and services includes mutual assistance to
other utilities, highway relocation, rentals of pole attachments, late payment fees and collection fees.
Purchased power expense consists of the cost of electricity purchased by Pepco to fulfill its default
electricity supply obligation and, as such, is recoverable from customers in accordance with the terms of public
service commission orders.
The changes in Pepco’s operating revenues net of purchased power expense for the three and nine
months ended September 30, 2017 compared to the same periods in 2016 consisted of the following:

Three Months Ended
September 30, 2017

Nine Months Ended
September 30, 2017

Increase (Decrease)

Volume
Distribution rate increase

$

5
17

Increase (Decrease)

$

13
45
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Regulatory required programs
Transmission revenues
Other

(6)
3
(5)
$

Total increase

14

(11)
9
(17)
$

39

Volume. The increase in operating revenue net of purchased power and fuel expense related to delivery
volume, exclusive of the effects of weather, for the three and nine months ended September 30, 2017
compared to the same periods in 2016, primarily reflects the impact of customer growth.
Distribution Rate Increase. The increase in electric operating revenues net of purchased power expense
for the three and nine months ended September 30, 2017 compared to the same periods in 2016 was primarily
due to the
235
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impact of higher electric distribution rates charged to customers in Maryland that became effective in
November 2016 and higher electric distribution rates charged to customers in the District of Columbia that
became effective August 2017. See Note 5—Regulatory Matters of the Combined Notes to Consolidated
Financial Statements for additional information.
Revenue Decoupling. Pepco’s results historically have been seasonal, generally producing higher
revenue and income in the warmest and coldest periods of the year. For retail customers of Pepco in Maryland
and in the District of Columbia, revenues are not affected by unseasonably warmer or colder weather because
a bill stabilization adjustment (BSA) for retail customers was implemented that provides for a fixed distribution
charge per customer. The BSA has the effect of decoupling the distribution revenue recognized in a reporting
period from the amount of power delivered during the period. As a result, the only factors that will cause
distribution revenue from customers in Maryland and the District of Columbia to fluctuate from period to period
are changes in the number of customers and changes in the approved distribution charge per customer.
Changes in customer usage (due to weather conditions, energy prices, energy efficiency programs or other
reasons) from period to period have no impact on reported distribution revenue for customers to whom the BSA
applies.
In accounting for the BSA in Maryland and the District of Columbia, a Revenue Decoupling Adjustment is
recorded representing either (i) a positive adjustment equal to the amount by which revenue from Maryland and
the District of Columbia retail distribution sales falls short of the revenue that Pepco is entitled to earn based on
the approved distribution charge per customer or (ii) a negative adjustment equal to the amount by which
revenue from such distribution sales exceeds the revenue that Pepco is entitled to earn based on the approved
distribution charge per customer.
Heating and cooling degree days are quantitative indices that reflect the demand for energy needed to
heat or cool a home or business. Normal weather is determined based on historical average heating and
cooling degree days for a 20-year period in Pepco's service territory. The changes in heating and cooling
degree days in Pepco’s service territory for the three and nine months ended September 30, 2017 compared to
the same periods in 2016 and normal weather consisted of the following:

% Change
2017

2016

Normal

2017 vs. 2016

2017 vs.
Normal

Three Months Ended September 30,

Heating Degree-Days
Cooling Degree-Days

8
1,130

1
1,418

19
1,133

700.0 %
(20.3)%

(57.9)%
(0.3)%

1,963
1,679

2,408
1,872

2,477
1,611

(18.5)%
(10.3)%

(20.8)%
4.2 %

Nine Months Ended September 30,

Heating Degree-Days
Cooling Degree-Days

Regulatory Required Programs. This represents the change in operating revenues collected under
approved riders to recover costs incurred for regulatory programs such as energy efficiency programs. The
riders are designed to provide full and current cost recovery as well as a return. The costs of these programs
are included in Operating and maintenance expense, Depreciation and amortization expense and Taxes other
than income in Pepco's Consolidated Statements of Operations and Comprehensive Income. Refer to the
Operating and maintenance expense and Depreciation and amortization expense discussion below for
additional information on included programs.
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Transmission Revenues. Under a FERC-approved formula, transmission revenue varies from year to year
based upon fluctuations in the underlying costs, capital investments being recovered and other billing
adjustments. The increase in revenue net of purchased power expense for the three months ended September
30, 2017 compared to the same period in 2016 is a result of higher rates effective June 1, 2017 related to
increases in transmission plant investment and operating expenses. The increase in revenue net of purchased
power expense for the nine months ended September 30, 2017 compared to the same period in 2016 is a
result of higher rates effective June 1, 2017 and June 1, 2016 related to increases in transmission plant
investment and operating expenses, partially offset by lower revenue related to the MAPP abandonment
recovery period that ended in March 2016.
236

https://www.sec.gov/Archives/edgar/data/8192/000162828017010625/exc-2017930x10q.h... 1/19/2018

Document

Page 401 of 484
Attachment SDR-ROR-1(d)
Page 401 of 484

Table of Contents

Other. The decrease in other operating revenue net of purchased power and fuel expense for the three
and nine months ended September 30, 2017 compared to the same periods in 2016 is primarily due to lower
pass-through revenue (which is substantially offset in Taxes other than income) primarily the result of lower
sales that resulted in a decrease in utility taxes that are collected by Pepco on behalf of the jurisdiction.
Operating and Maintenance Expense
Three Months Ended
September 30,
2017

Increase
(Decrease)

2016

Operating and maintenance expense - baseline $ 100 $ 106 $

(6)

Operating and maintenance expense regulatory required programs(a)

—

Total operating and maintenance expense
_________
(a)

3

3

$ 103 $ 109 $

(6)

Nine Months Ended
September 30,
2017

2016

$ 331 $

Increase
(Decrease)

500 $

5

8

$ 336 $

508 $

(169)
(3)
(172)

Operating and maintenance expenses for regulatory required programs are costs for various legislative and/or regulatory programs that are
recoverable from customers on a full and current basis through approved regulated rates. An equal and offsetting amount has been reflected in
Operating revenues.

The changes in Operating and maintenance expense for the three and nine months ended September 30,
2017 compared to the same periods in 2016, consisted of the following:

Baseline
Labor, other benefits, contracting and materials
Storm-related costs
Remeasurement of AMI-related regulatory asset(a)
Uncollectible accounts expense
Deferral of merger-related costs to regulatory asset
Deferral of rate case and customer billing system costs
BSC and PHISCO allocations(b)
Merger commitments(c)
Other

$

Three Months Ended
September 30, 2017

Nine Months Ended
September 30, 2017

Increase (Decrease)

Increase (Decrease)

2
(1)
(4)
1
(8)
(6)
1
13
(4)

$

(6)
Regulatory required programs
Purchased power administrative costs
Total decrease
_________
(a)
(b)
(c)

(169)

—
$

(6)

14
—
(11)
(1)
(1)
(6)
(22)
(132)
(10)

(3)
$

(172)

Related to a remeasurement of a regulatory asset for legacy meters recognized in 2016.
Primarily related to merger severance and compensation costs recognized in 2016.
Primarily related to merger-related commitments for customer rate credits and charitable contributions recognized in 2016.

Depreciation and Amortization Expense
The changes in Depreciation and amortization expense for the three and nine months ended
September 30, 2017 compared to the same periods in 2016, consisted of the following:
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Three Months Ended
September 30, 2017
Increase (Decrease)

Depreciation expense(a)
Regulatory asset amortization
Regulatory required programs(b)
Total increase

Nine Months Ended
September 30, 2017
Increase (Decrease)

$

9
3
(6)

$

25
4
(8)

$

6

$

21

_________
(a)
(b)

Depreciation expense increased due to higher depreciation rates in Maryland effective November 2016 and due to ongoing capital
expenditures.
Depreciation and amortization expenses for regulatory required programs are recoverable from customers on a full and current basis through
approved regulated rates. An equal and offsetting amount has been reflected in Operating revenues and Operating and maintenance expense.

Taxes Other Than Income
Taxes other than income for the three and nine months ended September 30, 2017 compared to the
same periods in 2016, decreased due to a decrease in the utility taxes that are collected and passed through
by Pepco (which is substantially offset in Operating revenues), partially offset by higher property taxes.
Gain on sales of assets
Gain on sales of assets for the nine months ended September 30, 2017 compared to the same period in
2016 decreased due to a second quarter 2016 gain recorded from the sale of land.
Interest Expense, Net
Interest expense, net for the three months ended September 30, 2017 compared to the same period in
2016, remained relatively constant.
Interest expense, net for the nine months ended September 30, 2017 compared to the same period in
2016 decreased primarily due to the recording of interest expense for an uncertain tax position in the first
quarter of 2016 and an increase in capitalized AFUDC interest.
Other, Net
Other, net for the three and nine months ended September 30, 2017 compared to the same periods in
2016 decreased primarily due to the September 2016 reversal of contributions in aid of construction tax grossup reserves due to the determination that there is no legal obligation to refund customers per contract terms.
Effective Income Tax Rate
Pepco's effective income tax rate was 30.4% and 30.7% for the three months ended September 30, 2017
and 2016, respectively. Pepco's effective income tax rate was 23.3% and 63.0% for the nine months ended
September 30, 2017 and 2016, respectively. In the first quarter of 2017, Pepco decreased its liability for
unrecognized tax benefits by $21 million resulting in a benefit to Income taxes and a corresponding decrease in
its effective tax rate. See Note 12 — Income Taxes of the Combined Notes to Consolidated Financial
Statements for additional information regarding the components of the change in effective income tax rates.
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Pepco Electric Operating Statistics and Revenue Detail

Three Months
Ended
September 30,
Retail Deliveries to Customers (in
GWhs)

Nine Months
Ended
September 30,

2017

2016

Residential
Small commercial & industrial
Large commercial & industrial
Public authorities & electric
railroads

2,281
347
4,146

2,675
394
4,314

(14.7)%
(11.9)%
(3.9)%

180

180

—%

Total retail deliveries

6,954

7,563

(8.1)%

Retail Deliveries

% Change

Weather Normal %
Change

2017

2016

% Change

Weather Normal %
Change

(a)

(5.2)% 6,038 6,652
(7.2)%
999 1,124
0.8 % 11,306 11,890

(9.2)%
(11.1)%
(4.9)%

(2.7)%
(8.4)%
(3.0)%

544

(0.4)%

(0.2)%

(1.7)% 18,885 20,210

(6.6)%

(3.1)%

1.1 %

542

As of September 30,
2017

Number of Electric Customers

Residential
Small commercial & industrial

775,911

53,543
21,733
143

53,425
21,315
129

865,451

850,780

Large commercial & industrial
Public authorities & electric railroads
Total
Three Months Ended
September 30,
2017

Electric Revenue

Retail Sales

Other revenue

$

(b)

(c)

Total electric revenue
_________

(b)
(c)

Nine Months Ended
September 30,
% Change

2017

2016

% Change

(a)

Residential
Small commercial & industrial
Large commercial & industrial
Public authorities & electric railroads
Total retail

(a)

2016

2016

790,032

$

283 $
38
221
8

315
43
219
7

550

584

54

51

604 $

635

(10.2)% $ 744 $ 791
(11.6)%
113
116
0.9 %
608
613
24
23
14.3 %
(5.8)%
1,489
1,543
152

5.3 %

(4.9)% $ 1,649 $ 1,695

(2.7)%

5.9 %

160

(5.9)%
(2.6)%
(0.8)%
4.3 %
(3.5)%

Reflects delivery volumes and revenues from customers purchasing electricity directly from Pepco and customers purchasing electricity from a
competitive electric generation supplier as all customers are assessed distribution charges. For customers purchasing electricity from Pepco,
revenue also reflects the cost of energy and transmission.
Other revenue includes transmission revenue from PJM and wholesale electric revenues.
Includes operating revenues from affiliates totaling $1 million for the three months ended September 30, 2017 and 2016 and $4 million and $3
million for the nine months ended September 30, 2017 and 2016, respectively.
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Results of Operations - DPL
Three Months Ended
September 30,
2016

$ 327
129

$ 331
150

198

181

79
45
15

Nine Months Ended
September 30,

Favorable
(Unfavorable)
Variance

2017

2016

$ 971
399

$ 974
448

17

572

526

46

55
44
14

(24)
(1)
(1)

227
124
43

338
120
42

111
(4)
(1)

139

113

(26)

394

500

106

Gain on sales of asset

—

4

(4)

—

4

Operating income
Other income and (deductions)
Interest expense, net
Other, net

59

72

(13)

178

30

(13)
4

(12)
3

(1)
1

(38)
10

(37)
9

(1)
1

(9)

(9)

—

(28)

(28)

—

50
19

63
19

(13)
—

150
43

2
18

148
(25)

(13)

$ 107

$ (16) $

123

Operating revenues
Purchased power and fuel expense

2017

Favorable
(Unfavorable)
Variance

Revenues net of purchased power and
fuel expense(a)
Other operating expenses
Operating and maintenance
Depreciation and amortization
Taxes other than income
Total other operating expenses

Total other income and (deductions)
Income before income taxes
Income taxes
Net income (loss)
_________
(a)

$

31

$

44

$

$

(4)
21

$

(3)
49

(4)
148

DPL evaluates its operating performance using the measure of revenue net of purchased power expense for electric sales and revenue net of
fuel expense for natural gas sales. DPL believes revenue net of purchased power expense and revenue net of fuel expense are useful
measurements because they provide information that can be used to evaluate its operational performance. DPL has included the analysis
below as a complement to the financial information provided in accordance with GAAP. However, Revenue net of purchased power expense
and Revenue net of fuel expense is not a presentation defined under GAAP and may not be comparable to other companies’ presentations or
deemed more useful than the GAAP information provided elsewhere in this report.

Net Income (Loss)
Three Months Ended September 30, 2017 Compared to Three Months Ended September 30, 2016. DPL's
Net income for the three months ended September 30, 2017, was lower than the same period in 2016 as a
result of the merger commitment reallocation from DPL to Exelon that decreased Operating and maintenance
expense in 2016, partially offset by an increase in Revenue net of purchased power and fuel expense primarily
resulting from higher electric distribution and natural gas revenues as a result of the distribution rate increases
approved by the DPSC effective July 2016 and December 2016 and by the MDPSC effective February 2017.
Nine Months Ended September 30, 2017 Compared to Nine Months Ended September 30, 2016. DPL's
Net income (loss) for the nine months ended September 30, 2017, was higher than the same period in 2016 as
a result of an increase in Revenue net of purchased power and fuel expense primarily resulting from higher
electric distribution and natural gas revenues as a result of the distribution rate increases approved by the
DPSC effective July 2016 and December 2016 and by the MDPSC effective February 2017, lower Operating
and maintenance expense due to merger-related costs recognized in March 2016, lower uncollectible accounts
expense, and the deferral of merger-related costs to a regulatory asset in 2017, and a decrease in income tax
reserves in the first quarter of 2017 for uncertain tax positions related to the deductibility of certain merger
commitments.
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Revenues Net of Purchased Power and Fuel Expense
Operating revenues include revenue from the distribution and supply of electricity to DPL’s customers
within its service territories at regulated rates. Operating revenues also include transmission service revenue
that DPL receives as a transmission owner from PJM at rates regulated by FERC. Transmission rates are
updated annually based on a FERC-approved formula methodology.
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Electric and natural gas revenues and purchased power and fuel expense are also affected by
fluctuations in participation in the Customer Choice Program. All DPL customers have the choice to purchase
electricity and natural gas from competitive electric generation and natural gas suppliers, respectively. The
customers' choice of suppliers does not impact the volume of deliveries, but affects revenue collected from
customers related to supplied energy and natural gas service.
Retail deliveries purchased from competitive electric generation and natural gas suppliers (as a
percentage of kWh and mmcf sales, respectively) for the three and nine months ended September 30, 2017
and 2016, consisted of the following:

Three Months Ended
September 30,
2017

Electric
Natural Gas

51%
53%

Nine Months Ended
September 30,

2016

49%
51%

2017

52%
35%

2016

51%
32%

Retail customers purchasing electric generation and natural gas from competitive electric generation and
natural gas suppliers at September 30, 2017 and 2016 consisted of the following:

September 30, 2017
Number of
customers

Electric
Natural Gas

78,426
155

% of total retail
customers

15.0%
0.1%

September 30, 2016
Number of
customers

79,501
157

% of total retail
customers

15.4%
0.1%

Retail deliveries purchased from competitive electric generation suppliers represented 53% and 54% of
DPL’s retail kWh sales to Delaware customers and 48% and 48% of DPL's retail kWh sales to Maryland
customers for the three and nine months ended September 30, 2017, respectively and 51% and 53% of DPL's
retail kWh sales to Delaware customers and 47% and 47% of DPL's retail kWh sales to Maryland customers for
the three and nine months ended September 30, 2016, respectively.
Operating revenues include transmission enhancement credits that DPL receives as a transmission owner
from PJM in consideration for approved regional transmission expansion plan expenditures.
Operating revenues also include work and services performed on behalf of customers, including other
utilities, which is generally not subject to price regulation. Work and services includes mutual assistance to
other utilities, highway relocation, rentals of pole attachments, late payment fees and collection fees.
Natural gas operating revenue includes sources that are subject to price regulation (Regulated Gas
Revenue) and those that generally are not subject to price regulation (Other Gas Revenue). Regulated gas
revenue includes the revenue DPL receives from on-system natural gas delivered sales and the transportation
of natural gas for customers within its service territory at regulated rates. Other gas revenue consists of offsystem natural gas sales and the short-term release of interstate pipeline transportation and storage capacity
not needed to serve customers. Off-system sales are made possible when low demand for natural gas by
regulated customers creates excess pipeline capacity.
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Purchased power expense consists of the cost of electricity purchased by DPL to fulfill its default
electricity supply obligation and, as such, is recoverable from customers in accordance with the terms of public
service commission orders. Purchased fuel expense consists of the cost of gas purchased by DPL to fulfill its
obligation to regulated gas customers and, as such, is recoverable from customers in accordance with the
terms of public service commission orders. It also includes the cost of gas purchased for off-system sales.
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The changes in DPL’s operating revenues net of purchased power and fuel expense for the three and
nine months ended September 30, 2017 compared to the same periods in 2016 consisted of the following:

Three Months Ended
September 30, 2017

Nine Months Ended
September 30, 2017

Increase (Decrease)

Increase (Decrease)

Electric

Gas

Total

Electric

Gas

Total

Weather
Volume
Pricing - distribution revenues
Regulatory required programs
Transmission revenues
Other

$

(6)
2
17
(3)
5
3

$

1 $
(1)
—
—
—
(1)

(5) $
1
17
(3)
5
2

(9)
3
49
(2)
4
5

$

(13) $
10
2
—
—
(3)

(22)
13
51
(2)
4
2

Total increase (decrease)

$

18

$

(1) $

17

50

$

(4) $

46

$

Revenue Decoupling. DPL’s results historically have been seasonal, generally producing higher revenue
and income in the warmest and coldest periods of the year. For retail customers of DPL in Maryland, revenues
are not affected by unseasonably warmer or colder weather because a bill stabilization adjustment (BSA) for
retail customers was implemented that provides for a fixed distribution charge per customer. The BSA has the
effect of decoupling the distribution revenue recognized in a reporting period from the amount of power
delivered during the period. As a result, the only factors that will cause distribution revenue from customers in
Maryland to fluctuate from period to period are changes in the number of customers and changes in the
approved distribution charge per customer. A modified fixed variable rate design, which would provide for a
charge not tied to a customer’s volumetric consumption of electricity or natural gas, has been proposed for DPL
electricity and natural gas customers in Delaware. Changes in customer usage (due to weather conditions,
energy prices, energy efficiency programs or other reasons) from period to period have no impact on reported
distribution revenue for customers to whom the BSA applies.
In accounting for the BSA in Maryland, a Revenue Decoupling Adjustment is recorded representing either
(i) a positive adjustment equal to the amount by which revenue from Maryland retail distribution sales falls short
of the revenue that DPL is entitled to earn based on the approved distribution charge per customer or (ii) a
negative adjustment equal to the amount by which revenue from such distribution sales exceeds the revenue
that DPL is entitled to earn based on the approved distribution charge per customer.
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Weather. The demand for electricity and natural gas in areas not subject to the BSA is affected by
weather conditions. With respect to the electric business, very warm weather in summer months and, with
respect to the electric and natural gas businesses, very cold weather in winter months are referred to as
“favorable weather conditions” because these weather conditions result in increased deliveries of electricity and
natural gas. Conversely, mild weather reduces demand. During the three and nine months ended September
30, 2017 compared to the same periods in 2016, operating revenue net of purchased power and fuel expense
was lower due to the impact of unfavorable weather conditions in DPL's service territory.
Heating and cooling degree days are quantitative indices that reflect the demand for energy needed to
heat or cool a home or business. Normal weather is determined based on historical average heating and
cooling degree days for a 20-year period in DPL's electric service territory and a 30-year period in DPL's
natural gas service territory. The changes in heating and cooling degree days in DPL’s service territory for the
three and nine months ended September 30, 2017 compared to the same periods in 2016 and normal weather
consisted of the following:

% Change

Electric Service Territory
Three Months Ended September 30,

Heating Degree-Days
Cooling Degree-Days

2017

2016

Normal

2017 vs. 2016

2017 vs. Normal

24
867

14
1,103

33
856

71.4 %
(21.4)%

(27.3)%
1.3 %

2,384
1,228

2,812
1,410

2,933
1,184

(15.2)%
(12.9)%

(18.7)%
3.7 %

Nine Months Ended September 30,

Heating Degree-Days
Cooling Degree-Days

% Change

Natural Gas Service Territory
Three Months Ended September 30,

Heating Degree-Days

2017

2017 vs. 2016

2017 vs. Normal

28

2016

20

Normal

42

40.0 %

(33.3)%

2,431

2,913

3,062

(16.5)%

(20.6)%

Nine Months Ended September 30,

Heating Degree-Days

Volume. The increase in operating revenue net of purchased power and fuel expense related to delivery
volume, exclusive of the effects of weather, for the three and nine months ended September 30, 2017
compared to the same periods in 2016, primarily reflects the impact of increased natural gas average customer
usage and customer growth.
Pricing—Distribution Revenues. The increase in electric operating revenues net of purchased power
expense as a result of pricing for the three and nine months ended September 30, 2017 compared to the same
periods in 2016 was primarily due to the impact of higher electric distribution and natural gas rates charged to
Delaware customers that became effective in July and December 2016 and the impact of higher electric
distribution rates charged to Maryland customers that became effective in February 2017. See Note
5—Regulatory Matters of the Combined Notes to Consolidated Financial Statements for additional information.
Regulatory Required Programs. This represents the change in operating revenues collected under
approved riders to recover costs incurred for regulatory programs such as energy efficiency programs. The
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riders are designed to provide full and current cost recovery as well as a return. The costs of these programs
are included in Operating and maintenance expense, Depreciation and amortization expense and Taxes other
than income in DPL's Consolidated Statements of Operations and Comprehensive Income. Refer to the
Operating and maintenance expense and Depreciation and amortization expense discussion below for
additional information on included programs.
Transmission Revenues. Under a FERC-approved formula, transmission revenue varies from year to year
based upon fluctuations in the underlying costs, capital investments being recovered and other billing
adjustments. The increase in revenue net of purchased power expense for the three months ended September
30, 2017 compared to the same period in 2016 is a result of higher rates effective June 1, 2017 related to
increases in transmission plant investment and operating expenses. The increase in revenue net of purchased
power expense for the nine months
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ended September 30, 2017 compared to the same period in 2016 is a result of higher rates effective June 1,
2017 and June 1, 2016 related to increases in transmission plant investment and operating expenses, partially
offset by lower revenue related to the MAPP abandonment recovery period that ended in March 2016.
Other. Other revenue, which can vary period to period, includes rental revenue, revenue related to late
payment charges, assistance provided to other utilities through mutual assistance programs, and recoveries of
other taxes.
Operating and Maintenance Expense
Three Months Ended
September 30,
2017

Operating and maintenance expense baseline

$

Operating and maintenance expense regulatory required programs(a)
Total operating and maintenance expense
_________
(a)

76 $
3

$

Increase
(Decrease)

2016

79 $

50 $

26

5

Nine Months Ended
September 30,
2017

$

(2)

55 $

24

2016

221 $
6

$

Increase
(Decrease)

328 $
10

227 $

338 $

(107)
(4)
(111)

Operating and maintenance expenses for regulatory required programs are costs for various legislative and/or regulatory programs that are
recoverable from customers on a full and current basis through approved regulated rates. An equal and offsetting amount has been reflected in
Operating revenues.

The changes in Operating and maintenance expense for the three and nine months ended September 30,
2017 compared to the same periods in 2016, consisted of the following:

Baseline
Labor, other benefits, contracting and materials
Storm-related costs
Uncollectible accounts expense
Remeasurement of AMI-related regulatory asset(a)
Deferral of merger-related costs to regulatory asset
BSC and PHISCO allocations(b)
Merger commitments(c)
Other

$

Three Months Ended
September 30, 2017

Nine Months Ended
September 30, 2017

Increase (Decrease)

Increase (Decrease)

3
(2)
(2)
(1)
—
(1)
27
2

$

26
Regulatory required programs
Purchased power administrative costs

(a)
(b)
(c)

(107)

(2)
$

Total increase (decrease)
_________

24

3
4
(7)
(2)
(6)
(15)
(79)
(5)

(4)
$

(111)

Related to a remeasurement of a regulatory asset for legacy meters recognized in 2016.
Primarily related to merger severance and compensation costs recognized in 2016.
Primarily related to merger-related commitments for customer rate credits and charitable contributions recognized in 2016.
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Depreciation and Amortization Expense
The changes in Depreciation and amortization expense for the three and nine months ended
September 30, 2017 compared to the same periods in 2016 consisted of the following:
Three Months Ended
September 30, 2017

Nine Months Ended
September 30, 2017

Increase (Decrease)

Depreciation expense(a)
Regulatory asset amortization
Regulatory required programs(b)

$

3
—

Increase (Decrease)

$

(2)
Total increase

$

1

9
(2)

(3)
$

4

_________
(a)
(b)

Depreciation expense increased due to higher depreciation rates in Maryland effective February 2017 and due to ongoing capital expenditures.
Depreciation and amortization expenses for regulatory required programs are recoverable from customers on a full and current basis through
approved regulated rates. A partially offsetting amount has been reflected in Operating revenues and Operating and maintenance expense.

Taxes Other Than Income
Taxes other than income for the three and nine months ended September 30, 2017 compared to the
same periods in 2016 remained relatively constant.
Interest Expense, Net
Interest expense, net for the three and nine months ended September 30, 2017 compared to the same
periods in 2016 remained relatively constant.
Other, Net
Other, net for the three and nine months ended September 30, 2017 compared to the same periods in
2016 remained relatively constant.
Effective Income Tax Rate
DPL's effective income tax rate was 38.0% and 30.2% for the three months ended September 30, 2017
and 2016, respectively. DPL's effective income tax rate was 28.7% and 900.0% for the nine months ended
September 30, 2017 and 2016, respectively. In the first quarter of 2017, DPL decreased its liability for
unrecognized tax benefits by $16 million resulting in a benefit to Income taxes and a corresponding decrease in
its effective tax rate. See Note 12 - Income Taxes of the Combined Notes to Consolidated Financial
Statements for additional information regarding the components of the effective income tax rates.
DPL Electric Operating Statistics and Revenue Detail

Three Months
Ended
September 30,

% Change

Weather Normal %
Change

Nine Months
Ended
September 30,

% Change

Weather Normal %
Change
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Retail Deliveries to Customers (in
GWhs)

2017

2016

Residential
Small commercial & industrial
Large commercial & industrial
Public authorities & electric
railroads

1,439
636
1,245

1,601
642
1,250

(10.1)%
(0.9)%
(0.4)%

10

9

Total retail deliveries

3,330

3,502

Retail Deliveries

2017

2016

(2.2)%
3.2 %
4.1 %

3,843
1,693
3,440

4,066
1,746
3,492

(5.5)%
(3.0)%
(1.5)%

0.4 %
(0.9)%
0.3 %

11.1 %

11.1 %

35

35

—%

—%

(4.9)%

1.2 %

9,011

9,339

(3.5)%

0.1 %

(a)
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As of September 30,
2017

Number of Electric Customers

Residential
Small commercial & industrial
Large commercial & industrial

458,790
60,542

455,640
60,034

1,406
633

1,414
643

521,371

517,731

Public authorities & electric railroads
Total
Three Months Ended

Nine Months Ended
September 30,

September 30,
2017

Electric Revenue

Retail Sales

Other revenue

$

(b)

$

(c)

Total electric revenue
_________

(b)
(c)

% Change

2017

2016

% Change

(a)

Residential
Small commercial & industrial
Large commercial & industrial
Public authorities & electric railroads
Total retail

(a)

2016

2016

183 $
49
26
3

200
48
24
2

261

274

48

40

309 $

314

(8.5)% $
2.1 %
8.3 %
50.0 %
(4.7)%

508 $
138
77
11

522
143
74
9

734

748

(2.7)%
(3.5)%
4.1 %
22.2 %
(1.9)%

20.0 %

132

124

6.5 %

(1.6)% $

866 $

872

(0.7)%

Reflects delivery volumes and revenues from customers purchasing electricity directly from DPL and customers purchasing electricity from a
competitive electric generation supplier as all customers are assessed distribution charges. For customers purchasing electricity from DPL,
revenue also reflects the cost of energy and transmission.
Other revenue includes transmission revenue from PJM and wholesale electric revenues.
Includes operating revenues from affiliates totaling $2 million for the three months ended September 30, 2017 and 2016 and $6 million for the
nine months ended September 30, 2017 and 2016.

DPL Natural Gas Operating Statistics and Revenue Detail

Three Months
Ended
September 30,
Retail Deliveries to Customers (in
mmcf)

% Change

Weather Normal %
Change

2017

2016

Retail sales
Transportation & other

1,069
1,197

1,121
1,166

(4.6)%
2.7 %

(6.4)%
2.4 %

Total natural gas deliveries

2,266

2,287

(0.9)%

Nine Months
Ended
September 30,
% Change

Weather Normal %
Change

2017

2016

8,679
4,690

9,253
4,455

(6.2)%
5.3 %

6.5%
7.9%

(2.0)% 13,369 13,708

(2.5)%

7.0%

Retail Deliveries

As of September 30,
Number of Gas Customers

Residential
Commercial & industrial
Transportation & other

2017

121,238
9,700
155

2016

120,075
9,656
157
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131,093

Total

129,888
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Three Months Ended

Nine Months Ended
September 30,

September 30,
2017

Natural Gas Revenue

Retail Sales

2016

% Change

2017

2016

% Change

(a)

Retail sales
Transportation & other(b)

$

12 $
6

13
4

Total natural gas revenues

$

18 $

17

(7.7)% $
50.0 %
5.9 % $

87 $
18

87
15

—%
20.0%

105 $

102

2.9%

__________

(a)

(b)

Reflects delivery volumes and revenues from customers purchasing natural gas directly from DPL and customers purchasing natural gas from
a competitive natural gas supplier as all customers are assessed distribution charges. For customers purchasing natural gas from DPL,
revenue also reflects the cost of natural gas.
Transportation and other revenue includes off-system natural gas sales and the short-term release of interstate pipeline transportation and
storage capacity not needed to serve customers.
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Results of Operations - ACE
Three Months Ended
September 30,
2016

$ 370
176

$ 421
221

194

Nine Months Ended
September 30,

Favorable
(Unfavorable)
Variance

2017

2016

(51)
45

$ 915
442

$ 982
520

200

(6)

473

462

11

72
41
2

67
49
1

(5)
8
(1)

225
113
6

346
130
6

121
17
—

115

117

2

344

482

138

Gain on sales of assets

—

—

—

—

1

Operating income (loss)
Other income and (deductions)
Interest expense, net
Other, net

79

83

(4)

129

(19)

(15)
1

(15)
2

—
(1)

(46)
6

(47)
8

1
(2)

(14)

(13)

(1)

(40)

(39)

(1)

65
24

70
23

(5)
(1)

89
12

(58)
(8)

147
(20)

77

$ (50) $

127

Operating revenues
Purchased power expense

2017

Favorable
(Unfavorable)
Variance

Revenues net of purchased power
expense(a)
Other operating expenses
Operating and maintenance
Depreciation and amortization
Taxes other than income
Total other operating expenses

Total other income and (deductions)
Income (loss) before income taxes
Income taxes
Net income (loss)
_________
(a)

$

41

$

47

$

$

(6)

$

$

(67)
78

(1)
148

ACE evaluates its operating performance using the measure of revenue net of purchased power expense for electric sales. ACE believes
Revenue net of purchased power expense is a useful measurement of its performance because it provides information that can be used to
evaluate its operational performance. ACE has included the analysis below as a complement to the financial information provided in
accordance with GAAP. However, Revenue net of purchased power expense is not a presentation defined under GAAP and may not be
comparable to other companies’ presentations or deemed more useful than the GAAP information provided elsewhere in this report.

Net Income (Loss)
Three Months Ended September 30, 2017 Compared to Three Months Ended September 30, 2016.
ACE's Net income for the three months ended September 30, 2017, was lower than the same period in 2016,
primarily due to a decrease in Revenue net of purchased power expense resulting from lower distribution
revenues due to lower average customer usage and unfavorable weather related sales, partially offset by the
impact of distribution rate increases approved by the NJBPU effective August 2016.
Nine Months Ended September 30, 2017 Compared to Nine Months Ended September 30, 2016. ACE's
Net income (loss) for the nine months ended September 30, 2017, was higher than the same period in 2016,
primarily due to an increase in Revenue net of purchased power expense resulting from higher electric
distribution revenues as a result of a distribution rate increase approved by the NJBPU effective August 2016,
lower Operating and maintenance expense mostly due to merger-related costs recognized in March 2016 and
a decrease in income tax reserves in the first quarter 2017 for uncertain tax positions related to the deductibility
of certain merger commitments.
Revenues Net of Purchased Power Expense
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Operating revenues include revenue from the distribution and supply of electricity to ACE’s customers
within its service territories at regulated rates. Operating revenues also include transmission service revenue
that ACE receives as a transmission owner from PJM at rates regulated by FERC. Transmission rates are
updated annually based on a FERC-approved formula methodology.
Electric revenues and purchased power expense are also affected by fluctuations in participation in the
Customer Choice Program. All ACE customers have the choice to purchase electricity from competitive electric
generation suppliers. The customer's choice of supplier does not impact the volume of deliveries, but affects
revenue collected from customers related to supplied energy service.
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Retail deliveries purchased from competitive electric generation suppliers (as a percentage of kWh sales)
for the three and nine months ended September 30, 2017, compared to the same periods in 2016, consisted of
the following:

Three Months Ended
September 30,
2017

Electric

Nine Months Ended
September 30,

2016

44%

2017

44%

2016

48%

46%

Retail customers purchasing electric generation from competitive electric generation suppliers at
September 30, 2017 and 2016 consisted of the following:

September 30, 2017
Number of
customers

Electric

% of total retail
customers

91,219

September 30, 2016
Number of
customers

17%

96,837

% of total retail
customers

18%

Operating revenues include revenue from Transition Bond Charges that ACE receives, and pays to ACE
Funding, to fund the principal and interest payments on Transition Bonds, revenue from the resale in the PJM
wholesale markets for energy and capacity purchased under contacts with unaffiliated NUGs, and revenue
from transmission enhancement credits.
Operating revenues also include work and services performed on behalf of customers, including other
utilities, which is generally not subject to price regulation. Work and services includes mutual assistance to
other utilities, highway relocation, rentals of pole attachments, late payment fees and collection fees.
Purchased power expense consists of the cost of electricity purchased by ACE to fulfill its default
electricity supply obligation and, as such, is recoverable from customers in accordance with the terms of public
service commission orders.
The changes in ACE’s operating revenue net of purchased power expense for the three and nine months
ended September 30, 2017 compared to the same periods in 2016 consisted of the following:

Three Months Ended
September 30, 2017

Nine Months Ended
September 30, 2017

Increase (Decrease)

Increase (Decrease)

Weather
Volume
Pricing - distribution revenues
Regulatory required programs
Transmission revenues
Other

$

(5)
(12)
16
(9)
4
—

$

(7)
(15)
36
(19)
17
(1)

Total (decrease) increase

$

(6)

$

11
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Weather. The demand for electricity is affected by weather conditions. With respect to the electric
business, very warm weather in summer months and very cold weather in winter months are referred to as
“favorable weather conditions” because these weather conditions result in increased deliveries of electricity.
Conversely, mild weather reduces demand. During the three and nine months ended September 30, 2017
compared to the same periods in 2016, operating revenue net of purchased power and fuel expense was lower
due to the impact of unfavorable weather conditions in ACE's service territory.
For retail customers of ACE, distribution revenues are not decoupled from the distribution of electricity by
ACE, and thus are subject to variability due to changes in customer consumption. Therefore, changes in
customer usage (due to weather conditions, energy prices, energy savings programs or other reasons) from
period to period have a direct impact on reported distribution revenue for customers in ACE's service territory.
249

https://www.sec.gov/Archives/edgar/data/8192/000162828017010625/exc-2017930x10q.h... 1/19/2018

Document

Page 423 of 484
Attachment SDR-ROR-1(d)
Page 423 of 484

Table of Contents

Heating and cooling degree days are quantitative indices that reflect the demand for energy needed to
heat or cool a home or business. Normal weather is determined based on historical average heating and
cooling degree days for a 20-year period in ACE’s service territory. The changes in heating and cooling degree
days in ACE’s service territory for the three and nine months ended September 30, 2017 compared to the
same periods in 2016 consisted of the following:

% Change
2017

2016

Normal

2017 vs. 2016

2017 vs.
Normal

Three Months Ended September 30,

Heating Degree-Days
Cooling Degree-Days

23
830

17
1,006

42
806

35.3 %
(17.5)%

(45.2)%
3.0 %

2,608
1,153

2,938
1,267

3,103
1,092

(11.2)%
(9.0)%

(16.0)%
5.6 %

Nine Months Ended September 30,

Heating Degree-Days
Cooling Degree-Days

Volume. During the three months ended September 30, 2017, compared to the same period in 2016, the
decrease in operating revenue net of purchased power expense related to delivery volume, exclusive of the
effects of weather, is primarily due to lower average customer usage. During the nine months ended
September 30, 2017 compared to the same period in 2016, primarily reflects lower average customer usage,
partially offset by the impact of customer growth.
Pricing—Distribution Revenues. The increase in operating revenue net of purchased power expense for
the three and nine months ended September 30, 2017, compared to the same periods in 2016, was primarily
due to the impact of higher electric distribution base rates charged to customers that became effective in
August 2016. See Note 5 — Regulatory Matters of the Combined Notes to Consolidated Financial Statements
for additional information.
Regulatory Required Programs. This represents the change in operating revenues collected under
approved riders to recover costs incurred for regulatory programs such as energy efficiency programs. The
riders are designed to provide full and current cost recovery as well as a return. The costs of these programs
are included in Operating and maintenance expense, Depreciation and amortization expense and Taxes other
than income in ACE's Consolidated Statements of Operations and Comprehensive Income. Refer to the
Operating and maintenance expense and Depreciation and amortization expense discussion below for
additional information on included programs.
Transmission Revenues. Under a FERC-approved formula, transmission revenue varies from year to year
based upon fluctuations in the underlying costs, capital investments being recovered and other billing
adjustments. The increase in revenue net of purchased power expense for the three months ended September
30, 2017 compared to the same period in 2016 is a result of higher rates effective June 1, 2017 and related to
increases in transmission plant investment and operating expenses. The increase in revenue net of purchased
power expense for the nine months ended September 30, 2017 compared to the same period in 2016 is a
result of higher rates effective June 1, 2017 and June 1, 2016 related to increases in transmission plant
investment and operating expenses.
Operating and Maintenance Expense
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Three Months Ended
September 30,
2017

Operating and maintenance expense - baseline $
Operating and maintenance expense regulatory required programs(a)
Total operating and maintenance expense
_________
(a)

2016

71 $
1

$

72 $

66 $
1
67 $

Nine Months Ended
September 30,

Increase
(Decrease)

2017

2016

Increase
(Decrease)

5 $ 222 $ 343 $
—

3

3

5 $ 225 $ 346 $

(121)
—
(121)

Operating and maintenance expenses for regulatory required programs are costs for various legislative and/or regulatory programs that are
recoverable from customers on a full and current basis through approved regulated rates. An equal and offsetting amount has been reflected in
Operating revenues.
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The changes in Operating and maintenance expense for the three and nine months ended September 30,
2017 compared to the same periods in 2016 consisted of the following:

Baseline
Labor, other benefits, contracting and materials
Storm-related costs
BSC and PHISCO allocations(a)
Deferral of merger-related costs to regulatory asset
Merger commitments(b)
Other
Total increase (decrease)
_________
(a)
(b)

Three Months Ended
September 30, 2017

Nine Months Ended
September 30, 2017

Increase (Decrease)

Increase (Decrease)

$

3
(3)
—
(9)
10
4

$

6
(2)
(11)
(9)
(111)
6

$

5

$

(121)

Primarily related to merger severance and compensation costs recognized in 2016.
Primarily related to merger-related commitments for customer rate credits and charitable contributions recognized in 2016.

Depreciation and Amortization Expense
The changes in Depreciation and amortization expense for the three and nine months ended
September 30, 2017 compared to the same periods in 2016 consisted of the following:

(a)

Depreciation expense
Regulatory asset amortization
Regulatory required programs(b)
Total decrease

Three Months Ended
September 30, 2017

Nine Months Ended
September 30, 2017

Increase (Decrease)

Increase (Decrease)

$

1
—
(9)

$

4
(2)
(19)

$

(8)

$

(17)

_________

(a)
(b)

Depreciation expense increased due to ongoing capital expenditures.
Regulatory required programs decreased for the three and nine months ended September 30, 2017 compared to the same periods in 2016 as
a result of lower revenue due to rate decreases effective October 2016 for the ACE Transition Bond Charge and Market Transition Charge
Tax. Depreciation and amortization expenses for regulatory required programs are recoverable from customers on a full and current basis
through approved regulated rates. An equal and offsetting amount has been reflected in Operating revenues and Operating and maintenance
expense.

Taxes Other Than Income
Taxes other than income for the three and nine months ended September 30, 2017 compared to the
same periods in 2016, remained relatively constant.
Gain on sales of assets
Gain on sales of assets for the three and nine months ended September 30, 2017 compared to the same
periods in 2016 remained relatively constant.
Interest Expense, Net
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Interest expense, net for the three and nine months ended September 30, 2017 compared to the same
periods in 2016 remained relatively constant.
Other, Net
Other, net for the three and nine months ended September 30, 2017 compared to the same periods in
2016, remained relatively constant.
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Effective Income Tax Rate
ACE's effective income tax rate was 36.9% and 32.9% for the three months ended September 30, 2017
and 2016, respectively. ACE's effective income tax rate was 13.5% and 13.8% for the nine months ended
September 30, 2017 and 2016, respectively. In the first quarter of 2017, ACE decreased its liability for
unrecognized tax benefits by $22 million resulting in a benefit to Income taxes and a corresponding decrease in
its effective tax rate. See Note 12 - Income Taxes of the Combined Notes to Consolidated Financial
Statements for additional information regarding the components of the effective income tax rates.
ACE Electric Operating Statistics and Revenue Detail

Three Months
Ended
September 30,
2017

2016

Residential
Small commercial & industrial
Large commercial & industrial
Public authorities & electric
railroads

1,349
407
939

1,575
426
1,032

(14.3)%
(4.5)%
(9.0)%

(10.4)% 3,042 3,327
(1.9)%
992
998
(6.3)% 2,557 2,705

9

11

(18.2)%

(18.2)%

Total retail deliveries

2,704

3,044

(11.2)%

Retail Deliveries to Customers (in GWhs)

Retail Deliveries

% Change

Nine Months
Ended
September 30,

Weather Normal %
Change

2017

2016

% Change

Weather Normal %
Change

(a)

(8.6)%
(0.6)%
(5.5)%

(6.0)%
0.8 %
(4.6)%

35

(5.7)%

(5.7)%

(7.8)% 6,624 7,065

(6.2)%

(4.5)%

33

As of September 30,
2017

Number of Electric Customers

2016

Residential
Small commercial & industrial
Large commercial & industrial
Public authorities & electric railroads

486,212
60,982
3,726
633

483,542
60,875
3,796
593

Total

551,553

548,806

Nine Months
Ended
September 30,

Three Months Ended
September 30,
2017

Electric Revenue

Retail Sales

2016

% Change

2017

2016

% Change

(a)

Residential
Small commercial & industrial
Large commercial & industrial
Public authorities & electric railroads
Total retail
Other revenue

$

(b)

211 $
53
49
3

249
55
57
4

316

365

54
(c)

Total electric revenue
_________

$

370 $

56
421

(15.3)% $
(3.6)%
(14.0)%
(25.0)%
(13.4)%
(3.6)%
(12.1)% $

484 $ 530
129
133
143
158
10
10
766

831

(8.7)%
(3.0)%
(9.5)%
—%
(7.8)%

149

151

(1.3)%

915 $ 982

(6.8)%
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(a)

(b)
(c)

Reflects delivery volumes and revenues from customers purchasing electricity directly from ACE and customers purchasing electricity from a
competitive electric generation supplier as all customers are assessed distribution charges. For customers purchasing electricity from ACE,
revenue also reflects the cost of energy and transmission.
Other revenue includes transmission revenue from PJM and wholesale electric revenues.
Includes operating revenues from affiliates totaling $0 million and $1 million for the three months ended September 30, 2017 and 2016,
respectively, and $2 million and $3 million for the nine months ended September 30, 2017 and 2016, respectively.
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Liquidity and Capital Resources
Exelon activity presented below includes the activity of PHI, Pepco, DPL and ACE, from the PHI Merger
effective date of March 24, 2016 through September 30, 2017. Exelon prior year activity is unadjusted for the
effects of the PHI Merger. Due to the application of push-down accounting to the PHI entity, PHI's activity is
presented in two separate reporting periods, the legacy PHI activity through March 23, 2016 (Predecessor),
and PHI activity for the remainder of the period after the PHI merger date (Successor). For each of Pepco, DPL
and ACE the activity presented below include its activity for the nine months ended September 30, 2017 and
2016. All results included throughout the liquidity and capital resources section are presented on a GAAP
basis.
The Registrants’ operating and capital expenditures requirements are provided by internally generated
cash flows from operations as well as funds from external sources in the capital markets and through bank
borrowings. The Registrants’ businesses are capital intensive and require considerable capital resources. Each
Registrant’s access to external financing on reasonable terms depends on its credit ratings and current overall
capital market business conditions, including that of the utility industry in general. If these conditions deteriorate
to the extent that the Registrants no longer have access to the capital markets at reasonable terms, the
Registrants have access to unsecured revolving credit facilities with aggregate bank commitments of $9 billion.
In addition, Generation has $525 million in bilateral facilities with banks which have various expirations between
December 2017 and January 2019. The Registrants utilize their credit facilities to support their commercial
paper programs, provide for other short-term borrowings and to issue letters of credit. See the “Credit Matters”
section below for further discussion. The Registrants expect cash flows to be sufficient to meet operating
expenses, financing costs and capital expenditure requirements.
The Registrants primarily use their capital resources, including cash, to fund capital requirements,
including construction expenditures, retire debt, pay dividends, fund pension and other postretirement benefit
obligations and invest in new and existing ventures. The Registrants spend a significant amount of cash on
capital improvements and construction projects that have a long-term return on investment. Additionally,
ComEd, PECO, BGE, Pepco, DPL and ACE operate in rate-regulated environments in which the amount of
new investment recovery may be delayed or limited and where such recovery takes place over an extended
period of time. See Note 11 — Debt and Credit Agreements of the Combined Notes to Consolidated Financial
Statements for further discussion of the Registrants’ debt and credit agreements.

NRC Minimum Funding Requirements
NRC regulations require that licensees of nuclear generating facilities demonstrate reasonable assurance
that sufficient funds will be available in certain minimum amounts to decommission the facility. These NRC
minimum funding levels are based upon the assumption that decommissioning activities will commence after
the end of the current licensed life of each unit. If a unit fails the NRC minimum funding test, then the plant’s
owners or parent companies would be required to take steps, such as providing financial guarantees through
letters of credit or parent company guarantees or making additional cash contributions to the NDT fund to
ensure sufficient funds are available. See Note 13 - Nuclear Decommissioning of the Combined Notes to
Consolidated Financial Statements for additional information on the NRC minimum funding requirements.
If a nuclear plant were to early retire there is a risk that it will no longer meet the NRC minimum funding
requirements due to the earlier commencement of decommissioning activities and a shorter time period over
which the NDT fund investments could appreciate in value. A shortfall could require Exelon to post parental
guarantees for Generation’s share of the obligations. However, the amount of any required guarantees will
ultimately depend on the decommissioning approach adopted at each site, the associated level of costs, and
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the decommissioning trust fund investment performance going forward. Within two years after shutting down a
plant, Generation must submit a post-shutdown decommissioning activities report (PSDAR) to the NRC that
includes the planned option for decommissioning the site. As discussed in Note 13 — Nuclear
Decommissioning of the Combined Notes to Consolidated Financial Statements, Generation filed its biennial
decommissioning funding status report with the NRC on March 31, 2017 and demonstrated adequate funding
assurance for all nuclear units currently operating. As of September 30, 2017, across the four alternative
decommissioning approaches available, Generation estimates a parental guarantee of up to $115 million from
Exelon could be required for TMI, dependent upon the ultimate decommissioning approach selected. TMI
passes the NRC minimum funding test based on the unit's 2019 retirement date under the decommissioning
approach currently considered to be the most likely. For Oyster Creek, none of the alternative
decommissioning approaches available would require Exelon to post a parental guarantee.
Upon issuance of any required financial guarantees, each site would be able to utilize the respective NDT
funds for radiological decommissioning costs, which represent the majority of the total expected
decommissioning costs.
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However, the NRC must approve an additional exemption in order for the plant’s owner(s) to utilize the NDT
fund to pay for non-radiological decommissioning costs (i.e., spent fuel management and site restoration
costs). If a unit does not receive this exemption, the costs would be borne by the owner(s). While the ultimate
amounts may vary greatly and could be reduced by alternate decommissioning scenarios and/or
reimbursement of certain costs under the United States Department of Energy reimbursement agreements or
future litigation, across the four alternative decommissioning approaches available, if TMI or Oyster Creek were
to fail to obtain the exemption, Generation estimates it could incur spent fuel management and site restoration
costs over the next ten years of up to $190 million and $150 million net of taxes, respectively, dependent upon
the ultimate decommissioning approach selected. Under the decommissioning approach currently considered
the most likely for each unit, Generation estimates it could incur spent fuel management and site restoration
costs over the next ten years of up to $170 million and $130 million net of taxes, respectively, if TMI or Oyster
Creek were to fail to obtain the exemption.

Junior Subordinated Notes
In June 2014, Exelon issued $1.15 billion of junior subordinated notes in the form of 23 million equity units
at a stated amount of $50.00 per unit. Each equity unit represented an undivided beneficial ownership interest
in Exelon’s $1.15 billion of 2.50% junior subordinated notes due in 2024 (“2024 notes”) and a forward equity
purchase contract. As contemplated in the June 2014 equity unit structure, in April 2017, Exelon completed
the remarketing of the 2024 notes into $1.15 billion of 3.497% junior subordinated notes due in 2022
(“Remarketing”). Exelon conducted the Remarketing on behalf of the holders of equity units and did not
directly receive any proceeds therefrom. Instead, the former holders of the 2024 notes used debt remarketing
proceeds towards settling the forward equity purchase contract with Exelon on June 1, 2017. Exelon issued
approximately 33 million shares of common stock from treasury stock and received $1.15 billion upon
settlement of the forward equity purchase contract. When reissuing treasury stock Exelon uses the average
price paid to repurchase shares to calculate a gain or loss on issuance and records gains or losses directly to
retained earnings. A loss on reissuance of treasury shares of $1.05 billion was recorded to retained earnings
as of September 30, 2017. See Note 17 - Earnings Per Share and Equity of the Combined Notes to
Consolidated Financial Statements for further information on the issuance of common stock.

Cash Flows from Operating Activities
General
Generation’s cash flows from operating activities primarily result from the sale of electric energy and
energy-related products and services to customers. Generation’s future cash flows from operating activities
may be affected by future demand for and market prices of energy and its ability to continue to produce and
supply power at competitive costs as well as to obtain collections from customers.
The Utility Registrants' cash flows from operating activities primarily result from the transmission and
distribution of electricity and, in the case of PECO, BGE, and DPL, gas distribution services. The Utility
Registrants' distribution services are provided to an established and diverse base of retail customers. The
Utility Registrants' future cash flows may be affected by the economy, weather conditions, future legislative
initiatives, future regulatory proceedings with respect to their rates or operations, competitive suppliers, and
their ability to achieve operating cost reductions.
See Notes 3 — Regulatory Matters and 24 — Commitments and Contingencies of the Combined Notes to
Consolidated Financial Statements of the Exelon 2016 Form 10-K for further discussion of regulatory and legal
proceedings and proposed legislation.
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The following table provides a summary of the major items affecting Exelon’s cash flows from operations
for the nine months ended September 30, 2017 and 2016:
Nine Months Ended
September 30,
2017

Net income

$

Variance

2016(c)

1,911

$

956

$

955

Add (subtract):
Non-cash operating activities(a)
Pension and non-pension postretirement benefit contributions
Income taxes
Changes in working capital and other noncurrent assets and
liabilities(b)
Option premiums received (paid), net
Collateral (posted) received, net
Net cash flows provided by operations

$

5,011
(344)
167

5,946
(283)
527

(935)
(61)
(360)

(1,003)

(516)

(487)

35
(100)

(24)
757

59
(857)

5,677

$

7,363

$

(1,686)

_________
(a)

(b)
(c)

Represents, when applicable, depreciation, amortization and accretion, net fair value changes related to derivatives, deferred income taxes,
provision for uncollectible accounts, pension and other postretirement benefit expense, equity in earnings and losses of unconsolidated
affiliates and investments, decommissioning-related items, stock compensation expense, impairment of long-lived assets, PHI merger
commitment and severance charges, and other non-cash charges. See Note 19 - Supplemental Financial Information of the Combined Notes
to Consolidated Financial Statements for further detail on non-cash operating activity.
Changes in working capital and other noncurrent assets and liabilities exclude the changes in commercial paper, income taxes and the current
portion of long-term debt.
Includes PHI Consolidated activity from March 24, 2016 to September 30, 2016.

Pension and Other Postretirement Benefits
Management considers various factors when making pension funding decisions, including actuarially
determined minimum contribution requirements under ERISA, contributions required to avoid benefit
restrictions and at-risk status as defined by the Pension Protection Act of 2006, management of the pension
obligation and regulatory implications.
On October 3, 2017, the US Department of Treasury and IRS released final regulations updating the
mortality tables to be used for defined benefit pension plan funding, as well as the valuation of lump sum and
other accelerated distribution options, effective for plan years beginning in 2018. The new mortality tables
reflect improved projected life expectancy as compared to the existing table, which is generally expected to
increase minimum pension funding requirements, Pension Benefit Guaranty Corporation premiums and the
value of lump sum distributions. The IRS will permit plan sponsors the option of using existing mortality tables
for determining minimum funding requirements for 2018. The one-year delay does not apply for use of the
mortality tables to determine the present value of lump sum distributions. Exelon is still evaluating any potential
impacts of the new mortality tables.
OPEB funding generally follows accounting cost; however, Exelon’s management has historically
considered several factors in determining the level of contributions to its funded other postretirement benefit
plans, including liabilities management, levels of benefit claims paid and regulatory implications (amounts
deemed prudent to meet regulator expectations and best assure continued recovery).
To the extent interest rates decline significantly or the pension plans do not earn the expected asset
return rates, annual pension contribution requirements in future years could increase. Additionally, expected
contributions could change if Exelon changes its pension or OPEB funding strategy.
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Tax Matters
The Registrants’ future cash flows from operating activities may be affected by the following tax matters:
Exelon appealed the Tax Court’s like-kind exchange decision in the third quarter of 2017 and
expects that a payment of approximately $1.3 billion related to the like-kind exchange will be due,
including $300 million attributable to ComEd, in the fourth quarter of 2017. While Exelon will
receive a tax benefit of approximately $350 million associated with the deduction for the interest,
Exelon currently has a net operating loss carryforward and thus does not expect to realize the cash
benefit until 2018. After taking into account these interest deduction tax benefits, the total
estimated net cash outflow for the like-kind exchange is
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approximately $950 million, of which approximately $300 million is attributable to ComEd after
giving consideration to Exelon’s agreement to hold ComEd harmless from any unfavorable impacts
on ComEd’s equity from the like-kind exchange position.
Of the above amounts payable, Exelon deposited with the IRS $1.25 billion in October of 2016. In
the third quarter of 2017, the $300 million payable discussed above attributable to ComEd, net of
ComEd’s receivable pursuant to the hold harmless agreement, was settled with Exelon. Any
remaining amounts due to the IRS will be paid by Exelon in the fourth quarter of 2017. Exelon
funded the $1.25 billion deposit with a combination of cash on hand and short-term borrowings.
See Note 12 - Income Taxes for further discussion of the like-kind exchange tax position.
State and local governments continue to face increasing financial challenges, which may increase
the risk of additional income tax, property taxes and other taxes or the imposition, extension or
permanence of temporary tax increases. On July 6, 2017, Illinois enacted Senate Bill 9, which
permanently increased Illinois’ total corporate income tax rate from 7.75% to 9.50% effective July
1, 2017. The rate increase is not expected to have a material ongoing impact to Exelon’s,
Generation’s or ComEd’s future cash taxes. See Note 12 - Income Taxes for further discussion of
the Illinois tax rate change.
Cash flows from operations for the nine months ended September 30, 2017 and 2016 by Registrant were
as follows:

Nine Months Ended
September 30,
2017

Exelon
Generation
ComEd
PECO
BGE
Pepco
DPL
ACE

$

2016

5,677
2,270
1,120
603
704
348
292
158

$

Successor
Nine Months Ended
September 30, 2017

PHI

$

797 $

7,363
3,723
1,749
582
660
504
267
315

Predecessor

March 24, 2016 to
September 30, 2016

546

January 1, 2016 to
March 23, 2016

$

264

Changes in the Registrants' cash flows from operations were generally consistent with changes in each
Registrant’s respective results of operations, as adjusted by changes in working capital in the normal course of
business, except as discussed below. In addition, significant operating cash flow impacts for the Registrants for
the nine months ended September 30, 2017 and 2016 were as follows:
Generation
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Depending upon whether Generation is in a net mark-to-market liability or asset position, collateral
may be required to be posted with or collected from its counterparties. In addition, the collateral
posting and collection requirements differ depending on whether the transactions are on an
exchange or in the OTC markets. During the nine months ended September 30, 2017 and 2016,
Generation had net (payments)/collections of counterparty cash collateral of $(77) million and $759
million, respectively, primarily due to market conditions that resulted in changes to Generation’s net
mark-to-market position.
During the nine months ended September 30, 2017 and 2016, Generation had net (payments)
collections of approximately $(35) million and $24 million, respectively, related to purchases and
sales of options. The level of option activity in a given period may vary due to several factors,
including changes in market conditions as well as changes in hedging strategy.
256

https://www.sec.gov/Archives/edgar/data/8192/000162828017010625/exc-2017930x10q.h... 1/19/2018

Document

Page 437 of 484
Attachment SDR-ROR-1(d)
Page 437 of 484

Table of Contents

ComEd
During nine months ended September 30, 2017 and 2016, ComEd posted approximately $24
million and $2 million of cash collateral with PJM, respectively. ComEd’s collateral posted with
PJM has increased year over year primarily due to an increase in ComEd’s RPM credit
requirements and peak market activity with PJM. As of September 30, 2017 and 2016, ComEd had
approximately $47 million and $33 million cash collateral posted with PJM, respectively.
For further discussion regarding changes in non-cash operating activities, please refer to Note 19 Supplemental Financial Information of the Combined Notes to the Financial Statements.

Cash Flows from Investing Activities
Cash flows used in investing activities for the nine months ended September 30, 2017 and 2016 by
Registrant were as follows:

Nine Months Ended
September 30,
2017

Exelon
Generation
ComEd
PECO
BGE
Pepco
DPL
ACE

$

2016

(5,810) $
(1,903)
(1,731)
(457)
(586)
(439)
(293)
(241)

(13,219)
(3,278)
(1,919)
(438)
(614)
(435)
(254)
(227)

Successor
Nine Months Ended
September 30, 2017

PHI

$

Predecessor

March 24, 2016 to
September 30, 2016

(991) $

(631)

January 1, 2016 to
March 23, 2016

$

(343)

Significant investing cash flow impacts for the Registrants for nine months ended September 30, 2017
and 2016 were as follows:
Exelon
During the nine months ended September 30, 2017, Exelon had expenditures of $23 million and
$178 million relating to the acquisitions of ConEdison Solutions and the FitzPatrick facility,
respectively. During the nine months ended September 30, 2016, Exelon had expenditures of $6.6
billion relating to the acquisition of PHI.
During the nine months ended September 30, 2016, Exelon had proceeds of $360 million as a result
of early termination of direct financing leases.
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Generation
During the nine months ended September 30, 2017, Exelon had expenditures of $23 million and
$178 million relating to the acquisitions of ConEdison Solutions and the FitzPatrick facility,
respectively.

Capital Expenditure Spending
Generation
Generation has entered into several agreements to acquire equity interests in privately held and
development stage entities which develop energy-related technologies. The agreements contain a series of
scheduled investment commitments, including in-kind service contributions. There are anticipated expenditures
remaining through 2019 to
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fund anticipated planned capital and operating needs of the associated companies. See Note 24 —
Commitments and Contingencies of the Combined Notes to Consolidated Financial Statements of the Exelon
2016 Form 10-K for further details of Generation’s equity interests.
Capital expenditures by Registrant for the nine months ended September 30, 2017 and 2016 and
projected amounts for the full year 2017 are as follows:
Nine Months Ended
September 30,

Projected
Full Year
2017(a)
(b)

Exelon
Generation
ComEd(c)
PECO
BGE
Pepco
DPL
ACE

$

Projected
Full Year
2017 (a)

PHI(d)
_________
(a)
(b)
(c)

(d)

$

2017

8,075
2,450
2,200
775
925
625
425
300

$

2016

5,556
1,654
1,698
537
615
439
294
242

$

Successor
Nine Months Ended
September 30, 2017

1,375 $

Predecessor

March 24, 2016 to
September 30, 2016

995 $

6,368
2,651
1,950
448
611
392
260
227

624

January 1, 2016 to
March 23, 2016

$

273

Total projected capital expenditures do not include adjustments for non-cash activity.
Includes corporate operations, BSC, and PHISCO rounded to the nearest $25 million.
The 2017 projections include approximately $274 million of expected incremental spending pursuant to EIMA, ComEd has committed to invest
approximately $2.6 billion over a ten year period, through 2022, to modernize and storm-harden its distribution system and to implement smart
grid technology.
Includes PHISCO rounded to the nearest $25 million.

Projected capital expenditures and other investments are subject to periodic review and revision to reflect
changes in economic conditions and other factors.
Approximately 37% and 21% of the projected 2017 capital expenditures at Generation are for the
acquisition of nuclear fuel and growth (primarily new plant construction and distributed generation),
respectively, with the remaining amounts reflecting additions and upgrades to existing facilities (including
material condition improvements during nuclear refueling outages). Generation anticipates that they will fund
capital expenditures with internally generated funds and borrowings.
ComEd, PECO, BGE, Pepco, DPL and ACE
Approximately 93% of the projected 2017 capital expenditures at ComEd and 100% of the projected of the
projected 2017 capital expenditures at PECO, BGE, Pepco, DPL, and ACE are for continuing projects to
maintain and improve operations, including enhancing reliability and adding capacity to the transmission and
distribution systems such as ComEd’s reliability related investments required under EIMA, and the Utility
Registrants' construction commitments under PJM’s RTEP. In addition to the capital expenditure for continuing
projects, ComEd’s total expenditures include smart grid/smart meter technology required under EIMA.
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The Utility Registrants as transmission owners are subject to NERC compliance requirements. NERC
provides guidance to transmission owners regarding assessments of transmission lines. The results of these
assessments could require the Utility Registrants to incur incremental capital or operating and maintenance
expenditures to ensure their transmission lines meet NERC standards. In 2010, NERC provided guidance to
transmission owners that recommended the Utility Registrants perform assessments of their transmission lines.
ComEd, PECO and BGE submitted their final bi-annual reports to NERC in January 2014. ComEd, PECO and
BGE will be incurring incremental capital expenditures associated with this guidance following the completion
of the assessments. Specific projects and expenditures are identified as the assessments are completed.
ComEd’s, PECO’s and BGE’s forecasted 2017 capital expenditures above reflect capital spending for
remediation to be completed through 2018. Pepco, DPL and ACE have substantially completed their
assessments and thus do not expect significant capital expenditures related to this guidance in 2017.
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The Utility Registrants anticipate that they will fund their capital expenditures with a combination of
internally generated funds and borrowings and additional capital contributions from parent, including ComEd’s
capital expenditures associated with EIMA as further discussed in Note 5 — Regulatory Matters of the
Combined Notes to Consolidated Financial Statements.

Cash Flows from Financing Activities
Cash flows provided by (used in) financing activities for the nine months ended September 30, 2017 and
2016 by Registrant were as follows:

Nine Months Ended
September 30,
2017

Exelon
Generation
ComEd
PECO
BGE
Pepco
DPL
ACE

$

2016

701 $
(297)
812
121
(112)
199
(42)
(13)

1,251
(501)
147
77
286
28
(14)
74

Successor
Nine Months Ended
September 30, 2017

PHI

$

Predecessor

March 24, 2016 to
September 30, 2016

161 $

January 1, 2016 to
March 23, 2016

65

$

372

Debt
See Note 11 — Debt and Credit Agreements of the Combined Notes to Consolidated Financial
Statements for further details of the Registrants’ debt issuances.
Dividends
Cash dividend payments and distributions during the nine months ended September 30, 2017 and 2016
by Registrant were as follows:
Nine Months Ended
September 30,
2017

Exelon
Generation
ComEd
PECO

$

2016

921
494
316
216

$

873
167
275
208
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BGE(a)
Pepco
DPL
ACE

148
133
82
53

142
92
39
24

Successor
Nine Months Ended
September 30, 2017

PHI
_________
(a)

$

Predecessor

March 24, 2016 to
September 30, 2016

267 $

174

January 1, 2016 to
March 23, 2016

$

—

Includes dividends paid on BGE’s preference stock in 2016.
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Quarterly dividends declared by the Exelon Board of Directors during the nine months ended
September 30, 2017 and for the fourth quarter of 2017 were as follows:
Period

Declaration Date

First Quarter 2017
Second Quarter
2017
Third Quarter 2017
Fourth Quarter
2017
_________

January 31, 2017

February 15, 2017

March 10, 2017 $

0.3275

April 25, 2017
July 25, 2017

May 15, 2017
August 15, 2017

June 9, 2017 $
September 8, 2017 $

0.3275
0.3275

September 25, 2017

November 15, 2017

December 8, 2017 $

0.3275

(a)

Shareholder of Record Date

Dividend Payable Date

Cash per Share(a)

Exelon's Board of Directors approved a revised dividend policy. The approved policy will raise the dividend 2.5% each year for the next three
years, beginning with the June 2016 dividend and subject to Board approval.

Short-Term Borrowings
Short-term borrowings incurred (repaid) during the nine months ended September 30, 2017 and 2016 by
Registrant were as follows:

Nine Months Ended
September 30,
2017

Exelon
Generation
ComEd
BGE
Pepco
DPL
ACE

$

2016

(559) $
(609)
—
(45)
(23)
54
65

Successor
Nine Months Ended
September 30, 2017

PHI

$

(404)

Predecessor

March 24, 2016 to
September 30, 2016

$

(1,271)
43
(284)
(210)
(64)
(88)
(5)

(820)

January 1, 2016 to
March 23, 2016

$

379
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Contributions from Parent/Member
Contributions received from Parent/Member for the nine months ended September 30, 2017 and 2016 by
Registrant were as follows:

Nine Months Ended
September 30,
2017

Generation
ComEd (a)(b)
PECO (b)
BGE (b)
Pepco (c)
DPL (c)
ACE (c)

$

2016

102
567
16
77
161
—
—

Successor
Nine Months Ended
September 30, 2017

PHI (b)
_________

$

142
188
18
28
187
113
139

Predecessor

March 24, 2016 to
September 30, 2016

758 $

$

1,088

January 1, 2016 to
March 23, 2016

$

—

(a)

Additional contributions from parent or external debt financing may be required as a result of increased capital investment in
infrastructure improvements and modernization pursuant to EIMA and transmission upgrades.

(b)
(c)

Contribution paid by Exelon.
Contribution paid by PHI.

Other
For the nine months ended September 30, 2017, other financing activities primarily consist of debt
issuance costs. See Note 11 — Debt and Credit Agreements of the Combined Notes to the Consolidated
Financial Statements for further details of the Registrants’ debt issuances.

Credit Matters
The Registrants fund liquidity needs for capital investment, working capital, energy hedging and other
financial commitments through cash flows from continuing operations, public debt offerings, commercial paper
markets and large, diversified credit facilities. The credit facilities include $9.5 billion in aggregate total
commitments of which $8.3 billion was available as of September 30, 2017, and of which no financial institution
has more than 7% of the aggregate commitments for the Registrants. The Registrants had access to the
commercial paper market during the third quarter of 2017 to fund their short-term liquidity needs, when
necessary. The Registrants routinely review the sufficiency of their liquidity position, including appropriate
sizing of credit facility commitments, by performing various stress test scenarios, such as commodity price
movements, increases in margin-related transactions, changes in hedging levels and the impacts of
hypothetical credit downgrades. The Registrants have continued to closely monitor events in the financial
markets and the financial institutions associated with the credit facilities, including monitoring credit ratings and
outlooks, credit default swap levels, capital raising and merger activity. See PART I. ITEM 1A. RISK FACTORS
of the Exelon 2016 Form 10-K for further information regarding the effects of uncertainty in the capital and
credit markets.
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The Registrants believe their cash flow from operating activities, access to credit markets and their credit
facilities provide sufficient liquidity. If Generation lost its investment grade credit rating as of September 30,
2017, it would have been required to provide incremental collateral of $1.8 billion to meet collateral obligations
for derivatives, non-derivatives, normal purchase normal sales contracts and applicable payables and
receivables, net of the contractual right of offset under master netting agreements, which is well within its
current available credit facility capacities of $4.6 billion.
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The following table presents the incremental collateral that each Utility Registrant would have been
required to provide in the event each Utility Registrant lost its investment grade credit rating at September 30,
2017 and available credit facility capacity prior to any incremental collateral at September 30, 2017:
PJM Credit
Policy
Collateral

ComEd
PECO
BGE
Pepco
DPL
ACE
_________
(a)

$

Other Incremental
Collateral Required (a)

18 $
3
3
4
1
—

Available Credit Facility
Capacity Prior to Any
Incremental Collateral

— $
20
28
—
9
—

998
599
600
300
300
300

Represents incremental collateral related to natural gas procurement contracts.

Exelon Credit Facilities
Exelon, Pepco, DPL and ACE meet their short-term liquidity requirements primarily through the issuance
of commercial paper and short-term notes. ComEd and BGE meet their short-term liquidity requirements
primarily through the issuance of commercial paper. Generation and PECO meet their short-term liquidity
requirements primarily through the issuance of commercial paper and borrowings from the Exelon
intercompany money pool. PHI meets its short-term liquidity requirements primarily through the issuance of
short-term notes and the Exelon intercompany money pool. The Registrants may use their respective credit
facilities for general corporate purposes, including meeting short-term funding requirements and the issuance
of letters of credit.
The following table reflects the Registrants’ commercial paper programs supported by the revolving credit
agreements and bilateral credit agreements at September 30, 2017:
Commercial Paper Programs

Commercial Paper Issuer

Exelon Corporate
Generation
ComEd
PECO
BGE
Pepco
DPL
ACE
_________
(a)
(b)

Maximum Program Size (a)(b)

$

600 $
5,300
1,000
600
600
500
500
350

Outstanding
Commercial Paper at
September 30, 2017

Average Interest Rate on Commercial
Paper Borrowings for the Nine Months
Ended September 30, 2017

—
—
—
—
—
—
54
65

1.16%
1.20%
1.24%
1.13%
1.15%
1.04%
1.40%
1.36%

Excludes $525 million bilateral credit facilities that do not back Generation's commercial paper program.
Excludes additional credit facility agreements for Generation, ComEd, PECO, BGE, Pepco, DPL and ACE with aggregate commitments of $49
million, $34 million, $34 million, $5 million, $2 million, $2 million and $2 million, respectively, arranged with minority and community banks
located primarily within utilities' service territories. These facilities expire on October 12, 2018. These facilities are solely utilized to issue letters
of credit. As of September 30, 2017, letters of credit issued under these agreements for Generation, ComEd, PECO and BGE totaled $5
million, $12 million, $21 million and $2 million, respectively.
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In order to maintain their respective commercial paper programs in the amounts indicated above, each
Registrant must have credit facilities in place, at least equal to the amount of its commercial paper program.
While the amount of its commercial paper outstanding does not reduce available capacity under a Registrant’s
credit facility, a Registrant does not issue commercial paper in an aggregate amount exceeding the then
available capacity under its credit facility. At September 30, 2017, the Registrants had the following aggregate
bank commitments, credit facility borrowings and available capacity under their respective credit facilities:
Credit Agreements
Available Capacity at
September 30, 2017

Borrower

Exelon Corporate
Generation(e)
Generation
ComEd
PECO
BGE
Pepco
DPL
ACE
_________
(a)

(b)

(c)
(d)
(e)

Facility Type

Syndicated Revolver
Syndicated Revolver
Bilaterals
Syndicated Revolver
Syndicated Revolver
Syndicated Revolver
Syndicated Revolver
Syndicated Revolver
Syndicated Revolver

Aggregate Bank
Commitment(a)(b)(c)

$

Outstanding
Letters of
Credit

Facility
Draws

600 $
5,300
525
1,000
600
600
300
300
300

— $
—
70
—
—
—
—
—
—

To Support
Additional
Commercial
Paper(b)(d)

Actual

45 $ 555 $
887
4,413
235
220
2
998
1
599
—
600
—
300
—
300
—
300

555
4,413
—
998
599
600
300
246
235

Excludes $128 million of credit facility agreements arranged at minority and community banks at Generation, ComEd, PECO, BGE, Pepco,
DPL and ACE. These facilities expire on October 12, 2018. These facilities are solely utilized to issue letters of credit. As of September 30,
2017, letters of credit issued under these agreements for Generation, ComEd, PECO and BGE totaled $5 million, $12 million, $21 million and
$2 million, respectively.
Pepco, DPL and ACE's revolving credit facility is subject to available borrowing capacity. The borrowing capacity may be increased or
decreased during the term of the facility, except that (i) the sum of the borrowing capacity must equal the total amount of the facility, and (ii) the
aggregate amount of credit used at any given time by each of Pepco, DPL or ACE may not exceed $900 million or the maximum amount of
short-term debt the company is permitted to have outstanding by its regulatory authorities. The total number of the borrowing reallocations may
not exceed eight per year during the term of the facility
Excludes nonrecourse debt letters of credit, see Note 14 — Debt and Credit Agreements in the Exelon 2016 Form 10-K for further information
on Continental Wind nonrecourse debt.
Excludes $525 million bilateral credit facilities that do not back Generation’s commercial paper program.
Excludes ExGen Texas Power Financing's $20 million of borrowed debt on its revolving credit facility.

As of September 30, 2017, there was $70 million of borrowings under Generation's bilateral credit
facilities.
Borrowings under Exelon Corporate’s, Generation’s, ComEd’s, PECO’s, BGE's, Pepco's, DPL's, and
ACE's revolving credit agreements bear interest at a rate based upon either the prime rate or a LIBOR-based
rate, plus an adder based upon the particular Registrant’s credit rating. The adders for the prime based
borrowings and LIBOR-based borrowings are presented in the following table:

Exelon

Generation

ComEd

PECO

BGE

Pepco

DPL

ACE

Prime based borrowings

27.5

27.5

7.5

0.0

0.0

7.5

7.5

7.5

LIBOR-based borrowings

127.5

127.5

107.5

90.0

100.0

107.5

107.5

107.5
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The maximum adders for prime rate borrowings and LIBOR-based rate borrowings are 90 basis points
and 165 basis points, respectively. The credit agreements also require the borrower to pay a facility fee based
upon the aggregate commitments. The fee varies depending upon the respective credit ratings of the borrower.
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Each revolving credit agreement for Exelon, Generation, ComEd, PECO, BGE, Pepco, DPL and ACE
requires the affected borrower to maintain a minimum cash from operations to interest expense ratio for the
twelve-month period ended on the last day of any quarter. The following table summarizes the minimum
thresholds reflected in the credit agreements for the nine months ended September 30, 2017:

Exelon

Credit agreement threshold

2.50 to 1

Generation

3.00 to 1

ComEd

PECO

BGE

Pepco

DPL

ACE

2.00 to 1

2.00 to 1

2.00 to 1

2.00 to 1

2.00 to 1

2.00 to 1

At September 30, 2017, the interest coverage ratios at Exelon, Generation, ComEd, PECO, BGE, Pepco,
DPL and ACE were as follows:

Exelon

Interest coverage ratio

6.27

Generation

ComEd

9.02

10.83

PECO

8.26

BGE

10.66

Pepco

6.83

DPL

8.78

ACE

6.03

An event of default under Exelon, Generation, ComEd, PECO or BGE's indebtedness will not constitute
an event of default under any of the others’ credit facilities, except that a bankruptcy or other event of default in
the payment of principal, premium or indebtedness in principal amount in excess of $100 million in the
aggregate by Generation will constitute an event of default under the Exelon Corporate credit facility. An event
of default under Pepco, DPL or ACE's indebtedness will not constitute an event of default under any of the
others’ credit facilities, except that a bankruptcy or other event of default in the payment of principal, premium
or indebtedness in principal amount in excess of $50 million in the aggregate will constitute an event of default
under the credit facility.
The absence of a material adverse change in Exelon's or PHI’s business, property, results of operations
or financial condition is not a condition to the availability of credit under the credit agreement. The credit
agreement does not include any rating triggers.
Security Ratings
The Registrants’ access to the capital markets, including the commercial paper market, and their
respective financing costs in those markets, may depend on the securities ratings of the entity that is accessing
the capital markets.
The Registrants’ borrowings are not subject to default or prepayment as a result of a downgrading of
securities, although such a downgrading of a Registrant’s securities could increase fees and interest charges
under that Registrant’s credit agreements.
As part of the normal course of business, the Registrants enter into contracts that contain express
provisions or otherwise permit the Registrants and their counterparties to demand adequate assurance of
future performance when there are reasonable grounds for doing so. In accordance with the contracts and
applicable contracts law, if the Registrants are downgraded by a credit rating agency, it is possible that a
counterparty would attempt to rely on such a downgrade as a basis for making a demand for adequate
assurance of future performance, which could include the posting of collateral. See Note 10 — Derivative
Financial Instruments of the Combined Notes to Consolidated Financial Statements for additional information
on collateral provisions.
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Intercompany Money Pool
To provide an additional short-term borrowing option that will generally be more favorable to the borrowing
participants than the cost of external financing, both Exelon and PHI operate intercompany money pools.
Maximum amounts contributed to and borrowed from the money pool by participant and the net contribution or
borrowing as of September 30, 2017, are presented in the following table:
Exelon Intercompany Money Pool

During the Three Months Ended
September 30, 2017
Maximum
Contributed

Contributed (borrowed)

Exelon Corporate
Generation
PECO
BSC
PHI Corporate (a)

$

PCI (a)
_________
(a)

As of September
30, 2017

Maximum
Borrowed

Contributed
(Borrowed)

579
—
97
—

n/a
(417)
(10)
(369)

$

280
(146)
57
(245)

n/a

(33)

(1)

54

—

54

As a result of the merger, PHI Corporate and PCI began to participate in the Exelon Intercompany Money Pool effective March 24, 2016.

PHI Intercompany Money Pool

During the Three Months Ended
September 30, 2017

Contributed (borrowed)

Maximum
Contributed

PHI Corporate
PHISCO

$

51 $
24

As of
September 30,
2017

Maximum
Borrowed

(1)
(25)

Contributed
(Borrowed)

$

—
—

Investments in Nuclear Decommissioning Trust Funds
Exelon, Generation and CENG maintain trust funds, as required by the NRC, to fund certain costs of
decommissioning nuclear plants. The mix of securities in the trust funds is designed to provide returns to be
used to fund decommissioning and to offset inflationary increases in decommissioning costs. Generation
actively monitors the investment performance of the trust funds and periodically reviews asset allocations in
accordance with Generation’s NDT fund investment policy. Generation’s and CENG’s investment policies
establish limits on the concentration of holdings in any one company and also in any one industry. See
Note 13 —Nuclear Decommissioning of the Combined Notes to Consolidated Financial Statements for further
information regarding the trust funds, the NRC’s minimum funding requirements and related liquidity
ramifications.
Shelf Registration Statements
Exelon, Generation, ComEd, PECO, BGE, Pepco, DPL and ACE have a currently effective combined
shelf registration statement unlimited in amount, filed with the SEC, that will expire in August 2019. The ability
of each Registrant to sell securities off the shelf registration statement or to access the private placement
markets will depend on a number of factors at the time of the proposed sale, including other required regulatory
approvals, as applicable, the current financial condition of the Registrant, its securities ratings and market
conditions.
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Regulatory Authorizations
Generation, ComEd, PECO, BGE, Pepco, DPL and ACE are required to obtain short-term and long-term
financing authority from Federal and State Commissions as follows:
Short-term Financing Authority(a)(b)
Commission

ComEd(d)
PECO
BGE
Pepco
DPL
ACE
_________
(a)
(b)
(c)
(d)

FERC
FERC
FERC
FERC
FERC
NJPU

Expiration Date

Amount
(in
millions)

December 31, 2017 $ 2,500
December 31, 2017
1,500
December 31, 2017
700
June 30, 2018
500
June 30, 2018
500
January 1, 2018
350

Long-term Financing Authority(c)
Commission

Expiration Date

Amount
(in
millions)

ICC
PAPUC
MDPSC
MDPSC / DCPSC
MDPSC / DPSC
NJBPU

2019
December 31, 2018
N/A
September 25, 2017
December 31, 2017
December 31, 2017

$ 1,383
1,275
700
—
125
300

Generation currently has blanket financing authority it received from FERC in connection with its market-based rate authority.
On October 31, 2017, ComEd, PECO, BGE, Pepco and DPL filed applications with FERC for renewal of their short-term financing authority
through December 31, 2019. ComEd, PECO, BGE, Pepco and DPL expect approval of the applications before the end of the year.
Pepco, DPL, and ACE, are currently in the process renewing their long-term financing authority with their respective commissions and expect
approvals before the end of the year.
ComEd had $1,140 million available in long-term debt refinancing authority and $243 million available in new money long term debt financing
authority from the ICC as of September 30, 2017 and has an expiration date of June 1, 2019 and March 1, 2019, respectively.

Contractual Obligations and Off-Balance Sheet Arrangements
Contractual obligations represent cash obligations that are considered to be firm commitments and
commercial commitments triggered by future events. See Note 24 — Commitments and Contingencies of the
Combined Notes to Consolidated Financial Statements in the Exelon 2016 Form 10-K.
Generation, ComEd, PECO, BGE, Pepco, DPL and ACE have obligations related to contracts for the
purchase of power and fuel supplies, and ComEd and PECO have obligations related to their financing trusts.
The power and fuel purchase contracts and the financing trusts have been considered for consolidation in the
Registrants’ respective financial statements pursuant to the authoritative guidance for VIEs. See Note 1 —
Basis of Presentation of the Combined Notes to Consolidated Financial Statements for further information.
For an in-depth discussion of the Registrants' contractual obligations and off-balance sheet
arrangements, see “Management’s Discussion and Analysis of Financial Condition and Results of Operations
— Contractual Obligations and Off-Balance Sheet Arrangements” in the Exelon 2016 Form 10-K and
"Management's Discussion and Analysis of Financial Condition and Results of Operations - Contractual
Obligations and Commercial Commitments."
Item 3. Quantitative and Qualitative Disclosures about Market Risk
The Registrants are exposed to market risks associated with adverse changes in commodity prices,
counterparty credit, interest rates and equity prices. Exelon’s RMC approves risk management policies and
objectives for risk assessment, control and valuation, counterparty credit approval, and the monitoring and
reporting of risk exposures. The RMC is chaired by the chief executive officer and includes the chief risk officer,
chief strategy officer, chief executive officer of Exelon Utilities, chief commercial officer, chief financial officer
and chief executive officer of Constellation. The RMC reports to the Finance and Risk Committee of the Exelon
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Board of Directors on the scope of the risk management activities. The following discussion serves as an
update to ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK of Exelon’s
2016 Annual Report on Form 10-K incorporated herein by reference.
Commodity Price Risk (All Registrants)
Commodity price risk is associated with price movements resulting from changes in supply and demand,
fuel costs, market liquidity, weather conditions, governmental regulatory and environmental policies and other
factors. To the extent the amount of energy Exelon generates differs from the amount of energy it has
contracted to sell, Exelon has price risk from commodity price movements. Exelon seeks to mitigate its
commodity price risk through the sale and purchase of electricity, fossil fuel and other commodities.
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Generation
Normal Operations and Hedging Activities. Electricity available from Generation’s owned or contracted
generation supply in excess of Generation’s obligations to customers, including portions of the Utility
Registrants' retail load, is sold into the wholesale markets. To reduce price risk caused by market fluctuations,
Generation enters into non-derivative contracts as well as derivative contracts, including forwards, futures,
swaps and options, with approved counterparties to hedge anticipated exposures. Generation believes these
instruments represent economic hedges that mitigate exposure to fluctuations in commodity prices. Generation
expects the settlement of the majority of its economic hedges will occur during 2017 through 2019.
In general, increases and decreases in forward market prices have a positive and negative impact,
respectively, on Generation’s owned and contracted generation positions which have not been hedged.
Exelon's hedging program involves the hedging of commodity risk for Exelon's expected generation, typically
on a ratable basis over a three-year period. As of September 30, 2017, the percentage of expected generation
hedged is 98%-101%, 79%-82% and 45%-48% for 2017, 2018 and 2019, respectively. The percentage of
expected generation hedged is the amount of equivalent sales divided by the expected generation. Expected
generation is the volume of energy that best represents our commodity position in energy markets from owned
or contracted generating facilities based upon a simulated dispatch model that makes assumptions regarding
future market conditions, which are calibrated to market quotes for power, fuel, load following products and
options. Equivalent sales represent all hedging products, which include economic hedges and certain nonderivative contracts including Generation’s sales to the Utility Registrants to serve their retail load.
A portion of Generation’s hedging strategy may be accomplished with fuel products based on assumed
correlations between power and fuel prices, which routinely change in the market. Market price risk exposure is
the risk of a change in the value of unhedged positions. The forecasted market price risk exposure for
Generation’s entire non-proprietary trading portfolio associated with a $5 reduction in the annual average
around-the-clock energy price based on September 30, 2017 market conditions and hedged position would be
an increase in pre-tax net income of approximately $10 million for 2017 and decreases of approximately $170
million and $500 million, respectively, for 2018 and 2019. Power price sensitivities are derived by adjusting
power price assumptions while keeping all other price inputs constant. Generation expects to actively manage
its portfolio to mitigate market price risk exposure for its unhedged position. Actual results could differ
depending on the specific timing of, and markets affected by, price changes, as well as future changes in
Generation’s portfolio.
Proprietary Trading Activities. Generation also enters into certain energy-related derivatives for
proprietary trading purposes. Proprietary trading includes all contracts entered into with the intent of benefiting
from shifts or changes in market prices as opposed to those entered into with the intent of hedging or
managing risk. Proprietary trading activities are subject to limits established by Exelon’s RMC. The proprietary
trading portfolio is subject to a risk management policy that includes stringent risk management limits, including
volume, stop loss and Value-at-Risk (VaR) limits to manage exposure to market risk. Additionally, the Exelon
risk management group and Exelon’s RMC monitor the financial risks of the proprietary trading activities. The
proprietary trading activities, which included physical volumes of 2,601 GWhs and 6,763 GWhs for the three
and nine months ended September 30, 2017, respectively, and 1,506 GWhs and 4,015 GWhs and for the three
and nine months September 30, 2016, respectively, are a complement to Generation’s energy marketing
portfolio, but represent a small portion of Generation’s overall revenue from energy marketing activities.
Proprietary trading portfolio activity for the nine months ended September 30, 2017 resulted in $11 million of
pre-tax gains due to net mark-to-market gains of $3 million and realized gains of $8 million. Generation uses a
95% confidence interval, assuming standard normal distribution, one day holding period and a one-tailed
statistical measure in calculating its VaR. The daily VaR on proprietary trading activity averaged $0.1 million of
exposure during the quarter. Generation has not segregated proprietary trading activity within the following
discussion because of the relative size of the proprietary trading portfolio in comparison to Generation’s total
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Revenue net of purchase power and fuel expense for the nine months ended September 30, 2017 of $6,526
million.
Fuel Procurement. Generation procures natural gas through long-term and short-term contracts and spotmarket purchases. Nuclear fuel assemblies are obtained predominantly through long-term uranium concentrate
supply contracts, contracted conversion services, contracted enrichment services, or a combination thereof,
and contracted fuel fabrication services. The supply markets for uranium concentrates and certain nuclear fuel
services are subject to price fluctuations and availability restrictions. Supply market conditions may make
Generation’s procurement contracts subject to credit risk related to the potential non-performance of
counterparties to deliver the contracted commodity or service at the contracted prices. Approximately 60% of
Generation’s uranium concentrate requirements
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from 2017 through 2021 are supplied by three producers. In the event of non-performance by these or other
suppliers, Generation believes that replacement uranium concentrates can be obtained, although at prices that
may be unfavorable when compared to the prices under the current supply agreements. Non-performance by
these counterparties could have a material adverse impact on Exelon’s and Generation’s results of operations,
cash flows and financial positions.
ComEd
ComEd entered into 20-year contracts for renewable energy and RECs beginning in June 2012. ComEd
is permitted to recover its renewable energy and REC costs from retail customers with no mark-up. The annual
commitments represent the maximum settlements with suppliers for renewable energy and RECs under the
existing contract terms. Pursuant to the ICC’s Order on December 19, 2012, ComEd’s commitments under the
existing long-term contracts were reduced for the June 2013 through May 2014 procurement period. In
addition, the ICC’s December 18, 2013 Order approved the reduction of ComEd’s commitments under those
contracts for the June 2014 through May 2015 procurement period, and the amount of the reduction was
approved by the ICC in March 2014. See Note 5 — Regulatory Matters and Note 10 — Derivative Financial
Instruments of the Combined Notes to Consolidated Financial Statements for additional information regarding
energy procurement and derivatives. ComEd does not enter into derivatives for speculative or proprietary
trading purposes.
PECO
PECO has contracts to procure electric supply that were executed through the competitive procurement
process outlined in its PAPUC-approved DSP Programs, which are further discussed in Note 5 — Regulatory
Matters of the Combined Notes to Consolidated Financial Statements. PECO has certain full requirements
contracts which are considered derivatives and qualify for the normal purchases and normal sales scope
exception under current derivative authoritative guidance, and as a result are accounted for on an accrual basis
of accounting. Under the DSP Programs, PECO is permitted to recover its electric supply procurement costs
from retail customers with no mark-up.
PECO has also entered into derivative natural gas contracts, which either qualify for the normal
purchases and normal sales exception or have no mark-to-market balances because the derivatives are index
priced, to hedge its long-term price risk in the natural gas market. PECO’s hedging program for natural gas
procurement has no direct impact on its financial position or results of operations as natural gas costs are fully
recovered from customers under the PGC.
PECO does not enter into derivatives for speculative or proprietary trading purposes. For additional
information on these contracts, see Note 10 — Derivative Financial Instruments of the Combined Notes to
Consolidated Financial Statements.
BGE
BGE procures electric supply for default service customers through full requirements contracts pursuant
to BGE’s MDPSC-approved SOS program. BGE’s full requirements contracts that are considered derivatives
qualify for the normal purchases and normal sales scope exception under current derivative authoritative
guidance, and as a result, are accounted for on an accrual basis of accounting. Under the SOS program, BGE
is permitted to recover its electricity procurement costs from retail customers, plus an administrative fee which
includes a shareholder return component and an incremental cost component.
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BGE has also entered into natural gas contracts, which qualify for the normal purchases and normal sales
scope exception, to hedge its price risk in the natural gas market. The hedging program for natural gas
procurement has no direct impact on BGE’s financial position. However, under BGE’s market-based rates
incentive mechanism, BGE’s actual cost of gas is compared to a market index (a measure of the market price
of gas in a given period). The difference between BGE’s actual cost and the market index is shared equally
between shareholders and customers.
BGE does not enter into derivatives for speculative or proprietary trading purposes. For additional
information on these contracts, see Note 10 — Derivative Financial Instruments of the Combined Notes to
Consolidated Financial Statements.
Pepco
Pepco has contracts to procure SOS electric supply that are executed through a competitive procurement
process approved by the MDPSC and DCPSC. The SOS rates charged recover Pepco's wholesale power
supply costs and
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include an administrative fee. The administrative fee includes an incremental cost component and a
shareholder return component for residential and commercial rate classes. Pepco’s price risk related to electric
supply procurement is limited. Pepco locks in fixed prices for all of its SOS requirements through full
requirements contracts. Certain of Pepco’s full requirements contracts, which are considered derivatives,
qualify for the NPNS scope exception under current derivative authoritative guidance. Other Pepco full
requirements contracts are not derivatives.
Pepco does not enter into derivatives for speculative or proprietary trading purposes. For additional
information on these contracts, see Note 10 — Derivative Financial Instruments of the Combined Notes to
Consolidated Financial Statements.
DPL
DPL has contracts to procure SOS electric supply that are executed through a competitive procurement
process approved by the MDPSC and the DPSC. The SOS rates charged recover DPL's wholesale power
supply costs. In Delaware, DPL is also entitled to recover a Reasonable Allowance for Retail Margin (RARM).
The RARM includes a fixed annual margin of approximately $2.75 million, plus an incremental cost component
and a cash working capital allowance. In Maryland, DPL charges an administrative fee intended to allow it to
recover its administrative costs. DPL locks in fixed prices for all of its SOS requirements through full
requirements contracts. DPL’s price risk related to electric supply procurement is limited. Certain of DPL’s full
requirements contracts, which are considered derivatives, qualify for the NPNS scope exception under current
derivative authoritative guidance. Other DPL full requirements contracts are not derivatives.
DPL provides natural gas to its customers under a GCR mechanism approved by the DPSC. The demand
portion of the GCR is based upon DPL’s firm transportation and storage contracts. DPL has firm deliverability
of swing and seasonal storage; a liquefied natural gas facility and firm transportation capacity to meet customer
demand and provide a reserve margin. The commodity portion of the GCR includes a commission approved
hedging program which is intended to reduce gas commodity price volatility while limiting the firm natural gas
customers’ exposure to adverse changes in the market price of natural gas.
DPL does not enter into derivatives for speculative or proprietary trading purposes. See Note 10 —
Derivative Financial Instruments of the Combined Notes to Consolidated Financial Statements for additional
information regarding energy procurement and derivatives.
ACE
ACE has contracts to procure BGS electric supply that are executed through a competitive procurement
process approved by the NJBPU. The BGS rates charged recover ACE's wholesale power supply costs. ACE
does not make any profit or incur any loss on the supply component of the BGS it supplies to customers. ACE’s
price risk related to electric supply procurement is limited. ACE locks in fixed prices for all of its BGS
requirements through full requirements contracts. ACE’s full requirements contracts, which are considered
derivatives, qualify for the NPNS scope exception under current derivative authoritative guidance. Other ACE
full requirements contracts are not derivatives.
ACE does not enter into derivatives for speculative or proprietary trading purposes. For additional
information on these contracts, see Note 10 — Derivative Financial Instruments of the Combined Notes to
Consolidated Financial Statements.
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Trading and Non-Trading Marketing Activities. The following detailed presentation of Exelon’s,
Generation’s, ComEd’s, PHI's and DPL's trading and non-trading marketing activities is included to address the
recommended disclosures by the energy industry’s Committee of Chief Risk Officers (CCRO).
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The following table provides detail on changes in Exelon’s, Generation’s, ComEd’s, PHI's and DPL's
commodity mark-to-market net asset or liability balance sheet position from December 31, 2016 to
September 30, 2017. It indicates the drivers behind changes in the balance sheet amounts. This table
incorporates the mark-to-market activities that are immediately recorded in earnings. This table excludes all
normal purchase and normal sales contracts and does not segregate proprietary trading activity. See Note 10
— Derivative Financial Instruments of the Combined Notes to Consolidated Financial Statements for additional
information on the balance sheet classification of the mark-to-market energy contract net assets (liabilities)
recorded as of September 30, 2017 and December 31, 2016.
Exelon

Total mark-to-market energy contract net assets
(liabilities) at December 31, 2016(a)
Total change in fair value during 2017 of contracts
recorded in results of operations
Reclassification to realized of contracts recorded in
results of operations

$

719

$

977

ComEd

$

(258) $

PHI

DPL

—

$

—

(13)

(13)

—

—

—

(138)

(138)

—

—

—

Contracts received at acquisition date
Changes in fair value — recorded through regulatory
assets and liabilities(b)
Changes in allocated collateral
Changes in net option premium paid/(received)
Option premium amortization
Upfront payments and amortizations(c)
Total mark-to-market energy contract net assets
(liabilities) at September 30, 2017(a)

Generation

$

—

—

—

—

—

(21)

—

(19)

(2)

(2)

88
(35)
(15)
(54)

86
(35)
(15)
(54)

—
—
—
—

2
—
—
—

2
—
—
—

531

$

808

$

(277) $

—

$

—

_________
(a)
(b)

(c)

Amounts are shown net of collateral paid to and received from counterparties.
For ComEd and DPL, the changes in fair value are recorded as a change in regulatory assets or liabilities. As of September 30, 2017, ComEd
recorded a regulatory liability of $277 million related to its mark-to-market derivative liabilities with Generation and unaffiliated suppliers. For
the nine months ended September 30, 2017, ComEd also recorded $32 million of decreases in fair value and an increase for realized losses
due to settlements of $13 million recorded in purchased power expense associated with floating-to-fixed energy swap contracts with
unaffiliated suppliers.
Includes derivative contracts acquired or sold by Generation through upfront payments or receipts of cash, excluding option premiums, and the
associated amortization.

Fair Values. The following tables present maturity and source of fair value for Exelon, Generation and
ComEd mark-to-market commodity contract net assets (liabilities). The tables provide two fundamental pieces
of information. First, the tables provide the source of fair value used in determining the carrying amount of the
Registrants’ total mark-to-market net assets (liabilities), net of allocated collateral. Second, the tables show the
maturity, by year, of the Registrants’ commodity contract net assets (liabilities), net of allocated collateral,
giving an indication of when these mark-to-market amounts will settle and either generate or require cash. See
Note 9 — Fair Value of Financial Assets and Liabilities of the Combined Notes to Consolidated Financial
Statements for additional information regarding fair value measurements and the fair value hierarchy.
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Exelon
Maturities Within
2017

Normal Operations, Commodity
derivative contracts(a)(b):
Actively quoted prices (Level
$
1)
Prices provided by external
sources (Level 2)
Prices based on model or
other valuation methods
(Level 3)(c)
$
Total

2018

27

$

2019

1

$

2020

(29) $

112

109

7

47

339

111

186

$

449

$

89

(13) $

$

Total Fair
Value

2022 and
Beyond

2021

2

$

(2) $

(14)

—

227

(6)

5

18

(32)

(165)

318

(1) $

(25) $

(167) $

531

_________
(a)
(b)
(c)

Mark-to-market gains and losses on other economic hedge and trading derivative contracts that are recorded in results of operations.
Amounts are shown net of collateral paid to and received from counterparties (and offset against mark-to-market assets and liabilities) of $415
million at September 30, 2017.
Includes ComEd’s net liabilities associated with the floating-to-fixed energy swap contracts with unaffiliated suppliers.

Generation
Maturities Within
2017

Normal Operations, Commodity
derivative contracts(a)(b):
Actively quoted prices (Level
$
1)
Prices provided by external
sources (Level 2)
Prices based on model or
other valuation methods
(Level 3)
$
Total

2018

27 $

2019

1 $

2020

(29) $

112

109

7

53

360

133

470 $

111

192 $

$

2022 and
Beyond

2021

(13) $

2

$

(2)

Total Fair
Value

$

(14)

(6)

5

—

227

40

(11)

20

595

21

$

(4) $

18

$

808

_________
(a)
(b)

Mark-to-market gains and losses on other economic hedge and trading derivative contracts that are recorded in the results of operations.
Amounts are shown net of collateral paid to and received from counterparties (and offset against mark-to-market assets and liabilities) of $415
million at September 30, 2017.

ComEd
Maturities Within
2017

Commodity derivative contracts(a):
Prices based on model or other
valuation methods (Level 3)
_________
(a)

$

(6) $

2018

(21) $

2019

(22) $

2020

(22) $

2021

2022 and
Beyond

(21) $

Total Fair
Value

(185) $

(277)

Represents ComEd’s net liabilities associated with the floating-to-fixed energy swap contracts with unaffiliated suppliers.
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Credit Risk, Collateral and Contingent Related Features (All Registrants)
The Registrants would be exposed to credit-related losses in the event of non-performance by
counterparties that enter into derivative instruments. The credit exposure of derivative contracts, before
collateral, is represented by the fair value of contracts at the reporting date. See Note 10 — Derivative
Financial Instruments of the Combined Notes to Consolidated Financial Statements for a detailed discussion of
credit risk, collateral and contingent related features.
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Generation
The following tables provide information on Generation’s credit exposure for all derivative instruments,
normal purchase normal sales agreements, and applicable payables and receivables, net of collateral and
instruments that are subject to master netting agreements, as of September 30, 2017. The tables further
delineate that exposure by credit rating of the counterparties and provide guidance on the concentration of
credit risk to individual counterparties and an indication of the duration of a company’s credit risk by credit
rating of the counterparties. The figures in the tables below exclude credit risk exposure from individual retail
customers, uranium procurement contracts, and exposure through RTOs, ISOs, NYMEX, ICE, NASDAQ, NGX
and Nodal commodity exchanges, which are discussed below. Additionally, the figures in the tables below
exclude exposures with affiliates, including net receivables with ComEd, PECO, BGE, Pepco, DPL and ACE of
$18 million, $22 million, $22 million, $34 million, $12 million, and $7 million as of September 30, 2017,
respectively.

Rating as of September 30, 2017

Total Exposure
Before
Credit Collateral

Investment grade
Non-investment grade
No external ratings
Internally rated — investment
grade
Internally rated — non-investment
grade

$

Total

$

Credit
Collateral(a)

828 $
44

Net
Exposure

9 $
4

819
40

316

—

316

100

18

82

1,288 $

Net Exposure of
Counterparties
Greater than
10% of Net
Exposure

Number of
Counterparties
Greater than 10%
of Net Exposure

31 $ 1,257

1 $

278

1 $

278

Maturity of Credit Risk Exposure
Less than
2 Years

Rating as of September 30, 2017

Investment grade
Non-investment grade
No external ratings
Internally rated — investment grade
Internally rated — non-investment grade

$

Total

$

Net Credit Exposure by Type of Counterparty

682 $
36
249
87
1,054 $

2-5 Years

139 $
8
35
13
195 $

Exposure
Greater than
5 Years

Total Exposure
Before Credit
Collateral

7 $
—

828
44

32
—

316
100

39 $

1,288

As of
September 30, 2017

Financial institutions
Investor-owned utilities, marketers, power producers
Energy cooperatives and municipalities
Other

$

48
538
525
146

Total

$

1,257

_________
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(a)

As of September 30, 2017, credit collateral held from counterparties where Generation had credit exposure included $19 million of cash and
$12 million of letters of credit.

ComEd, PECO, BGE, PHI, Pepco, DPL and ACE
There have been no significant changes or additions to ComEd’s, PECO's, BGE's, PHI's, Pepco's, DPL's
or ACE's exposures to credit risk that are described in ITEM 1A. RISK FACTORS of Exelon’s 2016 Annual
Report on Form 10-K.
See Note 10 — Derivative Financial Instruments of the Combined Notes to Consolidated Financial
Statements for information regarding credit exposure to suppliers.
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Collateral (All Registrants)
Generation
As part of the normal course of business, Generation routinely enters into physical or financial contracts
for the sale and purchase of electricity, natural gas and other commodities. These contracts either contain
express provisions or otherwise permit Generation and its counterparties to demand adequate assurance of
future performance when there are reasonable grounds for doing so. In accordance with the contracts and
applicable law, if Generation is downgraded by a credit rating agency, especially if such downgrade is to a level
below investment grade, it is possible that a counterparty would attempt to rely on such a downgrade as a
basis for making a demand for adequate assurance of future performance. Depending on Generation’s net
position with a counterparty, the demand could be for the posting of collateral. In the absence of expressly
agreed-to provisions that specify the collateral that must be provided, collateral requested will be a function of
the facts and circumstances of the situation at the time of the demand. In this case, Generation believes an
amount of several months of future payments (i.e., capacity payments) rather than a calculation of fair value is
the best estimate for the contingent collateral obligation, which has been factored into the disclosure below.
See Note 10 — Derivative Financial Instruments of the Combined Notes to Consolidated Financial Statements
for information regarding collateral requirements.
Generation transacts output through bilateral contracts. The bilateral contracts are subject to credit risk,
which relates to the ability of counterparties to meet their contractual payment obligations. Any failure to collect
these payments from counterparties could have a material impact on Exelon’s and Generation’s results of
operations, cash flows and financial position. As market prices rise above or fall below contracted price levels,
Generation is required to post collateral with purchasers; as market prices fall below contracted price levels,
counterparties are required to post collateral with Generation. In order to post collateral, Generation depends
on access to bank credit facilities, which serve as liquidity sources to fund collateral requirements. See Liquidity
and Capital Resources — Credit Matters — Exelon Credit Facilities for additional information.
As of September 30, 2017, Generation had cash collateral of $460 million posted and cash collateral held
of $49 million for external counterparties with derivative positions, of which $415 million amount in net cash
collateral deposits and $1 million amount in net cash collateral receipts were offset against energy derivative
and interest rate and foreign exchange derivative related to underlying energy contracts, respectively. As of
September 30, 2017, $3 million of cash collateral held was not offset against net derivative positions because it
was not associated with energy-related derivatives or as of the balance sheet date there were no positions to
offset. See Note 18 — Commitments and Contingencies of the Combined Notes to Consolidated Financial
Statements for information regarding the letters of credit supporting the cash collateral.
ComEd
As of September 30, 2017, ComEd held $10 million in collateral from suppliers in association with energy
procurement contracts and held approximately $21 million in the form of cash and letters of credit for both
annual and long-term renewable energy contracts. See Note 10 — Derivative Financial Instruments of the
Combined Notes to Consolidated Financial Statements in this report and Note 3 — Regulatory Matters of the
2016 Exelon Form 10-K for additional information.
PECO
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As of September 30, 2017, PECO was not required to post collateral under its energy and natural gas
procurement contracts. See Note 10 — Derivative Financial Instruments of the Combined Notes to
Consolidated Financial Statements for additional information.
BGE
BGE is not required to post collateral under its electric supply contracts nor was it holding collateral under
its electric supply procurement contracts as of September 30, 2017. As of September 30, 2017, BGE was not
required to post collateral under its natural gas procurement contracts but was holding an immaterial amount of
collateral under its natural gas procurement contracts. See Note 10 — Derivative Financial Instruments of the
Combined Notes to Consolidated Financial Statements for additional information.
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Pepco
Pepco is not required to post collateral under its energy procurement contracts. See Note 10 — Derivative
Financial Instruments of the Combined Notes to Consolidated Financial Statements for additional information.
DPL
DPL is not required to post collateral under its energy procurement contracts. As of September 30, 2017,
DPL was not required to post collateral under its natural gas procurement contracts. See Note 10 — Derivative
Financial Instruments of the Combined Notes to Consolidated Financial Statements for additional information.
ACE
ACE is not required to post collateral under its energy procurement contracts. See Note 10 — Derivative
Financial Instruments of the Combined Notes to Consolidated Financial Statements for additional information.
RTOs and ISOs (All Registrants)
Generation, ComEd, PECO, BGE, Pepco, DPL and ACE participate in all, or some, of the established
wholesale spot energy markets that are administered by PJM, ISO-NE, ISO-NY, CAISO, MISO, SPP, AESO,
OIESO and ERCOT. In these areas, power is traded through bilateral agreements between buyers and sellers
and on the spot energy markets that are administered by the RTOs or ISOs, as applicable. In areas where
there are no spot energy markets, electricity is purchased and sold solely through bilateral agreements. For
sales into the spot energy markets administered by an RTO or ISO, the RTO or ISO maintains financial
assurance policies that are established and enforced by those administrators. The credit policies of the RTOs
and ISOs may, under certain circumstances, require that losses arising from the default of one member on spot
energy market transactions be shared by the remaining participants. Non-performance or non-payment by a
major counterparty could result in a material adverse impact on the Registrants’ results of operations, cash
flows and financial positions.
Exchange Traded Transactions (Exelon, Generation, PHI and DPL)
Generation enters into commodity transactions on NYMEX, ICE, NASDAQ, NGX and the Nodal exchange
("the Exchanges"). DPL enters into commodity transactions on ICE. The Exchange clearinghouses act as the
counterparty to each trade. Transactions on the Exchanges must adhere to comprehensive collateral and
margining requirements. As a result, transactions on the Exchanges are significantly collateralized and have
limited counterparty credit risk.
Interest Rate and Foreign Exchange Risk (All Registrants)
The Registrants use a combination of fixed-rate and variable-rate debt to manage interest rate exposure.
The Registrants may also utilize fixed-to-floating interest rate swaps, which are typically designated as fair
value hedges, as a means to manage their interest rate exposure. In addition, the Registrants may utilize
interest rate derivatives to lock in rate levels in anticipation of future financings, which are typically designated
as cash flow hedges. These strategies are employed to manage interest rate risks. At September 30, 2017,
Exelon had $800 million of notional amounts of fixed-to-floating hedges outstanding and Exelon and
Generation had $491 million of notional amounts of floating-to-fixed hedges outstanding. Assuming the interest
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rate hedges are 100% effective, a hypothetical 50 bps increase in the interest rates associated with unhedged
variable-rate debt (excluding Commercial Paper) and fixed-to-floating swaps would result in approximately a $4
million decrease in Exelon Consolidated pre-tax income for the nine months ended September 30, 2017. To
manage foreign exchange rate exposure associated with international energy purchases in currencies other
than U.S. dollars, Generation utilizes foreign currency derivatives, which are typically designated as economic
hedges.
Equity Price Risk (Exelon and Generation)
Generation maintains trust funds, as required by the NRC, to fund certain costs of decommissioning its
nuclear plants. As of September 30, 2017, Generation’s decommissioning trust funds are reflected at fair value
on its Consolidated Balance Sheets. The mix of securities in the trust funds is designed to provide returns to be
used to fund decommissioning and to compensate Generation for inflationary increases in decommissioning
costs; however, the equity securities in the trust funds are exposed to price fluctuations in equity markets, and
the value of fixed-rate, fixed-income securities are exposed to changes in interest rates. Generation actively
monitors the investment performance of the trust funds and periodically reviews asset allocation in accordance
with Generation’s NDT fund investment policy.
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A hypothetical 10% increase in interest rates and decrease in equity prices would result in a $626 million
reduction in the fair value of the trust assets. This calculation holds all other variables constant and assumes
only the discussed changes in interest rates and equity prices. See ITEM 2. MANAGEMENT'S DISCUSSION
AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS for further discussion of
equity price risk as a result of the current capital and credit market conditions.
Item 4.

Controls and Procedures

During the third quarter of 2017, each of Exelon’s, Generation’s, ComEd’s, PECO’s, BGE’s, PHI's,
Pepco's, DPL's and ACE's management, including its principal executive officer and principal financial officer,
evaluated its disclosure controls and procedures related to the recording, processing, summarizing and
reporting of information in its periodic reports that it files with the SEC. These disclosure controls and
procedures have been designed by all Registrants to ensure that (a) material information relating to that
Registrant, including its consolidated subsidiaries, is accumulated and made known to Exelon’s management,
including its principal executive officer and principal financial officer, by other employees of that Registrant and
its subsidiaries as appropriate to allow timely decisions regarding required disclosure, and (b) this information
is recorded, processed, summarized, evaluated and reported, as applicable, within the time periods specified in
the SEC’s rules and forms. Due to the inherent limitations of control systems, not all misstatements may be
detected. These inherent limitations include the realities that judgments in decision-making can be faulty and
that breakdowns can occur because of simple error or mistake. Additionally, controls could be circumvented by
the individual acts of some persons or by collusion of two or more people.
Accordingly, as of September 30, 2017, the principal executive officer and principal financial officer of
each of Exelon, Generation, ComEd, PECO, BGE, PHI, Pepco, DPL and ACE concluded that such Registrant’s
disclosure controls and procedures were effective to accomplish its objectives. All Registrants continually strive
to improve their disclosure controls and procedures to enhance the quality of its financial reporting and to
maintain dynamic systems that change as conditions warrant. There have been no changes in internal control
over financial reporting that occurred during the third quarter of 2017 that have materially affected, or are
reasonably likely to materially affect, any of Exelon’s, Generation’s, ComEd’s, PECO’s, BGE’s, PHI’s, Pepco’s,
DPL’s and ACE’s internal control over financial reporting.
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PART II — OTHER INFORMATION
Item 1.

Legal Proceedings

The Registrants are parties to various lawsuits and regulatory proceedings in the ordinary course of their
respective businesses. For information regarding material lawsuits and proceedings, see (a) ITEM 3. LEGAL
PROCEEDINGS of Exelon’s 2016 Form 10-K and (b) Notes 5 — Regulatory Matters and 18 — Commitments
and Contingencies of the Combined Notes to Consolidated Financial Statements in PART I, ITEM 1.
FINANCIAL STATEMENTS of this Report. Such descriptions are incorporated herein by these references.
Item 1A.

Risk Factors

Risks Related to Exelon
At September 30, 2017, the Registrants' risk factors were consistent with the risk factors described in the
Registrants' combined 2016 Form 10-K in ITEM 1A. RISK FACTORS.
Item 4.

Mine Safety Disclosures

All Registrants
Not applicable to the Registrants.
Item 6.

Exhibits

Certain of the following exhibits are incorporated herein by reference under Rule 12b-32 of the Securities
and Exchange Act of 1934, as amended. Certain other instruments which would otherwise be required to be
listed below have not been so listed because such instruments do not authorize securities in an amount which
exceeds 10% of the total assets of the applicable registrant and its subsidiaries on a consolidated basis and
the relevant registrant agrees to furnish a copy of any such instrument to the Commission upon request.

Exhibit
No.

Description

4.1

Supplemental Indenture dated as of August 9, 2017, from ComEd to BNY Mellon Trust
Company of Illinois, as trustee, and D. G. Donovan, as co-trustee (File No. 001-01839,
Form 8-K dated August 23, 2017, Exhibit 4.1)

4.2

BGE Form of 3.750% notes due 2047 (File No. 001-01910, Form 8-K dated August 24,
2017, Exhibit 4.1)

4.3

One Hundred and Fourteenth Supplemental Indenture dated as of September 1, 2017,
from PECO to U.S. Bank National Association, as trustee (File No. 000-16844, Form 8-K
dated September 18, 2017, Exhibit 4.1)

101.INS

XBRL Instance
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101.SCH

XBRL Taxonomy Extension Schema

101.CAL

XBRL Taxonomy Extension Calculation

101.DEF

XBRL Taxonomy Extension Definition

101.LAB

XBRL Taxonomy Extension Labels

101.PRE

XBRL Taxonomy Extension Presentation
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Certifications Pursuant to Rule 13a-14(a) and 15d-14(a) of the Securities and Exchange Act of 1934 as to
the Quarterly Report on Form 10-Q for the quarterly period ended September 30, 2017 filed by the following
officers for the following companies:

31-1

— Filed by Christopher M. Crane for Exelon Corporation

31-2

— Filed by Jonathan W. Thayer for Exelon Corporation

31-3

— Filed by Kenneth W. Cornew for Exelon Generation Company, LLC

31-4

— Filed by Bryan P. Wright for Exelon Generation Company, LLC

31-5

— Filed by Anne R. Pramaggiore for Commonwealth Edison Company

31-6

— Filed by Joseph R. Trpik, Jr. for Commonwealth Edison Company

31-7

— Filed by Craig L. Adams for PECO Energy Company

31-8

— Filed by Phillip S. Barnett for PECO Energy Company

31-9

— Filed by Calvin G. Butler, Jr. for Baltimore Gas and Electric Company

31-10

— Filed by David M. Vahos for Baltimore Gas and Electric Company

31-11

— Filed by David M. Velazquez for Pepco Holdings LLC

31-12

— Filed by Donna J. Kinzel for Pepco Holdings LLC

31-13

— Filed by David M. Velazquez for Potomac Electric Power Company

31-14

— Filed by Donna J. Kinzel for Potomac Electric Power Company

31-15

— Filed by David M. Velazquez for Delmarva Power & Light Company

31-16

— Filed by Donna J. Kinzel for Delmarva Power & Light Company

31-17

— Filed by David M. Velazquez for Atlantic City Electric Company

31-18

— Filed by Donna J. Kinzel for Atlantic City Electric Company
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Certifications Pursuant to Section 1350 of Chapter 63 of Title 18 United States Code (Sarbanes — Oxley
Act of 2002) as to the Quarterly Report on Form 10-Q for the quarterly period ended September 30, 2017 filed
by the following officers for the following companies:

32-1

— Filed by Christopher M. Crane for Exelon Corporation

32-2

— Filed by Jonathan W. Thayer for Exelon Corporation

32-3

— Filed by Kenneth W. Cornew for Exelon Generation Company, LLC

32-4

— Filed by Bryan P. Wright for Exelon Generation Company, LLC

32-5

— Filed by Anne R. Pramaggiore for Commonwealth Edison Company

32-6

— Filed by Joseph R. Trpik, Jr. for Commonwealth Edison Company

32-7

— Filed by Craig L. Adams for PECO Energy Company

32-8

— Filed by Phillip S. Barnett for PECO Energy Company

32-9

— Filed by Calvin G. Butler, Jr. for Baltimore Gas and Electric Company

32-10

— Filed by David M. Vahos for Baltimore Gas and Electric Company

32-11

— Filed by David M. Velazquez for Pepco Holdings LLC

32-12

— Filed by Donna J. Kinzel for Pepco Holdings LLC

32-13

— Filed by David M. Velazquez for Potomac Electric Power Company

32-14

— Filed by Donna J. Kinzel for Potomac Electric Power Company

32-15

— Filed by David M. Velazquez for Delmarva Power & Light Company

32-16

— Filed by Donna J. Kinzel for Delmarva Power & Light Company

32-17

— Filed by David M. Velazquez for Atlantic City Electric Company

32-18

— Filed by Donna J. Kinzel for Atlantic City Electric Company
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SIGNATURES

Pursuant to requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this
report to be signed on its behalf by the undersigned thereunto duly authorized.
EXELON CORPORATION
/s/

CHRISTOPHER M. CRANE

Christopher M. Crane
President and Chief Executive Officer
(Principal Executive Officer) and Director
/s/

/s/

JONATHAN W. THAYER

Jonathan W. Thayer
Senior Executive Vice President and Chief Financial
Officer
(Principal Financial Officer)

DUANE M. DESPARTE

Duane M. DesParte
Senior Vice President and Corporate Controller
(Principal Accounting Officer)
November 2, 2017
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Pursuant to requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this
report to be signed on its behalf by the undersigned thereunto duly authorized.
EXELON GENERATION COMPANY, LLC
/s/

KENNETH W. CORNEW

/s/

Kenneth W. Cornew
President and Chief Executive Officer
(Principal Executive Officer)
/s/

BRYAN P. WRIGHT

Bryan P. Wright
Senior Vice President and Chief Financial Officer
(Principal Financial Officer)

MATTHEW N. BAUER

Matthew N. Bauer
Vice President and Controller
(Principal Accounting Officer)
November 2, 2017
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Pursuant to requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this
report to be signed on its behalf by the undersigned thereunto duly authorized.
COMMONWEALTH EDISON COMPANY
/s/

ANNE R. PRAMAGGIORE

/s/

Anne R. Pramaggiore
President and Chief Executive Officer
(Principal Executive Officer)
/s/

JOSEPH R. TRPIK, JR.

Joseph R. Trpik, Jr.
Senior Vice President, Chief Financial Officer and
Treasurer
(Principal Financial Officer)

GERALD J. KOZEL

Gerald J. Kozel
Vice President and Controller
(Principal Accounting Officer)
November 2, 2017
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Pursuant to requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this
report to be signed on its behalf by the undersigned thereunto duly authorized.
PECO ENERGY COMPANY
/s/

CRAIG L. ADAMS

/s/

Craig L. Adams
President and Chief Executive Officer
(Principal Executive Officer) and Director
/s/

PHILLIP S. BARNETT

Phillip S. Barnett
Senior Vice President, Chief Financial Officer and
Treasurer
(Principal Financial Officer)

SCOTT A. BAILEY

Scott A. Bailey
Vice President and Controller
(Principal Accounting Officer)
November 2, 2017
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Pursuant to requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this
report to be signed on its behalf by the undersigned thereunto duly authorized.
BALTIMORE GAS AND ELECTRIC COMPANY
/s/

CALVIN G. BUTLER, JR.

/s/

Calvin G. Butler, Jr.
Chief Executive Officer
(Principal Executive Officer)

DAVID M. VAHOS

David M. Vahos
Senior Vice President, Chief Financial Officer and
Treasurer (Principal Financial Officer)

/s/ ANDREW W. HOLMES
Andrew W. Holmes
Vice President and Controller
(Principal Accounting Officer)
November 2, 2017
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Pursuant to requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this
report to be signed on its behalf by the undersigned thereunto duly authorized.
PEPCO HOLDINGS LLC

/s/ DAVID M. VELAZQUEZ

/s/ DONNA J. KINZEL

David M. Velazquez
President and Chief Executive Officer
(Principal Executive Officer)

Donna J. Kinzel
Senior Vice President, Chief Financial Officer and
Treasurer
(Principal Financial Officer)

/s/ ROBERT M. AIKEN
Robert M. Aiken
Vice President and Controller
(Principal Accounting Officer)
November 2, 2017
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Pursuant to requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this
report to be signed on its behalf by the undersigned thereunto duly authorized.
POTOMAC ELECTRIC POWER COMPANY
/s/ DAVID M. VELAZQUEZ

/s/ DONNA J. KINZEL

David M. Velazquez
President and Chief Executive Officer
(Principal Executive Officer)

Donna J. Kinzel
Senior Vice President, Chief Financial Officer and
Treasurer
(Principal Financial Officer)

/s/ ROBERT M. AIKEN
Robert M. Aiken
Vice President and Controller
(Principal Accounting Officer)
November 2, 2017
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Pursuant to requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this
report to be signed on its behalf by the undersigned thereunto duly authorized.
DELMARVA POWER & LIGHT COMPANY
/s/ DAVID M. VELAZQUEZ

/s/ DONNA J. KINZEL

David M. Velazquez
President and Chief Executive Officer
(Principal Executive Officer)

Donna J. Kinzel
Senior Vice President, Chief Financial Officer and
Treasurer
(Principal Financial Officer)

/s/ ROBERT M. AIKEN
Robert M. Aiken
Vice President and Controller
(Principal Accounting Officer)
November 2, 2017
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Pursuant to requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this
report to be signed on its behalf by the undersigned thereunto duly authorized.
ATLANTIC CITY ELECTRIC COMPANY
/s/ DAVID M. VELAZQUEZ

/s/ DONNA J. KINZEL

David M. Velazquez
President and Chief Executive Officer
(Principal Executive Officer)

Donna J. Kinzel
Senior Vice President, Chief Financial Officer and
Treasurer
(Principal Financial Officer)

/s/ ROBERT M. AIKEN
Robert M. Aiken
Vice President and Controller
(Principal Accounting Officer)
November 2, 2017
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Scott A. Bailey

Q. SDR-ROR-2

Please supply copies of the Company’s balance sheets for each
month/quarter for the last two years.

A. SDR-ROR-2

Refer to Attachment SDR-ROR-02(a) for the quarterly balance sheets on a
total company basis filed for 2016 and 2017 through Q3 2017. For
quarterly balance sheet for Q4 2017 refer to SDR-GEN-02.

Name of Respondent

This Report Is:
(1) X An Original
(2)
A Resubmission

PECO Energy Company

Date of Report
(Mo, Da, Yr)

Year/Period of Report

05/27/2016

End of

2016/Q1

COMPARATIVE BALANCE SHEET (ASSETS AND OTHER DEBITS)
Line
No.

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52

Ref.
Page No.
(b)

Title of Account
(a)
UTILITY PLANT
Utility Plant (101-106, 114)
Construction Work in Progress (107)
TOTAL Utility Plant (Enter Total of lines 2 and 3)
(Less) Accum. Prov. for Depr. Amort. Depl. (108, 110, 111, 115)
Net Utility Plant (Enter Total of line 4 less 5)
Nuclear Fuel in Process of Ref., Conv.,Enrich., and Fab. (120.1)
Nuclear Fuel Materials and Assemblies-Stock Account (120.2)
Nuclear Fuel Assemblies in Reactor (120.3)
Spent Nuclear Fuel (120.4)
Nuclear Fuel Under Capital Leases (120.6)
(Less) Accum. Prov. for Amort. of Nucl. Fuel Assemblies (120.5)
Net Nuclear Fuel (Enter Total of lines 7-11 less 12)
Net Utility Plant (Enter Total of lines 6 and 13)
Utility Plant Adjustments (116)
Gas Stored Underground - Noncurrent (117)
OTHER PROPERTY AND INVESTMENTS
Nonutility Property (121)
(Less) Accum. Prov. for Depr. and Amort. (122)
Investments in Associated Companies (123)
Investment in Subsidiary Companies (123.1)
(For Cost of Account 123.1, See Footnote Page 224, line 42)
Noncurrent Portion of Allowances
Other Investments (124)
Sinking Funds (125)
Depreciation Fund (126)
Amortization Fund - Federal (127)
Other Special Funds (128)
Special Funds (Non Major Only) (129)
Long-Term Portion of Derivative Assets (175)
Long-Term Portion of Derivative Assets – Hedges (176)
TOTAL Other Property and Investments (Lines 18-21 and 23-31)
CURRENT AND ACCRUED ASSETS
Cash and Working Funds (Non-major Only) (130)
Cash (131)
Special Deposits (132-134)
Working Fund (135)
Temporary Cash Investments (136)
Notes Receivable (141)
Customer Accounts Receivable (142)
Other Accounts Receivable (143)
(Less) Accum. Prov. for Uncollectible Acct.-Credit (144)
Notes Receivable from Associated Companies (145)
Accounts Receivable from Assoc. Companies (146)
Fuel Stock (151)
Fuel Stock Expenses Undistributed (152)
Residuals (Elec) and Extracted Products (153)
Plant Materials and Operating Supplies (154)
Merchandise (155)
Other Materials and Supplies (156)
Nuclear Materials Held for Sale (157)
Allowances (158.1 and 158.2)

200-201
200-201
200-201
202-203

202-203

224-225
228-229

227
227
227
227
227
227
202-203/227
228-229

Current Year
End of Quarter/Year
Balance
(c)

Prior Year
End Balance
12/31
(d)

10,136,210,040
197,715,474
10,333,925,514
3,137,428,441
7,196,497,073
0
0
0
0
0
0
0
7,196,497,073
0
0

10,073,568,455
154,273,099
10,227,841,554
3,098,945,022
7,128,896,532
0
0
0
0
0
0
0
7,128,896,532
0
0

13,916,197
1,652,308
0
7,945,923

13,916,195
1,637,893
0
9,065,797

0
18,656,463
0
0
0
0
0
0
0
38,866,275

0
19,940,406
0
0
0
0
0
0
0
41,284,505

0
10,782,227
2,814,222
106,034
334,250
0
272,879,840
134,220,314
89,846,270
160,000,000
13,773,312
1,331,196
0
0
27,127,163
0
0
0
0

0
24,695,279
2,814,151
77,766
264,145,984
0
226,123,651
153,409,495
82,890,719
0
10,109,493
1,331,196
0
0
26,560,364
0
0
0
0
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Name of Respondent

This Report Is:
(1) X An Original
(2)
A Resubmission

PECO Energy Company

Date of Report
(Mo, Da, Yr)
05/27/2016

Year/Period of Report
End of

2016/Q1

COMPARATIVE BALANCE SHEET (ASSETS AND OTHER DEBITS)(Continued)
Line
No.

53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79
80
81
82
83
84
85

Title of Account
(a)
(Less) Noncurrent Portion of Allowances
Stores Expense Undistributed (163)
Gas Stored Underground - Current (164.1)
Liquefied Natural Gas Stored and Held for Processing (164.2-164.3)
Prepayments (165)
Advances for Gas (166-167)
Interest and Dividends Receivable (171)
Rents Receivable (172)
Accrued Utility Revenues (173)
Miscellaneous Current and Accrued Assets (174)
Derivative Instrument Assets (175)
(Less) Long-Term Portion of Derivative Instrument Assets (175)
Derivative Instrument Assets - Hedges (176)
(Less) Long-Term Portion of Derivative Instrument Assets - Hedges (176
Total Current and Accrued Assets (Lines 34 through 66)
DEFERRED DEBITS
Unamortized Debt Expenses (181)
Extraordinary Property Losses (182.1)
Unrecovered Plant and Regulatory Study Costs (182.2)
Other Regulatory Assets (182.3)
Prelim. Survey and Investigation Charges (Electric) (183)
Preliminary Natural Gas Survey and Investigation Charges 183.1)
Other Preliminary Survey and Investigation Charges (183.2)
Clearing Accounts (184)
Temporary Facilities (185)
Miscellaneous Deferred Debits (186)
Def. Losses from Disposition of Utility Plt. (187)
Research, Devel. and Demonstration Expend. (188)
Unamortized Loss on Reaquired Debt (189)
Accumulated Deferred Income Taxes (190)
Unrecovered Purchased Gas Costs (191)
Total Deferred Debits (lines 69 through 83)
TOTAL ASSETS (lines 14-16, 32, 67, and 84)

Ref.
Page No.
(b)
227

230a
230b
232

233
352-353
234

Current Year
End of Quarter/Year
Balance
(c)

Prior Year
End Balance
12/31
(d)

0
0
13,025,777
3,380,698
120,873,130
0
5,228
0
94,162,376
15,414,002
0
0
0
0
780,383,499

0
0
36,777,103
4,580,352
22,407,729
0
928
0
105,202,585
12,410,447
0
0
0
0
807,755,804

14,478,107
0
0
1,646,198,165
0
0
0
0
0
805,657,786
0
0
1,347,525
147,732,267
0
2,615,413,850
10,631,160,697

14,920,091
0
0
1,615,311,739
0
0
0
0
0
772,886,888
0
0
1,707,955
148,097,951
0
2,552,924,624
10,530,861,465
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Name of Respondent

This Report is:
(1) x An Original
(2)
A Resubmission

PECO Energy Company

Year/Period of Report

Date of Report
(mo, da, yr)
05/27/2016

end of

2016/Q1

COMPARATIVE BALANCE SHEET (LIABILITIES AND OTHER CREDITS)
Line
No.

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45

Ref.
Page No.
(b)

Title of Account
(a)
PROPRIETARY CAPITAL
Common Stock Issued (201)
Preferred Stock Issued (204)
Capital Stock Subscribed (202, 205)
Stock Liability for Conversion (203, 206)
Premium on Capital Stock (207)
Other Paid-In Capital (208-211)
Installments Received on Capital Stock (212)
(Less) Discount on Capital Stock (213)
(Less) Capital Stock Expense (214)
Retained Earnings (215, 215.1, 216)
Unappropriated Undistributed Subsidiary Earnings (216.1)
(Less) Reaquired Capital Stock (217)
Noncorporate Proprietorship (Non-major only) (218)
Accumulated Other Comprehensive Income (219)
Total Proprietary Capital (lines 2 through 15)
LONG-TERM DEBT
Bonds (221)
(Less) Reaquired Bonds (222)
Advances from Associated Companies (223)
Other Long-Term Debt (224)
Unamortized Premium on Long-Term Debt (225)
(Less) Unamortized Discount on Long-Term Debt-Debit (226)
Total Long-Term Debt (lines 18 through 23)
OTHER NONCURRENT LIABILITIES
Obligations Under Capital Leases - Noncurrent (227)
Accumulated Provision for Property Insurance (228.1)
Accumulated Provision for Injuries and Damages (228.2)
Accumulated Provision for Pensions and Benefits (228.3)
Accumulated Miscellaneous Operating Provisions (228.4)
Accumulated Provision for Rate Refunds (229)
Long-Term Portion of Derivative Instrument Liabilities
Long-Term Portion of Derivative Instrument Liabilities - Hedges
Asset Retirement Obligations (230)
Total Other Noncurrent Liabilities (lines 26 through 34)
CURRENT AND ACCRUED LIABILITIES
Notes Payable (231)
Accounts Payable (232)
Notes Payable to Associated Companies (233)
Accounts Payable to Associated Companies (234)
Customer Deposits (235)
Taxes Accrued (236)
Interest Accrued (237)
Dividends Declared (238)
Matured Long-Term Debt (239)

250-251
250-251

253
252
254
254b
118-119
118-119
250-251
122(a)(b)

256-257
256-257
256-257
256-257

262-263

Current Year
End of Quarter/Year
Balance
(c)

Prior Year
End Balance
12/31
(d)

1,423,004,251
0
0
0
0
1,031,801,693
0
0
86,742
3,845,491,422
-3,010,435,207
0
0
1,067,039
3,290,842,456

1,423,004,251
0
0
0
0
1,031,801,693
0
0
86,742
3,765,507,601
-2,985,474,290
0
0
1,244,689
3,235,997,202

2,600,000,000
0
184,418,609
0
0
4,961,025
2,779,457,584

2,600,000,000
0
184,418,609
0
0
5,092,859
2,779,325,750

0
0
36,174,409
306,158,944
30,228,850
0
0
0
26,512,372
399,074,575

0
0
36,295,614
305,320,494
31,460,652
0
0
0
26,845,452
399,922,212

0
261,410,255
0
68,836,782
59,129,560
5,326,116
39,316,938
0
0

0
280,743,590
0
56,361,883
57,880,863
3,514,216
35,134,790
0
0

Attachment SDR-ROR-2(a)
Page 3 of 28
FERC FORM NO. 1 (rev. 12-03)

Page 112

Name of Respondent

This Report is:
(1) x An Original
(2)
A Resubmission

PECO Energy Company

Date of Report
(mo, da, yr)
05/27/2016

Year/Period of Report
end of

2016/Q1

(continued)
COMPARATIVE BALANCE SHEET (LIABILITIES AND OTHER CREDITS)
Line
No.

46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66

Ref.
Page No.
(b)

Title of Account
(a)
Matured Interest (240)
Tax Collections Payable (241)
Miscellaneous Current and Accrued Liabilities (242)
Obligations Under Capital Leases-Current (243)
Derivative Instrument Liabilities (244)
(Less) Long-Term Portion of Derivative Instrument Liabilities
Derivative Instrument Liabilities - Hedges (245)
(Less) Long-Term Portion of Derivative Instrument Liabilities-Hedges
Total Current and Accrued Liabilities (lines 37 through 53)
DEFERRED CREDITS
Customer Advances for Construction (252)
Accumulated Deferred Investment Tax Credits (255)
Deferred Gains from Disposition of Utility Plant (256)
Other Deferred Credits (253)
Other Regulatory Liabilities (254)
Unamortized Gain on Reaquired Debt (257)
Accum. Deferred Income Taxes-Accel. Amort.(281)
Accum. Deferred Income Taxes-Other Property (282)
Accum. Deferred Income Taxes-Other (283)
Total Deferred Credits (lines 56 through 64)
TOTAL LIABILITIES AND STOCKHOLDER EQUITY (lines 16, 24, 35, 54 and 65)

266-267
269
278
272-277

Current Year
End of Quarter/Year
Balance
(c)

Prior Year
End Balance
12/31
(d)

0
82,944
69,883,690
0
0
0
0
0
503,986,285

0
45,000
95,980,512
0
0
0
0
0
529,660,854

5,001,602
1,670,442
0
1,111,197
655,191,197
0
0
2,958,076,339
36,749,020
3,657,799,797
10,631,160,697

5,579,276
1,807,531
0
1,167,635
638,893,623
0
0
2,902,050,799
36,456,583
3,585,955,447
10,530,861,465

Attachment SDR-ROR-2(a)
Page 4 of 28
FERC FORM NO. 1 (rev. 12-03)

Page 113

Name of Respondent

This Report Is:
(1) X An Original
(2)
A Resubmission

PECO Energy Company

Date of Report
(Mo, Da, Yr)

Year/Period of Report

08/26/2016

End of

2016/Q2

COMPARATIVE BALANCE SHEET (ASSETS AND OTHER DEBITS)
Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52

Ref.
Page No.
(b)

Title of Account
(a)
UTILITY PLANT
Utility Plant (101-106, 114)
Construction Work in Progress (107)
TOTAL Utility Plant (Enter Total of lines 2 and 3)
(Less) Accum. Prov. for Depr. Amort. Depl. (108, 110, 111, 115)
Net Utility Plant (Enter Total of line 4 less 5)
Nuclear Fuel in Process of Ref., Conv.,Enrich., and Fab. (120.1)
Nuclear Fuel Materials and Assemblies-Stock Account (120.2)
Nuclear Fuel Assemblies in Reactor (120.3)
Spent Nuclear Fuel (120.4)
Nuclear Fuel Under Capital Leases (120.6)
(Less) Accum. Prov. for Amort. of Nucl. Fuel Assemblies (120.5)
Net Nuclear Fuel (Enter Total of lines 7-11 less 12)
Net Utility Plant (Enter Total of lines 6 and 13)
Utility Plant Adjustments (116)
Gas Stored Underground - Noncurrent (117)
OTHER PROPERTY AND INVESTMENTS
Nonutility Property (121)
(Less) Accum. Prov. for Depr. and Amort. (122)
Investments in Associated Companies (123)
Investment in Subsidiary Companies (123.1)
(For Cost of Account 123.1, See Footnote Page 224, line 42)
Noncurrent Portion of Allowances
Other Investments (124)
Sinking Funds (125)
Depreciation Fund (126)
Amortization Fund - Federal (127)
Other Special Funds (128)
Special Funds (Non Major Only) (129)
Long-Term Portion of Derivative Assets (175)
Long-Term Portion of Derivative Assets – Hedges (176)
TOTAL Other Property and Investments (Lines 18-21 and 23-31)
CURRENT AND ACCRUED ASSETS
Cash and Working Funds (Non-major Only) (130)
Cash (131)
Special Deposits (132-134)
Working Fund (135)
Temporary Cash Investments (136)
Notes Receivable (141)
Customer Accounts Receivable (142)
Other Accounts Receivable (143)
(Less) Accum. Prov. for Uncollectible Acct.-Credit (144)
Notes Receivable from Associated Companies (145)
Accounts Receivable from Assoc. Companies (146)
Fuel Stock (151)
Fuel Stock Expenses Undistributed (152)
Residuals (Elec) and Extracted Products (153)
Plant Materials and Operating Supplies (154)
Merchandise (155)
Other Materials and Supplies (156)
Nuclear Materials Held for Sale (157)
Allowances (158.1 and 158.2)

200-201
200-201
200-201
202-203

202-203

224-225
228-229

227
227
227
227
227
227
202-203/227
228-229

Current Year
End of Quarter/Year
Balance
(c)

Prior Year
End Balance
12/31
(d)

10,289,067,390
185,083,071
10,474,150,461
3,183,014,213
7,291,136,248
0
0
0
0
0
0
0
7,291,136,248
0
0

10,073,568,455
154,273,099
10,227,841,554
3,098,945,022
7,128,896,532
0
0
0
0
0
0
0
7,128,896,532
0
0

13,904,734
1,666,572
0
1,171,511

13,916,195
1,637,893
0
9,065,797

0
18,115,605
0
0
0
0
0
0
0
31,525,278

0
19,940,406
0
0
0
0
0
0
0
41,284,505

0
19,157,858
2,814,292
257,509
181,470,297
0
203,404,407
134,635,540
74,997,751
0
12,621,409
1,331,196
0
0
26,651,740
0
0
0
0

0
24,695,279
2,814,151
77,766
264,145,984
0
226,123,651
153,409,495
82,890,719
0
10,109,493
1,331,196
0
0
26,560,364
0
0
0
0

Attachment SDR-ROR-2(a)
Page 5 of 28
FERC FORM NO. 1 (REV. 12-03)

Page 110

Name of Respondent

This Report Is:
(1) X An Original
(2)
A Resubmission

PECO Energy Company

Date of Report
(Mo, Da, Yr)
08/26/2016

Year/Period of Report
End of

2016/Q2

COMPARATIVE BALANCE SHEET (ASSETS AND OTHER DEBITS)(Continued)
Line
No.
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79
80
81
82
83
84
85

Title of Account
(a)
(Less) Noncurrent Portion of Allowances
Stores Expense Undistributed (163)
Gas Stored Underground - Current (164.1)
Liquefied Natural Gas Stored and Held for Processing (164.2-164.3)
Prepayments (165)
Advances for Gas (166-167)
Interest and Dividends Receivable (171)
Rents Receivable (172)
Accrued Utility Revenues (173)
Miscellaneous Current and Accrued Assets (174)
Derivative Instrument Assets (175)
(Less) Long-Term Portion of Derivative Instrument Assets (175)
Derivative Instrument Assets - Hedges (176)
(Less) Long-Term Portion of Derivative Instrument Assets - Hedges (176
Total Current and Accrued Assets (Lines 34 through 66)
DEFERRED DEBITS
Unamortized Debt Expenses (181)
Extraordinary Property Losses (182.1)
Unrecovered Plant and Regulatory Study Costs (182.2)
Other Regulatory Assets (182.3)
Prelim. Survey and Investigation Charges (Electric) (183)
Preliminary Natural Gas Survey and Investigation Charges 183.1)
Other Preliminary Survey and Investigation Charges (183.2)
Clearing Accounts (184)
Temporary Facilities (185)
Miscellaneous Deferred Debits (186)
Def. Losses from Disposition of Utility Plt. (187)
Research, Devel. and Demonstration Expend. (188)
Unamortized Loss on Reaquired Debt (189)
Accumulated Deferred Income Taxes (190)
Unrecovered Purchased Gas Costs (191)
Total Deferred Debits (lines 69 through 83)
TOTAL ASSETS (lines 14-16, 32, 67, and 84)

Ref.
Page No.
(b)
227

230a
230b
232

233
352-353
234

Current Year
End of Quarter/Year
Balance
(c)
0
0
18,896,090
3,277,803
100,338,186
0
9,512
0
110,719,190
18,005,025
0
0
0
0
758,592,303
14,050,541
0
0
1,683,640,243
0
0
0
0
0
818,683,336
0
0
1,007,459
138,858,861
0
2,656,240,440
10,737,494,269

Prior Year
End Balance
12/31
(d)
0
0
36,777,103
4,580,352
22,407,729
0
928
0
105,202,585
12,410,447
0
0
0
0
807,755,804
14,920,091
0
0
1,615,311,739
0
0
0
0
0
772,886,888
0
0
1,707,955
148,097,951
0
2,552,924,624
10,530,861,465

Attachment SDR-ROR-2(a)
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FERC FORM NO. 1 (REV. 12-03)

Page 111

Name of Respondent

This Report is:
(1) x An Original
(2)
A Resubmission

PECO Energy Company

Date of Report
(mo, da, yr)

Year/Period of Report

08/26/2016

end of

2016/Q2

COMPARATIVE BALANCE SHEET (LIABILITIES AND OTHER CREDITS)
Line
No.

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45

Ref.
Page No.
(b)

Title of Account
(a)
PROPRIETARY CAPITAL
Common Stock Issued (201)
Preferred Stock Issued (204)
Capital Stock Subscribed (202, 205)
Stock Liability for Conversion (203, 206)
Premium on Capital Stock (207)
Other Paid-In Capital (208-211)
Installments Received on Capital Stock (212)
(Less) Discount on Capital Stock (213)
(Less) Capital Stock Expense (214)
Retained Earnings (215, 215.1, 216)
Unappropriated Undistributed Subsidiary Earnings (216.1)
(Less) Reaquired Capital Stock (217)
Noncorporate Proprietorship (Non-major only) (218)
Accumulated Other Comprehensive Income (219)
Total Proprietary Capital (lines 2 through 15)
LONG-TERM DEBT
Bonds (221)
(Less) Reaquired Bonds (222)
Advances from Associated Companies (223)
Other Long-Term Debt (224)
Unamortized Premium on Long-Term Debt (225)
(Less) Unamortized Discount on Long-Term Debt-Debit (226)
Total Long-Term Debt (lines 18 through 23)
OTHER NONCURRENT LIABILITIES
Obligations Under Capital Leases - Noncurrent (227)
Accumulated Provision for Property Insurance (228.1)
Accumulated Provision for Injuries and Damages (228.2)
Accumulated Provision for Pensions and Benefits (228.3)
Accumulated Miscellaneous Operating Provisions (228.4)
Accumulated Provision for Rate Refunds (229)
Long-Term Portion of Derivative Instrument Liabilities
Long-Term Portion of Derivative Instrument Liabilities - Hedges
Asset Retirement Obligations (230)
Total Other Noncurrent Liabilities (lines 26 through 34)
CURRENT AND ACCRUED LIABILITIES
Notes Payable (231)
Accounts Payable (232)
Notes Payable to Associated Companies (233)
Accounts Payable to Associated Companies (234)
Customer Deposits (235)
Taxes Accrued (236)
Interest Accrued (237)
Dividends Declared (238)
Matured Long-Term Debt (239)

250-251
250-251

253
252
254
254b
118-119
118-119
250-251
122(a)(b)

256-257
256-257
256-257
256-257

262-263

Current Year
End of Quarter/Year
Balance
(c)

Prior Year
End Balance
12/31
(d)

1,423,004,251
0
0
0
0
1,031,999,416
0
0
86,742
3,895,137,300
-3,029,721,505
0
0
1,176,420
3,321,509,140

1,423,004,251
0
0
0
0
1,031,801,693
0
0
86,742
3,765,507,601
-2,985,474,290
0
0
1,244,689
3,235,997,202

2,600,000,000
0
184,418,609
0
0
4,829,191
2,779,589,418

2,600,000,000
0
184,418,609
0
0
5,092,859
2,779,325,750

0
0
36,969,604
304,849,801
29,351,495
0
0
0
27,053,754
398,224,654

0
0
36,295,614
305,320,494
31,460,652
0
0
0
26,845,452
399,922,212

0
268,380,174
0
56,731,008
59,918,063
12,234,891
29,580,309
0
0

0
280,743,590
0
56,361,883
57,880,863
3,514,216
35,134,790
0
0

Attachment SDR-ROR-2(a)
Page 7 of 28
FERC FORM NO. 1 (rev. 12-03)

Page 112

Name of Respondent

This Report is:
(1) x An Original
(2)
A Resubmission

PECO Energy Company

Date of Report
(mo, da, yr)
08/26/2016

Year/Period of Report
end of

2016/Q2

(continued)
COMPARATIVE BALANCE SHEET (LIABILITIES AND OTHER CREDITS)
Line
No.

46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66

Ref.
Page No.
(b)

Title of Account
(a)
Matured Interest (240)
Tax Collections Payable (241)
Miscellaneous Current and Accrued Liabilities (242)
Obligations Under Capital Leases-Current (243)
Derivative Instrument Liabilities (244)
(Less) Long-Term Portion of Derivative Instrument Liabilities
Derivative Instrument Liabilities - Hedges (245)
(Less) Long-Term Portion of Derivative Instrument Liabilities-Hedges
Total Current and Accrued Liabilities (lines 37 through 53)
DEFERRED CREDITS
Customer Advances for Construction (252)
Accumulated Deferred Investment Tax Credits (255)
Deferred Gains from Disposition of Utility Plant (256)
Other Deferred Credits (253)
Other Regulatory Liabilities (254)
Unamortized Gain on Reaquired Debt (257)
Accum. Deferred Income Taxes-Accel. Amort.(281)
Accum. Deferred Income Taxes-Other Property (282)
Accum. Deferred Income Taxes-Other (283)
Total Deferred Credits (lines 56 through 64)
TOTAL LIABILITIES AND STOCKHOLDER EQUITY (lines 16, 24, 35, 54 and 65)

266-267
269
278
272-277

Current Year
End of Quarter/Year
Balance
(c)

Prior Year
End Balance
12/31
(d)

0
47,488
93,238,546
0
0
0
0
0
520,130,479

0
45,000
95,980,512
0
0
0
0
0
529,660,854

1,202,264
1,564,166
0
1,124,968
657,225,469
0
0
3,019,581,569
37,342,142
3,718,040,578
10,737,494,269

5,579,276
1,807,531
0
1,167,635
638,893,623
0
0
2,902,050,799
36,456,583
3,585,955,447
10,530,861,465

Attachment SDR-ROR-2(a)
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FERC FORM NO. 1 (rev. 12-03)

Page 113

Name of Respondent

This Report Is:
(1) X An Original
(2)
A Resubmission

PECO Energy Company

Date of Report
(Mo, Da, Yr)

Year/Period of Report

11/22/2016

End of

2016/Q3

COMPARATIVE BALANCE SHEET (ASSETS AND OTHER DEBITS)
Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52

Ref.
Page No.
(b)

Title of Account
(a)
UTILITY PLANT
Utility Plant (101-106, 114)
Construction Work in Progress (107)
TOTAL Utility Plant (Enter Total of lines 2 and 3)
(Less) Accum. Prov. for Depr. Amort. Depl. (108, 110, 111, 115)
Net Utility Plant (Enter Total of line 4 less 5)
Nuclear Fuel in Process of Ref., Conv.,Enrich., and Fab. (120.1)
Nuclear Fuel Materials and Assemblies-Stock Account (120.2)
Nuclear Fuel Assemblies in Reactor (120.3)
Spent Nuclear Fuel (120.4)
Nuclear Fuel Under Capital Leases (120.6)
(Less) Accum. Prov. for Amort. of Nucl. Fuel Assemblies (120.5)
Net Nuclear Fuel (Enter Total of lines 7-11 less 12)
Net Utility Plant (Enter Total of lines 6 and 13)
Utility Plant Adjustments (116)
Gas Stored Underground - Noncurrent (117)
OTHER PROPERTY AND INVESTMENTS
Nonutility Property (121)
(Less) Accum. Prov. for Depr. and Amort. (122)
Investments in Associated Companies (123)
Investment in Subsidiary Companies (123.1)
(For Cost of Account 123.1, See Footnote Page 224, line 42)
Noncurrent Portion of Allowances
Other Investments (124)
Sinking Funds (125)
Depreciation Fund (126)
Amortization Fund - Federal (127)
Other Special Funds (128)
Special Funds (Non Major Only) (129)
Long-Term Portion of Derivative Assets (175)
Long-Term Portion of Derivative Assets – Hedges (176)
TOTAL Other Property and Investments (Lines 18-21 and 23-31)
CURRENT AND ACCRUED ASSETS
Cash and Working Funds (Non-major Only) (130)
Cash (131)
Special Deposits (132-134)
Working Fund (135)
Temporary Cash Investments (136)
Notes Receivable (141)
Customer Accounts Receivable (142)
Other Accounts Receivable (143)
(Less) Accum. Prov. for Uncollectible Acct.-Credit (144)
Notes Receivable from Associated Companies (145)
Accounts Receivable from Assoc. Companies (146)
Fuel Stock (151)
Fuel Stock Expenses Undistributed (152)
Residuals (Elec) and Extracted Products (153)
Plant Materials and Operating Supplies (154)
Merchandise (155)
Other Materials and Supplies (156)
Nuclear Materials Held for Sale (157)
Allowances (158.1 and 158.2)

200-201
200-201
200-201
202-203

202-203

224-225
228-229

227
227
227
227
227
227
202-203/227
228-229

Current Year
End of Quarter/Year
Balance
(c)

Prior Year
End Balance
12/31
(d)

10,390,375,687
209,052,245
10,599,427,932
3,211,679,418
7,387,748,514
0
0
0
0
0
0
0
7,387,748,514
0
0

10,073,568,455
154,273,099
10,227,841,554
3,098,945,022
7,128,896,532
0
0
0
0
0
0
0
7,128,896,532
0
0

13,904,734
1,680,687
0
18,941,349

13,916,195
1,637,893
0
9,065,797

0
17,746,023
0
0
0
0
0
0
0
48,911,419

0
19,940,406
0
0
0
0
0
0
0
41,284,505

0
24,965,391
32,602,876
249,910
467,574,746
0
239,816,937
142,590,565
78,181,186
0
10,521,649
1,331,196
0
0
26,760,544
0
0
0
0

0
24,695,279
2,814,151
77,766
264,145,984
0
226,123,651
153,409,495
82,890,719
0
10,109,493
1,331,196
0
0
26,560,364
0
0
0
0

Attachment SDR-ROR-2(a)
Page 9 of 28
FERC FORM NO. 1 (REV. 12-03)

Page 110

Name of Respondent

This Report Is:
(1) X An Original
(2)
A Resubmission

PECO Energy Company

Date of Report
(Mo, Da, Yr)
11/22/2016

Year/Period of Report
End of

2016/Q3

COMPARATIVE BALANCE SHEET (ASSETS AND OTHER DEBITS)(Continued)
Line
No.
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79
80
81
82
83
84
85

Title of Account
(a)
(Less) Noncurrent Portion of Allowances
Stores Expense Undistributed (163)
Gas Stored Underground - Current (164.1)
Liquefied Natural Gas Stored and Held for Processing (164.2-164.3)
Prepayments (165)
Advances for Gas (166-167)
Interest and Dividends Receivable (171)
Rents Receivable (172)
Accrued Utility Revenues (173)
Miscellaneous Current and Accrued Assets (174)
Derivative Instrument Assets (175)
(Less) Long-Term Portion of Derivative Instrument Assets (175)
Derivative Instrument Assets - Hedges (176)
(Less) Long-Term Portion of Derivative Instrument Assets - Hedges (176
Total Current and Accrued Assets (Lines 34 through 66)
DEFERRED DEBITS
Unamortized Debt Expenses (181)
Extraordinary Property Losses (182.1)
Unrecovered Plant and Regulatory Study Costs (182.2)
Other Regulatory Assets (182.3)
Prelim. Survey and Investigation Charges (Electric) (183)
Preliminary Natural Gas Survey and Investigation Charges 183.1)
Other Preliminary Survey and Investigation Charges (183.2)
Clearing Accounts (184)
Temporary Facilities (185)
Miscellaneous Deferred Debits (186)
Def. Losses from Disposition of Utility Plt. (187)
Research, Devel. and Demonstration Expend. (188)
Unamortized Loss on Reaquired Debt (189)
Accumulated Deferred Income Taxes (190)
Unrecovered Purchased Gas Costs (191)
Total Deferred Debits (lines 69 through 83)
TOTAL ASSETS (lines 14-16, 32, 67, and 84)

Ref.
Page No.
(b)
227

230a
230b
232

233
352-353
234

Current Year
End of Quarter/Year
Balance
(c)
0
0
32,028,748
4,424,911
54,332,790
0
13,843
0
98,940,791
10,435,143
0
0
0
0
1,068,408,854
15,963,556
0
0
1,688,186,453
0
0
0
0
0
842,335,923
0
0
702,174
139,081,129
0
2,686,269,235
11,191,338,022

Prior Year
End Balance
12/31
(d)
0
0
36,777,103
4,580,352
22,407,729
0
928
0
105,202,585
12,410,447
0
0
0
0
807,755,804
14,920,091
0
0
1,615,311,739
0
0
0
0
0
772,886,888
0
0
1,707,955
148,097,951
0
2,552,924,624
10,530,861,465
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Page 111

Name of Respondent

This Report is:
(1) x An Original
(2)
A Resubmission

PECO Energy Company

Date of Report
(mo, da, yr)

Year/Period of Report

11/22/2016

end of

2016/Q3

COMPARATIVE BALANCE SHEET (LIABILITIES AND OTHER CREDITS)
Line
No.

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45

Ref.
Page No.
(b)

Title of Account
(a)
PROPRIETARY CAPITAL
Common Stock Issued (201)
Preferred Stock Issued (204)
Capital Stock Subscribed (202, 205)
Stock Liability for Conversion (203, 206)
Premium on Capital Stock (207)
Other Paid-In Capital (208-211)
Installments Received on Capital Stock (212)
(Less) Discount on Capital Stock (213)
(Less) Capital Stock Expense (214)
Retained Earnings (215, 215.1, 216)
Unappropriated Undistributed Subsidiary Earnings (216.1)
(Less) Reaquired Capital Stock (217)
Noncorporate Proprietorship (Non-major only) (218)
Accumulated Other Comprehensive Income (219)
Total Proprietary Capital (lines 2 through 15)
LONG-TERM DEBT
Bonds (221)
(Less) Reaquired Bonds (222)
Advances from Associated Companies (223)
Other Long-Term Debt (224)
Unamortized Premium on Long-Term Debt (225)
(Less) Unamortized Discount on Long-Term Debt-Debit (226)
Total Long-Term Debt (lines 18 through 23)
OTHER NONCURRENT LIABILITIES
Obligations Under Capital Leases - Noncurrent (227)
Accumulated Provision for Property Insurance (228.1)
Accumulated Provision for Injuries and Damages (228.2)
Accumulated Provision for Pensions and Benefits (228.3)
Accumulated Miscellaneous Operating Provisions (228.4)
Accumulated Provision for Rate Refunds (229)
Long-Term Portion of Derivative Instrument Liabilities
Long-Term Portion of Derivative Instrument Liabilities - Hedges
Asset Retirement Obligations (230)
Total Other Noncurrent Liabilities (lines 26 through 34)
CURRENT AND ACCRUED LIABILITIES
Notes Payable (231)
Accounts Payable (232)
Notes Payable to Associated Companies (233)
Accounts Payable to Associated Companies (234)
Customer Deposits (235)
Taxes Accrued (236)
Interest Accrued (237)
Dividends Declared (238)
Matured Long-Term Debt (239)

250-251
250-251

253
252
254
254b
118-119
118-119
250-251
122(a)(b)

256-257
256-257
256-257
256-257

262-263

Current Year
End of Quarter/Year
Balance
(c)

Prior Year
End Balance
12/31
(d)

1,423,004,251
0
0
0
0
1,050,204,730
0
0
86,742
3,968,385,178
-3,050,583,125
0
0
1,217,894
3,392,142,186

1,423,004,251
0
0
0
0
1,031,801,693
0
0
86,742
3,765,507,601
-2,985,474,290
0
0
1,244,689
3,235,997,202

2,900,000,000
0
184,418,609
0
0
4,779,512
3,079,639,097

2,600,000,000
0
184,418,609
0
0
5,092,859
2,779,325,750

0
0
38,346,140
305,446,563
30,440,137
0
0
0
28,111,701
402,344,541

0
0
36,295,614
305,320,494
31,460,652
0
0
0
26,845,452
399,922,212

0
281,777,165
0
65,351,879
60,038,753
14,553,996
33,772,643
0
0

0
280,743,590
0
56,361,883
57,880,863
3,514,216
35,134,790
0
0
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Name of Respondent

This Report is:
(1) x An Original
(2)
A Resubmission

PECO Energy Company

Date of Report
(mo, da, yr)
11/22/2016

Year/Period of Report
end of

2016/Q3

(continued)
COMPARATIVE BALANCE SHEET (LIABILITIES AND OTHER CREDITS)
Line
No.

46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66

Ref.
Page No.
(b)

Title of Account
(a)
Matured Interest (240)
Tax Collections Payable (241)
Miscellaneous Current and Accrued Liabilities (242)
Obligations Under Capital Leases-Current (243)
Derivative Instrument Liabilities (244)
(Less) Long-Term Portion of Derivative Instrument Liabilities
Derivative Instrument Liabilities - Hedges (245)
(Less) Long-Term Portion of Derivative Instrument Liabilities-Hedges
Total Current and Accrued Liabilities (lines 37 through 53)
DEFERRED CREDITS
Customer Advances for Construction (252)
Accumulated Deferred Investment Tax Credits (255)
Deferred Gains from Disposition of Utility Plant (256)
Other Deferred Credits (253)
Other Regulatory Liabilities (254)
Unamortized Gain on Reaquired Debt (257)
Accum. Deferred Income Taxes-Accel. Amort.(281)
Accum. Deferred Income Taxes-Other Property (282)
Accum. Deferred Income Taxes-Other (283)
Total Deferred Credits (lines 56 through 64)
TOTAL LIABILITIES AND STOCKHOLDER EQUITY (lines 16, 24, 35, 54 and 65)

266-267
269
278
272-277

Current Year
End of Quarter/Year
Balance
(c)

Prior Year
End Balance
12/31
(d)

0
30,148
77,749,696
0
0
0
0
0
533,274,280

0
45,000
95,980,512
0
0
0
0
0
529,660,854

1,032,546
1,449,205
0
1,087,283
678,480,595
0
0
3,064,075,524
37,812,765
3,783,937,918
11,191,338,022

5,579,276
1,807,531
0
1,167,635
638,893,623
0
0
2,902,050,799
36,456,583
3,585,955,447
10,530,861,465

Attachment SDR-ROR-2(a)
Page 12 of 28
FERC FORM NO. 1 (rev. 12-03)

Page 113

Name of Respondent

This Report Is:
(1) X An Original
(2)
A Resubmission

PECO Energy Company

Date of Report
(Mo, Da, Yr)

Year/Period of Report

04/03/2017

End of

2016/Q4

COMPARATIVE BALANCE SHEET (ASSETS AND OTHER DEBITS)
Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52

Ref.
Page No.
(b)

Title of Account
(a)
UTILITY PLANT
Utility Plant (101-106, 114)
Construction Work in Progress (107)
TOTAL Utility Plant (Enter Total of lines 2 and 3)
(Less) Accum. Prov. for Depr. Amort. Depl. (108, 110, 111, 115)
Net Utility Plant (Enter Total of line 4 less 5)
Nuclear Fuel in Process of Ref., Conv.,Enrich., and Fab. (120.1)
Nuclear Fuel Materials and Assemblies-Stock Account (120.2)
Nuclear Fuel Assemblies in Reactor (120.3)
Spent Nuclear Fuel (120.4)
Nuclear Fuel Under Capital Leases (120.6)
(Less) Accum. Prov. for Amort. of Nucl. Fuel Assemblies (120.5)
Net Nuclear Fuel (Enter Total of lines 7-11 less 12)
Net Utility Plant (Enter Total of lines 6 and 13)
Utility Plant Adjustments (116)
Gas Stored Underground - Noncurrent (117)
OTHER PROPERTY AND INVESTMENTS
Nonutility Property (121)
(Less) Accum. Prov. for Depr. and Amort. (122)
Investments in Associated Companies (123)
Investment in Subsidiary Companies (123.1)
(For Cost of Account 123.1, See Footnote Page 224, line 42)
Noncurrent Portion of Allowances
Other Investments (124)
Sinking Funds (125)
Depreciation Fund (126)
Amortization Fund - Federal (127)
Other Special Funds (128)
Special Funds (Non Major Only) (129)
Long-Term Portion of Derivative Assets (175)
Long-Term Portion of Derivative Assets – Hedges (176)
TOTAL Other Property and Investments (Lines 18-21 and 23-31)
CURRENT AND ACCRUED ASSETS
Cash and Working Funds (Non-major Only) (130)
Cash (131)
Special Deposits (132-134)
Working Fund (135)
Temporary Cash Investments (136)
Notes Receivable (141)
Customer Accounts Receivable (142)
Other Accounts Receivable (143)
(Less) Accum. Prov. for Uncollectible Acct.-Credit (144)
Notes Receivable from Associated Companies (145)
Accounts Receivable from Assoc. Companies (146)
Fuel Stock (151)
Fuel Stock Expenses Undistributed (152)
Residuals (Elec) and Extracted Products (153)
Plant Materials and Operating Supplies (154)
Merchandise (155)
Other Materials and Supplies (156)
Nuclear Materials Held for Sale (157)
Allowances (158.1 and 158.2)

200-201
200-201
200-201
202-203

202-203

224-225
228-229

227
227
227
227
227
227
202-203/227
228-229

Current Year
End of Quarter/Year
Balance
(c)

Prior Year
End Balance
12/31
(d)

10,615,821,255
187,876,874
10,803,698,129
3,250,587,005
7,553,111,124
0
0
0
0
0
0
0
7,553,111,124
0
0

10,073,568,455
154,273,099
10,227,841,554
3,098,945,022
7,128,896,532
0
0
0
0
0
0
0
7,128,896,532
0
0

13,902,811
1,694,654
0
6,086,759

13,916,195
1,637,893
0
9,065,797

0
17,267,589
0
0
0
0
0
0
0
35,562,505

0
19,940,406
0
0
0
0
0
0
0
41,284,505

0
19,102,548
3,587,616
408,946
40,644,479
0
217,747,469
137,071,741
60,526,605
131,000,000
11,785,786
1,331,196
0
0
26,760,526
0
0
0
0

0
24,695,279
2,814,151
77,766
264,145,984
0
226,123,651
153,409,495
82,890,719
0
10,109,493
1,331,196
0
0
26,560,364
0
0
0
0
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Name of Respondent

This Report Is:
(1) X An Original
(2)
A Resubmission

PECO Energy Company

Date of Report
(Mo, Da, Yr)
04/03/2017

Year/Period of Report
End of

2016/Q4

COMPARATIVE BALANCE SHEET (ASSETS AND OTHER DEBITS)(Continued)
Line
No.
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79
80
81
82
83
84
85

Title of Account
(a)
(Less) Noncurrent Portion of Allowances
Stores Expense Undistributed (163)
Gas Stored Underground - Current (164.1)
Liquefied Natural Gas Stored and Held for Processing (164.2-164.3)
Prepayments (165)
Advances for Gas (166-167)
Interest and Dividends Receivable (171)
Rents Receivable (172)
Accrued Utility Revenues (173)
Miscellaneous Current and Accrued Assets (174)
Derivative Instrument Assets (175)
(Less) Long-Term Portion of Derivative Instrument Assets (175)
Derivative Instrument Assets - Hedges (176)
(Less) Long-Term Portion of Derivative Instrument Assets - Hedges (176
Total Current and Accrued Assets (Lines 34 through 66)
DEFERRED DEBITS
Unamortized Debt Expenses (181)
Extraordinary Property Losses (182.1)
Unrecovered Plant and Regulatory Study Costs (182.2)
Other Regulatory Assets (182.3)
Prelim. Survey and Investigation Charges (Electric) (183)
Preliminary Natural Gas Survey and Investigation Charges 183.1)
Other Preliminary Survey and Investigation Charges (183.2)
Clearing Accounts (184)
Temporary Facilities (185)
Miscellaneous Deferred Debits (186)
Def. Losses from Disposition of Utility Plt. (187)
Research, Devel. and Demonstration Expend. (188)
Unamortized Loss on Reaquired Debt (189)
Accumulated Deferred Income Taxes (190)
Unrecovered Purchased Gas Costs (191)
Total Deferred Debits (lines 69 through 83)
TOTAL ASSETS (lines 14-16, 32, 67, and 84)

Ref.
Page No.
(b)
227

230a
230b
232

233
352-353
234

Current Year
End of Quarter/Year
Balance
(c)
0
0
29,969,874
4,009,031
19,235,663
0
0
0
140,399,946
7,465,855
0
0
0
0
729,994,071
15,394,714
0
0
1,709,473,233
0
0
0
0
0
803,419,811
0
0
454,543
142,031,156
0
2,670,773,457
10,989,441,157

Prior Year
End Balance
12/31
(d)
0
0
36,777,103
4,580,352
22,407,729
0
928
0
105,202,585
12,410,447
0
0
0
0
807,755,804
14,920,091
0
0
1,615,311,739
0
0
0
0
0
772,886,888
0
0
1,707,955
148,097,951
0
2,552,924,624
10,530,861,465
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Name of Respondent

This Report is:
(1) x An Original
(2)
A Resubmission

PECO Energy Company

Date of Report
(mo, da, yr)

Year/Period of Report

04/03/2017

end of

2016/Q4

COMPARATIVE BALANCE SHEET (LIABILITIES AND OTHER CREDITS)
Line
No.

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45

Ref.
Page No.
(b)

Title of Account
(a)
PROPRIETARY CAPITAL
Common Stock Issued (201)
Preferred Stock Issued (204)
Capital Stock Subscribed (202, 205)
Stock Liability for Conversion (203, 206)
Premium on Capital Stock (207)
Other Paid-In Capital (208-211)
Installments Received on Capital Stock (212)
(Less) Discount on Capital Stock (213)
(Less) Capital Stock Expense (214)
Retained Earnings (215, 215.1, 216)
Unappropriated Undistributed Subsidiary Earnings (216.1)
(Less) Reaquired Capital Stock (217)
Noncorporate Proprietorship (Non-major only) (218)
Accumulated Other Comprehensive Income (219)
Total Proprietary Capital (lines 2 through 15)
LONG-TERM DEBT
Bonds (221)
(Less) Reaquired Bonds (222)
Advances from Associated Companies (223)
Other Long-Term Debt (224)
Unamortized Premium on Long-Term Debt (225)
(Less) Unamortized Discount on Long-Term Debt-Debit (226)
Total Long-Term Debt (lines 18 through 23)
OTHER NONCURRENT LIABILITIES
Obligations Under Capital Leases - Noncurrent (227)
Accumulated Provision for Property Insurance (228.1)
Accumulated Provision for Injuries and Damages (228.2)
Accumulated Provision for Pensions and Benefits (228.3)
Accumulated Miscellaneous Operating Provisions (228.4)
Accumulated Provision for Rate Refunds (229)
Long-Term Portion of Derivative Instrument Liabilities
Long-Term Portion of Derivative Instrument Liabilities - Hedges
Asset Retirement Obligations (230)
Total Other Noncurrent Liabilities (lines 26 through 34)
CURRENT AND ACCRUED LIABILITIES
Notes Payable (231)
Accounts Payable (232)
Notes Payable to Associated Companies (233)
Accounts Payable to Associated Companies (234)
Customer Deposits (235)
Taxes Accrued (236)
Interest Accrued (237)
Dividends Declared (238)
Matured Long-Term Debt (239)

250-251
250-251

253
252
254
254b
118-119
118-119
250-251
122(a)(b)

256-257
256-257
256-257
256-257

262-263

Current Year
End of Quarter/Year
Balance
(c)

Prior Year
End Balance
12/31
(d)

1,423,004,251
0
0
0
0
1,050,204,730
0
0
86,742
4,004,108,859
-3,063,330,881
0
0
1,100,867
3,415,001,084

1,423,004,251
0
0
0
0
1,031,801,693
0
0
86,742
3,765,507,601
-2,985,474,290
0
0
1,244,689
3,235,997,202

2,600,000,000
0
184,418,609
0
0
4,672,237
2,779,746,372

2,600,000,000
0
184,418,609
0
0
5,092,859
2,779,325,750

0
0
40,399,489
305,358,997
27,329,994
0
0
0
28,219,683
401,308,163

0
0
36,295,614
305,320,494
31,460,652
0
0
0
26,845,452
399,922,212

0
341,576,743
0
64,529,679
61,058,482
3,914,750
29,551,067
0
0

0
280,743,590
0
56,361,883
57,880,863
3,514,216
35,134,790
0
0

Attachment SDR-ROR-2(a)
Page 15 of 28
FERC FORM NO. 1 (rev. 12-03)

Page 112

Name of Respondent

This Report is:
(1) x An Original
(2)
A Resubmission

PECO Energy Company

Date of Report
(mo, da, yr)
04/03/2017

Year/Period of Report
end of

2016/Q4

(continued)
COMPARATIVE BALANCE SHEET (LIABILITIES AND OTHER CREDITS)
Line
No.

46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66

Ref.
Page No.
(b)

Title of Account
(a)
Matured Interest (240)
Tax Collections Payable (241)
Miscellaneous Current and Accrued Liabilities (242)
Obligations Under Capital Leases-Current (243)
Derivative Instrument Liabilities (244)
(Less) Long-Term Portion of Derivative Instrument Liabilities
Derivative Instrument Liabilities - Hedges (245)
(Less) Long-Term Portion of Derivative Instrument Liabilities-Hedges
Total Current and Accrued Liabilities (lines 37 through 53)
DEFERRED CREDITS
Customer Advances for Construction (252)
Accumulated Deferred Investment Tax Credits (255)
Deferred Gains from Disposition of Utility Plant (256)
Other Deferred Credits (253)
Other Regulatory Liabilities (254)
Unamortized Gain on Reaquired Debt (257)
Accum. Deferred Income Taxes-Accel. Amort.(281)
Accum. Deferred Income Taxes-Other Property (282)
Accum. Deferred Income Taxes-Other (283)
Total Deferred Credits (lines 56 through 64)
TOTAL LIABILITIES AND STOCKHOLDER EQUITY (lines 16, 24, 35, 54 and 65)

266-267
269
278
272-277

Current Year
End of Quarter/Year
Balance
(c)

Prior Year
End Balance
12/31
(d)

0
48,355
98,279,124
0
0
0
0
0
598,958,200

0
45,000
95,980,512
0
0
0
0
0
529,660,854

1,053,077
1,379,686
0
1,090,208
644,184,788
0
0
3,096,015,208
50,704,371
3,794,427,338
10,989,441,157

5,579,276
1,807,531
0
1,167,635
638,893,623
0
0
2,902,050,799
36,456,583
3,585,955,447
10,530,861,465
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Name of Respondent

This Report Is:
(1) X An Original
(2)
A Resubmission

PECO Energy Company

Date of Report
(Mo, Da, Yr)

Year/Period of Report

05/31/2017

End of

2017/Q1

COMPARATIVE BALANCE SHEET (ASSETS AND OTHER DEBITS)
Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52

Ref.
Page No.
(b)

Title of Account
(a)
UTILITY PLANT
Utility Plant (101-106, 114)
Construction Work in Progress (107)
TOTAL Utility Plant (Enter Total of lines 2 and 3)
(Less) Accum. Prov. for Depr. Amort. Depl. (108, 110, 111, 115)
Net Utility Plant (Enter Total of line 4 less 5)
Nuclear Fuel in Process of Ref., Conv.,Enrich., and Fab. (120.1)
Nuclear Fuel Materials and Assemblies-Stock Account (120.2)
Nuclear Fuel Assemblies in Reactor (120.3)
Spent Nuclear Fuel (120.4)
Nuclear Fuel Under Capital Leases (120.6)
(Less) Accum. Prov. for Amort. of Nucl. Fuel Assemblies (120.5)
Net Nuclear Fuel (Enter Total of lines 7-11 less 12)
Net Utility Plant (Enter Total of lines 6 and 13)
Utility Plant Adjustments (116)
Gas Stored Underground - Noncurrent (117)
OTHER PROPERTY AND INVESTMENTS
Nonutility Property (121)
(Less) Accum. Prov. for Depr. and Amort. (122)
Investments in Associated Companies (123)
Investment in Subsidiary Companies (123.1)
(For Cost of Account 123.1, See Footnote Page 224, line 42)
Noncurrent Portion of Allowances
Other Investments (124)
Sinking Funds (125)
Depreciation Fund (126)
Amortization Fund - Federal (127)
Other Special Funds (128)
Special Funds (Non Major Only) (129)
Long-Term Portion of Derivative Assets (175)
Long-Term Portion of Derivative Assets – Hedges (176)
TOTAL Other Property and Investments (Lines 18-21 and 23-31)
CURRENT AND ACCRUED ASSETS
Cash and Working Funds (Non-major Only) (130)
Cash (131)
Special Deposits (132-134)
Working Fund (135)
Temporary Cash Investments (136)
Notes Receivable (141)
Customer Accounts Receivable (142)
Other Accounts Receivable (143)
(Less) Accum. Prov. for Uncollectible Acct.-Credit (144)
Notes Receivable from Associated Companies (145)
Accounts Receivable from Assoc. Companies (146)
Fuel Stock (151)
Fuel Stock Expenses Undistributed (152)
Residuals (Elec) and Extracted Products (153)
Plant Materials and Operating Supplies (154)
Merchandise (155)
Other Materials and Supplies (156)
Nuclear Materials Held for Sale (157)
Allowances (158.1 and 158.2)

200-201
200-201
200-201
202-203

202-203

224-225
228-229

227
227
227
227
227
227
202-203/227
228-229

Current Year
End of Quarter/Year
Balance
(c)

Prior Year
End Balance
12/31
(d)

10,719,536,379
218,103,219
10,937,639,598
3,290,893,695
7,646,745,903
0
0
0
0
0
0
0
7,646,745,903
0
0

10,615,821,255
187,876,874
10,803,698,129
3,250,587,005
7,553,111,124
0
0
0
0
0
0
0
7,553,111,124
0
0

13,902,812
1,708,216
0
7,904,820

13,902,811
1,694,654
0
6,086,759

0
17,536,553
0
0
0
0
0
0
0
37,635,969

0
17,267,589
0
0
0
0
0
0
0
35,562,505

0
24,769,395
3,589,929
0
667,588
0
268,995,552
130,901,859
72,379,477
0
14,437,896
1,331,196
0
0
29,378,762
0
0
0
0

0
19,102,548
3,587,616
408,946
40,644,479
0
217,747,469
137,071,741
60,526,605
131,000,000
11,785,786
1,331,196
0
0
26,760,526
0
0
0
0
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Name of Respondent

This Report Is:
(1) X An Original
(2)
A Resubmission

PECO Energy Company

Date of Report
(Mo, Da, Yr)
05/31/2017

Year/Period of Report
End of

2017/Q1

COMPARATIVE BALANCE SHEET (ASSETS AND OTHER DEBITS)(Continued)
Line
No.
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79
80
81
82
83
84
85

Title of Account
(a)
(Less) Noncurrent Portion of Allowances
Stores Expense Undistributed (163)
Gas Stored Underground - Current (164.1)
Liquefied Natural Gas Stored and Held for Processing (164.2-164.3)
Prepayments (165)
Advances for Gas (166-167)
Interest and Dividends Receivable (171)
Rents Receivable (172)
Accrued Utility Revenues (173)
Miscellaneous Current and Accrued Assets (174)
Derivative Instrument Assets (175)
(Less) Long-Term Portion of Derivative Instrument Assets (175)
Derivative Instrument Assets - Hedges (176)
(Less) Long-Term Portion of Derivative Instrument Assets - Hedges (176
Total Current and Accrued Assets (Lines 34 through 66)
DEFERRED DEBITS
Unamortized Debt Expenses (181)
Extraordinary Property Losses (182.1)
Unrecovered Plant and Regulatory Study Costs (182.2)
Other Regulatory Assets (182.3)
Prelim. Survey and Investigation Charges (Electric) (183)
Preliminary Natural Gas Survey and Investigation Charges 183.1)
Other Preliminary Survey and Investigation Charges (183.2)
Clearing Accounts (184)
Temporary Facilities (185)
Miscellaneous Deferred Debits (186)
Def. Losses from Disposition of Utility Plt. (187)
Research, Devel. and Demonstration Expend. (188)
Unamortized Loss on Reaquired Debt (189)
Accumulated Deferred Income Taxes (190)
Unrecovered Purchased Gas Costs (191)
Total Deferred Debits (lines 69 through 83)
TOTAL ASSETS (lines 14-16, 32, 67, and 84)

Ref.
Page No.
(b)
227

230a
230b
232

233
352-353
234

Current Year
End of Quarter/Year
Balance
(c)
0
0
9,647,140
3,041,344
110,792,726
0
2
0
107,682,748
10,066,465
0
0
0
0
642,923,125
14,937,144
0
0
1,747,602,198
0
0
0
0
0
862,336,916
0
0
227,449
135,365,638
0
2,760,469,345
11,087,774,342

Prior Year
End Balance
12/31
(d)
0
0
29,969,874
4,009,031
19,235,663
0
0
0
140,399,946
7,465,855
0
0
0
0
729,994,071
15,394,714
0
0
1,709,473,233
0
0
0
0
0
803,419,811
0
0
454,543
142,031,156
0
2,670,773,457
10,989,441,157
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Name of Respondent

This Report is:
(1) x An Original
(2)
A Resubmission

PECO Energy Company

Date of Report
(mo, da, yr)

Year/Period of Report

05/31/2017

end of

2017/Q1

COMPARATIVE BALANCE SHEET (LIABILITIES AND OTHER CREDITS)
Line
No.

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45

Ref.
Page No.
(b)

Title of Account
(a)
PROPRIETARY CAPITAL
Common Stock Issued (201)
Preferred Stock Issued (204)
Capital Stock Subscribed (202, 205)
Stock Liability for Conversion (203, 206)
Premium on Capital Stock (207)
Other Paid-In Capital (208-211)
Installments Received on Capital Stock (212)
(Less) Discount on Capital Stock (213)
(Less) Capital Stock Expense (214)
Retained Earnings (215, 215.1, 216)
Unappropriated Undistributed Subsidiary Earnings (216.1)
(Less) Reaquired Capital Stock (217)
Noncorporate Proprietorship (Non-major only) (218)
Accumulated Other Comprehensive Income (219)
Total Proprietary Capital (lines 2 through 15)
LONG-TERM DEBT
Bonds (221)
(Less) Reaquired Bonds (222)
Advances from Associated Companies (223)
Other Long-Term Debt (224)
Unamortized Premium on Long-Term Debt (225)
(Less) Unamortized Discount on Long-Term Debt-Debit (226)
Total Long-Term Debt (lines 18 through 23)
OTHER NONCURRENT LIABILITIES
Obligations Under Capital Leases - Noncurrent (227)
Accumulated Provision for Property Insurance (228.1)
Accumulated Provision for Injuries and Damages (228.2)
Accumulated Provision for Pensions and Benefits (228.3)
Accumulated Miscellaneous Operating Provisions (228.4)
Accumulated Provision for Rate Refunds (229)
Long-Term Portion of Derivative Instrument Liabilities
Long-Term Portion of Derivative Instrument Liabilities - Hedges
Asset Retirement Obligations (230)
Total Other Noncurrent Liabilities (lines 26 through 34)
CURRENT AND ACCRUED LIABILITIES
Notes Payable (231)
Accounts Payable (232)
Notes Payable to Associated Companies (233)
Accounts Payable to Associated Companies (234)
Customer Deposits (235)
Taxes Accrued (236)
Interest Accrued (237)
Dividends Declared (238)
Matured Long-Term Debt (239)

250-251
250-251

253
252
254
254b
118-119
118-119
250-251
122(a)(b)

256-257
256-257
256-257
256-257

262-263

Current Year
End of Quarter/Year
Balance
(c)

Prior Year
End Balance
12/31
(d)

1,423,004,251
0
0
0
0
1,050,204,730
0
0
86,742
4,083,906,890
-3,087,634,847
0
0
1,211,389
3,470,605,671

1,423,004,251
0
0
0
0
1,050,204,730
0
0
86,742
4,004,108,859
-3,063,330,881
0
0
1,100,867
3,415,001,084

2,600,000,000
0
184,418,609
0
0
4,572,631
2,779,845,978

2,600,000,000
0
184,418,609
0
0
4,672,237
2,779,746,372

0
0
43,287,632
304,908,642
26,783,095
0
0
0
28,530,378
403,509,747

0
0
40,399,489
305,358,997
27,329,994
0
0
0
28,219,683
401,308,163

0
288,464,584
0
59,920,890
61,874,849
18,999,227
31,211,814
0
0

0
341,576,743
0
64,529,679
61,058,482
3,914,750
29,551,067
0
0
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Name of Respondent

This Report is:
(1) x An Original
(2)
A Resubmission

PECO Energy Company

Date of Report
(mo, da, yr)
05/31/2017

Year/Period of Report
end of

2017/Q1

(continued)
COMPARATIVE BALANCE SHEET (LIABILITIES AND OTHER CREDITS)
Line
No.

46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66

Ref.
Page No.
(b)

Title of Account
(a)
Matured Interest (240)
Tax Collections Payable (241)
Miscellaneous Current and Accrued Liabilities (242)
Obligations Under Capital Leases-Current (243)
Derivative Instrument Liabilities (244)
(Less) Long-Term Portion of Derivative Instrument Liabilities
Derivative Instrument Liabilities - Hedges (245)
(Less) Long-Term Portion of Derivative Instrument Liabilities-Hedges
Total Current and Accrued Liabilities (lines 37 through 53)
DEFERRED CREDITS
Customer Advances for Construction (252)
Accumulated Deferred Investment Tax Credits (255)
Deferred Gains from Disposition of Utility Plant (256)
Other Deferred Credits (253)
Other Regulatory Liabilities (254)
Unamortized Gain on Reaquired Debt (257)
Accum. Deferred Income Taxes-Accel. Amort.(281)
Accum. Deferred Income Taxes-Other Property (282)
Accum. Deferred Income Taxes-Other (283)
Total Deferred Credits (lines 56 through 64)
TOTAL LIABILITIES AND STOCKHOLDER EQUITY (lines 16, 24, 35, 54 and 65)

266-267
269
278
272-277

Current Year
End of Quarter/Year
Balance
(c)

Prior Year
End Balance
12/31
(d)

0
84,573
68,738,100
0
0
0
0
0
529,294,037

0
48,355
98,279,124
0
0
0
0
0
598,958,200

894,607
1,269,094
0
1,051,774
690,898,926
0
0
3,159,726,637
50,677,871
3,904,518,909
11,087,774,342

1,053,077
1,379,686
0
1,090,208
644,184,788
0
0
3,096,015,208
50,704,371
3,794,427,338
10,989,441,157
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Attachment SDR-ROR-2(a)
Page 21 of 28

Attachment SDR-ROR-2(a)
Page 22 of 28

Attachment SDR-ROR-2(a)
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Name of Respondent

This Report Is:
(1) X An Original
(2)
A Resubmission

PECO Energy Company

Date of Report
(Mo, Da, Yr)

Year/Period of Report

11/28/2017

End of

2017/Q3

COMPARATIVE BALANCE SHEET (ASSETS AND OTHER DEBITS)
Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52

Ref.
Page No.
(b)

Title of Account
(a)
UTILITY PLANT
Utility Plant (101-106, 114)
Construction Work in Progress (107)
TOTAL Utility Plant (Enter Total of lines 2 and 3)
(Less) Accum. Prov. for Depr. Amort. Depl. (108, 110, 111, 115)
Net Utility Plant (Enter Total of line 4 less 5)
Nuclear Fuel in Process of Ref., Conv.,Enrich., and Fab. (120.1)
Nuclear Fuel Materials and Assemblies-Stock Account (120.2)
Nuclear Fuel Assemblies in Reactor (120.3)
Spent Nuclear Fuel (120.4)
Nuclear Fuel Under Capital Leases (120.6)
(Less) Accum. Prov. for Amort. of Nucl. Fuel Assemblies (120.5)
Net Nuclear Fuel (Enter Total of lines 7-11 less 12)
Net Utility Plant (Enter Total of lines 6 and 13)
Utility Plant Adjustments (116)
Gas Stored Underground - Noncurrent (117)
OTHER PROPERTY AND INVESTMENTS
Nonutility Property (121)
(Less) Accum. Prov. for Depr. and Amort. (122)
Investments in Associated Companies (123)
Investment in Subsidiary Companies (123.1)
(For Cost of Account 123.1, See Footnote Page 224, line 42)
Noncurrent Portion of Allowances
Other Investments (124)
Sinking Funds (125)
Depreciation Fund (126)
Amortization Fund - Federal (127)
Other Special Funds (128)
Special Funds (Non Major Only) (129)
Long-Term Portion of Derivative Assets (175)
Long-Term Portion of Derivative Assets – Hedges (176)
TOTAL Other Property and Investments (Lines 18-21 and 23-31)
CURRENT AND ACCRUED ASSETS
Cash and Working Funds (Non-major Only) (130)
Cash (131)
Special Deposits (132-134)
Working Fund (135)
Temporary Cash Investments (136)
Notes Receivable (141)
Customer Accounts Receivable (142)
Other Accounts Receivable (143)
(Less) Accum. Prov. for Uncollectible Acct.-Credit (144)
Notes Receivable from Associated Companies (145)
Accounts Receivable from Assoc. Companies (146)
Fuel Stock (151)
Fuel Stock Expenses Undistributed (152)
Residuals (Elec) and Extracted Products (153)
Plant Materials and Operating Supplies (154)
Merchandise (155)
Other Materials and Supplies (156)
Nuclear Materials Held for Sale (157)
Allowances (158.1 and 158.2)

200-201
200-201
200-201
202-203

202-203

224-225
228-229

227
227
227
227
227
227
202-203/227
228-229

Current Year
End of Quarter/Year
Balance
(c)

Prior Year
End Balance
12/31
(d)

10,955,079,914
272,091,646
11,227,171,560
3,364,061,329
7,863,110,231
0
0
0
0
0
0
0
7,863,110,231
0
0

10,615,821,255
187,876,874
10,803,698,129
3,250,587,005
7,553,111,124
0
0
0
0
0
0
0
7,553,111,124
0
0

13,902,812
1,734,924
0
19,796,485

13,902,811
1,694,654
0
6,086,759

0
16,424,848
0
0
0
0
0
0
0
48,389,221

0
17,267,589
0
0
0
0
0
0
0
35,562,505

0
17,843,380
3,600,910
0
290,326,204
0
182,710,237
132,091,752
56,765,860
57,000,000
7,738,569
1,315,781
0
0
30,309,898
0
0
0
0

0
19,102,548
3,587,616
408,946
40,644,479
0
217,747,469
137,071,741
60,526,605
131,000,000
11,785,786
1,331,196
0
0
26,760,526
0
0
0
0
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Name of Respondent

This Report Is:
(1) X An Original
(2)
A Resubmission

PECO Energy Company

Date of Report
(Mo, Da, Yr)
11/28/2017

Year/Period of Report
End of

2017/Q3

COMPARATIVE BALANCE SHEET (ASSETS AND OTHER DEBITS)(Continued)
Line
No.
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79
80
81
82
83
84
85

Title of Account
(a)
(Less) Noncurrent Portion of Allowances
Stores Expense Undistributed (163)
Gas Stored Underground - Current (164.1)
Liquefied Natural Gas Stored and Held for Processing (164.2-164.3)
Prepayments (165)
Advances for Gas (166-167)
Interest and Dividends Receivable (171)
Rents Receivable (172)
Accrued Utility Revenues (173)
Miscellaneous Current and Accrued Assets (174)
Derivative Instrument Assets (175)
(Less) Long-Term Portion of Derivative Instrument Assets (175)
Derivative Instrument Assets - Hedges (176)
(Less) Long-Term Portion of Derivative Instrument Assets - Hedges (176
Total Current and Accrued Assets (Lines 34 through 66)
DEFERRED DEBITS
Unamortized Debt Expenses (181)
Extraordinary Property Losses (182.1)
Unrecovered Plant and Regulatory Study Costs (182.2)
Other Regulatory Assets (182.3)
Prelim. Survey and Investigation Charges (Electric) (183)
Preliminary Natural Gas Survey and Investigation Charges 183.1)
Other Preliminary Survey and Investigation Charges (183.2)
Clearing Accounts (184)
Temporary Facilities (185)
Miscellaneous Deferred Debits (186)
Def. Losses from Disposition of Utility Plt. (187)
Research, Devel. and Demonstration Expend. (188)
Unamortized Loss on Reaquired Debt (189)
Accumulated Deferred Income Taxes (190)
Unrecovered Purchased Gas Costs (191)
Total Deferred Debits (lines 69 through 83)
TOTAL ASSETS (lines 14-16, 32, 67, and 84)

Ref.
Page No.
(b)
227

230a
230b
232

233
352-353
234

Current Year
End of Quarter/Year
Balance
(c)
0
0
30,437,452
4,077,000
54,275,090
0
2
0
107,173,611
2,934,569
0
0
0
0
865,068,595
17,390,386
0
0
1,808,497,178
0
0
0
0
0
892,161,776
0
0
521,576
147,057,725
0
2,865,628,641
11,642,196,688

Prior Year
End Balance
12/31
(d)
0
0
29,969,874
4,009,031
19,235,663
0
0
0
140,399,946
7,465,855
0
0
0
0
729,994,071
15,394,714
0
0
1,709,473,233
0
0
0
0
0
803,419,811
0
0
454,543
142,031,156
0
2,670,773,457
10,989,441,157

Attachment SDR-ROR-2(a)
Page 26 of 28
FERC FORM NO. 1 (REV. 12-03)

Page 111

Name of Respondent

This Report is:
(1) x An Original
(2)
A Resubmission

PECO Energy Company

Date of Report
(mo, da, yr)

Year/Period of Report

11/28/2017

end of

2017/Q3

COMPARATIVE BALANCE SHEET (LIABILITIES AND OTHER CREDITS)
Line
No.

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45

Ref.
Page No.
(b)

Title of Account
(a)
PROPRIETARY CAPITAL
Common Stock Issued (201)
Preferred Stock Issued (204)
Capital Stock Subscribed (202, 205)
Stock Liability for Conversion (203, 206)
Premium on Capital Stock (207)
Other Paid-In Capital (208-211)
Installments Received on Capital Stock (212)
(Less) Discount on Capital Stock (213)
(Less) Capital Stock Expense (214)
Retained Earnings (215, 215.1, 216)
Unappropriated Undistributed Subsidiary Earnings (216.1)
(Less) Reaquired Capital Stock (217)
Noncorporate Proprietorship (Non-major only) (218)
Accumulated Other Comprehensive Income (219)
Total Proprietary Capital (lines 2 through 15)
LONG-TERM DEBT
Bonds (221)
(Less) Reaquired Bonds (222)
Advances from Associated Companies (223)
Other Long-Term Debt (224)
Unamortized Premium on Long-Term Debt (225)
(Less) Unamortized Discount on Long-Term Debt-Debit (226)
Total Long-Term Debt (lines 18 through 23)
OTHER NONCURRENT LIABILITIES
Obligations Under Capital Leases - Noncurrent (227)
Accumulated Provision for Property Insurance (228.1)
Accumulated Provision for Injuries and Damages (228.2)
Accumulated Provision for Pensions and Benefits (228.3)
Accumulated Miscellaneous Operating Provisions (228.4)
Accumulated Provision for Rate Refunds (229)
Long-Term Portion of Derivative Instrument Liabilities
Long-Term Portion of Derivative Instrument Liabilities - Hedges
Asset Retirement Obligations (230)
Total Other Noncurrent Liabilities (lines 26 through 34)
CURRENT AND ACCRUED LIABILITIES
Notes Payable (231)
Accounts Payable (232)
Notes Payable to Associated Companies (233)
Accounts Payable to Associated Companies (234)
Customer Deposits (235)
Taxes Accrued (236)
Interest Accrued (237)
Dividends Declared (238)
Matured Long-Term Debt (239)

250-251
250-251

253
252
254
254b
118-119
118-119
250-251
122(a)(b)

256-257
256-257
256-257
256-257

262-263

Current Year
End of Quarter/Year
Balance
(c)

Prior Year
End Balance
12/31
(d)

1,423,004,251
0
0
0
0
1,066,200,303
0
0
86,742
4,177,944,602
-3,126,043,850
0
0
1,179,276
3,542,197,840

1,423,004,251
0
0
0
0
1,050,204,730
0
0
86,742
4,004,108,859
-3,063,330,881
0
0
1,100,867
3,415,001,084

2,925,000,001
0
184,418,609
0
0
5,593,399
3,103,825,211

2,600,000,000
0
184,418,609
0
0
4,672,237
2,779,746,372

0
0
44,763,962
303,458,475
27,452,495
0
0
0
27,729,473
403,404,405

0
0
40,399,489
305,358,997
27,329,994
0
0
0
28,219,683
401,308,163

0
285,112,005
0
49,250,241
63,931,828
41,436,727
31,866,963
0
0

0
341,576,743
0
64,529,679
61,058,482
3,914,750
29,551,067
0
0
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Name of Respondent

This Report is:
(1) x An Original
(2)
A Resubmission

PECO Energy Company

Date of Report
(mo, da, yr)
11/28/2017

Year/Period of Report
end of

2017/Q3

(continued)
COMPARATIVE BALANCE SHEET (LIABILITIES AND OTHER CREDITS)
Line
No.

46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66

Ref.
Page No.
(b)

Title of Account
(a)
Matured Interest (240)
Tax Collections Payable (241)
Miscellaneous Current and Accrued Liabilities (242)
Obligations Under Capital Leases-Current (243)
Derivative Instrument Liabilities (244)
(Less) Long-Term Portion of Derivative Instrument Liabilities
Derivative Instrument Liabilities - Hedges (245)
(Less) Long-Term Portion of Derivative Instrument Liabilities-Hedges
Total Current and Accrued Liabilities (lines 37 through 53)
DEFERRED CREDITS
Customer Advances for Construction (252)
Accumulated Deferred Investment Tax Credits (255)
Deferred Gains from Disposition of Utility Plant (256)
Other Deferred Credits (253)
Other Regulatory Liabilities (254)
Unamortized Gain on Reaquired Debt (257)
Accum. Deferred Income Taxes-Accel. Amort.(281)
Accum. Deferred Income Taxes-Other Property (282)
Accum. Deferred Income Taxes-Other (283)
Total Deferred Credits (lines 56 through 64)
TOTAL LIABILITIES AND STOCKHOLDER EQUITY (lines 16, 24, 35, 54 and 65)

266-267
269
278
272-277

Current Year
End of Quarter/Year
Balance
(c)

Prior Year
End Balance
12/31
(d)

0
56,311
81,048,962
0
0
0
0
0
552,703,037

0
48,355
98,279,124
0
0
0
0
0
598,958,200

1,905,895
1,093,828
0
1,482,402
718,851,202
582,948
0
50,439,375
3,265,710,545
4,040,066,195
11,642,196,688

1,053,077
1,379,686
0
1,090,208
644,184,788
0
0
50,704,371
3,096,015,208
3,794,427,338
10,989,441,157
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SDR-ROR-3
Page 1 of 1
Phillip S. Barnett

Q. SDR-ROR-3

A. SDR-ROR-3

Please provide the bond rating history for the Company and, if applicable,
its parent from the major credit rating agencies for the last five years.

Refer to Attachment SDR-ROR-3(a).

Attachment SDR-ROR-3(a)
Page 1 of 1

Exelon & PECO's Credit Ratings History
2013 to 2017

S&P Credit Ratings History
Corporate Credit Rating

Moody's Credit Ratings History

Exelon

BBB

Ratings Date(s)
No new rating
since 7/22/2009

PECO

BBB

No new rating
since 7/22/2009

Senior Secured
Exelon

NR

PECO

A-

No new rating
since 7/22/2009

Exelon

BBB-

Ratings Date(s)
No new rating
since 7/22/2009

PECO

NR

Issuer Rating
Exelon

Ratings Date(s)

Senior Unsecured

Fitch Credit Rating History
Ratings Date(s)

Baa2
Baa2

20-Jul-17
20-Jan-17

Baa2
Baa2
Baa2
Baa2
Baa2
Baa2
Baa2

Issuer Default Rating
Exelon

BBB
BBB

22-Mar-17
25-Mar-16

19-Jul-16
24-Mar-16
19-Jan-16
31-Aug-15
30-Apr-14

BBB+
BBB+
BBB+
BBB+
BBB+

29-Apr-15
30-Apr-14
7-Apr-14
7-Feb-14
8-Feb-13

7-Feb-13
8-Nov-12

BBB+

12-Mar-12

BBB+

28-Apr-16

BBB+
BBB+
BBB+
BBB+
BBB+
BBB+

29-Apr-15
1-Oct-14
7-Apr-14
7-Feb-14
8-Feb-13
12-Mar-12

PECO
PECO

Senior Secured
Exelon
PECO

Senior Unsecured
Exelon

PECO

A2
A2
A2
A2
A2
A2
A2
A3
A3

Ratings Date(s)

20-Jul-17
20-Jan-17
19-Jul-16
19-Jan-16
31-Aug-15
30-Apr-14
30-Jan-14
8-Nov-13
23-Jul-09
Ratings Date(s)

Senior Secured
Exelon
PECO

NR
AA3
AA3
AA3
AA3
AA3
AA3
AA3
A1
A1

20-Jul-17
20-Jan-17
19-Jul-16
19-Jan-16
31-Aug-15
30-Apr-14
30-Jan-14
8-Nov-13
25-Aug-10

Baa2
Baa2
Baa2
Baa2
Baa2
Baa2
Baa2
Baa2
Baa2

Ratings Date(s)
20-Jul-17
20-Jan-17
19-Jul-16
24-Mar-16
19-Jan-16
31-Aug-15
30-Apr-14
7-Feb-13
8-Nov-12

A2
A2
A2
A2
A2
A2
A2
A2
A2
A3
A3
A3

20-Jul-17
20-Jan-17
19-Jul-16
10-Jun-16
19-Jan-16
31-Aug-15
8-Aug-14
30-Apr-14
30-Jan-14
8-Nov-13
19-Sep-13
23-Jul-09

Senior Unsecured
Exelon

PECO

Ratings Date(s)
NR
A
A
A
A
A
A
A
A
A
A
A
A
A

11-Sep-17
22-Mar-17
14-Sep-16
28-Apr-16
28-Sep-15
29-Apr-15
1-Oct-14
8-Sep-14
7-Apr-14
7-Feb-14
17-Sep-13
8-Feb-13
11-Sep-12

BBB
BBB
BBB+
BBB+
BBB+
BBB+
BBB+
BBB+

Ratings Date(s)
22-Mar-17
25-Mar-16
29-Apr-15
30-Apr-14
7-Apr-14
7-Feb-14
8-Feb-13
12-Mar-12

AAAAAAAA-

22-Mar-17
28-Apr-16
29-Apr-15
1-Oct-14
7-Apr-14
7-Feb-14
8-Feb-13
12-Mar-12

SDR-ROR-4
Page 1 of 1
Phillip S. Barnett

Q. SDR-ROR-4

Please provide copies of all bond rating reports relating to the Company
and, if applicable, its parent for the past two years.

A. SDR-ROR-4

Please see Attachments SDR-ROR-4(a)-(ccc).

THE REQUESTED DOCUMENTS ARE VOLUMINOUS.
THEREFORE, THEY ARE BEING PROVIDED ONLY IN
ELECTRONIC FORM ON THE CD ACCOMPANYING THE
COMPANY’S FILING.

Attachment SDR-ROR-4(a)
Page 1 of 6

Attachment SDR-ROR-4(a)
Page 2 of 6

Attachment SDR-ROR-4(a)
Page 3 of 6

Attachment SDR-ROR-4(a)
Page 4 of 6

Attachment SDR-ROR-4(a)
Page 5 of 6

Attachment SDR-ROR-4(a)
Page 6 of 6

Attachment SDR-ROR-4(b)
Page 1 of 3

Announcement: Correction to text, April 30, 2014 Release: Moody's affirms
ratings for Exelon and PEPCO families upon merger announcement; outlooks
remain stable
Global Credit Research - 05 May 2014
New York, May 05, 2014 -- The following affirmations were added to the debt list: Exelon Capital Trust I -(P)Baa3, Exelon Capital Trust II -- (P)Baa3, Exelon Capital Trust III (P)Baa3 and PECO Energy Capital Trust
IV - (P)A3.
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Exelon Corporation
Diversified Utility and Merchant Power Company

Update

Summary Rating Rationale
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Exelon Corporation
Domicile

United States

Long Term Rating

Baa2

Type

LT Issuer Rating

Outlook

Stable

Please see the ratings section at the end of this report
for more information. The ratings and outlook shown
reflect information as of the publication date.

Contacts
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VP-Sr Credit Officer
toby.shea@moodys.com

212-553-1779

Peter Giannuzzi
212-553-2917
Associate Analyst
peter.giannuzzi@moodys.com
Jim Hempstead
212-553-4318
Associate Managing
Director
james.hempstead@moodys.com

Exelon Corporation's (Exelon) Baa2 senior unsecured rating reflects its size, regional diversity,
and adequate financial profile. Exelon's credit strength comes from its roughly $32 billion
in regulated rate base, consisting of regulated transmission and distribution (T&D) utilities
diversified across Illinois, Maryland, Pennsylvania, New Jersey, Delaware and the District of
Columbia.
Exelon's rating is principally constrained by its higher-risk unregulated utility and merchant
power subsidiary, Exelon Generation Company, LLC (ExGen: Baa2 stable). ExGen owns a large
fleet of unregulated nuclear generation facilities and a retail energy trading and marketing
business. These unregulated businesses are vastly more volatile compared to their regulated
T&D businesses.
Moreover, nuclear generation faces a sustained period of challenging conditions because of
the competition from low natural gas prices due to shale gas development. As a diversified
power company, Exelon is well capitalized, has adequate liquidity reserves, and is expected to
generate a ratio of cash flow from operations (CFO) to debt of around 20%. Retained cash
flow (RCF) to debt is expected to remain in the mid-to-high teen's range.
Exhibit 1

Ratio of CFO pre-WC to Debt Historical Trend
CFO Pre-W/C

Total Debt

$45,000

(CFO Pre-W/C) / Debt

27.7%

$41,764

$40,294

$40,000

24.2%

25.0%

26.0%

$35,000

30.0%

$30,056

$30,000

$25,777

$25,000

16.7%

15.9%

20.0%

$22,289
15.0%

$20,000

10.0%

$15,000
$10,000

$5,792

$7,149

$7,272

$6,730

$6,660

5.0%

$5,000
0.0%

$0
12/31/2013

Source: Moody's Investors Service

12/31/2014

12/31/2015

12/31/2016

3/31/2017 (LTM)
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Credit Strengths
»

Large and growing rate base

»

Adequate financial profile

»

Strong nuclear operator

»

Adequate liquidity reserves

Credit Challenges
»

Stiff competition from cheap natural gas

»

High risk associated with unregulated generation and retail business

»

High leverage at the holding company

Rating Outlook
Exelon's stable rating outlook primarily reflects the stability and predictability of its large T&D utility businesses. Exelon is well
positioned to generate a ratio of CFO pre-working capital (CFO pre-WC) to debt of around 18% - 20%, an important threshold for
maintaining a stable rating outlook, given the weak business fundamentals at ExGen.

Factors that Could Lead to an Upgrade
»

A material shift in its corporate finance policies, including a significant reduction of parent holding company debt and the sustained
production of a ratio of CFO pre-WC to debt in the mid-20% range

»

A material de-risking across the corporate family, specifically with respect to ExGen's large, merchant nuclear reactor fleet or its
large commodity trading and marketing business.

Factors that Could Lead to a Downgrade
»

If Exelon's financial performance deteriorated for a sustained period of time, where the ratio of CFO pre-WC to debt fell to the
mid-teen's range on a sustained basis.

»

A material increase in the business risk profile, especially if it is associated with additional businesses within ExGen.

Key Indicators
Exhibit 2
3/31/2017(L)

12/31/2016

12/31/2015

12/31/2014

4.4x

4.7x

6.7x

7.1x

4.9x

CFO pre-WC / Debt

15.9%

16.7%

24.2%

27.7%

26.0%

CFO pre-WC – Dividends / Debt

13.1%

13.8%

20.5%

22.0%

20.4%

Debt / Capitalization

47.1%

46.8%

42.1%

40.9%

38.3%

CFO pre-WC + Interest / Interest

12/31/2013

[1]All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Non-Financial Corporations. Source: Moody's Financial Metrics™
Source: Moody's Investors Service

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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Detailed Rating Considerations
Large, diversified regulated utility portfolio is foundation to credit profile
Exelon's suite of regulated utilities provides a strong foundation to its consolidated credit profile. Baltimore Gas and Electric Company
(BGE: A3 stable), Commonwealth Edison Company (ComEd: Baa1 positive), PECO Energy Company (PECO: A2 stable), Potomac
Electric Power Company (Pepco: Baa1 stable), Delmarva Power & Light Company (DPL Baa1 stable), and Atlantic City Electric Company
(ACE: Baa2 stable) are all low risk T&D systems that are experiencing improving regulatory environments. We see Exelon's regulated
utility business growing in strategic importance across the Exelon corporate family.
Subsidy for nuclear generation is a credit positive
In late 2016, New York and Illinois approved subsidy programs that will support some of Exelon’s struggling nuclear plants that might
otherwise shut down. If these subsidy programs survive legal challenges from non-nuclear generators, we estimate that the company
will likely receive over $500 million a year of additional revenue on a run rate basis and a $200 million improvement to its after-tax
cash flows compared to retiring these units. Based on a $12.5 billion Moody’s adjusted debt balance, $200 million of additional aftertax cash flow would bolster ExGen’s CFO to debt by about 160 basis points.
ExGen could receive additional cash support if other states such as New Jersey and Pennsylvania adopt similar subsidy programs.
However, it is highly uncertain at this point if New Jersey and Pennsylvania would adopt such programs because the legislative or the
regulatory process required can be long and difficult, especially when the risk of plant closure is not imminent. With that said, in May
of 2017 Exelon announced its plans to prematurely retire its Three Mile Island nuclear generation facility by 30 September 2019. In
that announcement, Exelon cited a lack of energy policies that appropriately value the benefit of generation assets that do not produce
carbon emissions. Lawmakers in Pennsylvania have created a committee that is focused on the long term value of nuclear energy in the
state, however no legislation has been proposed at this time.
Parent holding company debt constrains rating due to structural subordination notching considerations
Exelon's decision to finance a large portion of the Pepco Holdings, LLC. (PHI: Baa2 stable) acquisition with parent holding company
debt is a credit negative, because it adds complexity to the capital structure. Prior to the PHI merger, Exelon was reducing its parent
holding company debt, mostly by transferring or refinancing holding company debt to ExGen. More recently, Exelon has exhibited a
willingness to use parent holding company leverage to help ExGen, a credit negative for both Exelon and its regulated T&D utilities.
Prospectively, we see roughly $20 billion of debt across Exelon's T&D utilities, $13 billion at ExGen and roughly $8 billion at the parent
holding company. With the utilities producing roughly $4.5 billion in CFO, the ratio of utility CFO to utility debt should hover above
the 20% range. This level generally translates to a low-A rating for low risk T&D utilities in supportive regulatory jurisdictions. This
would imply an approximate 2-notch rating differential from Exelon's current Baa2 consolidated parent rating and the average implied
rating across its T&D utilities.
Maintaining a strong financial profile will be key to credit
Maintaining a ratio of CFO pre-WC to debt in the 18%-20% range will position Exelon well in their current rating category. Over
the next few years we anticipate that cash flows from Exelon’s utility subsidiaries will increase and that ExGen will maintain CFO in
line with the year end 2016 results. Over the last twelve month (LTM) period ending 31 March 2017, the utility subsidiaries produced
approximately $4.75 billion of CFO pre-WC, while ExGen contributed approximately $3.3 billion. Exelon’s ratio of CFO pre-WC to
debt over the LTM period ending 31 March 2017 was 15.9%. However, if a one-time deposit of $1.25 billion to the IRS was added back,
Exelon would have recorded a ratio of CFO pre-WC to debt of approximately 18.9%.

Liquidity Analysis
Exelon has an adequate liquidity profile, with approximately $609 million of cash and short term investments on hand as of 31 March
2017. Exelon also has liquidity arrangements totaling $9.5 billion, including $5.8 billion at ExGen. Exelon’s regulated utilities have
access to $3.1 billion of liquidity, including: $600 million at PECO, $600 million at BGE, $1 billion at ComEd, and $300 million each at
Pepco, DPL, and ACE. All of the facilities expire in May 2021.
Exelon's core syndicated credit facilities are used primarily to provide liquidity support and for the issuance of letters of credit. While
the credit agreements do not contain any rating triggers that would affect borrowing access to the commitments and do not require
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material adverse change (MAC) representation for borrowings or the issuance of LOCs, there is a financial covenant for each borrowing
entity - all of whom are currently compliant.
Over the LTM period ending 31 March 2017, Exelon generated approximately $8.2 billion of CFO, spent about $8.5 billion in capital
expenditures and paid $1.2 billion in dividends resulting in negative free cash flow of approximately $1.5 billion. Due to the high level
of planned capital expenditures, we expect Exelon to have between $500 million and $1.0 billion of negative free cash flow after
dividends over the next 12 - 18 months. We expect the company will finance the shortfall with a balanced mix of debt and equity and
will maintain their current capital structure.
As of the last reporting period 31 March 2017, in the event that ExGen were downgraded below investment grade, ExGen could be
required to post additional collateral of $1.8 billion.
As of 31 March 2017, Exelon and its subsidiaries had about $1.4 billion of commercial paper outstanding, including about $204 million
at the parent under its $600 million credit facility limit. The next long term debt maturities in Exelon’s corporate family include $425
million of ComEd first mortgage bonds due in September 2017 and $700 million of ExGen senior unsecured notes due in October 2017.

Profile
Exelon Corporation is a large diversified US holding company that owns six regulated transmission and distribution utilities and a large
unregulated power company.

Rating Methodology and Scorecard Factors
Exhibit 3
Rating Factors

Exelon Corporation

Regulated Electric and Gas Utilities Industry Grid [1][2]
Factor 1 : Regulatory Framework (25%)

Current
LTM 3/31/2017
Measure
Score

Moody's 12-18 Month Forward
View
As of Date Published [3]
Measure
Score

a) Legislative and Judicial Underpinnings of the Regulatory Framework

A

A

A

A

b) Consistency and Predictability of Regulation

A

A

A

A

a) Timeliness of Recovery of Operating and Capital Costs

Baa

Baa

Baa

Baa

b) Sufficiency of Rates and Returns

Baa

Baa

Baa

Baa

Factor 2 : Ability to Recover Costs and Earn Returns (25%)

Factor 3 : Diversification (10%)
a) Market Position
b) Generation and Fuel Diversity

A

A

A

A

Baa

Baa

Baa

Baa

Factor 4 : Financial Strength (40%)
a) CFO pre-WC + Interest / Interest (3 Year Avg)

5.7x

A

5x - 5.5x

A

b) CFO pre-WC / Debt (3 Year Avg)

19.6%

Baa

16% - 21%

Baa

c) CFO pre-WC – Dividends / Debt (3 Year Avg)

16.1%

Baa

14% - 19%

Baa

d) Debt / Capitalization (3 Year Avg)

45.4%

Baa

42% - 47%

A

Rating:
Grid-Indicated Rating Before Notching Adjustment
HoldCo Structural Subordination Notching

A3
-1

-1

A3
-1

-1

a) Indicated Rating from Grid

Baa1

Baa1

b) Actual Rating Assigned

Baa2

Baa2

[1]All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Non-Financial Corporations.
[2]As of 3/31/2017(L); Source: Moody’s Financial Metrics™
[3]This represents Moody's forward view; not the view of the issuer; and unless noted in the text, does not incorporate significant acquisitions and divestitures.
Source: Moody's Investors Service
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Ratings
Exhibit 4

Category
EXELON CORPORATION

Outlook
Issuer Rating
Sr Unsec Bank Credit Facility
Senior Unsecured
Jr Subordinate
Commercial Paper

Moody's Rating

Stable
Baa2
Baa2
Baa2
Baa3
P-2

EXELON GENERATION COMPANY, LLC

Outlook
Issuer Rating
Sr Unsec Bank Credit Facility
Senior Unsecured
Commercial Paper

Stable
Baa2
Baa2
Baa2
P-2

COMMONWEALTH EDISON COMPANY

Outlook
Issuer Rating
First Mortgage Bonds
Senior Secured
Sr Unsec Bank Credit Facility
Senior Unsecured
Commercial Paper

Positive
Baa1
A2
A2
Baa1
Baa1
P-2

PECO ENERGY COMPANY

Outlook
Issuer Rating
First Mortgage Bonds
Senior Secured Shelf
Sr Unsec Bank Credit Facility
Pref. Stock
Commercial Paper

Stable
A2
Aa3
(P)Aa3
A2
Baa1
P-1

BALTIMORE GAS AND ELECTRIC COMPANY

Outlook
Issuer Rating
Sr Unsec Bank Credit Facility
Senior Unsecured
Commercial Paper

Stable
A3
A3
A3
P-2

POTOMAC ELECTRIC POWER COMPANY

Outlook
Issuer Rating
First Mortgage Bonds
Commercial Paper

Stable
Baa1
A2
P-2

DELMARVA POWER & LIGHT COMPANY

Outlook
Issuer Rating
First Mortgage Bonds
Senior Unsecured
Commercial Paper

Stable
Baa1
A2
Baa1
P-2

ATLANTIC CITY ELECTRIC COMPANY

Outlook
Issuer Rating
First Mortgage Bonds
Commercial Paper

Stable
Baa2
A3
P-2

CONSTELLATION ENERGY GROUP, INC.

Outlook
Bkd Senior Unsecured

No Outlook
Baa2

BGE CAPITAL TRUST II

Outlook
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BACKED Pref. Stock

Baa1

COMED FINANCING III

Outlook
BACKED Pref. Stock

Stable
Baa2

PEPCO HOLDINGS, LLC

Outlook
Issuer Rating
Senior Unsecured
Commercial Paper

Stable
Baa2
Baa2
P-2

PECO ENERGY CAPITAL TRUST IV

Outlook
BACKED Pref. Stock

Stable
A3

PECO ENERGY CAPITAL TRUST III

Outlook
BACKED Pref. Stock

Stable
A3

Source: Moody's Investors Service
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Exelon Corporation's (Exelon) Baa2 senior unsecured rating reflects its size, regional diversity,
and strong financial profile. Exelon's credit strength comes from its roughly $30 billion in
regulated rate base. The rate base consists of regulated transmission and distribution (T&D)
utilities and is diversified across Illinois, Maryland, Pennsylvania, New Jersey, Delaware and
the District of Columbia.
Exelon's rating is principally constrained by its higher-risk unregulated utility and merchant
power subsidiary, Exelon Generation Company LLC (ExGen: Baa2 stable). ExGen owns a large
fleet of unregulated nuclear generation facilities and a retail energy trading and marketing
business. These unregulated businesses are more volatile than regulated T&D businesses
because they are exposed to commodity prices, such as natural gas and electricity; in markets
which face a sustained period of challenging conditions. As a diversified power company,
Exelon is well capitalized, has adequate liquidity reserves, and is expected to generate a
ratio of cash flow from operations (CFO) to debt around 20%. Retained cash flow to debt is
expected to remain in the mid-to-high teen's range.
Exhibit 1

CFO Pre-W/C to debt for Exelon's subsidiaries

Peter Giannuzzi
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Associate Analyst
peter.giannuzzi@moodys.com
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Associate Analyst
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Credit Strengths
»

Large and growing rate base, thanks to constructive regulatory environments

»

Financial profile remains strong, supported by stability of regulated T&D utility cash flows

»

Strong nuclear operator

»

Adequate liquidity reserves

Credit Challenges
»

Maintaining supportive and constructive regulatory relationships is key to credit profile

»

Retail trading and marketing business is high risk

»

Holding company leverage is high

»

ExGen's aging nuclear fleet and early retirements

Rating Outlook
Exelon's stable rating outlook primarily reflects the stability and predictability of its large T&D utility businesses, its adequate liquidity
profile and a conservatively capitalized unregulated generation business. Exelon is well positioned to generate a ratio of cash flow to
debt of around 18% - 20% - an important threshold for maintaining a stable rating outlook, given the weak business fundamentals at
ExGen. The stable outlook incorporates a view that ExGen's nuclear reactors will continue to operate in a safe and efficient manner,
with roughly 90% capacity factors. We also think that the reactors will operate for the life of their existing, authorized NRC operating
licenses and that Exelon's utilities will continue to receive constructive and timely regulatory recovery mechanisms.

Factors that Could Lead to an Upgrade
»

A material shift in its corporate finance policies, including the elimination of parent holding company debt and the sustained
production of a ratio of CFO to debt in the mid-20% range

»

A material de-risking across the corporate family, specifically with respect to ExGen's large, merchant nuclear reactor fleet or its
large commodity trading and marketing business

»

Regulatory or legislative intervention into existing wholesale power markets, such as where the intervention is designed to reregulate the nuclear reactor fleet's revenue model or other mechanisms that improve unregulated cash flow stability

Factors that Could Lead to a Downgrade
»

If Exelon's financial performance deteriorated for a sustained period of time, where the ratio of CFO to debt fell to the low-teen's
range

»

Material shifts in shareholder rewards programs, resulting in higher leverage or an unsustainable dividend payout ratio or more
aggressive use of parent holding company debt, where the ratio of parent holding company debt to total consolidated debt
(excluding ExGen) increases to the high-20% range

»

A material increase in the consolidated business risk profile, especially if it is associated with additional businesses within ExGen

»

The emergence of a highly contentious regulatory environment in either Maryland or Illinois

»

Other event-like risks include: a major physical or cyber-related operating challenge with one or several of ExGen's nuclear reactors;
attempts at market intervention pressured ExGen's margins or profitability, or where the financial profile was negatively impacted;
This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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material changes in ExGen's retail market trading and marketing volatility, especially if sizeable, unexpected swings in liquidity
demands resulted

Key Indicators
Exhibit 2

[1] All ratios based on 'Adjusted' financial data and incorporate Mood's Global Standard Adjustments for Non-Financial Corporations
Source: Moody's Investors Service

Detailed Rating Considerations
Large, diversified regulated utility portfolio is foundation to credit profile
Exelon's suite of regulated utilities provides a strong foundation to its consolidated credit profile. BGE, CWE, PECO, Pepco, DPL and
ACE are all low risk T&D systems which receive supportive and constructive regulatory treatment in their jurisdictions. We see Exelon's
regulated utility business growing in strategic importance across the Exelon corporate family.
Parent holding company debt constrains rating due to structural subordination notching considerations
Exelon's decision to finance a large portion of the PHI acquisition with parent holding company debt is a credit negative, because it
adds complexity to the capital structure. Prior to the PHI merger, Exelon was reducing its parent holding company debt, mostly by
transferring or refinancing holding company debt to ExGen. More recently, Exelon is exhibiting a willingness to use parent holding
company leverage to help ExGen, a credit negative for both Exelon and its regulated T&D utilities.
Prospectively, we see roughly $20 billion of debt across Exelon's T&D utilities, $12 billion at ExGen and roughly $8 billion at the parent
holding company. With the utilities producing roughly $4 billion in CFO, the ratio of utility CFO to utility debt should hover near the
20% range. This level generally translates to a low-A rating for low risk T&D utilities in supportive regulatory jurisdictions. This would
imply an approximately 2-notch rating differential from Exelon's current Baa2 consolidated parent rating and the average implied
rating across its T&D utilities.
As a comparative illustration, Exelon's ratio of CFO to debt would fall to the 15% range if we included the $8 billion in holding
company debt with the $20 billion of utility debt (and only looked to the utility's $4 billion in CFO). The 15% range is more
characteristic of a Baa2 rating for low risk T&D utilities, but our example excludes any affects from ExGen. In a downside scenario,
Exelon's ratio of CFO to debt would fall to the 10% range if we include ExGen's $12 billion of debt, but only look to the utility's $4
billion in CFO.
The ratio of holding company debt to total consolidated debt is almost 30% if we exclude ExGen's debt from the denominator. But
the ratio would fall to about 20% if we added ExGen's debt in the denominator. A ratio of holding company debt to total consolidated
debt in the 20-25% range (or below) is typically associated with only a 1-notch rating differential for structural subordination.
Early retirement of nuclear reactors is credit negative
The recent announcements to retire unprofitable nuclear reactor facilities in Illinois, including the 1,069-megawatt Clinton facility
in DeWitt County is credit negative because Exelon will forgo the opportunity costs of margins through 2026, when the reactors
operating license is scheduled to expire, and the early retirement will likely trigger additional costs associated with decommissioning.
Additionally, the early retirement raises the risk of a more contentious relationship between Exelon and local stakeholders because
Clinton is a material employer and tax payer in that region of southern Illinois.
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Another Illinois reactor, the 1,403-megawatt Quad Cities facility, is a multi-unit reactor that is 25%-owned by Berkshire Hathaway
Energy Company (A3 stable). Although Quad Cities is in Illinois, the plant is in the PJM Interconnection region, not the Midwest
Independent Transmission System (MISO) where Clinton is located. The PJM and MISO are regional transmission organizations (RTO)
which manage the supply and demand of electric loads. Both RTO’s compensate generators with payments to keep their generation
supplies ready to be called on, if needed, known as capacity payments. From a credit perspective, shutting down Quad Cities is credit
negative because the opportunity costs of giving up the operating license, which runs until 2032 for both of Quad Cities reactors, is
high.
EDF put option viewed as a liquidity event
ExGen is exposed to Electricitie de France's (EDF: A2 negative) because EDF has an option to “put” its interests in Constellation Energy
Nuclear Group, LLC (CENG) back to ExGen anytime between now and 30 June 2022. This leaves EDF with plenty of time to evaluate its
various options, including how new New York State subsidy revenues might impact the valuation of the fleet. Importantly, we think the
relationship between both EXC and EDF is healthy and professional, and we do not see any contentiousness in the relationship at this
time.
CENG includes minority ownership interests in roughly 4,000 MW's of nuclear generation capacity, including Ginna and Nine Mile
Point in New York and Calvert Cliffs in Maryland.
From a liquidity perspective, we assume the value of the put (to EDF from EXC) might be somewhere in a range between $250 million
and $2.0 billion. Our illustrative values capture a wide disparity of outcomes on purpose. In our opinion, the put is not a material credit
event, but instead represents a demand on liquidity. Because Exelon is aware of the existence of the put option, and management is
presumably in discussions with EDF about how best to value the option, we do not think EDF exercising the option will be a surprise to
Exelon.
From a credit perspective, we see the EDF put as a known risk factor, and incorporate a view that ExGen has ample liquidity resources
and has prepared for the possibility that the put is exercised. We also incorporate a view that high put valuations will benefit ExGen's
remaining fleet. Any signs of improving market conditions, in terms of the EPA's Clean Power Plan or higher sustained PJM capacity
prices, will increase the value of the put option in favor of EDF.
Maintaining a strong financial profile will be key to credit
Maintaining a ratio of CFO to debt near the 18% - 20% range will keep Exelon well positioned within its rating category. This means
Exelon will generate CFO of roughly $7.0 to $8.0 billion. Assuming the T&D utilities generate roughly $4.0 billion in CFO, ExGen will
need to contribute the remaining $3.0 to $4.0 billion.

Liquidity Analysis
As of March 31, 2016, Exelon's liquidity arrangements totaled $9.9 billion. Approximately $6.3 billion supports its unregulated business
platform, including $5.8 billion at ExGen. The regulated businesses have access to $3.7 billion of liquidity, including: $600 million at
PECO, $600 million at BGE, $1 billion at CWE and $750 million at PH LLC and $250 million each at Pepco, DPL and ACE. Most facilities
expire in 2019, but the PH LLC, Pepco, DPL and ACE facilities expire in August 2018. There is also another $500 million at Exelon
designated for ExGen expiring in 2019.
At March 31, ExGen had about $1.2 billion in letters of credit and $1.4 billion in commercial paper outstanding, leaving availability of
about $3.1 billion for the unregulated business. As of December 31, 2015, these draws amounted to only $1.5 billion.
Exelon's core syndicated credit facilities are used primarily to provide liquidity support and for the issuance of letters of credit. While
the credit agreements do not contain any rating triggers that would affect borrowing access to the commitments and do not require
material adverse change (MAC) representation for borrowings or the issuance of LOCs, there is a financial covenant for each borrowing
entity - all of whom were compliant.
At CWE, commercial paper outstanding totaled $643 million and there were $2 million in letters of credit outstanding, leaving
approximately $355 million of availability under its credit facility. In comparison, as of December 31, 2015, CWE's commercial paper
outstanding totaled $294 million (with $2 million in letters of credit outstanding).
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At BGE, there was $150 million in commercial paper and no letters of credit outstanding, leaving $450 million of availability under its
credit facility. Again, by way comparison, as of December 31, 2015, BGE had $210 million in commercial paper (and no letters of credit)
outstanding.
At PECO, there were $1 million in letters of credit issued and no outstanding commercial paper borrowings, whereas on December 31,
2015, PECO had no letters of credit outstanding and $1 million in outstanding commercial paper borrowings.
At PH LLC, there were $1 million in letters of credit and $442 million in outstanding commercial paper borrowings, leaving $307
million of availability under its credit facility. At DPL, there were no letters of credit and $75 million in outstanding commercial paper
borrowings, leaving $175 million of availability under its credit facility. At both Pepco and ACE there were no letters of credit and no
commercial paper borrowings outstanding, leaving $250 million of availability under each credit facility.
As of the last reporting period (March 31, 2016), in the event that ExGen were downgraded below investment grade, ExGen could be
required to post additional collateral of $1.9 billion. If PECO, BGE or CWE were downgraded to below investment grade, they would
have been required to post $22 million $28 million, and $17 million, respectively, of additional collateral.
Back on December 31, 2015, ExGen below investment grade collateral posting requirement was $2.0 billion.
On January 9, 2013, the US Court of Appeals reached a decision for the government in a lawsuit involving Consolidated Edison`s
(ConEd's) participation in a lease-in, lease-out (LILO) transaction that the IRS also has characterized as a tax shelter, and disallowed
ConEd's deductions stemming from its participation in this investment. CWE deferred the $1.2 billion of gain on the 1999 sale of its
fossil generating facilities by acquiring like-kind property via a purchase leaseback transaction. The IRS has asserted that the Exelon
purchase leaseback transaction is substantially similar to a leasing transaction known as a sale-in, lease-out transaction (SILO). Exelon
believes that its like-kind exchange transaction is not the same as or substantially similar to a SILO.
In the first quarter of 2013, Exelon recorded a non-cash charge to earnings of approximately $265 million, which represents the full
amount of interest expense (after-tax) and incremental state tax expense in the event that Exelon is unsuccessful in its litigation
efforts. Approximately $170 million of the amount was recorded at CWE.
Exelon expects to hold CWE harmless from any unfavorable impacts of the after-tax interest amounts on CWE's equity. In the event of
a fully successful IRS challenge to Exelon's like-kind exchange position, the potential tax and after-tax interest, exclusive of penalties,
that could become payable as of March 31, 2016 may be as much as $760 million, of which approximately $275 million would be
attributable to CWE and the remainder to Exelon.

Structural Considerations
Separating Exelon's debt between its parent holding company, its utilities and ExGen is a component to our credit assessment. In light
of Exelon's revised corporate finance policies, we are incorporating a view that looks to Exelon's parent holding company debt as a
source of financing for its regulated utilities, but not its unregulated ExGen. However, Exelon might use parent holding company debt
to also finance ExGen. This could impact the relationship between the Exelon the parent and its unregulated subsidiary, ExGen, but
could also impact its regulated T&D utility subsidiaries.

Profile
Exelon Corporation (Exelon: Baa2 stable) is a large diversified US holding company that owns six regulated transmission and
distribution utilities and a large unregulated power company.
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Rating Methodology and Scorecard Factors
Exhibit 3

[1] All ratios based on 'Adjusted' financial data and incorporate Mood's Global Standard Adjustments for Non-Financial Corporations
[2] As of 3/31/2016(L)
[3] This represents Moody's forward view; not view of the issuer; and unless noted in the text, does not incorporate significant acquisitions and divestitures
Source: Moody's Investors Service

6

19 July 2016

Exelon Corporation: Diversified Utility and Merchant Power Company

Attachment SDR-ROR-4(d)
Page 7 of 9
INFRASTRUCTURE AND PROJECT FINANCE

MOODY'S INVESTORS SERVICE

Ratings
Exhibit 4

Category
EXELON CORPORATION

Outlook
Issuer Rating
Sr Unsec Bank Credit Facility
Senior Unsecured
Subordinate Shelf
Pref. Shelf
Commercial Paper

Moody's Rating

Stable
Baa2
Baa2
Baa2
(P)Baa3
(P)Ba1
P-2

EXELON CAPITAL TRUST I

Outlook
BACKED Pref. Shelf

Stable
(P)Baa3

EXELON CAPITAL TRUST II

Outlook
BACKED Pref. Shelf

Stable
(P)Baa3

EXELON CAPITAL TRUST III

Outlook
BACKED Pref. Shelf

Stable
(P)Baa3

EXELON GENERATION COMPANY, LLC

Outlook
Issuer Rating
Sr Unsec Bank Credit Facility
Senior Unsecured
Pref. Shelf
Commercial Paper

Stable
Baa2
Baa2
Baa2
(P)Ba1
P-2

COMMONWEALTH EDISON COMPANY

Outlook
Issuer Rating
Senior Secured
Sr Unsec Bank Credit Facility
Senior Unsecured
Commercial Paper

Positive
Baa1
A2
Baa1
Baa1
P-2

PECO ENERGY COMPANY

Outlook
Issuer Rating
Senior Secured Shelf
Sr Unsec Bank Credit Facility
Pref. Stock
Commercial Paper

Stable
A2
(P)Aa3
A2
Baa1
P-1

BALTIMORE GAS AND ELECTRIC COMPANY

Outlook
Issuer Rating
Senior Secured Shelf
Sr Unsec Bank Credit Facility
Senior Unsecured
Pref. Shelf
Preference Stock
Commercial Paper
Bkd Other Short Term

Stable
A3
(P)A1
A3
A3
(P)Baa2
Baa2
P-2
VMIG 2

POTOMAC ELECTRIC POWER COMPANY

Outlook
Issuer Rating
Commercial Paper

Stable
Baa1
P-2

DELMARVA POWER & LIGHT COMPANY

Outlook
Issuer Rating
Senior Secured Shelf
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Senior Unsecured
Commercial Paper
Bkd Other Short Term

Baa1
P-2
VMIG 2

ATLANTIC CITY ELECTRIC COMPANY

Outlook
Issuer Rating
Senior Secured Shelf
Commercial Paper

Stable
Baa2
(P)A3
P-2

PECO ENERGY CAPITAL TRUST IV

Outlook
BACKED Pref. Stock

Stable
A3

PEPCO HOLDINGS, LLC

Outlook
Issuer Rating
Senior Unsecured
Commercial Paper

Stable
Baa2
Baa2
P-2

BGE CAPITAL TRUST II

Outlook
BACKED Pref. Stock

Stable
Baa1

COMED FINANCING III

Outlook
BACKED Pref. Stock

Stable
Baa2

PECO ENERGY CAPITAL TRUST III

Outlook
BACKED Pref. Stock

Stable
A3

Source: Moody's Investors Service
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NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH
RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR MANNER WHATSOEVER.
Moody's Investors Service, Inc., 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 Moody's Investors Service, Inc. have, prior to assignment of any rating,
agreed to pay to Moody's Investors Service, Inc. for appraisal and rating services rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain
policies and procedures to address the independence of MIS's ratings and rating processes. Information regarding certain affiliations that may exist between directors of MCO and
rated entities, and between entities who hold ratings from MIS and have also publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually at
www.moodys.com under the heading "Investor Relations — Corporate Governance — Director and Shareholder Affiliation Policy."
Additional terms for Australia only: Any publication into Australia of this document is pursuant to the Australian Financial Services License of MOODY'S affiliate, Moody's Investors
Service Pty Limited ABN 61 003 399 657AFSL 336969 and/or Moody's Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as applicable). This document is intended
to be provided only to "wholesale clients" within the meaning of section 761G of the Corporations Act 2001. By continuing to access this document from within Australia, you
represent to MOODY'S that you are, or are accessing the document as a representative of, a "wholesale client" and that neither you nor the entity you represent will directly or
indirectly disseminate this document or its contents to "retail clients" within the meaning of section 761G of the Corporations Act 2001. MOODY'S credit rating is an opinion as
to the creditworthiness of a debt obligation of the issuer, not on the equity securities of the issuer or any form of security that is available to retail investors. It would be reckless
and inappropriate for retail investors to use MOODY'S credit ratings or publications when making an investment decision. If in doubt you should contact your financial or other
professional adviser.
Additional terms for Japan only: Moody's Japan K.K. ("MJKK") is a wholly-owned credit rating agency subsidiary of Moody's Group Japan G.K., which is wholly-owned by Moody's
Overseas Holdings Inc., a wholly-owned subsidiary of MCO. Moody's SF Japan K.K. ("MSFJ") is a wholly-owned credit rating agency subsidiary of MJKK. MSFJ is not a Nationally
Recognized Statistical Rating Organization ("NRSRO"). Therefore, credit ratings assigned by MSFJ are Non-NRSRO Credit Ratings. Non-NRSRO Credit Ratings are assigned by an
entity that is not a NRSRO and, consequently, the rated obligation will not qualify for certain types of treatment under U.S. laws. MJKK and MSFJ are credit rating agencies registered
with the Japan Financial Services Agency and their registration numbers are FSA Commissioner (Ratings) No. 2 and 3 respectively.
MJKK or MSFJ (as applicable) hereby disclose that most issuers of debt securities (including corporate and municipal bonds, debentures, notes and commercial paper) and preferred
stock rated by MJKK or MSFJ (as applicable) have, prior to assignment of any rating, agreed to pay to MJKK or MSFJ (as applicable) for appraisal and rating services rendered by it fees
ranging from JPY200,000 to approximately JPY350,000,000.
MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements.
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Rating Action: Moody's Affirms Exelon and Pepco Holdings; changes Pepco
Holdings' rating outlook to developing from stable
Global Credit Research - 31 Aug 2015
Approximately $37 billion of debt and debt securities affected

New York, August 31, 2015 -- Moody's Investors Service today affirmed the ratings for Exelon Corporation
(Exelon) and Pepco Holdings Inc. (PHI), including PHI's Prime-3 commercial paper rating. In addition, Moody's
changed the rating outlook for PHI to Developing from Stable and changed the rating outlook for
Commonwealth Edison Company to Positive from Stable.
RATINGS RATIONALE
Ratings affirmed include the Baa2 senior unsecured rating for Exelon, Exelon Generation Company LLC
(ExGen) and Atlantic City Electric Company (ACE); the Baa1 unsecured rating for Commonwealth Edison
Company (CWE), Delmarva Power & Light Company (DPL) and Potomac Electric Power Company (Pepco);
the A3 rating for Baltimore Gas & Electric (BGE); and the A2 rating for PECO Energy Company (PECO).
Moody's also affirmed the Prime-1 commercial paper rating for PECO, the Prime-2 commercial paper rating for
Exelon, ExGen, CWE, BGE, ACE, DPL and Pepco. The rating outlooks for Exelon, ACE, BGE, DPL, PECO
and Pepco remain stable.
"The rejection of the Exelon/Pepco merger application is credit negative for both companies," said Jim
Hempstead, Associate Managing Director "because the outcome was a surprise, not because the regulators
denied the merger application."
Nevertheless, we think Exelon and PHI will continue to pursue the merger, and will ask the DC PSC for
reconsideration of the transaction which was originally announced in April 2014. For now, we are ascribing a
50% - 50% probability that the transaction is ultimately completed. We observe other utility change in control
proceedings taking between 18-24 months to complete.
For Exelon, the rejection is credit negative because PHI would have brought an incremental $8.0 billion in
regulated rate base to its existing $20.0 billion, and would have tipped the consolidated scale to where roughly
60% of the business (in terms of assets, debt and EBITDA) was related to lower-risk regulated transmission
and distribution (T&D) utilities. PHI was looking at Exelon's bigger size and greater access to resources to help
execute and finance an elevated capital investment program across all its jurisdictions.
PHI's Baa3 rating reflects the company's low business risk profile, anchored by a portfolio of regulated T&D
utilities. The credit profile of these utilities aggregate at the Baa1-category, thanks to their roughly $8 billion in
regulated rate base. The Baa3 rating also reflects the reduction to prior unregulated business activities, a credit
positive, and the shareholder dividend being financed by debt (issued at the parent holding company), a
material credit negative.
PHI's rating outlook was changed to Developing from stable to reflect the equal likelihood for both positive and
negative credit implications associated with the next steps of the merger proceeding. If the acquisition of PHI
by Exelon appears to be heading to a successful completion, the likelihood of positive rating actions for PHI
will rise. Similarly, if the acquisition appears to be heading for a permanent termination, the likelihood of
negative rating actions for PHI will rise.
"A merger termination is worse for PHI than Exelon, and a termination will pressure PHI's Baa3 rating because
PHI will face a series of painful decisions, including deferred capital investment plans, right-sizing its common
dividend and securing continued access to external liquidity sources." Hempstead added.
PHI's Baa3 rating could be upgraded if the proposed acquisition by Exelon is ultimately successful, primarily
reflecting its role as an intermediate subsidiary holding company of Exelon. As a result, we'd expect that PHI
wouldn't be used as a financing vehicle anymore, and its $700 million of existing parent holding debt would
decline to less than $200 million by 2018.
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Exelon's Baa2 senior unsecured rating and stable outlook reflect its stable and predictable regulated utility
businesses. The Baa2 reflects our expectation that Exelon's T&D utilities (BGE, CWE and PECO) generate a
ratio of cash flow from operations (CFO: adjusted for changes in working capital) to debt in the low-20% range,
which is consistent with low risk T&D utilities in the A-ratings category.
Exelon's Baa2 rating is constrained by its more risky subsidiary, Exelon Generation Company LLC (ExGen:
Baa2 stable), which owns a large fleet of unregulated nuclear generation assets and a retail energy marketing
business. These unregulated businesses are less predictable, because they are largely driven by volatile
commodity prices, such as natural gas and electricity. Still, we expect ExGen to generate approximately $3.5
billion in CFO, which compares favorably to its roughly $10-$12 billion in debt. If the PHI merger is terminated,
Exelon's business mix would stay skewed to the unregulated ExGen, and Exelon would remain under the
Global Unregulated Utilities and Power Companies rating methodology.
Exelon's rating could be upgraded if the ratio of CFO to debt were to rise above 20% for a sustained period of
time, or if Exelon exited its more risky businesses at ExGen. Exelon's rating could be downgraded if the
financial performance declined, where the ratio of CFO to debt fell to the mid-teen's range for a sustained
period of time, or if the level of parent holding company debt were to increase (to above the 25% range or
higher) or if there were any material shifts in shareholder reward programs. A shift in strategic focus could also
trigger a rating downgrade, especially where the shift resulted in a material increase in the consolidated
business risk profile, presumably somewhat more toward the unregulated business segment within ExGen.
Ratings could be pressured if the regulated utilities were faced with a highly contentious regulatory
environment, a scenario we view as having a low probability at this time, or if ExGen faced a major operating
challenge with several of its reactors at the same time.
The positive rating outlook for CWE reflects the improved regulatory environment in Illinois, which we are
beginning to see as sustained, especially as that relates to the formulaic rate-making structures. CWE's
financial profile should remain steady, and the utility is expected to produce a ratio of CFO to debt in the highteen's range (18% - 19% range). For the twelve months ended June 30, 2015, CWE produced a ratio of
approximately 20%. CWE's rating could be upgraded over the next 12 to 18 months if its steady financial
performance and supportive regulatory framework remains intact.
The principal methodology used in rating Exelon Corporation and Exelon Generation Company, LLC was
Unregulated Utilities and Unregulated Power Companies published in October 2014. The principal
methodology used in rating Atlantic City Electric Company, Baltimore Gas and Electric Company, BGE Capital
Trust II, ComEd Financing III, Commonwealth Edison Company, Constellation Energy Group, Inc., Delmarva
Power & Light Company, Exelon Capital Trust I, Exelon Capital Trust II, Exelon Capital Trust III, Peco Energy
Capital Trust III, PECO Energy Capital Trust IV, PECO Energy Company, Pepco Holdings, Inc. and Potomac
Electric Power Company was Regulated Electric and Gas Utilities published in December 2013. Please see
the Credit Policy page on www.moodys.com for a copy of these methodologies.
Outlook Actions:
..Issuer: Atlantic City Electric Company
....Outlook, Remains Stable
..Issuer: Baltimore Gas and Electric Company
....Outlook, Remains Stable
..Issuer: BGE Capital Trust II
....Outlook, Remains Stable
..Issuer: ComEd Financing III
....Outlook, Remains Stable
..Issuer: Commonwealth Edison Company
....Outlook, Changed To Positive From Stable
..Issuer: Delmarva Power & Light Company

Attachment SDR-ROR-4(e)
Page 3 of 9

....Outlook, Remains Stable
..Issuer: Exelon Capital Trust I
....Outlook, Remains Stable
..Issuer: Exelon Capital Trust II
....Outlook, Remains Stable
..Issuer: Exelon Capital Trust III
....Outlook, Remains Stable
..Issuer: Exelon Corporation
....Outlook, Remains Stable
..Issuer: Exelon Generation Company, LLC
....Outlook, Remains Stable
..Issuer: Peco Energy Capital Trust III
....Outlook, Remains Stable
..Issuer: PECO Energy Capital Trust IV
....Outlook, Remains Stable
..Issuer: PECO Energy Company
....Outlook, Remains Stable
..Issuer: Pepco Holdings, Inc.
....Outlook, Changed To Developing From Stable
..Issuer: Potomac Electric Power Company
....Outlook, Remains Stable
Affirmations:
..Issuer: Anne Arundel (County of) MD
....Senior Unsecured Revenue Bonds, Affirmed A3/VMIG 2
..Issuer: Atlantic City Electric Company
.... Commercial Paper, Affirmed P-2
.... Issuer Rating, Affirmed Baa2
....Senior Secured Shelf, Affirmed (P)A3
....Pref. Stock Preferred Stock, Affirmed Ba1
....Senior Secured First Mortgage Bonds, Affirmed A3
..Issuer: Baltimore Gas and Electric Company
.... Commercial Paper, Affirmed P-2
.... Issuer Rating, Affirmed A3
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....Senior Secured Shelf, Affirmed (P)A1
....Senior Unsecured Shelf, Affirmed (P)A3
....Pref. Shelf, Affirmed (P)Baa2
....Preference Stock Preference Stock, Affirmed Baa2
....Senior Unsecured Bank Credit Facility, Affirmed A3
....Senior Unsecured Regular Bond/Debenture, Affirmed A3
..Issuer: BGE Capital Trust II
....Pref. Stock Preferred Stock, Affirmed Baa1
..Issuer: ComEd Financing III
....Pref. Stock Preferred Stock, Affirmed Baa2
..Issuer: Commonwealth Edison Company
.... Commercial Paper, Affirmed P-2
.... Issuer Rating, Affirmed Baa1
....Senior Secured Shelf, Affirmed (P)A2
....Senior Unsecured Shelf, Affirmed (P)Baa1
....Senior Secured First Mortgage Bonds, Affirmed A2
....Senior Secured Regular Bond/Debenture, Affirmed A2
....Senior Unsecured Bank Credit Facility, Affirmed Baa1
....Senior Unsecured Regular Bond/Debenture, Affirmed Baa1
..Issuer: Constellation Energy Group, Inc.
....Senior Unsecured Regular Bond/Debenture, Affirmed Baa2
..Issuer: Delaware Economic Development Authority
....Senior Secured Revenue Bonds, Affirmed A2/VMIG 2
....Senior Unsecured Revenue Bonds, Affirmed Baa1/VMIG 2
..Issuer: Delmarva Power & Light Company
.... Commercial Paper, Affirmed P-2
.... Issuer Rating, Affirmed Baa1
....Senior Secured Shelf, Affirmed (P)A2
....Senior Secured First Mortgage Bonds, Affirmed A2
....Senior Unsecured Regular Bond/Debenture, Affirmed Baa1
..Issuer: Exelon Capital Trust I
....Pref. Stock Shelf, Affirmed (P)Baa3
..Issuer: Exelon Capital Trust II
....Pref. Stock Shelf, Affirmed (P)Baa3
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..Issuer: Exelon Capital Trust III
....Pref. Stock Shelf, Affirmed (P)Baa3
..Issuer: Exelon Corporation
.... Issuer Rating, Affirmed Baa2
....Preferred Shelf, Affirmed (P)Ba1
....Subordinate Shelf, Affirmed (P)Baa3
....Senior Unsecured Shelf, Affirmed (P)Baa2
....Senior Unsecured Bank Credit Facility, Affirmed Baa2
....Senior Unsecured Commercial Paper, Affirmed P-2
....Senior Unsecured Regular Bond/Debenture, Affirmed Baa2
..Issuer: Exelon Generation Company, LLC
.... Issuer Rating, Affirmed Baa2
....Pref. Shelf, Affirmed (P)Ba1
....Senior Unsecured Shelf, Affirmed (P)Baa2
....Senior Unsecured Bank Credit Facility, Affirmed Baa2
....Senior Unsecured Commercial Paper, Affirmed P-2
....Senior Unsecured Regular Bond/Debenture, Affirmed Baa2
..Issuer: Maryland Economic Development Corporation
....Revenue Bonds, Affirmed Baa2
....Senior Unsecured Revenue Bonds, Affirmed A2
..Issuer: Montgomery County Industrial Dev Auth, PA
....Revenue Bonds, Affirmed Baa2
..Issuer: Peco Energy Capital Trust III
....Pref. Stock Preferred Stock, Affirmed A3
..Issuer: PECO Energy Capital Trust IV
....Pref. Stock Preferred Stock, Affirmed A3
....Pref. Stock Shelf, Affirmed (P)A3
..Issuer: PECO Energy Company
.... Commercial Paper, Affirmed P-1
.... Issuer Rating, Affirmed A2
....Senior Secured Shelf, Affirmed (P)Aa3
....Preferred Shelf, Affirmed (P)Baa1
....Pref. Stock Preferred Stock, Affirmed Baa1
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....Senior Secured First Mortgage Bonds, Affirmed Aa3
....Senior Unsecured Bank Credit Facility, Affirmed A2
..Issuer: Pennsylvania Economic Dev. Fin. Auth.
....Senior Unsecured Revenue Bonds, Affirmed Baa2
..Issuer: Pepco Holdings, Inc.
.... Issuer Rating, Affirmed Baa3
....Senior Unsecured Commercial Paper, Affirmed P-3
....Senior Unsecured Regular Bond/Debenture, Affirmed Baa3
..Issuer: Potomac Electric Power Company
.... Commercial Paper, Affirmed P-2
.... Issuer Rating, Affirmed Baa1
....Senior Secured First Mortgage Bonds, Affirmed A2
..Issuer: Salem (County of) NJ, Pollution Ctrl Fin Auth
....Revenue Bonds, Affirmed Baa2
....Senior Secured Revenue Bonds, Affirmed A2
..Issuer: York County Industrial Development Auth., PA
....Revenue Bonds, Affirmed Baa2
REGULATORY DISCLOSURES
For ratings issued on a program, series or category/class of debt, this announcement provides certain
regulatory disclosures in relation to each rating of a subsequently issued bond or note of the same series or
category/class of debt or pursuant to a program for which the ratings are derived exclusively from existing
ratings in accordance with Moody's rating practices. For ratings issued on a support provider, this
announcement provides certain regulatory disclosures in relation to the rating action on the support provider
and in relation to each particular rating action for securities that derive their credit ratings from the support
provider's credit rating. For provisional ratings, this announcement provides certain regulatory disclosures in
relation to the provisional rating assigned, and in relation to a definitive rating that may be assigned
subsequent to the final issuance of the debt, in each case where the transaction structure and terms have not
changed prior to the assignment of the definitive rating in a manner that would have affected the rating. For
further information please see the ratings tab on the issuer/entity page for the respective issuer on
www.moodys.com.
For any affected securities or rated entities receiving direct credit support from the primary entity(ies) of this
rating action, and whose ratings may change as a result of this rating action, the associated regulatory
disclosures will be those of the guarantor entity. Exceptions to this approach exist for the following disclosures,
if applicable to jurisdiction: Ancillary Services, Disclosure to rated entity, Disclosure from rated entity.
The following information supplements Disclosure 10 ("Information Relating to Conflicts of Interest as required
by Paragraph (a)(1)(ii)(J) of SEC Rule 17g-7") in the regulatory disclosures made at the ratings tab on the
issuer/entity page on www.moodys.com for each credit rating as indicated:
Moody's also was paid for services other than determining a credit rating in the most recently ended fiscal year
by the person that paid Moody's to determine the following credit ratings: 10277594, 10286740, 35394567,
806758856, 808385255, 823964159, 824081051, 824553183, 824553184, 824553185, 824553186,
824553187 assigned to Exelon Corporation and 10345402, 35394666, 820554020, 821154511, 821154512,
822264218, 822264220, 823172368, 823172369, 823964164, 824081058, 824280070 assigned to Exelon
Generation Company, LLC.
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Moody's was not paid for services other than determining a credit rating in the most recently ended fiscal year
by the person that paid Moody's to determine the following credit ratings: 10037826, 10089499, 10090771,
10096867, 10119766, 35000573, 806659534, 809874478, 809874499, 823043029, 823205506, 823364872,
823460818, 823964184, 824081053 assigned to Baltimore Gas and Electric Company; 806724704 assigned
to BGE Capital Trust II; 10378512 assigned to ComEd Financing III; 10038172, 10197341, 10371086,
35001045, 809241147, 809295265, 809730182, 809964548, 820121571, 820336487, 820517050,
820737892, 820843780, 822177982, 822703357, 822703363, 823228242, 823544392, 823743749,
823743754, 823964172, 824043474, 824217817, 824373765 assigned to Commonwealth Edison Company;
10328859, 822385740 assigned to Constellation Energy Group, Inc.; 806758867 assigned to Exelon Capital
Trust I; 806758869 assigned to Exelon Capital Trust II; 806758871 assigned to Exelon Capital Trust III;
10186070 assigned to Peco Energy Capital Trust III; 806603432, 806648039 assigned to PECO Energy
Capital Trust IV; 10039513, 10057120, 10057121, 10057122, 10057123, 35002481, 807510527, 809806892,
820111314, 820218276, 820810608, 823219314, 823578116, 823578118, 823964177, 824081056,
824116903 assigned to PECO Energy Company; 10037777, 10042852, 10042853, 10042854, 10042855,
10042856, 10042857, 35000539, 806809269, 807501920, 820642468, 822505677, 823570225, 824081240
assigned to Atlantic City Electric Company; 10038300, 10151577, 10151579, 10151733, 10151734,
10151735, 10152019, 10152020, 10180357, 35001177, 823175871, 823570224, 823642019, 824473377
assigned to Delmarva Power & Light Company; 10334782, 10344317, 35395270, 820295163, 822256634
assigned to Pepco Holdings, Inc. and 35002522, 807460436, 808375623, 820145656, 820642449,
821424931, 823130030, 823349572, 823648822, 823839874, 824383429 assigned to Potomac Electric
Power Company.
Regulatory disclosures contained in this press release apply to the credit rating and, if applicable, the related
rating outlook or rating review.
Please see www.moodys.com for any updates on changes to the lead rating analyst and to the Moody's legal
entity that has issued the rating.
Please see the ratings tab on the issuer/entity page on www.moodys.com for additional regulatory disclosures
for each credit rating.
James Hempstead
Associate Managing Director
Infrastructure Finance Group
Moody's Investors Service, Inc.
250 Greenwich Street
New York, NY 10007
U.S.A.
JOURNALISTS: 212-553-0376
SUBSCRIBERS: 212-553-1653
William L. Hess
MD - Utilities
Infrastructure Finance Group
JOURNALISTS: 212-553-0376
SUBSCRIBERS: 212-553-1653
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Moody's Investors Service, Inc.
250 Greenwich Street
New York, NY 10007
U.S.A.
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SUBSCRIBERS: 212-553-1653
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CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. AND ITS RATINGS
AFFILIATES (“MIS”) ARE MOODY’S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT
RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND
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. MOODY’S
PUBLICATIONS MAY ALSO INCLUDE QUANTITATIVE MODEL-BASED ESTIMATES OF CREDIT
RISK AND RELATED OPINIONS OR COMMENTARY PUBLISHED BY MOODY’S ANALYTICS, INC.
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, WITH DUE CARE, MAKE
ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR
PURCHASE, HOLDING, OR SALE.
MOODY’S CREDIT RATINGS AND MOODY’S PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL
INVESTORS AND IT WOULD BE RECKLESS AND INAPPROPRIATE FOR RETAIL INVESTORS TO USE
MOODY’S CREDIT RATINGS OR MOODY’S PUBLICATIONS WHEN MAKING AN INVESTMENT DECISION.
IF IN DOUBT YOU SHOULD CONTACT YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER.
ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO,
COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE
REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED,
REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN
WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON
WITHOUT MOODY’S PRIOR WRITTEN CONSENT.
All information contained herein is obtained by MOODY’S from sources believed by it to be accurate and
reliable. Because of the possibility of human or mechanical error as well as other factors, however, all
information contained herein is provided “AS IS” without warranty of any kind. MOODY'S adopts all necessary
measures so that the information it uses in assigning a credit rating is of sufficient quality and from sources
MOODY'S considers to be reliable including, when appropriate, independent third-party sources. However,
MOODY’S is not an auditor and cannot in every instance independently verify or validate information received
in the rating process or in preparing the Moody’s publications.
To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives,
licensors and suppliers disclaim liability to any person or entity for any indirect, special, consequential, or
incidental losses or damages whatsoever arising from or in connection with the information contained herein or
the use of or inability to use any such information, even if MOODY’S or any of its directors, officers, employees,
agents, representatives, licensors or suppliers is advised in advance of the possibility of such losses or
damages, including but not limited to: (a) any loss of present or prospective profits or (b) any loss or damage
arising where the relevant financial instrument is not the subject of a particular credit rating assigned by
MOODY’S.
To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives,
licensors and suppliers disclaim liability for any direct or compensatory losses or damages caused to any
person or entity, including but not limited to by any negligence (but excluding fraud, willful misconduct or any
other type of liability that, for the avoidance of doubt, by law cannot be excluded) on the part of, or any
contingency within or beyond the control of, MOODY’S or any of its directors, officers, employees, agents,
representatives, licensors or suppliers, arising from or in connection with the information contained herein or the
use of or inability to use any such information.
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NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS,
MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER
OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY’S IN ANY FORM OR MANNER
WHATSOEVER.
Moody’s Investors Service, Inc., 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 Moody’s Investors Service, Inc. have,
prior to assignment of any rating, agreed to pay to Moody’s Investors Service, Inc. for appraisal and rating
services rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain
policies and procedures to address the independence of MIS’s ratings and rating processes. Information
regarding certain affiliations that may exist between directors of MCO and rated entities, and between entities
who hold ratings from MIS and have also publicly reported to the SEC an ownership interest in MCO of more
than 5%, is posted annually at www.moodys.com under the heading “Investor Relations — Corporate
Governance — Director and Shareholder Affiliation Policy.”
Additional terms for Australia only: Any publication into Australia of this document is pursuant to the Australian
Financial Services License of MOODY’S affiliate, Moody’s Investors Service Pty Limited ABN 61 003 399
657AFSL 336969 and/or Moody’s Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as
applicable). This document is intended to be provided only to “wholesale clients” within the meaning of section
761G of the Corporations Act 2001. By continuing to access this document from within Australia, you represent
to MOODY’S that you are, or are accessing the document as a representative of, a “wholesale client” and that
neither you nor the entity you represent will directly or indirectly disseminate this document or its contents to
“retail clients” within the meaning of section 761G of the Corporations Act 2001. MOODY’S credit rating is an
opinion as to the creditworthiness of a debt obligation of the issuer, not on the equity securities of the issuer or
any form of security that is available to retail investors. It would be reckless and inappropriate for retail investors
to use MOODY’S credit ratings or publications when making an investment decision. If in doubt you should
contact your financial or other professional adviser.
Additional terms for Japan only: Moody's Japan K.K. (“MJKK”) is a wholly-owned credit rating agency subsidiary
of Moody's Group Japan G.K., which is wholly-owned by Moody’s Overseas Holdings Inc., a wholly-owned
subsidiary of MCO. Moody’s SF Japan K.K. (“MSFJ”) is a wholly-owned credit rating agency subsidiary of
MJKK. MSFJ is not a Nationally Recognized Statistical Rating Organization (“NRSRO”). Therefore, credit
ratings assigned by MSFJ are Non-NRSRO Credit Ratings. Non-NRSRO Credit Ratings are assigned by an
entity that is not a NRSRO and, consequently, the rated obligation will not qualify for certain types of treatment
under U.S. laws. MJKK and MSFJ are credit rating agencies registered with the Japan Financial Services
Agency and their registration numbers are FSA Commissioner (Ratings) No. 2 and 3 respectively.
MJKK or MSFJ (as applicable) hereby disclose that most issuers of debt securities (including corporate and
municipal bonds, debentures, notes and commercial paper) and preferred stock rated by MJKK or MSFJ (as
applicable) have, prior to assignment of any rating, agreed to pay to MJKK or MSFJ (as applicable) for
appraisal and rating services rendered by it fees ranging from JPY200,000 to approximately JPY350,000,000.
MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements.
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Ratings
Category

Outlook
Issuer Rating
Sr Unsec Bank Credit Facility
Senior Unsecured
Subordinate Shelf
Pref. Shelf
Commercial Paper

Moody's Rating

Stable
Baa2
Baa2
Baa2
(P)Baa3
(P)Ba1
P-2

Exelon Generation Company, LLC

Outlook
Issuer Rating
Sr Unsec Bank Credit Facility
Senior Unsecured
Pref. Shelf
Commercial Paper

Stable
Baa2
Baa2
Baa2
(P)Ba1
P-2

Commonwealth Edison Company

Outlook
Issuer Rating
First Mortgage Bonds
Senior Secured
Sr Unsec Bank Credit Facility
Senior Unsecured
Commercial Paper

Positive
Baa1
A2
A2
Baa1
Baa1
P-2

Contacts
Analyst

James Hempstead/New York City
William L. Hess/New York City

Phone

212.553.4318
212.553.3837

Key Indicators
[1]Exelon Corporation
(CFO Pre-W/C + Interest) / Interest
(CFO Pre-W/C) / Net Debt
RCF / Net Debt
(CFO Pre-W/C) / Debt
RCF / Debt

6/30/2015(L) 12/31/2014 12/31/2013 12/31/2012 12/31/2011
6.5x
6.1x
4.8x
6.0x
8.5x
29.8%
27.4%
26.0%
25.6%
46.2%
29.8%
23.0%
23.1%
26.1%
37.5%
23.8%
25.4%
24.2%
24.0%
43.3%
23.9%
21.4%
21.5%
24.4%
35.1%

[1] All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for
Non-Financial Corporations. Source: Moody's Financial Metrics

Note: For definitions of Moody's most common ratio terms please see the accompanying User's Guide.
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Opinion
Rating Drivers
PHI acquisition denied by DC regulators, a credit negative because the decision was so unexpected
Lost increase in regulated rate base keeps higher risk profile in place, and demands a stronger financial profile
to support volatility
Willingness to increase financial risk with heavy reliance on parent holding company debt is credit negative,
and will constrain rating due to structural subordination notching considerations
ExGen performing well in a challenging market environment, thanks to its large, diversified nuclear generating
fleet
Leverage will rise with the EDF put option and Like-Kind Exchange proceeding, creating a modest liquidity
event, not a material credit event
Maintaining a strong suite of financial ratios will be key to credit profile

Corporate Profile
Exelon Corporation (Exelon: Baa2 stable) is a large US holding company that owns three regulated
transmission and distribution utilities and a large unregulated power company. It's three regulated
transmission and distribution (T&D) utilities include: PECO Energy Company (PECO: A2 stable), Baltimore
Gas and Electric Company (BGE: A3 stable) and Commonwealth Edison Company (CWE: Baa1 stable).
PECO is regulated by the Pennsylvania Public Utility Commission (PAPUC), BGE is regulated by the Maryland
Public Service Commission (MPSC) and CWE is regulated by the Illinois Commerce Commission (ICC). All
three utilities are also regulated by the Federal Energy Regulatory Commission (FERC).
Exelon also owns Exelon Generation Company, LLC (ExGen: Baa2 stable), one of the largest competitive
electric generation companies globally as measured by owned and controlled megawatts (MW),with net
capacity of approximately 32 GW's. ExGen is regulated by the Federal Energy Regulatory Commission
(FERC) and by the Nuclear Regulatory Commission (NRC).

Recent Events
On 25 August 2015, the Public Service Commission of the District of Columbia (DC PSC) rejected the merger
application between Exelon and Pepco Holdings, Inc. (PHI: Baa3 stable). The denial is credit negative for
Exelon, because PHI helps shift Exelon's consolidated mix of regulated and unregulated business activities to
approximately 60% regulated from roughly 50% today and diversifies its jurisdictional exposure to include New
Jersey, Delaware and the District of Columbia. We viewed PHI's $8 billion additional regulated rate base to
Exelon's $20 billion as a credit positive for the corporate family, but now we assign a 50%-50% probability that
the transaction will eventually close.

SUMMARY RATING RATIONALE
Exelon's Baa2 senior unsecured rating reflects its stable and predictable regulated utility business, which could
be benefitted by the addition of the PHI acquisition. But a termination of the PHI transaction, by itself, does not
hurt the credit profile of Exelon. Exelon's Baa2 rating reflects its own T&D utility business, which includes BGE,
CWE and PECO. Combined, these utilities produce roughly $11 billion in revenue and $3.0 billion in cash flow
from operations (CFO: adjusted for changes in working capital), and good diversity across regions. Exelon's
Baa2 rating is constrained by its more risky subsidiary, Exelon Generation Company LLC (ExGen: Baa2
stable), which owns a large fleet of unregulated nuclear generation assets and a retail energy marketing
business. These unregulated businesses are volatile, because they are largely driven by volatile commodity
prices, such as natural gas and electricity. Exelon generates a ratio of consolidated CFO to debt around 20%
and a retained cash flow (CFO less common dividends) to debt around xx%.

DETAILED RATING CONSIDERATIONS
DC PSC decision is credit negative because it was a surprise, not because it was rejected
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The DC PSC's denial of the merger agreement is credit negative for Exelon because the decision was
unexpected. We incorporate a view that managing regulatory relationships is a core competency for Exelon,
and PHI. If the merger is completed, we think PHI is benefitted by Exelon's larger size and greater resources,
and financial relief from financing its shareholder dividends would be viewed positively. Exelon benefits from
the $8 billion of incremental rate base, and a bigger regulated utility asset platform to squeeze operating
efficiencies. For now, we still expect improved regulatory relationship across all of PHI's jurisdictions, including
DC, Maryland, DE and NJ. Although many of the improved recovery mechanisms in Maryland, New Jersey,
Delaware and the District of Columbia were first implemented prior to the merger, Exelon's larger asset
platform is expected to help facilitate the execution of the various reliability improvement programs.
Willingness to increase financial risk with heavy reliance on parent holding company debt is credit negative,
and will constrain rating due to structural subordination notching considerations
Exelon's decision to finance a large portion of PHI with parent holding company debt was viewed as a credit
negative, because it adds complexity to the capital structure. Prior to the merger, Exelon was reducing its
parent holding company debt, mostly by transferring or refinancing holding company debt at ExGen. Having a
parent holding company with little to no debt is credit positive because it increases financial flexibility. The PHI
acquisition included some financing of PHI's equity with parent holding company debt, plus, PHI was bringing
its own existing holding company debt.
Large, diversified regulated utility portfolio is credit positive
We see Exelon's suite of regulated utilities producing approximately $3.5 billion in cash flow from operations
(CFO, adjusted for changes in working capital), which represents approximately 25% - 30% of annual
regulated revenues. We see this relationship between revenues and CFO staying in the mod-20% range over
the next few years, but increasing over the near term given the broad suite of recovery mechanisms. With debt
slowly rising to approximately $20 billion from $18.5 billion today, Exelon's regulated utilities should produce a
ratio of CFO to debt around 20%. We see this ratio supporting an A3 rating category across the regulated
business, which is 2 notches higher than Exelon's Baa2 rating. Exelon's suite of big T&D systems cover the
general regions of Washington DC, Baltimore, Philadelphia and Chicago, and create a strong foundation to the
consolidated credit profile.
ExGen performing well thanks to nuclear fleet
ExGen's CFO is more volatile than the regulated utilities. For example, CFO fell to $1.8 billion in 2014 from
$3.9 billion in 2013, largely due to a negative working capital use associated with its hedging program. This
volatility is a material credit negative, in part because we see an extended period of low natural gas prices.
Low natural gas prices usually keep a lid on power prices, which limit's ExGen's CFO production.
Despite the challenging market fundamentals, we see incremental transparency in forward power prices with
respect to capacity payments in the Pennsylvania-New Jersey-Maryland (PJM) market. Given the most recent
PJM capacity price auction, we estimate close to $1.0 billion in annual capacity payments. By themselves, over
the next few years, ExGen's capacity payments alone will represent about 7% - 10% of ExGen's debt. That
said, the improved capacity prices were both directly and indirectly impacted by recent rule changes and
amendments implemented by the PJM. These rules can change again, so longer-term capacity prices remain
uncertain.
In addition to low natural gas prices and an improving capacity market, we also see higher power prices over
the next few years due to the EPA's recently announced Clean Power Plan (CPP). In general, the CPP is
favorable to nuclear powered electric generation, because nuclear generation does not produce any material
carbon dioxide emissions.
EDF put option is a liquidity event for now
We see the debt at ExGen rising, in part due to its exposure to Electricity de France (EDF: A1 negative). EDF
holds an option to "put" its interests in EGNF back to ExGen staring on 1 January 2016 and ending on 31
December 2022. EGNF includes minority ownership interests in xxx MW's of nuclear generation capacity,
including Ginna, Fitzpatrick and Nine Mile Point in New York and Calvert Cliffs in Maryland. From a liquidity
perspective, we think the value could range between $250 million and $2.0 billion, which, by itself, is not a
material credit event. From a credit perspective, we see the EDF put as a known risk factor, and incorporate a
view that ExGen has ample resources and has prepared for the possibility it might be absorbing the
partnership. We also incorporate a view that EDF has ample long term liquidity resources, which makes the
option more valuable (to EDF) due to the duration of the exercise period. Improving market conditions, in terms
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option more valuable (to EDF) due to the duration of the exercise period. Improving market conditions, in terms
of the EPA's CPP and higher PJM capacity prices, will increase the value of the put option in favor of EDF.
Maintaining a strong suite of financial ratios will be key to credit profile
Over the past two years (2014 and 2013), Exelon generated a ratio of funds from operations to debt of
approximately 25%. This is down materially from the 40% ratio generated in 2010 and 2011 and the 30% ratio
generated in 2012. During this period Exelon acquired Constellation Energy, and its debt increased from the
$17 billion range (in 2010 - 2011) to today's mid-$20 billion range. We think the probability of Exelon
generating consolidated ratios of cash flow to debt in the 40% range is remote, largely due to our expectation
that a sustained period of low natural gas prices will keep a lid on power prices for at least the next few years.
We also see little evidence that load volumes will materially rise, despite any economic development activity,
due to a more prolific deployment of energy efficiency programs in the greater mid-west and Mid-Atlantic
regions. Still, on a long term run-rate, we see Exelon generating a ratio of cash flow to debt near the 20%
range for a sustained period of time. Assuming Exelon's shareholder dividend policy remains in place, the ratio
of retained cash flow to debt should stay near the xx% range.

Liquidity
As of June 30, 2015, Exelon's liquidity arrangements totaled $8.5 billion. Approximately $6.3 billion supports its
unregulated business platform, including $500 million at Exelon and nearly $5.8 billion at ExGen, while the
regulated businesses have access to $2.2 billion of liquidity -- $600 million at PECO, $600million at BGE and
$1 billion at CWE. The Exelon, PECO, BG&E and most of the ExGen facilities expire in May 2019. The CWE
facility expires March 2019.
At June 30, Exelon and ExGen had about $1.5 billion in letters of credit and no commercial paper outstanding,
leaving availability of $4.8 billion for the unregulated business. At CWE, commercial paper outstanding totaled
$503 million and there were $2 million in letters of credit outstanding, leaving approximately $495 million of
availability under its credit facility. At BGE, there was no commercial paper or letters of credit outstanding,
respectively, leaving $600 million of availability under its credit facility. At PECO, there were no letters of credit
outstanding and $1 million in outstanding commercial paper borrowings, leaving $599 million of availability
under its credit facility.
The core syndicated credit facilities are used primarily to provide liquidity support and for the issuance of
letters of credit. While the credit agreements do not contain any rating triggers that would affect borrowing
access to the commitments and do not require material adverse change (MAC) representation for borrowings
or the issuance of LOCs, there is a financial covenant for each entity; all of which were compliant and yearend.
As of the last reporting period (June 30, 2015), in the event that ExGen were downgraded below investment
grade, ExGen could be required to post additional collateral of $2.2 billion. If PECO, BGE or CWE were
downgraded to below investment grade, they would have been required to post $20 million $35 million, and $8
million, respectively, of additional collateral.
On January 9, 2013, the US Court of Appeals reached a decision for the government in a lawsuit involving
Consolidated Edison`s (ConEd's) participation in a lease-in, lease-out (LILO) transaction that the IRS also has
characterized as a tax shelter, and disallowed ConEd's deductions stemming from its participation in this
investment. CWE deferred the $1.2 billion of gain on the 1999 sale of its fossil generating facilities by acquiring
like-kind property via a purchase leaseback transaction. The IRS has asserted that the Exelon purchase
leaseback transaction is substantially similar to a leasing transaction known as a sale-in, lease-out transaction
(SILO). Exelon believes that its like-kind exchange transaction is not the same as or substantially similar to a
SILO.
In light of the ConEd decision and Exelon's current determination that a settlement is unlikely, Exelon recorded
in the first quarter of 2013 a non-cash charge to earnings of approximately $265 million, which represents the
full amount of interest expense (after-tax) and incremental state tax expense in the event that Exelon is
unsuccessful in its litigation efforts. Approximately $170 million of the amount was recorded at CWE.
Exelon expects to hold CWE harmless from any unfavorable impacts of the after-tax interest amounts on
CWE's equity. In the event of a fully successful IRS challenge to Exelon's like-kind exchange position, the
potential tax and after-tax interest, exclusive of penalties, that could become payable as of December 31, 2014
may be as much as $810 million, of which approximately $310 million would be attributable to CWE and the
remainder to Exelon.
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Separating the utilities' and holdco debt from the ExGen operation is a component to our credit assessment
given Exelon's revised corporate finance policies, and we expect to refine our analysis as additional facts
regarding the use of holding company debt are provided.

Rating Outlook
The stable rating outlook for Exelon considers the stability and predictability of its large T&D utility businesses,
an adequate liquidity profile and conservatively levered unregulated generation business. We think Exelon is
poised to generate consolidated cash flows in the $6.0 - $7.0 billion range, which results in a ratio of cash flow
to debt around 20% - an important threshold for maintaining a stable rating outlook. The stable outlook
incorporates a view that ExGen's nuclear reactors will continue to operate to their authorized NRC operating
license expirations and that the regulated utilities will continue to received

What Could Change the Rating - Up
A rating upgrade at Exelon would require another material shift in corporate finance policies, where the ratio of
cash flow to debt were to rise to the high 20% range; where the percentage of parent holding company debt
fell below the 10% range and where the unregulated business in relation to the consolidated enterprise
declined to the 20% range for a sustained period of time. Ratings could also be upgraded if the company
exited its more risky businesses at ExGen, given the A3 / Baa1 positioning of its T&D utilities and little holding
company debt (today).

What Could Change the Rating - Down
The rating could be downgraded if Exelon's financial performance declined, where the ratio of cash flow to
debt fell below the 20% range on a sustained basis, or if there were material shifts in the corporate finance
policies, especially with respect to the utilization of parent holding company debt (where the ratio of holding
company debt to total consolidated debt approached the 20% - 25% range) or if there were any material shifts
in shareholder reward programs. A shift in strategic focus could also trigger a rating downgrade, especially
where the shift resulted in a material increase in the consolidated business risk profile, presumably associated
a business within ExGen. Ratings could be also be pressured if the regulated utilities were faced with a highly
contentious regulatory environment, a scenario we view as having a low probability at this time; if ExGen faced
a major operating challenge with several of its reactors at the same time; if there were unfavorably market
intervention where ExGen's margins were negatively impacted, or if there were sizeable, unexpected swings in
liquidity demands.

Other Considerations
If the acquisition of PHI is completed, we would likely move Exelon into our Global Regulated Electric and Gas
Utilities rating methodology (published in December 2013) and out from the Unregulated Utilities and Power
Companies rating methodology (published in November 2014). Absent the PHI transaction, we would likely
keep Exelon under the Unregulated Utilities and Power Company rating methodology, but for analytical
purposes, will continue to view Exelon under both methodologies, given the strategic focus on regulated
assets.

Rating Factors
Exelon Corporation
Unregulated Utilities and Unregulated
Power Companies Industry Grid [1][2]

Current LTM
6/30/2015

[3]Moody's 12-18 Month

Factor 1 : Scale (10%)

Measure

Score

Forward ViewAs of
9/1/2015
Measure

a) Scale (USD Billion)

Aa

Aa

Aa

Aa

A
Baa

A
Baa

A
Baa

A
Baa

Baa
Baa

Baa
Baa

Baa
Baa

Baa
Baa

Score

Factor 2 : Business Profile (40%)

a) Market Diversification
b) Hedging and Integration Impact on Cash
Flow Predictability
c) Market Framework & Positioning
d) Capital Requirements and Operational
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Performance
e) Business Mix Impact on Cash Flow
Predictability

A

A

A

A

Baa

Baa

Baa

Baa

5.8x

Baa

5.7x - 6.2x

Baa

26.9%
24.4%

Baa
Baa
NA
NA

23% - 28%
18% - 23%

Baa
Baa

Factor 3 : Financial Policy (10%)

a) Financial Policy
Factor 4 : Leverage and Coverage (40%)

a) (CFO Pre-W/C + Interest) / Interest (3
Year Avg)
b) (CFO Pre-W/C) / Net Debt (3 Year Avg)
c) RCF / Net Debt (3 Year Avg)
b) (CFO Pre-W/C) / Debt (3 Year Avg)
c) RCF / Debt (3 Year Avg)
Rating:

a) Indicated Rating from Grid
b) Actual Rating Assigned

Baa1
Baa2

Baa1
Baa2

[1] All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for
Non-Financial Corporations. [2] As of 6/30/2015(L); Source: Moody's Financial Metrics [3] This represents
Moody's forward view; not the view of the issuer; and unless noted in the text, does not incorporate significant
acquisitions and divestitures
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Announcement: Moody's confirms Exelon's and Exelon Generation's ratings;
outlook negative
Global Credit Research - 08 Nov 2012
Approximately $9.3 billion of Debt Securities and Bank Credit Facilities Affected

New York, November 08, 2012 -- Moody's Investors Service has confirmed the ratings of Exelon Corporation
(Exelon: Baa2 senior unsecured), including its Prime-2 commercial paper rating, and confirmed the long-term
ratings of primary subsidiary, Exelon Generation Company, LLC (ExGen: Baa1 senior unsecured). Moody's
also affirmed ExGen's short-term rating for commercial paper at Prime-2. Today's rating action concludes the
review for possible downgrade at Exelon and ExGen, which was initiated on June 11th. Exelon and ExGen's
rating outlook is negative.
RATINGS RATIONALE
The rating confirmation reflects last week's announcement by management to defer $2.3 billion in growth
capital expenditures thereby enhancing free cash flow generation from 2012 through 2015. The rating
confirmation further acknowledges statements by management during the company's third quarter earnings
call that revisiting its dividend policy would be among the range of options for management and the board to
consider in preserving its investment-grade rating should power prices not recover in the next six months as
completely or as rapidly as Exelon's fundamental views suggest. To that end, the rating confirmation
acknowledges these and other public statements concerning the company's firm commitment to maintain an
investment-grade rating at all registrants within the Exelon family.
While weak market fundamentals are negatively affecting the entire unregulated power space, Exelon remains
unique relative to its diversified peers, given its high reliance on the unregulated power business for earnings
and cash flow growth. Exelon is also unique in terms of its scale and the size of its nuclear fleet. Although uprate investments at several nuclear plants remain unchanged, free cash flow will be enhanced by the deferral
of $1.025 billion of capital investment for extended power nuclear up-rates at LaSalle and at Limerick until
2017 and by the removal of an additional $1.25 billion for new renewable projects. That said, we anticipate
Exelon and ExGen's key credit metrics will decline from recent historical levels during the next two years due to
expiring hedges and current market prices. Based on the current market, we estimate that even with the
scaled back capital spending program, ExGen's cash flow (CFO-pre W/C) to debt will be in the low-mid 30%
range over the next few years while its retained cash flow to debt will average around 15%, with very modest
free cash flow generation, which together represent credit metrics more reflective of a mid-Baa rated
unregulated power company. However, the nature of Exelon's fleet means that it would benefit from any uptick
in power pricing.
The reduction in capital expenditures will enhance ExGen's ability to meet other funding requirements, which
includes providing the lion's share of the parent $1.8 billion dividend. This is particularly the case over the next
several years when capital investments at regulated subsidiary Commonwealth Edison Company (ComEd:
Baa2 senior unsecured) are expected to be elevated and dividend payments are prohibited from regulated
subsidiary Baltimore Gas & Electric Company (BG&E: Baa1 senior unsecured) through 2014. In that vein, a
decision by Exelon to modify its dividend policy would further benefit ExGen, and in particular ExGen's free
cash flow metric.
The rating confirmation acknowledges the expected decline in Exelon's liquidity arrangements owing to the
Exelon-Constellation Energy Group, Inc. merger this past March. Beginning in 2013, Exelon's liquidity
arrangements supporting its unregulated power business will equal $6.1 billion, a decline of $4.2 billion from
the $10.3 billion level that existed immediately following merger close. This decline, while substantial on a
notional basis, is largely reflective of the reduced collateral requirements that occurs when a company that is
long on generation is combined with one that has a large retail network. At October 24, 2012, there was $4.2
billion of availability under the $6.1 billion in Exelon and ExGen facilities, after giving effect to $1.9 billion of
ExGen letters of credit issued. At October 24th, Exelon and ExGen had no commercial paper outstanding. The
$6.1 billion of credit facilities that supports Exelon's unregulated power business expires in August 2017. The
legacy CEG $1.5 billion credit facility, which was assumed by Exelon at merger close and was unutilized at
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October 24th, will expire at year-end 2012.
The negative rating outlook for Exelon and ExGen factors in the expected decline in certain key credit metrics
that we anticipate occurring over the intermediate-term due to sustained weak market fundamentals even with
the decline in growth capital spending. The negative outlook also acknowledges, that, despite the low-cost
fleet, we believe ExGen would need to experience some increase in power prices above current market
forwards in order to generate metrics consistent with their current rating category. The negative rating outlook
further considers the sizeable dividend requirements at ExGen along with the parent's reliance on a large
unregulated platform which can add to cash flow volatility.
In light of the negative rating outlook, the ratings at Exelon and ExGen's are not likely to be upgraded in the
near-term. The rating outlook could, however, stabilize if the company continues to take actions that we believe
are supportive of sustained long-term credit quality, particularly as it relates to capital allocation decisions.
The rating could be downgraded if future capital allocation decisions result in higher than anticipated negative
free cash being financed with incremental indebtedness. Specifically, management has stated their intention to
examine future dividend policy in light of ongoing power prices, so if power price expectations remain subdued
and dividend policy is not reevaluated, or if the modification is only modest despite relatively sustained
weaknesses, ExGen's ratings are likely to be downgraded. To that end, the rating could be downgraded if
initiatives being pursued by management to improve cash flow and strengthen the balance sheet prove to be
less effective during this down cycle resulting in sustained weakness in ExGen's metrics, including cash flow to
debt below 30%, retained cash flow to debt below 15%, or free cash flow that is negative or negligible.
Ratings Confirmed:
..Issuer: Exelon Corporation
.... Issuer Rating at Baa2
....Senior Unsecured Regular Bond/Debenture at Baa2
....Shelf for senior unsecured, subordinated debt and preferred at (P)Baa2, (P)Baa3, and (P)Ba1
....Senior Unsecured Commercial Paper at Prime-2
..Issuer: Exelon Generation Company, LLC
.... Issuer Rating at Baa1
....Senior Unsecured Regular Bond/Debenture at Baa1
....Shelf for senior unsecured and preferred stock at (P) Baa1 and (P)Baa3
..Issuer: Pennsylvania Economic Dev. Fin. Auth.
....Senior Unsecured Revenue Bonds at Baa1
..Issuer: Constellation Energy Group, Inc. (Assumed by Exelon Corporation)
....Senior Unsecured Regular Bond/Debenture at Baa2
....Senior Unsecured Bank Credit Facility at Baa2
....Junior Subordinated Regular Bond/Debenture at Baa3
..Issuer: Exelon Capital Trust I
....Pref. Stock Shelf at (P)Baa3
..Issuer: Exelon Capital Trust II
....Pref. Stock Shelf at (P)Baa3
..Issuer: Exelon Capital Trust III
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....Pref. Stock Shelf at (P)Baa3
Headquartered in Chicago, IL, Exelon is the holding company for non-regulated subsidiary, ExGen and for
regulated subsidiaries, ComEd, PECO, and BG&E. At 09/30/2012, Exelon had total assets of $78.4 billion.
The principal methodology used in this rating was Unregulated Utilities and Power Companies published in
August 2009. Please see the Credit Policy page on www.moodys.com for a copy of this methodology.
REGULATORY DISCLOSURES
The Global Scale Credit Ratings on this press release that are issued by one of Moody's affiliates outside the
EU are endorsed by Moody's Investors Service Ltd., One Canada Square, Canary Wharf, London E 14 5FA,
UK, in accordance with Art.4 paragraph 3 of the Regulation (EC) No 1060/2009 on Credit Rating Agencies.
Further information on the EU endorsement status and on the Moody's office that has issued a particular Credit
Rating is available on www.moodys.com.
For ratings issued on a program, series or category/class of debt, this announcement provides relevant
regulatory disclosures in relation to each rating of a subsequently issued bond or note of the same series or
category/class of debt or pursuant to a program for which the ratings are derived exclusively from existing
ratings in accordance with Moody's rating practices. For ratings issued on a support provider, this
announcement provides relevant regulatory disclosures in relation to the rating action on the support provider
and in relation to each particular rating action for securities that derive their credit ratings from the support
provider's credit rating. For provisional ratings, this announcement provides relevant regulatory disclosures in
relation to the provisional rating assigned, and in relation to a definitive rating that may be assigned
subsequent to the final issuance of the debt, in each case where the transaction structure and terms have not
changed prior to the assignment of the definitive rating in a manner that would have affected the rating. For
further information please see the ratings tab on the issuer/entity page for the respective issuer on
www.moodys.com.
Moody's considers the quality of information available on the rated entity, obligation or credit satisfactory for the
purposes of issuing a rating.
Moody's adopts all necessary measures so that the information it uses in assigning a rating is of sufficient
quality and from sources Moody's considers to be reliable including, when appropriate, independent third-party
sources. However, Moody's is not an auditor and cannot in every instance independently verify or validate
information received in the rating process.
Please see Moody's Rating Symbols and Definitions on the Rating Process page on www.moodys.com for
further information on the meaning of each rating category and the definition of default and recovery.
Please see ratings tab on the issuer/entity page on www.moodys.com for the last rating action and the rating
history. The date on which some ratings were first released goes back to a time before Moody's ratings were
fully digitized and accurate data may not be available. Consequently, Moody's provides a date that it believes
is the most reliable and accurate based on the information that is available to it. Please see the ratings
disclosure page on our website www.moodys.com for further information.
Please see www.moodys.com for any updates on changes to the lead rating analyst and to the Moody's legal
entity that has issued the rating.
A.J. Sabatelle
Senior Vice President
Infrastructure Finance Group
Moody's Investors Service, Inc.
250 Greenwich Street
New York, NY 10007
U.S.A.
JOURNALISTS: 212-553-0376
SUBSCRIBERS: 212-553-1653
William L. Hess
MD - Utilities
Infrastructure Finance Group
JOURNALISTS: 212-553-0376
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Releasing Office:
Moody's Investors Service, Inc.
250 Greenwich Street
New York, NY 10007
U.S.A.
JOURNALISTS: 212-553-0376
SUBSCRIBERS: 212-553-1653

© 2017 Moody’s Corporation, Moody’s Investors Service, Inc., Moody’s Analytics, Inc. and/or their licensors and
affiliates (collectively, “MOODY’S”). All rights reserved.

CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. AND ITS RATINGS
AFFILIATES (“MIS”) ARE MOODY’S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT
RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND
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. MOODY’S
PUBLICATIONS MAY ALSO INCLUDE QUANTITATIVE MODEL-BASED ESTIMATES OF CREDIT
RISK AND RELATED OPINIONS OR COMMENTARY PUBLISHED BY MOODY’S ANALYTICS, INC.
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, WITH DUE CARE, MAKE
ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR
PURCHASE, HOLDING, OR SALE.
MOODY’S CREDIT RATINGS AND MOODY’S PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL
INVESTORS AND IT WOULD BE RECKLESS AND INAPPROPRIATE FOR RETAIL INVESTORS TO USE
MOODY’S CREDIT RATINGS OR MOODY’S PUBLICATIONS WHEN MAKING AN INVESTMENT DECISION.
IF IN DOUBT YOU SHOULD CONTACT YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER.
ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO,
COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE
REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED,
REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN
WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON
WITHOUT MOODY’S PRIOR WRITTEN CONSENT.
All information contained herein is obtained by MOODY’S from sources believed by it to be accurate and
reliable. Because of the possibility of human or mechanical error as well as other factors, however, all
information contained herein is provided “AS IS” without warranty of any kind. MOODY'S adopts all necessary
measures so that the information it uses in assigning a credit rating is of sufficient quality and from sources
MOODY'S considers to be reliable including, when appropriate, independent third-party sources. However,
MOODY’S is not an auditor and cannot in every instance independently verify or validate information received
in the rating process or in preparing the Moody’s publications.

Attachment SDR-ROR-4(g)
Page 5 of 5
To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives,
licensors and suppliers disclaim liability to any person or entity for any indirect, special, consequential, or
incidental losses or damages whatsoever arising from or in connection with the information contained herein or
the use of or inability to use any such information, even if MOODY’S or any of its directors, officers, employees,
agents, representatives, licensors or suppliers is advised in advance of the possibility of such losses or
damages, including but not limited to: (a) any loss of present or prospective profits or (b) any loss or damage
arising where the relevant financial instrument is not the subject of a particular credit rating assigned by
MOODY’S.
To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives,
licensors and suppliers disclaim liability for any direct or compensatory losses or damages caused to any
person or entity, including but not limited to by any negligence (but excluding fraud, willful misconduct or any
other type of liability that, for the avoidance of doubt, by law cannot be excluded) on the part of, or any
contingency within or beyond the control of, MOODY’S or any of its directors, officers, employees, agents,
representatives, licensors or suppliers, arising from or in connection with the information contained herein or the
use of or inability to use any such information.
NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS,
MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER
OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY’S IN ANY FORM OR MANNER
WHATSOEVER.
Moody’s Investors Service, Inc., 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 Moody’s Investors Service, Inc. have,
prior to assignment of any rating, agreed to pay to Moody’s Investors Service, Inc. for appraisal and rating
services rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain
policies and procedures to address the independence of MIS’s ratings and rating processes. Information
regarding certain affiliations that may exist between directors of MCO and rated entities, and between entities
who hold ratings from MIS and have also publicly reported to the SEC an ownership interest in MCO of more
than 5%, is posted annually at www.moodys.com under the heading “Investor Relations — Corporate
Governance — Director and Shareholder Affiliation Policy.”
Additional terms for Australia only: Any publication into Australia of this document is pursuant to the Australian
Financial Services License of MOODY’S affiliate, Moody’s Investors Service Pty Limited ABN 61 003 399
657AFSL 336969 and/or Moody’s Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as
applicable). This document is intended to be provided only to “wholesale clients” within the meaning of section
761G of the Corporations Act 2001. By continuing to access this document from within Australia, you represent
to MOODY’S that you are, or are accessing the document as a representative of, a “wholesale client” and that
neither you nor the entity you represent will directly or indirectly disseminate this document or its contents to
“retail clients” within the meaning of section 761G of the Corporations Act 2001. MOODY’S credit rating is an
opinion as to the creditworthiness of a debt obligation of the issuer, not on the equity securities of the issuer or
any form of security that is available to retail investors. It would be reckless and inappropriate for retail investors
to use MOODY’S credit ratings or publications when making an investment decision. If in doubt you should
contact your financial or other professional adviser.
Additional terms for Japan only: Moody's Japan K.K. (“MJKK”) is a wholly-owned credit rating agency subsidiary
of Moody's Group Japan G.K., which is wholly-owned by Moody’s Overseas Holdings Inc., a wholly-owned
subsidiary of MCO. Moody’s SF Japan K.K. (“MSFJ”) is a wholly-owned credit rating agency subsidiary of
MJKK. MSFJ is not a Nationally Recognized Statistical Rating Organization (“NRSRO”). Therefore, credit
ratings assigned by MSFJ are Non-NRSRO Credit Ratings. Non-NRSRO Credit Ratings are assigned by an
entity that is not a NRSRO and, consequently, the rated obligation will not qualify for certain types of treatment
under U.S. laws. MJKK and MSFJ are credit rating agencies registered with the Japan Financial Services
Agency and their registration numbers are FSA Commissioner (Ratings) No. 2 and 3 respectively.
MJKK or MSFJ (as applicable) hereby disclose that most issuers of debt securities (including corporate and
municipal bonds, debentures, notes and commercial paper) and preferred stock rated by MJKK or MSFJ (as
applicable) have, prior to assignment of any rating, agreed to pay to MJKK or MSFJ (as applicable) for
appraisal and rating services rendered by it fees ranging from JPY200,000 to approximately JPY350,000,000.
MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements.
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Rating Action: Moody's places ratings of most US regulated utilities on review
for upgrade
Global Credit Research - 08 Nov 2013
Approximately $400 billion of debt affected

New York, November 08, 2013 -- Moody's Investors Service placed the ratings of most regulated utilities and
utility holding companies in the United States on review for upgrade, affecting approximately $400 billion of
debt. These companies have been placed on review because Moody's has adopted a generally more
favorable view of the relative credit supportiveness of the US regulatory environment, as detailed in our
September 23, 2013 Request for Comment: "Proposed Refinements to the Regulated Utilities Rating
Methodology and our Evolving View of US Utility Regulation."
RATINGS RATIONALE
"Our placement of these issuers on review considers improving regulatory trends in the US, including better
cost recovery provisions, reduced regulatory lag, and generally fair and open relationships between utilities
and regulators, " said Moody's Managing Director Larry Hess. We believe that many US regulatory jurisdictions
have become more credit supportive of utilities over time and that our assessment of the regulatory
environment that has been incorporated into ratings may now be overly conservative.
The US utility sector's low number of defaults, high recovery levels, and generally strong financial metrics from
a global perspective provide additional corroboration for our view that ratings should generally be higher.
We expect that most upgrades will be limited to one notch, and that the reviews of the affected companies will
be completed within approximately 90 days. Although we anticipate that most of the utilities placed under
review will be upgraded, there may be selected instances where ratings will not be upgraded following the
completion of our review.
We note that several regulated utilities and utility holding companies were not placed on review due to issuer
specific circumstances that would preclude an upgrade at this time. These exclusions include utilities that are
engaged in substantial construction programs for new generation or other large capital projects, currently have
a Negative Outlook or are under potential downward rating pressure, are characterized by material
concentration or event risk, face market or regulatory risks specific to their particular jurisdictions, or are part of
a corporate family that has significant non-utility operations.
The following companies were placed on review for upgrade:
AEP Texas Central Company
AEP Texas North Company
AGL Capital Corporation
AGL Resources Inc.
Atlanta Gas Light Company
Alabama Power Company
ALLETE, Inc.
Alliant Energy Corporation
Ameren Corporation
Ameren Illinois Company
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American Electric Power Company, Inc.
American Transmission Company LLC
Appalachian Power Company
Arizona Public Service Company
Atlanta Gas Light Company
Atlantic City Electric Company
Atmos Energy Corporation
Avista Corp.
Baltimore Gas and Electric Company
Berkshire Gas Company
Black Hills Corporation
Black Hills Power, Inc.
CenterPoint Energy Houston Electric, LLC
CenterPoint Energy, Inc.
Central Hudson Gas & Electric Corporation
Central Maine Power Company
Cleco Corporation
Cleco Power LLC
CMS Energy Corporation
Commonwealth Edison Company
Connecticut Light and Power Company
Connecticut Natural Gas Corporation
Consolidated Edison Company of New York, Inc.
Consolidated Edison, Inc.
Consumers Energy Company
Delmarva Power & Light Company
Dominion Resources
Dominion Gas Holdings
DTE Electric Company
DTE Energy Company
DTE Gas Company
Duke Energy Carolinas, LLC
Duke Energy Corp.
Duke Energy Florida, Inc.
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Duke Energy Indiana, Inc.
Duke Energy Kentucky, Inc.
Duke Energy Progress, Inc.
Duquesne Light Company
Duquesne Light Holdings, Inc.
Edison International
Elm Road Generating Station Supercritical
El Paso Electric Company
Empire District Electric Company (The)
Entergy Arkansas, Inc.
Entergy Gulf States Louisiana, LLC
Entergy Louisiana, LLC
Entergy Mississippi, Inc.
Entergy Texas, Inc.
Florida Power & Light Company
Great Plains Energy Incorporated
Gulf Power Company
Hawaiian Electric Company
Hawaiian Electric Industries, Inc.
IDACORP, Inc.
Idaho Power Company
Indiana Gas Company, Inc.
Indiana Michigan Power Company
Indianapolis Power & Light Company
Integrys Energy Group, Inc.
International Transmission Company
IPALCO Enterprises, Inc.
ITC Great Plains LLC
ITC Holdings Corp.
ITC Midwest LLC
Kansas City Power & Light Company
Kansas City Power & Light Greater MO Oper
Kentucky Power Company
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Kentucky Utilities Co.
Laclede Gas Company
Laclede Group, Inc. (The)
LG&E and KU Energy LLC
Louisville Gas & Electric
Madison Gas and Electric Company
Michigan Electric Transmission Company, LLC
MidAmerican Energy Holdings Company
MidAmerican Energy Company
Nevada Power Company
New Jersey Natural Gas Company
New York State Electric and Gas Corporation
NiSource Capital Markets, Inc.
NiSource Finance Corp.
NiSource Inc.
North Shore Gas Company
Northeast Utilities
Northern Illinois Gas Company
Northern Indiana Public Service Company
Northern States Power Company (Minnesota)
Northern States Power Company (Wisconsin)
NorthWestern Corporation
NSTAR Electric Company
NV Energy Inc.
OGE Energy Corp.
Oklahoma Gas & Electric Company
Orange and Rockland Utilities, Inc.
Otter Tail Corporation
Otter Tail Power Company
PacifiCorp
PECO Energy Company
Peoples Gas Light and Coke Company
Pepco Holdings, Inc.
Piedmont Natural Gas Company, Inc.
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Pinnacle West Capital Corporation
Pivotal Utility Holdings
PNG Companies LLC
PNM Resources, Inc.
Portland General Electric Company
Potomac Electric Power Company
PPL Corporation
PPL Electric Utilities Corporation
Progress Energy, Inc.
Public Service Company of Colorado
Public Service Company of New Hampshire
Public Service Company of New Mexico
Public Service Company of Oklahoma
Public Service Electric and Gas Company
Puget Energy, Inc.
Puget Sound Energy, Inc.
Questar Corporation
Questar Gas Company
Rochester Gas & Electric Corporation
San Diego Gas & Electric Company
SEMCO Energy, Inc.
Sierra Pacific Power Company
SourceGas LLC
South Jersey Gas Company
Southern California Edison Company
Southern California Gas Company
Southern Connecticut Gas Company
Southern Indiana Gas & Electric Company
Southwest Gas Corporation
Southwestern Electric Power Company
Southwestern Public Service Company
Superior Water, Light and Power Company
Tampa Electric Company
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TECO Energy, Inc.
Texas-New Mexico Power Company
Tucson Electric Power Company
UGI Utilities, Inc.
UIL Holdings Corporation
Union Electric Company
United Illuminating Company
UNS Electric, Inc.
UNS Energy Corporation
UNS Gas, Inc.
Vectren Utility Holdings, Inc.
Virginia Electric and Power Company
Washington Gas Light Company
Westar Energy, Inc.
Western Massachusetts Electric Company
WGL Holdings, Inc.
Wisconsin Electric Power Company
Wisconsin Energy Corporation
Wisconsin Gas LLC
Wisconsin Power and Light Company
Wisconsin Public Service Corporation
Xcel Energy Inc.
Yankee Gas Services Company
The principal methodology used in these ratings was Regulated Electric and Gas Utilities published in August
2009. Please see the Credit Policy page on www.moodys.com for a copy of this methodology.
REGULATORY DISCLOSURES
For ratings issued on a program, series or category/class of debt, this announcement provides certain
regulatory disclosures in relation to each rating of a subsequently issued bond or note of the same series or
category/class of debt or pursuant to a program for which the ratings are derived exclusively from existing
ratings in accordance with Moody's rating practices. For ratings issued on a support provider, this
announcement provides certain regulatory disclosures in relation to the rating action on the support provider
and in relation to each particular rating action for securities that derive their credit ratings from the support
provider's credit rating. For provisional ratings, this announcement provides certain regulatory disclosures in
relation to the provisional rating assigned, and in relation to a definitive rating that may be assigned
subsequent to the final issuance of the debt, in each case where the transaction structure and terms have not
changed prior to the assignment of the definitive rating in a manner that would have affected the rating. For
further information please see the ratings tab on the issuer/entity page for the respective issuer on
www.moodys.com.
For any affected securities or rated entities receiving direct credit support from the primary entity(ies) of this
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rating action, and whose ratings may change as a result of this rating action, the associated regulatory
disclosures will be those of the guarantor entity. Exceptions to this approach exist for the following disclosures,
if applicable to jurisdiction: Ancillary Services, Disclosure to rated entity, Disclosure from rated entity.
The below contact information is provided for information purposes only. Please see the ratings tab of the
issuer page at www.moodys.com, for each of the ratings covered, Moody's disclosures on the lead analyst and
the Moody's legal entity that has issued the ratings.
Regulatory disclosures contained in this press release apply to the credit rating and, if applicable, the related
rating outlook or rating review.
Please see www.moodys.com for any updates on changes to the lead rating analyst and to the Moody's legal
entity that has issued the rating.
Please see the ratings tab on the issuer/entity page on www.moodys.com for additional regulatory disclosures
for each credit rating.
Michael G Haggarty
Senior Vice President
Infrastructure Finance Group
Moody's Investors Service, Inc.
250 Greenwich Street
New York, NY 10007
U.S.A.
JOURNALISTS: 212-553-0376
SUBSCRIBERS: 212-553-1653
William L. Hess
MD - Utilities
Infrastructure Finance Group
JOURNALISTS: 212-553-0376
SUBSCRIBERS: 212-553-1653
Releasing Office:
Moody's Investors Service, Inc.
250 Greenwich Street
New York, NY 10007
U.S.A.
JOURNALISTS: 212-553-0376
SUBSCRIBERS: 212-553-1653
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CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. AND ITS RATINGS
AFFILIATES (“MIS”) ARE MOODY’S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT
RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND
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. MOODY’S
PUBLICATIONS MAY ALSO INCLUDE QUANTITATIVE MODEL-BASED ESTIMATES OF CREDIT
RISK AND RELATED OPINIONS OR COMMENTARY PUBLISHED BY MOODY’S ANALYTICS, INC.
CREDIT RATINGS AND MOODY’S PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE
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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, WITH DUE CARE, MAKE
ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR
PURCHASE, HOLDING, OR SALE.
MOODY’S CREDIT RATINGS AND MOODY’S PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL
INVESTORS AND IT WOULD BE RECKLESS AND INAPPROPRIATE FOR RETAIL INVESTORS TO USE
MOODY’S CREDIT RATINGS OR MOODY’S PUBLICATIONS WHEN MAKING AN INVESTMENT DECISION.
IF IN DOUBT YOU SHOULD CONTACT YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER.
ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO,
COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE
REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED,
REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN
WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON
WITHOUT MOODY’S PRIOR WRITTEN CONSENT.
All information contained herein is obtained by MOODY’S from sources believed by it to be accurate and
reliable. Because of the possibility of human or mechanical error as well as other factors, however, all
information contained herein is provided “AS IS” without warranty of any kind. MOODY'S adopts all necessary
measures so that the information it uses in assigning a credit rating is of sufficient quality and from sources
MOODY'S considers to be reliable including, when appropriate, independent third-party sources. However,
MOODY’S is not an auditor and cannot in every instance independently verify or validate information received
in the rating process or in preparing the Moody’s publications.
To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives,
licensors and suppliers disclaim liability to any person or entity for any indirect, special, consequential, or
incidental losses or damages whatsoever arising from or in connection with the information contained herein or
the use of or inability to use any such information, even if MOODY’S or any of its directors, officers, employees,
agents, representatives, licensors or suppliers is advised in advance of the possibility of such losses or
damages, including but not limited to: (a) any loss of present or prospective profits or (b) any loss or damage
arising where the relevant financial instrument is not the subject of a particular credit rating assigned by
MOODY’S.
To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives,
licensors and suppliers disclaim liability for any direct or compensatory losses or damages caused to any
person or entity, including but not limited to by any negligence (but excluding fraud, willful misconduct or any
other type of liability that, for the avoidance of doubt, by law cannot be excluded) on the part of, or any
contingency within or beyond the control of, MOODY’S or any of its directors, officers, employees, agents,
representatives, licensors or suppliers, arising from or in connection with the information contained herein or the
use of or inability to use any such information.
NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS,
MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER
OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY’S IN ANY FORM OR MANNER
WHATSOEVER.
Moody’s Investors Service, Inc., 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 Moody’s Investors Service, Inc. have,
prior to assignment of any rating, agreed to pay to Moody’s Investors Service, Inc. for appraisal and rating
services rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain
policies and procedures to address the independence of MIS’s ratings and rating processes. Information
regarding certain affiliations that may exist between directors of MCO and rated entities, and between entities
who hold ratings from MIS and have also publicly reported to the SEC an ownership interest in MCO of more
than 5%, is posted annually at www.moodys.com under the heading “Investor Relations — Corporate
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Additional terms for Australia only: Any publication into Australia of this document is pursuant to the Australian
Financial Services License of MOODY’S affiliate, Moody’s Investors Service Pty Limited ABN 61 003 399
657AFSL 336969 and/or Moody’s Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as
applicable). This document is intended to be provided only to “wholesale clients” within the meaning of section
761G of the Corporations Act 2001. By continuing to access this document from within Australia, you represent
to MOODY’S that you are, or are accessing the document as a representative of, a “wholesale client” and that
neither you nor the entity you represent will directly or indirectly disseminate this document or its contents to
“retail clients” within the meaning of section 761G of the Corporations Act 2001. MOODY’S credit rating is an
opinion as to the creditworthiness of a debt obligation of the issuer, not on the equity securities of the issuer or
any form of security that is available to retail investors. It would be reckless and inappropriate for retail investors
to use MOODY’S credit ratings or publications when making an investment decision. If in doubt you should
contact your financial or other professional adviser.
Additional terms for Japan only: Moody's Japan K.K. (“MJKK”) is a wholly-owned credit rating agency subsidiary
of Moody's Group Japan G.K., which is wholly-owned by Moody’s Overseas Holdings Inc., a wholly-owned
subsidiary of MCO. Moody’s SF Japan K.K. (“MSFJ”) is a wholly-owned credit rating agency subsidiary of
MJKK. MSFJ is not a Nationally Recognized Statistical Rating Organization (“NRSRO”). Therefore, credit
ratings assigned by MSFJ are Non-NRSRO Credit Ratings. Non-NRSRO Credit Ratings are assigned by an
entity that is not a NRSRO and, consequently, the rated obligation will not qualify for certain types of treatment
under U.S. laws. MJKK and MSFJ are credit rating agencies registered with the Japan Financial Services
Agency and their registration numbers are FSA Commissioner (Ratings) No. 2 and 3 respectively.
MJKK or MSFJ (as applicable) hereby disclose that most issuers of debt securities (including corporate and
municipal bonds, debentures, notes and commercial paper) and preferred stock rated by MJKK or MSFJ (as
applicable) have, prior to assignment of any rating, agreed to pay to MJKK or MSFJ (as applicable) for
appraisal and rating services rendered by it fees ranging from JPY200,000 to approximately JPY350,000,000.
MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements.
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Summary:

S&PCORRECT: Exelon Corp.
(Editor's Note: In the original version of this summary analysis published on Feb. 14, 2013, information regarding the credit
facilities was misstated. A corrected version follows.)

Credit
Rating:

BBB/Stable/A-2

Rationale
Standard & Poor's Ratings Services' rating on diversified energy company Exelon Corp. reflects its consolidated
business risk profile, which we view as "strong." Exelon's business risk profile reflects the higher-risk operations of
unregulated supply affiliate Exelon Generation Co. LLC (ExGen), which has increased in size to subsume Constellation
Energy's unregulated business. Exelon's business risk also reflects the excellent business risk profiles of regulated
delivery businesses Commonwealth Edison Co. (ComEd), PECO Energy (PECO), and Baltimore Gas & Electric Co.
(BGE), which have generally predictable transmission and distribution cash flows. Because of ring-fencing, we will
continue to deconsolidate BGE and analyze it as an equity investment, counting only distributions to the parent as
primary contributions to the parent's credit quality and financial profile.
As of Sept. 30, 2012, Exelon had about $18.2 billion of on-balance-sheet debt. We also impute about $4.4 billion of
off-balance-sheet debt on the books for computing financial ratios, pertaining mostly to unfunded pension and other
postemployment benefit obligations and power-purchase agreements.
Post-merger, Exelon is the nation's second-largest regulated distributor of electricity and gas, with 5.4 million
customers in Illinois and Pennsylvania and 1.2 million customers in Maryland. Exelon also distributes natural gas to
490,000 customers in the Philadelphia metropolitan area through PECO and 650,000 customers in Maryland. ExGen
engages in unregulated energy generation, wholesale power marketing, and energy delivery. The company has
long-term exposure to market risk and meaningful exposure to nuclear plants (19,000 megawatts [MW] across 23
units). The company has about 35,000 MW and 465 billion cubic feet (bcf) (2012 estimates) of natural gas business.
Exelon gets a larger proportion of earnings from its regulated and retail operations. Through retail and wholesale
channels, ExGen now provides about 170 terawatt-hours, or about 5%, of total U.S. power demand. We expect that
retail markets (where customers can shop for electricity providers) 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 plants arewell positioned to grow where capacity available for competitive supply has room to grow. We
expect these incremental revenue streams to make the consolidated Exelon somewhat more resilient to commodity
prices. The combination provides ExGen 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 most locations, ExGen
will have adequate intermediate and peaking capacity within the portfolio for managing load shaping (matching
resources with energy needs) risks. However, the company will still need to buy and sell length in the market to
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manage portfolio needs, in our opinion. Moreover, ExGen has a significant open position in the Midwest (exposed to
merchant market), and a somewhat tight position in Texas and New England, where it has some risk of finding itself
short when loads are high, in our opinion.
ExGen's cash flow is sensitive to commodity prices as almost 92% of its premerger generation is nuclear, all of which
sliding natural gas prices are impairing. ExGen's unregulated operations accounted for about 65% of the consolidated
enterprise by cash flow and capital spending in 2012. Given that base-load generation is price-taking we expect
ExGen's adjusted funds from operations (FFO) to debt to remain volatile relative to its peers. For instance, all else
remaining equal, we estimate gross margins in 2014 will be lower by about $400 million for every $5 per
megawatt--hour (MWh) (round-the-clock) decline in power prices, about $250 million for every $1 per million cubic
feet (mcf) decline in gas prices, and about $90 million for every $1 per MWh decline in retail margins.
As a result, ExGen's contribution to the overall Exelon cash flow declines to about 55% under our base case, because
of the decline in unregulated cash flow when commodity prices fall. However, despite the lower power prices, we view
the business risk profile of parent Exelon as strong. We expect financial measures to decline through 2014. However,
the corporate credit ratings reflect our expectation that 2014-2015 will be the trough years. Based on the present
forward curve, cash flow measures are adequate for the rated level in that year, especially after parent Exelon
announced significantly reduced dividend payouts and ExGen deferred/eliminated some planned capital spending.
However, despite the improvement in free operating cash flow , as a result of the decline in future gross margins, we
view Exelon's cash flow adequacy ratio as having "significant" financial risk..
We view ExGen's ratable hedging strategy favorably, as it ensures that a high percentage of the company's near-term
generation is locked in. Hedging not only protects unregulated generation cash flows from steep price declines, it also
provides the company time to adjust its cost structure or its capital structure, should prices remain depressed.
However, hedging activities insulate, but do not isolate, power merchants from commodity price effects. Current
hedges show the significant value of Exelon's hedging program. Even though these hedges insulate ExGen, perversely,
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 limit to which Exelon can hedge--a price-taking fleet can
hedge, but only at the prices the market will bear. Also, the merchant generation margins at ExGen will face a decline
as high-priced hedges expire, evident in the drop in wholesale hedged gross margins. Still, the forward prices do show
a contango as reflected in the increase in ExGen's open EBITDA from higher natural gas forwards. In addition,
although retail competition has increased, and ExGen has lowered its growth estimates, we believe retail contributions
can mitigate the wholesale decline, given the potential for cost savings, volumes gained from the Constellation merger,
and acquisitions (StarTex and MX Energy Holdings).
Because of the decline in commodity prices, we expect ExGen's FFO to debt to tumble to about 27.5% in 2014 from
more than 40% in 2011. Although ExGen's cash flows are relatively more volatile compared with peers because of the
larger base-load generation, the low variable cost (and highly depreciated nature) of its nuclear plants means that
natural gas prices must decline and stay below $3 per mcf before its FFO to debt falls below 20%.
We still view Exelon's internal funding as "aggressive." However, we view Exelon's decision to lower its dividends as
bolstering credit quality. Dividend payout is now in line with peers (at about 55% to 60%) .However, Exelon's capital
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spending requirements remain significant between 2013 and 2015, at about $15.6 billion. Although 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. Importantly, because of announced cuts, consolidated cash flow from operations will
largely cover capital spending and dividends, resulting in modest external financing needs. Still, incrementally lower
gas prices would hurt ExGen's debt protection measures more than the level of new debt financing, or operating and
maintenance cost increases in ExGen's forecast through 2015.
Under our consolidated base case (we assume lower gas prices and market heat rates that result in power prices
roughly 10% lower than the current forward contracts), we expect FFO to total debt of the company to decline to
about 25% in 2012 and then to hover at 23% to 24.5% through 2015. We expect free operating cash flow to debt to
remain positive even in 2013 and 2014 when we expect financial measures to trough. Importantly, we expect to see
the negative discretionary cash flow (after dividends) to improve meaningfully. Similarly, we expect debt to EBITDA to
be at about 4.0x. This ratio is still consistent with Standard & Poor's 'BBB' rating guideposts for a financial risk profile
we assess as "significant," especially since a meaningful amount of capital spending is discretionary (ExGen has
lowered capital spending estimates in 2014 by more than $2.3 billion since July 2012 estimates).

Liquidity
The short-term rating on Exelon and affiliates is 'A-2'. Standard & Poor's views the liquidity across the Exelon group of
companies as "strong," in light of the debt maturities we expect and available credit facilities. We estimate that sources
of cash will exceed the companies' uses by about 2x during the next 12 to 24 months. We expect sources over uses for
Exelon and ExGen to remain positive even if EBITDA declines by 50%. In addition, because of Exelon's solid
relationships with banks and high conversion of FFO to discretionary cash flow, we believe the company can absorb
low-probability, high-impact shocks.
Exelon has sufficient alternative sources of liquidity to cover current liquidity needs, including ongoing capital
requirements, moderate capital spending, and upcoming debt maturities. Ironically, declining power prices are
favorable from a liquidity perspective because cash is being posted to ExGen on its forward hedges. The next large
maturities are in 2015 for Exelon and 2014 for ExGen.
As of Jan. 30, 2013, Exelon, ExGen, ComEd, PECO, and BGE had credit facilities of $500 million, $5.6 billion, $1
billion, $600 million, and $600 million, respectively. These facilities expire between December 2015 and August 2017.
Availability under these facilities was $498 million for Exelon; $3.95 billion for ExGen; and $1 billion, $599 million, and
$600 million for ComEd, PECO, and BGE, respectively. Commercial paper outstanding was $1.7 billion and the
aggregate availability was $6.6 billion.

Outlook
The outlook on the ratings is stable. That said, we believe that higher natural gas production from shale gas plays and
a delay in environmental rules related to plant retirements can significantly hurt the company's financial performance.
We believe these headwinds have increased and Exelon faces a potential earnings decline in 2014. Should the
prevailing commodity environment persist, the company may have to address its declining earnings profile by
reducing capital spending. We expect Exelon and ExGen to maintain consolidated FFO to debt in the 22% to 23% and
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25% to 27% ranges, respectively, in 2014 to maintain current ratings. A positive outlook--currently not under
consideration--can result if natural gas prices stabilize and power prices respond favorably to coal-plant retirements,
resulting in an improvement in consolidated FFO to debt levels of more than 27%.

Related Criteria And Research
• Business Risk/Financial Risk Matrix Expanded, Sept. 18, 2012
• Liquidity Descriptors For Global Corporate Issuers, Sept. 28, 2011
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PECO Energy Co.
BBB/Stable/A-2

Corporate Credit Rating
Profile Assessments
BUSINESS RISK

EXCELLENT
Vulnerable

FINANCIAL RISK

Excellent

SIGNIFICANT
Highly leveraged

Minimal

Rationale
Business Risk: Excellent

Financial Risk: Significant

• Monopolistic, rate-regulated utility transmission and
distribution businesses that provide an essential
service
• Lower risk transmission and distribution businesses
which produce relatively stable cash flows
• Credit supportive regulatory environment
• Adjustment clause for project specific distribution
system improvements, expected to further support
financial measures
• Ratings on PECO Energy Co. are constrained by
parent, Exelon Corp.'s consolidated credit quality

• Reflects Exelon Corp.'s consolidated financial
measures
• Aggressive financial policy
• Significant capital spending, which at the utility
level is expected to be funded in rate base
• High sensitivity to commodity prices at the
unregulated operations
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Outlook: Stable
The stable outlook reflects Standard & Poor's Ratings Services' baseline forecast that PECO's funds from
operations (FFO) to debt will consistently exceed 15% over the next three years and Exelon's consolidated FFO to
debt will equal about 22% to 25% over the next three years.

Downside scenario
Because our corporate credit rating on PECO is limited to the lower of its stand-alone credit quality or our
corporate credit ratings on its parent, we could lower our rating on PECO if stand-alone FFO to debt were
consistently less than 15% or Exelon's consolidated financial measures weakened so that FFO to debt were
consistently less than 22% and Exelon were downgraded. This could occur if commodity prices remained weak
and economic growth were minimal.

Upside scenario
Because our corporate credit rating on PECO is limited to the lower of its stand-alone credit quality or our
corporate credit rating on its parent, for us to raise our rating on PECO, we would first have to upgrade Exelon,
and PECO's stand-alone credit quality would have to reflect the higher rating. Although we view an upgrade as
less likely, this could occur if Exelon's consolidated FFO to debt were consistently greater than 27%.

Standard & Poor's Base-Case Scenario
Assumptions
• High capital spending requirements between 2013
and 2014
• Low EBITDA growth in 2013 and 2014
• Deferred taxes providing some benefit through the
forecast period

Key Metrics
2012A

2013E

2014E

FFO to debt

27.8%

23-28%

23-28%

Total debt/Total capital

46.7%

46-48%

46-48%

Total debt/EBITDA

3.1x 3.0-3.4x 3.0-3.4x

A—Actual. E—Estimate.

Business Risk: Excellent
PECO's business risk profile is "excellent" under our criteria, reflecting monopolistic, rate-regulated utility transmission
and distribution businesses that provide an essential service. PECO serves about 1.6 million electric customers and
497,000 natural gas customers in southeastern Pennsylvania, including Philadelphia. The Pennsylvania Public Utility
Commission regulates the company's electric and gas distribution rates, and the Federal Energy Regulatory
Commission (FERC) regulates transmission rates. Generally, we view the distribution and transmission businesses as
lower risk than the generation businesses often included in many fully integrated electric utilities.
Under our U.S. Utility Regulatory Assessments we view Pennsylvania as "credit supportive", reflecting the overall
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constructive regulation during PECO's transition to full competitive rates. In addition, we view the recent passage of
Pennsylvania Act 11, which authorizes the use of projected test years in rate cases and permits the use of an automatic
adjustment clause for project specific distribution system improvements, as supportive of credit quality.

Financial Risk: Significant
Our assessment of PECO's financial risk profile reflects the consolidated financial risk profile of parent, Exelon, which
we assess as "significant".
Under our base-case scenario for Exelon, we assume lower gas prices and market heat rates that result in power prices
roughly 10% lower than the current forward contracts.
We expect consolidated funds from operations (FFO) to total debt to equal about 23%-25% through 2015. Operating
cash flow to debt will remain positive even in 2013 and 2014, when we expect financial measures to trough. We view
Exelon's decision to lower its dividends as bolstering credit quality and its dividend payout is now in line with peers (at
about 55% to 60%). We also expect to see the negative discretionary cash flow (after dividends) to improve
meaningfully. However, Exelon's capital spending requirements remain significant between 2013 and 2015, at about
$15.6 billion.
In addition, we expect debt to EBITDA to be about 4x. This ratio is still consistent with Standard & Poor's 'BBB' rating
guideposts for a financial risk profile we assess as significant, especially since a meaningful amount of capital spending
is discretionary.

Liquidity: Strong
The short-term rating on Exelon and affiliates is 'A-2'. Standard & Poor's views the liquidity across the Exelon group of
companies as "strong," in light of the debt maturities we expect and available credit facilities. We estimate that sources
of cash will exceed the companies' uses by about 2x during the next 12 months. We expect sources over uses to
remain positive even if EBITDA decreases by 50%. In addition, because of Exelon's solid relationships with banks and
high conversion of FFO to discretionary cash flow, we believe the company can absorb low-probability, high-impact
shocks. Maturities over the next 12 months are manageable.
As of Jan. 30, 2013, Exelon, Exelon Generation Co. LLC (ExGen), Commonwealth Edison Co. (ComEd), PECO, and
Baltimore Gas & Electric Co. (BGE) had credit facilities of $500 million, $5.6 billion, $1 billion, $600 million, and $600
million, respectively. These facilities expire between December 2015 and August 2017. Availability under these
facilities was $498 million for Exelon; $3.95 billion for ExGen; and $1 billion, $599 million, and $600 million for ComEd,
PECO, and BGE, respectively. Aggregate credit facility availability was about $6.6 billion. Commercial paper
outstanding was $1.7 billion.
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Principal Liquidity Sources

Principal Liquidity Uses

• Aggregate credit facility availability of about $6.6
billion
• We expect FFO to equal about $5.4 billion in 2013

• Dividends of about $1.2 billion in 2013
• Capital expenditures of about $5.4 billion in 2013

Recovery Analysis
• We assign recovery ratings to first mortgage bonds (FMBs) issued by U.S. utilities, which can result in issue ratings
being notched above a utility's corporate credit rating (CCR) depending on the rating category and the extent of the
collateral coverage.
• The FMBs issued by U.S. utilities are a form of "secured utility bond" (SUB) that qualify for a recovery rating as
defined in our criteria.
• The recovery methodology is supported by the ample historical record of 100% recovery for secured bondholders in
utility bankruptcies in the U.S. and our view that the factors that enhanced those recoveries (limited size of the
creditor class and the durable value of utility rate-based assets during and after a reorganization given the essential
service provided and the high replacement cost) will persist in the future.
• Under our SUB criteria, we calculate a ratio of our estimate of the value of the collateral pledged to bondholders
relative to the amount of FMBs outstanding. FMB ratings can exceed a utility's CCR by up to one notch in the 'A'
category, two notches in the 'BBB' category, and three notches in speculative-grade categories depending on the
calculated ratio.
• PECO's FMBs benefit from a first-priority lien on substantially all of the utility's real property owned or subsequently
acquired. Collateral coverage of more than 1.5x supports a recovery rating of '1+' and an issue rating two notches
above the CCR.

Related Criteria And Research
• Collateral Coverage and Issue Notching Rules for ‘1+’ and ‘1’ Recovery Ratings on Senior Bonds Secured by Utility
Real Property, Feb. 14, 2013,
• Standard & Poor’s Revises Its U.S. Utility Regulatory Assessments, Dec. 28, 2012
• Business Risk/Financial Risk Matrix Expanded, Sept. 18, 2012
• Liquidity Descriptors For Global Corporate Issuers, Sept. 28, 2011
• 2008 Corporate Ratings Criteria: Ratios And Adjustments, April 15, 2008
• 2008 Corporate Criteria: Analytical Methodology, April 15, 2008
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Business And Financial Risk Matrix
Financial Risk
Business Risk
Excellent

Minimal

Modest

Intermediate

Significant

Aggressive

Highly
Leveraged

AAA/AA+

AA

A

A-

BBB

--

Strong

AA

A

A-

BBB

BB

BB-

Satisfactory

A-

BBB+

BBB

BB+

BB-

B+

Fair

--

BBB-

BB+

BB

BB-

B

Weak

--

--

BB

BB-

B+

B-

Vulnerable

--

--

--

B+

B

B- or below

Note: These rating outcomes are shown for guidance purposes only. The ratings indicated in each cell of the matrix are the midpoints of the likely
rating possibilities. There can be small positives and negatives that would lead to an outcome of one notch higher or lower than the typical matrix
outcome. Moreover, there will be exceptions that go beyond a one-notch divergence. For example, the matrix does not address the lowest rungs of
the credit spectrum (i.e., the 'CCC' category and lower). Other rating outcomes that are more than one notch off the matrix may occur for
companies that have liquidity that we judge as "less than adequate" or "weak" under our criteria, or companies with "satisfactory" or better business
risk profiles that have extreme debt burdens due to leveraged buyouts or other reasons. For government-related entities (GREs), the indicated
rating would apply to the standalone credit profile, before giving any credit for potential government support.
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Exelon Corp.'s $1.15 Billion Junior Subordinated
Notes Rated 'BBB-'
Primary Credit Analyst:
Aneesh Prabhu, CFA, FRM, New York (1) 212-438-1285; aneesh.prabhu@spglobal.com
Secondary Contact:
Michael T Ferguson, CFA, CPA, New York (1) 212-438-7670; michael.ferguson@spglobal.com

NEW YORK (S&P Global Ratings) March 29, 2017--S&P Global Ratings said today it
assigned its 'BBB-' issue-level rating to Exelon Corp.'s $1.15 billion junior
subordinated notes due 2022.
Exelon issued these notes as part of the Pepco Holding Inc. (PHI) acquisition.
The company has sent notice to the holders that it has elected the early
remarketing period as an option.
Exelon will not directly receive any proceeds from the remarketing. The
proceeds will be used to purchase a portfolio of treasury securities maturing
on or about May 31, 2017. Exelon expects that a portion of the funds generated
upon maturity of the portfolio will be used to settle the purchase contracts
on June 1, 2017. Exelon currently intends to use the proceeds from the
settlement of the purchase contracts for general corporate purposes. To the
extent it does not use such proceeds immediately, it may temporarily invest
them in short-term, interest-bearing obligations.
The original bond was a 10-year note with a mandatory remarketing after three
years. The ultimate maturity date will be changing to June 1, 2022 from June
1, 2024. The rate will likely change too, based on pricing results. A major
change is that interest will no longer be deferrable after the remarketing
(100% debt treatment) and inclusion of a one-month par call, which is market
standard for a five-year note.
The 'BBB' corporate credit rating on Exelon Corp. is based on our assessment
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of a strong business risk profile and significant financial risk profile. The
outlook is stable. For the corporate credit rating rationale, see the research
update on Exelon Corp., published on July 26, 2016.

RELATED CRITERIA
• Criteria - Corporates - General: Methodology And Assumptions: Liquidity
Descriptors For Global Corporate Issuers, Dec. 16, 2014
• Criteria - Corporates - Industrials: Key Credit Factors For The
Unregulated Power And Gas Industry, March 28, 2014
• Criteria - Corporates - General: Corporate Methodology: Ratios And
Adjustments, Nov. 19, 2013
• Criteria - Corporates - General: Corporate Methodology, Nov. 19, 2013
• Criteria - Corporates - Utilities: Key Credit Factors For The Regulated
Utilities Industry, Nov. 19, 2013
• General Criteria: Methodology: Industry Risk, Nov. 19, 2013
• General Criteria: Group Rating Methodology, Nov. 19, 2013
• General Criteria: Country Risk Assessment Methodology And Assumptions,
Nov. 19, 2013
• General Criteria: Methodology For Linking Short-Term And Long-Term
Ratings For Corporate, Insurance, And Sovereign Issuers, May 07, 2013
• General Criteria: Methodology: Management And Governance Credit Factors
For Corporate Entities And Insurers, Nov. 13, 2012
• General Criteria: Use Of CreditWatch And Outlooks, Sept. 14, 2009
• Criteria - Corporates - General: 2008 Corporate Criteria: Rating Each
Issue, April 15, 2008

Ratings List
Exelon Corp.
Corporate Credit Rating

BBB/Stable/--

New Rating
Exelon Corp.
$1.15 bil jr subord notes due 2022

BBB-

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific meanings ascribed
to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.standardandpoors.com for further
information. Complete ratings information is available to subscribers of
RatingsDirect at www.globalcreditportal.com and at www.spcapitaliq.com. All
ratings affected by this rating action can be found on the S&P Global Ratings'
public website at www.standardandpoors.com. Use the Ratings search box located
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in the left column.
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Business Risk: Strong

Financial Risk: Significant

• Lower risk rate-regulated utility operations at
diversified energy company Exelon Corp. currently
represent nearly 60% of consolidated EBITDA, on
the closing of the Pepco Holdings LLC (PH LLC)
acquisition.
• Low-cost base-load generation has a strong
operating track record, though it remains subject to
considerable energy margin variability, driven by
commodity prices, demand, and weather patterns;
this has recently created some weakness in the
merchant end of the business.
• Large natural gas production volumes have
collapsed gas and power prices, carrying significant
downside potential for a generation portfolio that is
largely nuclear (more than 60% of total generation).
• A mild summer in 2015, declining market heat rates,
and gas regional pricing differentials have weakened
the economics of the company's generation plants in
the next 24 months despite a stronger fundamental
long-term outlook.
• Capacity prices could continue to languish because
of lackluster electric demand, growing energy
efficiency, and increased penetration of demand
response initiatives. However, this could reverse in
coming auctions as capacity performance schemes
proliferate.
• Exelon still operates a large number of nuclear
plants; this puts the company in a good position as
carbon regulation and capacity performance
incentives loom.

• The backward-dated EBITDA profile persists,
although the curve is not as steep as it is for certain
competitors, owing to a proactive hedging strategy
and participation in robust capacity markets.
• As usual, cash flow on the generation side is
significantly hedged during the next two years, plus
hedges are regularly added; 2018 is hedged to
around 30%.
• The company's liquidity position remains strong,
especially because it can defer capital spending
needs, which are comparatively low because
Exelon's plants are more modern.
• Dividend policy is in line with industry norms, and
continues to be supported by a steady stream of
dividends from utility subsidiaries, which has
increased with its most recent transaction.
• Although capital spending needs have been
substantial in the past, we expect that they'll be
more in line with industry norms because this
company is already well suited for upcoming carbon
regulations.
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Outlook: Stable
The rating outlook on Exelon Corp. is stable. However, Standard & Poor's believes that higher-than-expected
natural gas production from shale production regions and a delay in environmental rules related to plant
retirements could weaken the company's financial performance during the next few years. If commodity prices
weaken even more, the company might have to address a decline in its earnings profile with commensurate
reductions in capital spending and debt. We expect the consolidated pro forma company to maintain adjusted
funds from operations (FFO) to debt of about 23% to 25% and debt to EBITDA to increase to about an adjusted
3.2x to 3.4x, including the effects of the recent Pepco acquisition.

Downside scenario
Negative ratings momentum could occur due to a decline in commodity prices that would affect ExGen's and, as a
result, Exelon's cash flows. We could lower the company's ratings post-acquisition if the adjusted consolidated
FFO to debt ratios were to consistently decline below 18%.

Upside scenario
We could consider an upgrade if the company's reported adjusted consolidated FFO to debt levels stronger than
about 25% and debt to EBITDA below about 3.4x. We think this is unlikely before the end of 2016.

Standard & Poor's Base-Case Scenario
Assumptions
• Henry Hub gas prices are $2.50 per million Btu in
2016 and $2.75 in 2017; PJM West hub power prices
are between $30 and $35 per megawatt hour (MWh)
in 2016; Northern Illinois hub hovers around $30 per
MWh through 2017.
• Nuclear capacity factors are consistently at about
93%-94% through 2017.
• Growth rates at the utilities are consistent with
management's assumptions.
• Dividend policy remains in line with industry
standards.
• Only current hedges are assumed.
• Spark spreads remain depressed in Texas, with an
average of about $6 per MWh during 2016, but
rebound somewhat afterward.
• Total ExGen generation of about 190 gigawatts per
hour in 2016, ticking up only modestly in subsequent
years.
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Key Metrics
2016E
FFO/debt (%)

2017E

23%-25% 23%-26%

Debt/EBITDA (x)

3.1-3.3

3.1-3.3

EBITDA interest coverage (x)

5.2-5.5

5.2-5.6

FFO--Funds from operations. E--Estimate. Note: Our
metrics include the impacts of the recently approved
Pepco Holdings acquisition.
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Business Risk: Strong
Standard & Poor's current rating on Exelon reflects our view of the company's consolidated business risk profile, which
we view as strong, combining the higher-risk operations of unregulated supply affiliate ExGen with the excellent
business risk profiles of its rate-regulated transmission and distribution utilities Commonwealth Edison Co. (ComEd),
PECO Energy Co., PEPCO Holdings, Inc.and Baltimore Gas & Electric Co. (BGE), Atlantic City Electric Co., Delmarva
Power & Light Co., and Potomac Electric Power Co. (Pepco). Because of ring-fencing, we deconsolidate BGE's
financial profile from Exelon and analyze it solely as an equity investment, incorporating the utility's distributions to
the parent as BGE's only contributions to the parent's credit quality and financial profile.
As of Dec. 31, 2015, Exelon had about $26.2 billion of adjusted debt, after considering the effects of operating leases,
deconsolidation, power purchase agreements, and cash netting, as well as a recent debt issuance aimed at funding the
Pepco Holdings acquisition.
Regulated utilities now contribute about 50% of Exelon's consolidated current cash flow. PECO's business risk profile
is excellent under our criteria, reflecting monopolistic, rate-regulated utility transmission and distribution operations.
PECO serves more than 1.6 million electric customers and 500,000 natural gas customers in southeastern
Pennsylvania, including Philadelphia. Similarly, ComEd's business risk profile is excellent, reflecting the same
monopolistic, rate-regulated utility transmission and distribution operational profile. ComEd serves more than 3.9
million customers in northern Illinois, including Chicago. BGE serves more than 1.3 million electric and 650,000 gas
customers in Central Maryland, including Baltimore. The regulatory framework under which BGE operates can be
challenging and unpredictable, but has been improving somewhat. PEPCO operates across several jurisdictions,
including New Jersey, Delaware, Maryland, and District of Columbia, totaling more than 1.9 million customers.
ExGen's unregulated operations now constitute about 50% of the consolidated enterprise in terms of cash flow and
capital spending during 2016 upon the closing of the Pepco acquisition. ExGen generates a significant portion of
earnings from its retail operations. Through retail and wholesale channels, ExGen provided about 195 terrawatt-hours
of load in 2015, or nearly 5% of total U.S. power demand, and enjoys significant regional diversity, participating in the
PJM Interconnection in the Mid-Atlantic, New England, and Texas markets. The company's generation units are well
positioned to grow where capacity available for competitive supply has room to grow. We expect these incremental
revenue streams to make the consolidated Exelon somewhat more resilient to commodity prices. In most locations,
ExGen has adequate intermediate and peaking capacity for managing load-shaping risks. However, we believe the
company will still need to buy and sell generation in the market to manage its portfolio needs, which exposes it to
considerable commodity risk. Moreover, ExGen has a significant open position in the Midwest to merchant markets,
and a somewhat tighter position in Texas and New England, where it has some risk of finding itself short when loads
and power prices are high.
ExGen's cash flow is sensitive to commodity prices because roughly 70% of the business's generation, including
purchased power, is nuclear; unlike gas-fired assets, which have a lower cost structure if gas prices drag power prices
down, its nuclear plants face winnowing margins based on lower market heat rates, especially if capacity prices are
low. Given that base-load generation is price-taking by nature, we expect ExGen's adjusted FFO to debt to remain
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volatile relative to its peers. For instance, we estimate gross margins in 2017 will be lower by about about $100 million
for every $5 per MWh ('round-the-clock) decline in power prices, and about $380 million for every $1 per million Btu
decline in 2017 natural gas prices. Near-term figures are not quite as volatile due to more thorough hedging and better
visibility into pricing.
The issuer's hedges have effectively softened the aforementioned cash flow volatility; this was particularly apparent
during otherwise weak market conditions in 2014 and 2015. Even though these hedges insulate ExGen, they continue
to show the sensitivity of ExGen's margins to the prospect of continued shale gas production. The merchant generation
margins at ExGen could face a decline as high-priced hedges expire, which is evident in the drop in wholesale hedged
gross margins. Still, forward prices do show a modest contango (future prices are above expected future spot prices),
as reflected in the increase in ExGen's open EBITDA from higher natural gas forward prices compared with year-end
2015.
ExGen's contribution to Exelon's cash flow has declined somewhat under our projected base case because of the
decline in unregulated cash flow when commodity prices fall, as well as due to the renewed focus on regulated
activities. However, despite lower power prices, we view the business risk profile of Exelon as strong. We expect
financial measures to remain about flat during 2016. However, the corporate credit ratings reflect our expectation that
2016 will be a trough year, and that measures could improve in 2017 and 2018, with the business profile being fortified
by the PHI acquisition. Based on the present forward-price curve, cash flow measures are adequate for the rated level
in these years, even considering the recently announced dividend increase. Still, despite the improvement in free
operating cash flow resulting from the decline in future gross margins, we view Exelon's consolidated cash flow
adequacy ratio as having a significant financial risk.

Financial Risk: Significant
Exelon's dividend payout is currently in line with its peers at about 50%. However, capital spending requirements
remain significant in 2016, with regulated utility spending at the three incumbent utilities reaching $3.95 billion and as
much as $1.4 billion at Pepco; this should continue in subsequent years. Although utility capital spending tends to be
funded through rate base additions, unregulated generation must recover the funding of its own capital requirements
through capacity market prices (and energy margins, in Texas); these should eclipse $3 billion in 2016.
Under our consolidated base case (we assume lower gas prices and market heat rates that result in power prices
roughly 10% lower than the current forward contracts), we expect Exelon's consolidated FFO to total debt to hover
around 23% to 26% through 2017. We expect to see negative discretionary cash flow (i.e., net of dividends) improve
meaningfully. The FFO to total debt ratio is consistent with Standard & Poor's 'BBB' rating guideposts for a significant
financial risk profile, especially since a meaningful amount of capital spending is discretionary.
At ExGen, we expect free operating cash flow to debt to remain positive even in 2016 and 2017 when we expect
financial measures to trough due to lower gas prices. Because of the lower commodity prices, we expect ExGen's
FFO-to-debt ratio to remain about 32% in 2016. Although the company's cash flows are relatively more volatile than
those of its peers because of the larger base-load generation and significant fixed costs, the low variable cost (and
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highly depreciated nature) of its nuclear plants means that natural gas prices must consistently stay below the current
assumed level of $2.50 per million Btu before its consolidated FFO to debt falls below 20%.
We expect free operating cash flow to debt to remain mostly positive throughout 2016-2018. Debt to EBITDA should
increase to about 3.5x in 2016 before declining somewhat. These ratios are appropriate for Standard & Poor's 'BBB'
guideposts for a significant financial risk profile. Nevertheless, we believe there are risks that cash flow may end up less
than expected because merger synergies take longer to accrue, power prices trend lower due to higher natural gas
production from shale plays, or because there is a delay in retiring coal plants owing to the Mercury and Air Toxics
Standards remand of June 2015.
Because we give credit for nuclear fuel amortization in adjusted FFO, we expect subsidiary ExGen to remain operating
cash flow positive (after capital spending that includes nuclear fuel costs). Through the forecast period, ExGen remains
cash flow positive after accounting for capital spending.
Moreover, the utilities' dividends can fund a significant portion of the external dividend (we estimate that utility
dividends can provide as much as 85% or 90% of external dividend in 2016-2018). Assuming Exelon's utility target of
70% payout ratios, the utility contributions would be able to cover the entire external dividend. However, we expect
ExGen to continue to contribute to the external dividend, though less than the majority, as it did before the dividend
cut.

Liquidity: Strong
The short-term rating on Exelon and affiliates is 'A-2'. We view liquidity across the Exelon group of companies as
strong in light of the debt maturity schedule and available credit facilities. Exelon has sufficient alternative liquidity
sources to cover current liquidity needs, including ongoing capital requirements, moderate capital spending, and
upcoming debt maturities. Ironically, declining power prices are favorable from a liquidity perspective because cash is
being posted to ExGen as it settles its forward hedges.
As of Dec. 31, 2015, Exelon, ExGen, ComEd, PECO, and BGE had revolving credit facilities of $500 million, $5.3
billion, $1 billion, $600 million, and $600 million, respectively. These facilities generally expire in 2019. The facilities
were largely available at that time, except for $503 million of commercial paper outstanding at ComEd and BGE, as
well as certain letters of credit outstanding.
Principal Liquidity Sources

Principal Liquidity Uses

• FFO exceeding $6 billion in 2016.
• Credit facility availability of about $6 billion.
• Cash on hand of about $6 billion on Dec. 31, 2015,
much of which has been used to fund the closing of
the PHI acquisition.
• Nonseasonal working capital inflows of about $400
million.

• Dividend payments of almost $1.1 billion annually.
• Capital spending and maintenance and
environmental costs of over $6 billion during the
next 12 months.
• Debt maturities of $1.6 billion over the next 12
months.
• PHI acquisition costs.
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Other Credit Considerations
We assess all modifiers as neutral, resulting in no change to the anchor score.

Group Influence
The group credit profile of Exelon is 'bbb'. As the parent company with one relatively small insulated subsidiary (BGE),
Exelon's issuer credit rating is the same as its group credit profile. Senior unsecured debt at Exelon is notched down to
'BBB-' because of structural subordination to priority obligations at the operating subsidiaries.

Ratings Score Snapshot
Corporate Credit Rating
BBB/Stable/A-2

Business risk: Strong

• Country risk: Very low
• Industry risk: Low
• Competitive position: Strong
Financial risk: Significant

• Cash flow/Leverage: Significant
Anchor: bbb
Modifiers

• Diversification/Portfolio effect: Neutral (no impact)
• Capital structure: Neutral (no impact)
• Financial policy: Neutral (no impact)
• Liquidity: Strong (no impact)
• Management and governance: Strong (no impact)
• Comparable rating analysis: Neutral (no impact)
Stand-alone credit profile : bbb

• Group credit profile: bbb
• Entity status within group: Core (no impact)

Related Criteria And Research
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Related Criteria
•
•
•
•
•
•
•

Methodology And Assumptions: Liquidity Descriptors For Global Corporate Issuers, Dec. 16, 2014
Key Credit Factors For The Unregulated Power and Gas Industry, March 28, 2014
Corporate Methodology, Nov. 19, 2013
Key Credit Factors for The Regulated Utilities Industry, Nov. 19, 2013
Corporate Methodology: Ratios And Adjustments, Nov. 19, 2013
Group Rating Methodology, Nov. 19, 2013
Methodology: Management And Governance Credit Factors For Corporate Entities And Insurers, Nov. 13, 2012
Business And Financial Risk Matrix
Financial Risk Profile

Business Risk Profile

Minimal

Modest

Intermediate

Significant

Aggressive

Highly leveraged

Excellent

aaa/aa+

aa

a+/a

a-

bbb

bbb-/bb+

aa/aa-

a+/a

a-/bbb+

bbb

bb+

bb

Strong
Satisfactory

a/a-

bbb+

bbb/bbb-

bbb-/bb+

bb

b+

bbb/bbb-

bbb-

bb+

bb

bb-

b

Weak

bb+

bb+

bb

bb-

b+

b/b-

Vulnerable

bb-

bb-

bb-/b+

b+

b

b-

Fair
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Summary:

Exelon Corp.
BBB/Stable/A-2

Corporate Credit Rating
Profile Assessments
BUSINESS RISK

STRONG
Vulnerable

FINANCIAL RISK

Excellent

SIGNIFICANT
Highly leveraged

Minimal

Initial Analytical Outcome ("Anchor") And Rating Result
Our 'BBB' long-term corporate credit rating on Exelon Corp. stems from:
• Our anchor of 'bbb', based on our "strong" business risk and "significant" financial risk profile assessments of the
company.

Rationale
Business Risk: Strong

Financial Risk: Significant

•
•
•
•

• Backwardated EBITDA profile and potential for a
significant decline in cash flow
• A significantly hedged cash flow profile through
2015, and forward power curves that inched up in
the first quarter of 2014.
• Positive operating cash flow
• Strong liquidity position

35% rate-regulated utility operations
Low-cost base-load generation
Strong operating track record
Although base-load units are positioned to capture
upward energy price movements, and gas assets are
well positioned to capture expansion in market heat
rates, declining natural gas prices and regional
pricing differentials have further weakened the
economics of the company's generation plants
• Large expected production volumes from the
Marcellus and Utica shale gas areas and changing
prices at the TETCO pricing hub is a significant
downside for a portfolio of plants that is largely
nuclear (83% of total generation)
• Capacity prices have languished because of
lackluster demand, growing energy efficiency, and
demand response
• Exposure to nuclear generation
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Outlook: Stable
The outlook on the ratings is stable. That said, Standard & Poor's Ratings Services believes that higher natural gas
production from shale natural gas plays and a delay in environmental rules related to plant retirements can
significantly hurt the company's financial performance. We believe these headwinds have increased and Exelon
faces a potential earnings decline from 2014. Should the commodity pricing environment weaken, the company
may have to address its declining earnings profile by reducing capital spending and debt. We expect Exelon and
Exelon Generation Co. LLC (ExGen) to maintain consolidated funds from operations (FFO) to debt of at least 23%
and 27%, respectively, to maintain current ratings.

Downside scenario
We could lower the ratings if adjusted FFO to debt is consistently lower than 22%. This could happen if Exelon
sees increasing competition in its markets in Pennsylvania and Illinois, which would threaten customer retention
in its retail business. Gross margins could also come under pressure by a further decline in power prices brought
about by declining natural gas prices, or lower market heat rates due to increasing energy efficiency.

Upside scenario
A positive outlook--currently not under consideration--can result if natural gas prices stabilize and power prices
respond favorably to coal-plant retirements, resulting in an improvement in consolidated FFO to debt levels of
more than 28% on a sustained basis. This could stem from an improved economy and higher electricity prices, as
well as a robust increase in the rate base of Exelon's regulated utility subsidiaries.

Standard & Poor's Base-Case Scenario
Assumptions
• Henry Hub gas price between $4.00 and $4.15
through 2016; PJM West hub power prices between
$35 per megawatt-hour (MWh) and $37 per MWh in
2016; Northern Illinois hub $30.00 per MWh in 2014
and $31.00 per MWh by 2016
• Pensions/other post-employment benefits (OPEB),
based on a Dec. 31, 2013 actuarial valuation by
Towers (a third-party firm)
• Nuclear capacity factors of between 93.3% and
93.7% through 2017 (each 1% decline results in a
$45 million hit to EBITDA)
• Growth rate at utilities consistent with
management's assumptions
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Debt/EBITDA (x)
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2015E
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26-28

27-28
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E--Estimate.
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Business Risk: Strong
Standard & Poor's rating on diversified energy company Exelon reflects its consolidated business risk profile, which we
view as "strong." Exelon's business risk profile reflects the higher-risk operations of unregulated supply affiliate ExGen.
Exelon's business risk also reflects the excellent business risk profiles of regulated delivery businesses Commonwealth
Edison Co. (ComEd), PECO Energy Co., and Baltimore Gas & Electric Co. (BGE), which have generally predictable
transmission and distribution cash flows. Because of ring-fencing, we will continue to deconsolidate BGE and analyze
it as an equity investment, counting only distributions to the parent as primary contributions to the parent's credit
quality and financial profile.
As of Dec. 31, 2013, Exelon (excluding BGE) had about $16.8 billion of on-balance-sheet debt, including nonrecourse
debt. We also impute a significant amount of debt to Exelon, as much as $4 billion (excluding BGE imputed debt),
which consists mostly of about $2.1 billion related to pensions and OPEB, about $460 million related to operating
leases, and about $1.4 billion related to power purchase agreements. This is offset by about $1.2 billion of
off-balance-sheet credit for nonrecourse project financing.
We expect the regulated utilities contribute about 35% of total cash flow. PECO's business risk profile is "excellent"
under our criteria, reflecting monopolistic, rate-regulated utility transmission and distribution businesses that provide
an essential service. PECO serves about 1.6 million electric customers and 497,000 natural gas customers in
southeastern Pennsylvania, including Philadelphia. The Pennsylvania Public Utility Commission regulates the
company's electric and gas distribution rates, and the Federal Energy Regulatory Commission (FERC) regulates
transmission rates. Similarly, ComEd´s business risk profile is "excellent", reflecting monopolistic, rate-regulated utility
transmission and distribution businesses that provide an essential service. ComEd serves about 3.8 million customers
in northern Illinois, including the city of Chicago. The company's distribution rates are regulated by the Illinois
Commerce Commission (ICC) and the transmission rates, which equal about 23% of the company's rate base, are
regulated by the FERC. Generally, we view the distribution and transmission businesses as lower risk than the
generation businesses often included in many fully integrated electric utilities.
Exelon gets a larger portion of earnings from its retail operations. Through retail and wholesale channels, ExGen now
provides about 150 to 165 terawatt-hours, or about 4.75% to 5%, of total U.S. power demand. The company's
generation units are well positioned to grow where capacity available for competitive supply has room to grow. We
expect these incremental revenue streams to make the consolidated Exelon somewhat more resilient to commodity
prices. Exelon's 2012 combination with Constellation Energy Group Inc. provides it with regional diversification of its
generating plants and a customer-facing load business because generation and load positions are now better balanced
across multiple regions. In most locations, ExGen will have adequate intermediate and peaking capacity within the
portfolio for managing load-shaping (matching resources with energy needs) risks. However, the company will still
need to buy and sell generation in the market to manage portfolio needs, in our opinion. Moreover, ExGen has a
significant open position in the Midwest (exposure to merchant markets), and a somewhat tight position in Texas and
New England, where it has some risk of finding itself short when loads are high, in our opinion.
ExGen's cash flow is sensitive to commodity prices because almost 82% of its generation is nuclear, all of which low
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natural gas prices are impairing. ExGen's unregulated operations accounted for about 65% of the consolidated
enterprise by cash flow and capital spending in 2013. Given that base-load generation is price-taking, we expect
ExGen's adjusted FFO to debt to remain volatile relative to its peers. For instance, all else remaining equal, we
estimate gross margins in 2016 will be lower by about $690 million for every $5 per MWh (round-the-clock) decline in
power prices, about $480 million for every $1 per million cubic feet (mcf) decline in natural gas prices, and about $115
million for every $1 per MWh decline in retail margins.
As a result, ExGen's contribution to the overall Exelon cash flow declines to about 60% under our projected base case,
because of the decline in unregulated cash flow when commodity prices fall. However, despite the lower power prices,
we view the business risk profile of parent Exelon as strong. We expect financial measures to decline through 2015.
However, the corporate credit ratings reflect our expectation that 2014 and 2015 will be the trough years. Based on the
present forward price curve, cash flow measures are adequate for the rated level in that year, especially after parent
Exelon announced significantly reduced dividend payouts and ExGen deferred or eliminated some planned capital
spending. Still, despite the improvement in free operating cash flow, as a result of the decline in future gross margins,
we view Exelon's cash flow adequacy ratio as having "significant" financial risk.
We view ExGen's ratable hedging strategy favorably because it ensures that a high percentage of the company's
near-term generation is locked in. Hedging not only protects unregulated generation cash flows from steep price
declines, it also provides the company time to adjust its cost structure or its capital structure if prices remain
depressed. However, hedging activities insulate, but do not isolate, power merchants from commodity price effects.
Current hedges show the significant value of Exelon's hedging program. Even though these hedges insulate ExGen,
perversely, 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 limit to which Exelon can hedge-- price-taking
plants can hedge, but only at the prices the market will bear. Also, the merchant generation margins at ExGen will face
a decline as high-priced hedges expire, which is evident in the drop in wholesale hedged gross margins. Still, the
forward prices do show a contango as reflected in the increase in ExGen's open EBITDA from higher natural gas
forward prices. In addition, although retail competition has increased, and ExGen has lowered its growth estimates, we
believe retail contributions can mitigate the wholesale decline, given the potential for cost savings, volumes gained
from the Constellation merger, and acquisitions.

Financial Risk: Significant
Because of the decline in commodity prices, we expect ExGen's FFO to debt to range around 35% in 2014. Although
ExGen's cash flows are relatively more volatile compared with peers because of the larger base-load generation, the
low variable cost (and highly depreciated nature) of its nuclear plants means that natural gas prices must decline and
stay below $2.75 per mcf before its FFO to debt falls below 20%.
We still view Exelon's internal funding as aggressive, but view Exelon's decision to lower its dividends as bolstering
credit quality. Dividend payout is now in line with peers (at about 55% to 60%). However, Exelon's capital spending
requirements remain significant between 2014 and 2016, at about $9 billion for the regulated companies and about
$6.8 billion at unregulated ExGen. Although utility capital spending tends to be funded in rate base, unregulated
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generation will have to fund its own capital requirements and recover them in market prices. Importantly, because of
announced cuts, consolidated cash flow from operations will largely cover capital spending and dividends, resulting in
modest external financing needs. Still, incrementally lower gas prices would hurt ExGen's debt protection measures
more than the level of new debt financing, or operating and maintenance cost increases in ExGen's forecast through
2015.
Under our consolidated base case (we assume lower gas prices and market heat rates that result in power prices
roughly 10% lower than the current forward contracts), we expect Exelon's FFO to total debt to decline to hover
around 27% to 29% through 2015. At ExGen, we expect free operating cash flow to debt to remain positive even in
2014 and 2015 when we expect financial measures to trough. Importantly, we expect to see the negative discretionary
cash flow (after dividends) to improve meaningfully. Similarly, we expect debt to EBITDA to decline to about 4.2x in
2014. These ratios are consistent with Standard & Poor's 'BBB' rating guideposts for a financial risk profile we assess as
"significant," especially since a meaningful amount of capital spending is discretionary (ExGen has lowered capital
spending estimates in 2014 by more than $2.3 billion since July 2012 estimates).

Liquidity: Strong
The short-term rating on Exelon and affiliates is 'A-2'. Standard & Poor's views the liquidity across the Exelon group of
companies as "strong," in light of the debt maturities we expect and available credit facilities. We estimate that sources
of cash will exceed the companies' uses by about 2x during the next 12 to 24 months. We expect sources over uses for
Exelon and ExGen to remain positive even if EBITDA declines by 50%. In addition, because of Exelon's solid
relationships with banks and high conversion of FFO to discretionary cash flow, we believe the company can absorb
low-probability, high-impact shocks.
Exelon has sufficient alternative sources of liquidity to cover current liquidity needs, including ongoing capital
requirements, moderate capital spending, and upcoming debt maturities. Ironically, declining power prices are
favorable from a liquidity perspective because cash is being posted to ExGen on its forward hedges. The next large
maturities are in 2015 for Exelon ($800 million) and 2014 for ExGen ($561 million) and ComEd ($617 million).
As of Dec 31, 2013, Exelon, ExGen, ComEd, PECO, and BGE had credit facilities of $500 million, $5.3 billion, $1
billion, $600 million, and $600 million, respectively. These facilities expire in August 2018. Exgen has an additional
$400 million bilateral through January 2015. The facilities were largely fully available as of Dec. 31, 2013, except for
$184 million and $135 million of commercial paper outstanding at ComEd and BGE, respectively. .
Principal Liquidity Sources

Principal Liquidity Uses

• Assumed FFO of about $5.75 billion to $6 billion
• Revolving credit facility availability

• Working capital
• Dividend payments of about $1 billion annually
• Capital spending and maintenance and
environmental costs of about $5 billion to $5.5
billion annually through 2015
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Ratings Score Snapshot
Corporate Credit Rating: BBB/Stable/-Business risk: Strong
• Country risk: Very low risk
• Industry risk: Moderately high risk
• Competitive position: Strong
Financial risk: Significant
Anchor: 'bbb'
Modifiers
•
•
•
•
•
•

Diversification/Portfolio effect: Neutral (no impact)
Capital structure: Neutral (no impact)
Liquidity: Adequate (no impact)
Financial policy: Neutral (no impact)
Management and governance: Fair (no impact)
Comparable rating analysis: Neutral (no impact)

Stand-alone credit profile: 'bbb'
Group rating methodology:
• Group credit profile: 'bbb'
• Entity status within group: Parent

Related Criteria And Research
Related Criteria
• Criteria - Corporates - General: Corporate Methodology, Nov. 19, 2013
• Criteria - Corporates - General: Corporate Methodology: Ratios And Adjustments, Nov. 19, 2013
• Stand-Alone Credit Profiles: One Component Of A Rating, Oct. 1, 2010
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NEW YORK (Standard & Poor's) April 6, 2016--Standard & Poor's Ratings Services
said today it assigned its 'BBB-' issue-level rating to Exelon Corp.'s $1.8
billion of senior unsecured note issues. The corporate credit rating of 'BBB'
is unchanged. The lower rating for the unsecured notes stems from structural
subordination; the note maturities range from 2021 through 2046.
Exelon intends to use note proceeds to fund its acquisition of utility holding
company PEPCO Holdings Inc., which operates in New Jersey, Maryland, Delaware,
and Washington, D.C. The acquisition recently passed its final significant
hurdle, the approval of DC Public Service Commission. The debt issuance does
not materially change our forecast, as we had anticipated that this
combination of debt and equity would be used to finance the acquisition. With
this acquisition, more than half of Exelon's cash flows will come from
regulated activities.
For the corporate credit rating on Exelon, see the summary analysis published
April 1, 2016.
RELATED CRITERIA AND RESEARCH
Related Criteria
• Criteria - Corporates - General: Methodology And Assumptions: Liquidity
Descriptors For Global Corporate Issuers, Dec. 16, 2014
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RATINGS LIST
Exelon Corp.
Corporate Credit Rating

BBB/Stable/A-2

New Rating
Exelon Corp.
Senior Unsecured
$300 Mil. 2.45% Notes Due 2021
$750 Mil. 3.40% Notes Due 2026
$750 Mil. 4.45% Notes Due 2046

BBBBBBBBB-

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific meanings ascribed
to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.standardandpoors.com for further
information. Complete ratings information is available to subscribers of
RatingsDirect at www.globalcreditportal.com and at www.spcapitaliq.com. All
ratings affected by this rating action can be found on Standard & Poor's
public Web site at www.standardandpoors.com. Use the Ratings search box
located in the left column.
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Research Update:

Exelon Corp. And PEPCO Holdings Ratings Are
Affirmed On Acquisition Announcement
(Editor's Note: This research update, originally published April 30, 2014, is
being republished to correct an error in our published assumptions.)

Overview
• Chicago-based diversified energy company Exelon Corp. will acquire PEPCO
Holdings Inc. (PHI) in an all-cash transaction.
• We have affirmed our 'BBB' corporate credit ratings on Exelon Corp. and
its subsidiaries Commonwealth Edison Co., PECO Energy Co., and Exelon
Generation Co. LLC. Our outlook on the ratings remains stable.
• We have affirmed the 'BBB+' ratings on PHI and its transmission and
distribution (T&D) utility subsidiaries. We have also affirmed our
ratings on subsidiary Baltimore Gas & Electric Co. at 'A-'.
• On a successful close, we will use our medial volatility tables to assess
the pro forma company's financial measures because of the meaningful
increase in regulated cash flows. Before the announced acquisition, we
had used our standard volatility tables because of the preponderance of
unregulated cash flows.
(Watch the related CreditMatters TV segment titled, "Exelon’s Bid For PEPCO
Poses Credit Quality Implications," dated May 12, 2014.)

Rating Action
On April 30, 2014, Standard & Poor's Ratings Services affirmed its 'BBB'
corporate credit rating on Chicago-based diversified energy company Exelon
Corp. At the same time, we affirmed our corporate credit ratings on Exelon's
utility subsidiaries, Commonwealth Edison Co. (ComEd) and PECO Energy Co., and
its unregulated supply company, Exelon Generation Co. LLC (ExGen). Our ratings
outlook on the Exelon group of companies is stable. At the same time, we have
affirmed our ratings on Baltimore Gas & Electric Co. (BGE). Our outlook on
BGE's rating is stable.
At the same time, Standard & Poor's affirmed its 'BBB+' issuer credit ratings
on PEPCO Holdings Inc. (PHI) and its transmission and distribution (T&D)
utility subsidiaries Atlantic City Electric Co. (ACE), Delmarva Power & Light
Co. (DPL), and Potomac Electric Power Co.
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Rationale
Our rating affirmations follow Exelon's announcement that it has made a firm
offer to acquire the common stock of Pepco Holdings Inc. (PHI) in cash for
$27.25 per share, representing a 33% premium to PHI's closing price as of
March 31, 2014. This equates to a market capitalization of about $6.9 billion
and with the assumption of PHI's debt of $5.6 billion, it represents a total
enterprise value of about $12.5 billion. The transaction will require the
approval of the Federal Energy Regulatory Commission, the Dept. of Justice,
and the regulatory commissions of Maryland, New Jersey, Washington D.C.,
Delaware and Virginia.
We note that we often place our ratings of the acquiring company on
CreditWatch with negative implications to reflect unanticipated developments
and the uncertainty inherent with regulatory reviews. In this case as well, we
see the potential for concessions to ratepayers, though we cannot define their
scale or nature at this time. However, we have affirmed the ratings and stable
outlook on Exelon because we believe there is a high likelihood that we will
assign the combined company a 'BBB' corporate credit rating when we assess the
final plan. We also base our outlook affirmation on the company's demonstrated
willingness to walk away from acquisitions when concessions imperiled the
ratings of the merged entity.

The affirmations on PHI and its subsidiaries reflect our expectation that
Exelon will structure the transaction in a manner that provides credit
insulation for the subsidiaries sufficient to support ratings above the group
credit profile (GCP) of Exelon. The eventual structure will be subject to
legal review to determine adequacy of insulation.
(For a detailed summary of the stand-alone operations of Exelon Corp, see our
summary analysis dated April 3, 2014),

Business Risk
• The pro forma company will increase regulated base to nearly 50% of cash
flows and diversify cash flows across more jurisdictions.
• The acquisition positions Exelon to retain a balanced earnings mix
between its regulated and unregulated businesses as power prices recover.
• The acquisition requires a number of regulatory approvals.
• Exelon's base-load generation is low-cost and has a strong operating
track record.
• Large expected production volumes from the Marcellus and Utica shale gas
areas and changing prices at the TETCO pricing hub present a significant
downside for Exelon's large nuclear capacity (83% of total generation).
• Capacity prices have languished because of lackluster demand, growing
energy efficiency, and demand response.
• Nuclear generation exposure is substantial.
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Financial Risk
• Financial measures of the pro forma company will weaken materially
compared with the stand-alone Exelon. However, we will assess the pro
forma company using our medial volatility benchmarks because of the
significant increase in regulated cash flows in the consolidated mix.
• Backwardated EBITDA profile persists in unregulated generation.
• The cash flow profile is significantly hedged through 2015, and forward
power curves inched up in the first quarter of 2014.
• Exelon's current strong liquidity position is adequate to support the
acquisition as it finalizes final liquidity plans for the pro forma
company.

Our base assumptions are:
• We expect Exelon to finance the acquisition with 50% debt. The balance
will be funded by common equity, mandatory converts, and unregulated
asset sales.
• All regulatory approvals are received by June 2015.
• We have assumed $1 billion (net of taxes) of gross proceeds from asset
sales used for funding the acquisition. We think the assets being
considered for sale can net a value in excess of this amount.
• Mandatory converts are given 100% equity credit as per our criteria.
• We have assumed merger synergies that build up to a gross run rate of
about $135 million annually by 2018 (net $250 million over first
5-years), plus rebates/concessions of about $100 million for ratepayers.
• PHI will be ring-fenced in a manner that meets our ring-fencing criteria.
This is important to our consideration of any ratings separation between
PHI and Exelon.
• Henry Hub gas prices are between $4.15 and $4.25 through 2016; PJM West
hub power prices between $35 per megawatt-hour (MWh) and $37 per MWh in
2016; Northern Illinois hub $30 per MWh in 2014 and $31 per MWh by 2016.
• Nuclear capacity factors of between 93.3% and 93.7% through 2017 (each 1%
fleet decline results in a $45 million hit to EBITDA)
• Growth rate at utilities are consistent with management's assumptions
• Pensions/other post-employment benefits (OPEB), are based on a Dec. 31,
2013 actuarial valuation by Towers (a third-party firm)
Exelon's strategy with its proposed acquisition of PHI is premised on a
combination of benefits:
• Diversifies cash flows by increasing regulated base.
• Positions Exelon to retain a balanced earnings mix between its regulated
and unregulated businesses as power prices recover.
From a credit perspective, we view the transaction favorably. Not only is
Exelon investing incremental cash flow into lower risk investments, the
acquisition diversifies the regulated base by adding additional jurisdictions.
Also, the geographic overlap creates opportunities to realize cost savings
through better customer reliability.
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Specifically, the combination is likely to drive the following benefits:
• Increase regulated business contributions to an average of 55% and 53%
based on EBITDA and adjusted FFO basis, respectively, to pro forma
earnings over 2015 to 2017 (and about 45%, respectively, if BGE and PHI
are treated as ring-fenced equity investments). Nonutility debt and
capital spending will decline to an average of 30% and 35%, respectively.
We note that Exelon's current business mix is 60% to 62% unregulated.
• Partially financing the acquisition with unregulated asset sales supports
the shift in business mix by redeploying unregulated capital into
regulated growth.
• The combination will create a large Mid-Atlantic utility franchise with a
rate base of nearly $32 billion by 2016, of which $6 billion will be
transmission-related.
• However, on a successful closing, adjusted FFO to debt ratios will
decline materially.
Our ratings affirmation factors in the following considerations:
• Because of the meaningful increase in regulated cash flow that now
constitute about 50% of overall cash flow, we will employ the medial
volatility table in our credit assessment (we currently use the standard
volatility table, which has more rigorous financial ratio hurdles).
• Exelon will still compare unfavorably with its peers because it will have
a higher percentage of merchant power-based cash flows relative to other
diversified utility peers and will also rely on upstream dividends from
ring-fenced utilities.
• Despite the thrust toward regulated activities, Exelon's credit profile
will continue to be influenced by its unregulated supply business because
of the relative "high beta" of its cash flows to natural gas prices.
• Adjusted FFO to debt ratios would decline meaningfully due to the new
acquisition debt. In our analysis, we forecast FFO to debt in the 21.0%
to 24% area over the 2015-2017 time frame. However, these ratios still
map to the "significant" financial risk category on the medial volatility
tables.
• We view favorably the fact that estimated utility cash flows will be able
to support dividends and ExGen is not expected to have external financing
needs through 2017 (although current Exelon Corp. level debt could be
refinanced at the ExGen level when it matures).
Because of the price-taking nature of its generation plants, unregulated
affiliate ExGen's is substantially influenced by natural gas pricing, which
still determines electricity pricing in most U.S. regions. Given uncertain
unregulated markets, Exelon's focus has shifted into growing the regulated
businesses. In June 2013, Exelon cancelled the LaSalle and Limerick nuclear
extended power uprates and instead shifted capital into growth and maintenance
capital at the utilities. In November 2013, the company announced plans to
invest $15 billion in the regulated platform over five years. These
investments now constitute about 55% of the overall capital in the five-year
plan.
We view Exelon's business strategy as an important determinant of the
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company's current "strong" business risk 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: cost and productivity enhancements that include strategies
like divestments and asset retirements; enlarging alternative energy
investments through renewables development projects (mostly wind and solar);
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 extensively in transmission-related infrastructure. Exelon has
indicated that its core strategy does not preclude acquisitions, especially in
those that could offset the business risk profile of its wholesale generation
business and reduce the company's exposure to natural gas.

Under our base case, the consolidated ratio of adjusted FFO to total debt
falls to about 21% in 2015, then improves to about 24% by 2016. Importantly,
free operating cash flow to debt remains mostly positive throughout the
2015-2017 period, although discretionary cash flow (after dividends) becomes
meaningfully negative in 2015. Debt to EBITDA increases to 3.6x in 2015. These
ratios are appropriate for Standard & Poor's 'BBB' guideposts for a
"significant" financial risk profile on the medial volatility table. That
said, we believe there are risks that cash flow may eventually end up less
than expected because merger synergies/savings take longer to accrue, power
prices trend lower than expected due to higher natural gas production from
shale plays, or because coal plant retirements are delayed.
Also, because we give credit for nuclear fuel amortization in adjusted FFO, we
expect subsidiary ExGen to remain operating cash flow positive (i.e., after
capital expenditures that include nuclear fuel costs). Through the forecast
period, ExGen remains cash flow positive after accounting for capital
expenditures.
Moreover, on a stand-alone basis, the utilities' dividends can fund a
significant portion of the external dividend (we estimate that utility
dividends provide between 80%-90% of external dividend in 2015-2017). On a pro
forma basis, assuming Exelon's utility target of 70% payout ratios, the
utility contributions would be able to cover the entire external dividend.
However, we expect ExGen to continue to contribute to the external dividend,
but the company will no longer support the majority as it did before the
dividend cut.

Liquidity
The short-term rating on Exelon and affiliates is 'A-2'. Standard & Poor's
views liquidity across the Exelon group of companies as "strong" in light of
the debt maturities we expect and available credit facilities. Exelon has
sufficient alternative sources of liquidity to cover current liquidity needs,
including ongoing capital requirements, moderate capital spending, and
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upcoming debt maturities. Ironically, declining power prices are favorable
from a liquidity perspective because cash is being posted to ExGen on its
forward hedges. The next large maturity is in 2015 for Exelon ($800 mill.).
As of Dec 31, 2013, Exelon, ExGen, ComEd, PECO, and BGE had revolving credit
facilities of $500 million, $5.3 billion, $1 billion, $600 million, and $600
million, respectively. These facilities expire in August 2018 (except comEd,
which expires in March 2019). ExGen has an additional $400 million bilateral
through January 2015. The facilities were largely available as of Dec. 31,
2013, except for $184 million and $135 million of commercial paper outstanding
at ComEd and BGE, respectively.
Exelon has a $7.2 billion bridge facility to provide flexibility for timing of
permanent financing related to the acquisition of PHI. We expect 50% of the
acquisition funds to be financed by debt and expect this financing to be at
the Exelon Corp level. We also expect Exelon to maintain balanced funding
across the maturity spectrum (i.e., three to 30-year tenors). Further, we
expect the equity component to be funded through a mix of common equity and
mandatory units, and through $1 billion in unregulated asset sales.
There are no change-of-control provisions in PHI's or its subsidiaries public
debt. We have assumed that change-in-control provisions in the bank facilities
of PHI are resolved without issues by closing (either through waivers or
refinancing). Eventually, management expects to be able to reduce or resize
PHI's liquidity and support through Exelon Corp.'s facility.

Principal Liquidity Sources
• Assumed 2014 FFO of about $5.75 billion to $6 billion
• Available revolving credit facility
• $7.2 billion acquisition bridge loan that will be replaced by permanent
financing.

Principal Liquidity Uses
•
•
•
•

$6.9 billion of cash payment for acquiring all of PHI's shares..
Working capital
Dividend payments of about $1 billion annually
Capital spending and maintenance and environmental costs of about $5
billion to $5.5 billion, annually through 2015

Outlook
Because regulatory processes in merger approvals can take time, we provide
below outlooks for the ratings, both on a stand-alone and on a pro forma
company basis.
The outlook on the ratings is stable. That said, Standard & Poor's believes
that higher natural gas production from shale natural gas plays and a delay in
environmental rules related to plant retirements can significantly hurt the
company's financial performance. We believe these headwinds have increased and
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Exelon faces a potential earnings decline from 2014. Should the commodity
pricing environment weaken, the company may have to address its declining
earnings profile with a commensurate reduction in capital spending and debt.
On a stand-alone basis, we expect Exelon and ExGen to maintain consolidated
funds from operations (FFO) to debt of at least 23% and 27%, respectively, to
maintain current ratings. If the merger successfully closes, we expect the pro
forma company to maintain adjusted FFO to debt in a band of about 21% to 23%
and debt to EBITDA at around 3.4x to 3.5x.

Downside scenario
On a stand-alone basis, we could lower Exelon's ratings if adjusted FFO to
debt declines below 22%. This could happen if Exelon has increasing
competition in its markets in Pennsylvania and Illinois, which would threaten
customer retention in its retail business. Gross margins could also come under
pressure by a further decline in power prices brought about by declining
natural gas prices, or lower market heat rates due to increasing energy
efficiency.
Downside for the pro forma company could arise not only from a decline in
commodity prices that could affect Exelon's cash flows, but also from a
prolonged regulatory approval process that eventually results in substantially
higher rebates and concessions to consummate the deal. We could lower the pro
forma company's ratings if its adjusted FFO to debt ratios decline below 18%
to 19%.

Upside scenario
An upgrade for Exelon stand-alone--currently not under consideration--could
result if natural gas prices stabilize and power prices respond favorably to
coal plant retirements, resulting in an improvement in consolidated FFO to
debt levels of more than 28% on a sustained basis. This could stem from an
improved economy and higher electricity prices, as well as from a robust
increase in the rate base of Exelon's regulated utility subsidiaries. The pro
forma company would need adjusted FFO to debt levels over 24% and debt to
EBITDA below 3.2x to be considered for an upgrade. We think this is possible
but unlikely before 2016.

Related Criteria And Research
Related Criteria
• Methodology And Assumptions: Liquidity Descriptors For Global Corporate
Issuers, Jan. 2, 2014
• Criteria - Corporates - General: Corporate Methodology, Nov. 19, 2013
• Criteria - Corporates - General: Corporate Methodology: Ratios And
Adjustments, Nov. 19, 2013
• General Criteria: Country Risk Assessment Methodology And Assumptions,
Nov. 19, 2013
• Criteria - Corporates - Utilities: Key Credit Factors For The Regulated
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Ratings List
Ratings Affirmed
Ratings Affirmed
Exelon Corp.
PECO Energy Co.
Exelon Generation Co. LLC
Commonwealth Edison Co.
Corporate Credit Rating

BBB/Stable/A-2

Exelon Corp.
Senior Unsecured
Commercial Paper

BBBA-2

Commonwealth Edison Co.
Senior Secured
Recovery Rating
Senior Unsecured
Preferred Stock
Commercial Paper

A1+
BBB
BB+
A-2

Exelon Generation Co. LLC
Senior Unsecured
Commercial Paper

BBB
A-2

PECO Energy Co.
Senior Secured
Recovery Rating
Preferred Stock
Commercial Paper

A1+
BB+
A-2

Baltimore Gas & Electric Co.
Corporate Credit Rating
Senior Unsecured
Preference Stock

A-/Stable/A-2
ABBB
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Commercial Paper

A-2

PEPCO Holdings Inc.
Corporate Credit Rating
Senior Unsecured
Commercial Paper

BBB+/Stable/A-2
BBB
A-2

Potomac Electric Power Co.
Corporate Credit Rating
Senior Secured
Recovery Rating
Commercial Paper

BBB+/Stable/A-2
A
1+
A-2

Delmarva Power & Light Co.
Corporate Credit Rating
Senior Secured
Recovery Rating
Senior Unsecured
Commercial Paper

BBB+/Stable/A-2
A
1+
BBB+
A-2

Atlantic City Electric Co.
Corporate Credit Rating
Senior Secured
Recovery Rating
Senior Unsecured
Commercial Paper

BBB+/Stable/A-2
A
1+
BBB+
A-2

Complete ratings information is available to subscribers of RatingsDirect at
www.globalcreditportal.com and at www.spcapitaliq.com. All ratings affected by
this rating action can be found on Standard & Poor's public Web site at
www.standardandpoors.com. Use the Ratings search box located in the left
column.
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Summary:

PECO Energy Co.
Business Risk: EXCELLENT

a+
Vulnerable

CORPORATE CREDIT RATING

a+

Excellent

bbb

BBB/Stable/A-2

Financial Risk: INTERMEDIATE
Highly leveraged

Minimal
Anchor

Modifiers

Group/Gov't

Rationale
Business Risk: Excellent

Financial Risk: Intermediate

• Operations under a generally constructive
regulatory framework and effective handling of
regulatory risk
• Low operating risk electric and gas transmission
and distribution operations
• Large customer base with no geographic diversity

• Robust credit protection measures support an
"intermediate" financial risk profile
• Planned capital spending remains high leading to
negative discretionary cash flow

Anchor Determination
Based on our "excellent" business risk and "intermediate" financial risk profile assessments, there are two potential
anchor outcomes ('a+' or 'a'). Our choice of an 'a+' anchor reflects our view that the business risk profile of PECO
Energy Co. is at the upper end of the "excellent" category, accounting for the company's large service territory,
constructive regulatory environment, and effective handling of regulatory risk.
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Outlook: Stable
The rating outlook on PECO Energy reflects our rating outlook on its parent, Exelon Corp. The outlook on Exelon
accounts for the company's plans to merge with PEPCO Holdings Inc. The outlook on the ratings is stable.
However, Standard & Poor's believes that higher natural gas production from shale natural gas plays and a delay
in environmental rules related to plant retirements can significantly hurt the company's financial performance. We
believe these headwinds have increased and Exelon faces a potential earnings decline from 2014. Should the
commodity pricing environment weaken, the company might have to address its declining earnings profile with a
commensurate reduction in capital spending and debt. On a stand-alone basis, we expect Exelon and Exelon
Generation Co. LLC (ExGen) to maintain consolidated funds from operations (FFO) to debt of at least 23% and
27%, respectively, to maintain current ratings. If the merger successfully closes, we expect the pro forma company
to maintain adjusted FFO to debt in a band of about 21% to 23% and debt to EBITDA of about 3.4x to 3.5x.

Downside scenario
On a stand-alone basis, we could lower Exelon's ratings if adjusted FFO to debt declines below 22%. This could
happen if Exelon has increasing competition in its Pennsylvania and Illinois markets, which would threaten
customer retention in its retail business. Gross margins could also come under pressure by a further decline in
power prices brought about by declining natural gas prices, or lower market heat rates due to increasing energy
efficiency.
Downside for the pro forma company could arise not only from a decline in commodity prices that could affect
Exelon's cash flows, but also from a prolonged regulatory approval process that eventually results in substantially
higher rebates and concessions to consummate the deal. We could lower the pro forma company's ratings if its
adjusted FFO-to-debt ratios decline below 18% to 19%.

Upside scenario
An upgrade for Exelon's stand-alone ratings--currently not under consideration--could result if natural gas prices
stabilize and power prices respond favorably to coal plant retirements, resulting in an improvement in
consolidated FFO-to-debt levels of more than 28% on a sustained basis. This could stem from an improved
economy and higher electricity prices, as well as from a robust increase in the rate base of Exelon's regulated
utility subsidiaries. For Standard & Poor's to consider an upgrade, the pro forma company would need adjusted
FFO-to-debt levels over 24% and debt to EBITDA below 3.2x. We think this is possible but unlikely before 2016.

Standard & Poor's Base-Case Scenario
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Assumptions

Key Metrics

• Gross margins grow in the low-single digits
• Capital spending of $600 million to $625 million
annually

Under our base case scenario, we expect that PECO
Energy's financial risk profile will remain consistently
toward the upper end of the "intermediate" category.

Business Risk: Excellent
We assess PECO Energy's business risk profile as "excellent", accounting for regulated electric and gas transmission
and distribution operations, which have low operating risk and benefit from a generally constructive regulatory
framework. PECO Energy benefits from the utilization of projected test years in rate cases and an automatic
adjustment clause for project-specific distribution system improvements. About 34% of PECO Energy's electric
customers representing 68% of 2013 sales have elected to shop for electricity with alternative suppliers, while only
13% of gas customers representing 19% of sales have elected to shop. Nevertheless, PECO Energy's electric and gas
operations have no commodity exposure and the company is not affected by fuel cost over- and under-recoveries.

Financial Risk: Intermediate
We view PECO Energy's financial risk profile as being in the "intermediate" category using the low volatility financial
ratio benchmarks, reflecting our base case scenario that the company will maintain credit protection measures that
remain consistently at the upper end of the category. For the year ended Dec. 31, 2013, FFO to debt was 26.9% and
debt to EBITDA was 2.7x, although we expect both measures to weaken somewhat over time, while still supporting an
"intermediate" financial risk profile assessment.

Liquidity: Strong
We view PECO Energy's liquidity on a consolidated basis with that of parent Exelon Corp., given PECO Energy's
group status as a core subsidiary.
The short-term rating on Exelon and affiliates is 'A-2'. Standard & Poor's views liquidity across the Exelon group of
companies as "strong" in light of the debt maturities we expect and available credit facilities. Exelon has sufficient
alternative liquidity sources to cover current liquidity needs, including ongoing capital requirements, moderate capital
spending, and upcoming debt maturities. Ironically, declining power prices are favorable from a liquidity perspective
because cash is being posted to ExGen on its forward hedges. The next large maturity is in 2015 for Exelon ($800
million).
As of Dec 31, 2013, Exelon, ExGen, Commonwealth Edison Co. (ComEd), PECO Energy Co., and Baltimore Gas &
Electric Co. (BG&E) had revolving credit facilities of $500 million, $5.3 billion, $1 billion, $600 million, and $600
million, respectively. These facilities expire in August 2018 (except ComEd, which expires in March 2019). ExGen has
an additional $400 million bilateral through January 2015. The facilities were largely available as of Dec. 31, 2013,
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except for $184 million and $135 million of commercial paper outstanding at ComEd and BGE, respectively.
Exelon has a $7.2 billion bridge facility to provide flexibility for timing of permanent financing related to the acquisition
of PHI. We expect 50% of the acquisition funds to be financed by debt and expect this financing to be at the Exelon
Corp. level. We also expect Exelon to maintain balanced funding across the maturity spectrum (i.e., three to 30-year
tenors). Furthermore, we expect the equity component to be funded through a mix of common equity and mandatory
units, and through $1 billion in unregulated asset sales.
There are no change-of-control provisions in PHI's or its subsidiaries' public debt. We have assumed that
change-in-control provisions in the bank facilities of PHI are resolved without issues by closing (either through waivers
or refinancing). Eventually, management expects to be able to reduce or resize PHI's liquidity and support through
Exelon Corp.'s facility.
Principal Liquidity Sources

Principal Liquidity Uses

• Assumed 2014 FFO of about $5.75 billion to $6
billion
• Available revolving credit facility
• $7.2 billion acquisition bridge loan that will be
replaced by permanent financing

• Cash payment of $6.9 billion for acquiring all of
PHI's shares.
• Working capital
• Dividend payments of about $1 billion annually
• Capital spending and maintenance and
environmental costs of about $5 billion to $5.5
billion, annually through 2015

Other Modifiers
Our assessment of the modifiers does not affect the anchor score.

Group Influence
Under our group rating methodology, we consider PECO Energy to be a core subsidiary of Exelon reflecting our view
that PECO Energy is highly unlikely to be sold and has a strong long-term commitment from senior management.
There are no meaningful insulation measures in place that protect PECO Energy from its parent and therefore, we
align the issuer credit rating on PECO Energy with that of parent Exelon at 'BBB'.

Ratings Score Snapshot
Corporate Credit Rating
BBB/Stable/A-2

Business risk: Excellent

• Country risk: Very low
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• Industry risk: Very low
• Competitive position: Strong
Financial risk: Intermediate

• Cash flow/Leverage: Intermediate
Anchor: a+
Modifiers

• Diversification/Portfolio effect: Neutral (no impact)
• Capital structure: Neutral (no impact)
• Liquidity: Strong (no impact)
• Financial policy: Neutral (no impact)
• Management and governance: Strong (no impact)
• Comparable rating analysis: Neutral (no impact)
Stand-alone credit profile : a+

• Group credit profile: bbb
• Entity status within group: Core (-4 notches from SACP)

Recovery Analysis
• We assign recovery ratings to first-mortgage bonds (FMBs) issued by U.S. utilities, which can result in issue ratings
being notched above a corporate credit rating on a utility depending on the rating category and the extent of the
collateral coverage. The FMBs issued by U.S. utilities are a form of "secured utility bond" (SUB) that qualify for a
recovery rating as defined in our criteria (see "Collateral Coverage and Issue Notching Rules for ‘1+’ and ‘1’
Recovery Ratings on Senior Bonds Secured by Utility Real Property", published Feb. 14, 2013).
• The recovery methodology is supported by the ample historical record of 100% recovery for secured bondholders in
utility bankruptcies in the U.S. and our view that the factors that enhanced those recoveries (limited size of the
creditor class and the durable value of utility rate-based assets during and after a reorganization given the essential
service provided and the high replacement cost) will persist in the future.
• Under our SUB criteria, we calculate a ratio of our estimate of the value of the collateral pledged to bondholders
relative to the amount of FMBs outstanding. FMB ratings can exceed a corporate credit rating on a utility by up to
one notch in the 'A' category, two notches in the 'BBB' category, and three notches in speculative-grade categories
depending on the calculated ratio.
• FMBs at PECO Energy benefit from a first-priority lien on substantially all of the utility's real property owned or
subsequently acquired. Collateral coverage of more than 1.5x supports a recovery rating of '1+' and an issue rating
two notches above the corporate credit rating.

Related Criteria And Research
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Related Criteria
• Criteria - Corporates - General: Methodology And Assumptions: Liquidity Descriptors For Global Corporate Issuers,
Jan. 2, 2014
• Criteria - Corporates - General: Corporate Methodology, Nov. 19, 2013
• Criteria - Corporates - General: Corporate Methodology: Ratios And Adjustments, Nov. 19, 2013
• General Criteria: Methodology: Industry Risk, Nov. 19, 2013
• Criteria - Corporates - Utilities: Key Credit Factors For The Regulated Utilities Industry, Nov. 19, 2013
• Criteria - Corporates - Utilities: Collateral Coverage And Issue Notching Rules For ‘1+’ And ‘1’ Recovery Ratings On
Senior Bonds Secured By Utility Real Property, Feb. 14, 2013
• Criteria - Corporates - General: Methodology: Business Risk/Financial Risk Matrix Expanded, Sept. 18, 2012
• General Criteria: Methodology: Management And Governance Credit Factors For Corporate Entities And Insurers,
Nov. 13, 2012
• Criteria - Corporates - Utilities: Notching Of U.S. Investment-Grade Investor-Owned Utility Unsecured Debt Now
Better Reflects Anticipated Absolute Recovery, Nov. 10, 2008
• Criteria - Corporates - General: 2008 Corporate Criteria: Rating Each Issue, April 15, 2008
Business And Financial Risk Matrix
Financial Risk Profile
Business Risk Profile

Minimal

Modest

Intermediate

Excellent

aaa/aa+

aa

a+/a

aa/aa-

a+/a

a-/bbb+

a/a-

bbb+

bbb/bbb-

bbb/bbb-

bbb-

Weak

bb+

Vulnerable

bb-

Strong
Satisfactory
Fair

Aggressive

Highly leveraged

a-

bbb

bbb-/bb+

bbb

bb+

bb

bbb-/bb+

bb

b+

bb+

bb

bb-

b

bb+

bb

bb-

b+

b/b-

bb-

bb-/b+

b+

b

b-
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Exelon Corp. $4.2 Billion Senior Unsecured Notes
Rated 'BBB-'
Primary Credit Analyst:
Michael T Ferguson, CFA, CPA, New York (1) 212-438-7670;
michael.ferguson@standardandpoors.com
Secondary Contact:
Aneesh Prabhu, CFA, FRM, New York (1) 212-438-1285; aneesh.prabhu@standardandpoors.com

NEW YORK (Standard & Poor's) June 10, 2015--Standard & Poor's Ratings Services
said today it assigned its 'BBB-' issue-level rating to Exelon Corp.'s $4.2
billion of senior unsecured note issues. The corporate credit rating of 'BBB'
is unchanged. The lower rating for the unsecured notes stems from structural
subordination; the note maturities range from 2017 through 2045.
Exelon intends to use note proceeds to fund its upcoming acquisition of
utility holding company PEPCO Holdings Inc., which operates in New Jersey,
Maryland, Delaware, and Washington, D.C., as well as to fund the refinancing
of upcoming maturities and for general corporate purposes. The acquisition
still faces certain hurdles before it can be officially consummated, but we
believe it will be finalized during 2015.
RELATED CRITERIA AND RESEARCH
• Methodology And Assumptions: Liquidity Descriptors For Global Corporate
Issuers, Dec. 16, 2014
• Key Credit Factors For The Unregulated Power And Gas Industry, March 28,
2014
• Key Credit Factors For The Regulated Utilities Industry, Nov. 19, 2013
• Corporate Methodology, Nov. 19, 2013
• Corporate Methodology: Ratios And Adjustments, Nov. 19, 2013
• Group Rating Methodology, Nov. 19, 2013
• Management And Governance Credit Factors For Corporate Entities And
Insurers, Nov. 13, 2012
• 2008 Corporate Criteria: Rating Each Issue, April 15, 2008
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Exelon Corp. $4.2 Billion Senior Unsecured Notes Rated 'BBB-'
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RATINGS LIST
Exelon Corp.
Corporate Credit Rating

BBB/Stable/--

New Ratings
Exelon Corp.
$550 mil sr unsecd notes due 2017
$900 mil unsecured notes due 2020
$1.25 bil unsecured notes due 2025
$500 mil unsecured notes due 2035
$1.0 bil unsecured notes due 2045

BBBBBBBBBBBBBBB-

Complete ratings information is available to subscribers of RatingsDirect at
www.globalcreditportal.com and at www.spcapitaliq.com. All ratings affected by
this rating action can be found on Standard & Poor's public Web site at
www.standardandpoors.com. Use the Ratings search box located in the left
column.
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Exelon Corp.
(Editor's Note: This summary analysis, originally published Sept. 22, 2014, is being republished to correct an error in our
published assumptions. Subsequently, we revised the financial metrics for the year ended Dec. 31, 2014, in the Key Metrics table.)

Business Risk: STRONG
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Business Risk: Strong

Financial Risk: Significant

• Lower risk rate-regulated utility operations currently
represent about 50% of consolidated business, but
would increase somewhat with the closing of the
proposed PEPCO Holdings Inc. acquisition.
• Low-cost base-load generation has a strong
operating track record, though it remains subject to
energy margin variability.
• Large production volumes from the Marcellus and
Utica shale gas regions and changing prices at the
TETCO pricing hub carry significant downside
potential for a generation portfolio that is largely
nuclear (83% of total generation).
• A mild summer, declining market heat rates and gas
basis differentials have weakened the economics of
the company's generation plants despite an
improving power outlook through much of 2014.
• Capacity prices could continue to languish because
of lackluster electric demand, growing energy
efficiency, and increased penetration of demand
response initiatives.
• Exelon still operates a large nuclear fleet; though
there have been operational issues with certain units
in the past, this positions the company well as
carbon regulation and capacity performance
incentives loom.

• The backward-dated EBITDA profile persists,
although the curve is not as steep as it is for certain
competitors.
• Cash flow is significantly hedged through 2015 and
2016 increasingly as hedges are regularly added;
even 2017 is hedged in excess of 30%.
• The company's liquidity position remains strong,
especially since it has the ability to defer capital
spending needs.
• Dividend policy is relatively somewhat aggressive,
but this is supported by a steady stream of dividends
from utility subsidiaries.
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Outlook: Stable
Because regulatory processes in merger approvals can take time, we provide outlooks for the ratings on both a
stand-alone and pro forma basis.
The rating outlook on Exelon Corp. is stable. However, Standard & Poor's believes that higher-than-expected
natural gas production from shale production regions and a delay in environmental rules related to plant
retirements could significantly weaken the company's financial performance. Should the commodity pricing
environment weaken even more, the company might have to address a decline in its earnings profile with a
commensurate reduction in capital spending and debt. Without the Pepco Holdings Inc. (PHI) acquisition, we
expect Exelon and Exelon Generation Co. LLC, respectively, to maintain consolidated funds from operations (FFO)
to debt of at least 22% and 27%, respectively, which are the minimum levels to maintain current ratings. If the PHI
transaction closes, we expect the pro forma company to maintain adjusted FFO to debt within a band of about
21% to 23% and debt to EBITDA to increase to about 3.4x to 3.5x on an adjusted basis.

Downside scenario
We could lower our ratings on Exelon in the absence of the PHI acquisition if adjusted FFO to debt declined below
22% for the consolidated enterprise. This could happen if Exelon were to face increasing competition in its markets
in Pennsylvania and Illinois, which would threaten customer retention in its crucial retail business. Gross margins
could also come under pressure if power prices decline further because of declining natural gas prices or lower
market heat rates caused by a secular drop in demand related to increasing energy efficiency.
Negative ratings momentum for the company post-acquisition could occur due to a decline in commodity prices
that would affect Exelon's cash flows, as well as from a prolonged regulatory approval process that eventually
resulted in substantially higher rebates and concessions required to consummate the transaction. We could lower
the company's ratings post-acquisition if the adjusted FFO to debt ratios declined below 18% consistently.

Upside scenario
An upgrade for Exelon pre-acquisition, which we presently consider unlikely, could occur if natural gas prices
stabilized, or if power prices responded favorably to coal plant retirements, resulting in an improvement in
consolidated FFO to debt levels of exceeded 28% on a sustained basis. This could stem from an improved
economy in the region and higher electricity prices, as well as from a robust increase in the rate base of Exelon's
regulated utility subsidiaries. We could consider an upgrade on the company post-acquisition if adjusted FFO to
debt levels were stronger than 24% and debt to EBITDA was below 3.2x; however, we think this is unlikely before
2016, and may depend on a more exhaustive hedging profile beyond that period.

Standard & Poor's Base-Case Scenario
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Assumptions
• All regulatory approvals for the PHI acquisition are
received by June 2015.
• The purchase is funded by cash earned from
approximately $1 billion of asset sales completed in
2014.
• Mandatory converts are given 100% equity credit
per our criteria.
• We have assumed merger synergies that build up to
a gross run rate of about $135 million annually by
2018 (net $250 million over the initial five years),
plus rebates and concessions of about $100 million
for ratepayers.
• PHI will be ring-fenced in a manner that meets our
criteria. This is important to our consideration of any
ratings separation between PHI and Exelon.

Key Metrics
2014A
FFO/debt (%)

2015E

2016E

25.4% 26%-28%% 27%-29%

Debt/EBITDA (x)

3.1x

3.0x-3.4x

3.0x-3.4x

EBITDA Interest Coverage (x)

5.1x

5.0x-5.5x

5.2x-5.7x

A--Actual. FFO--Funds from operations. E--Estimate.
Note: We will list only our expectations for Exelon
Corp.'s stand-alone operations until the merger closes.

Assumptions for Exelon's current stand-alone
operations include the following:
• Henry Hub gas prices are between $3.50 per mmbtu
and $3.75 per mmbtu through 2016; PJM West hub
power prices range between $32 and $36 per
megawatt per hour (MWh) in 2016; and Northern
Illinois hub hover around $31 per MWh through
2016.
• Nuclear capacity factors perform consistently about
94% through 2017 (each 1% fleet decline results in a
$45 million hit to EBITDA).
• Growth rates at the utilities are consistent with
management's assumptions.
• Dividend policy remains in line with industry
standards.
• Only current hedges are assumed.
• ERCOT spark spreads remain depressed, at about
$6.25 per MWh during 2015, but rebound somewhat
afterwards.
• Total ExGen generation of about 190 gigawatts per
hour in 2015, ticking up only modestly in subsequent
years.
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Business Risk: Strong
Standard & Poor's current rating on diversified energy company Exelon reflects our view of the company's
consolidated business risk profile, which we view as "strong," combining the higher-risk operations of unregulated
supply affiliate ExGen with the "excellent" business risk profiles of its rate-regulated transmission and distribution
utilities Commonwealth Edison Co. (ComEd), PECO Energy Co., and Baltimore Gas & Electric Co. (BGE). Because of
ring-fencing, we deconsolidate BGE's financial profile from Exelon and analyze it solely as an equity investment,
incorporating the utility's distributions to the parent as BGE's only contributions to the parent's credit quality and
financial profile.
As of Dec. 31, 2014, Exelon had about $21.8 billion of reported on-balance-sheet debt, including nonrecourse debt. We
also impute a significant amount of debt onto Exelon's balance sheet. This consists mostly of about $3.3 billion related
to pensions and other postemployment benefits, about $240 million to accrued interest, and about $1.4 billion to
power purchase agreements.
Regulated utilities currently contribute about 50% of Exelon's consolidated current cash flow. PECO's business risk
profile is "excellent" under our criteria, reflecting monopolistic, rate-regulated utility transmission and distribution
operations. PECO serves about 1.6 million electric customers and 506,000 natural gas customers in southeastern
Pennsylvania, including Philadelphia. The Pennsylvania Public Utility Commission regulates the company's electric
and gas distribution rates, and the Federal Energy Regulatory Commission (FERC) regulates transmission rates.
Similarly, ComEd's business risk profile is "excellent," reflecting the same monopolistic, rate-regulated utility
transmission and distribution operational profile. ComEd serves about 3.8 million customers in northern Illinois,
including the city of Chicago. The company's distribution rates are regulated by the Illinois Commerce Commission
(ICC), while transmission rates, which comprise nearly a quarter of the company's rate base, are regulated by the
FERC. BGE serves about 1.2 million electric and 650,000 gas customers in Central Maryland, including the City of
Baltimore. The regulatory framework under which BGE operates can be challenging and unpredictable but has been
improving somewhat. The company's electric distribution business operates under a revenue decoupling framework
that eliminates per customer usage variability and provides revenue stability, but places the burden on BG&E to
effectively manage costs in order to preserve net margins. It is regulated by the Maryland Public Service Commission.
We expect ExGen's unregulated operations to constitute nearly 50% of the consolidated enterprise in terms of cash
flow and capital spending during 2015. ExGen generates a significant portion of earnings from its retail operations.
Through retail and wholesale channels, ExGen now provides about 150 to 165 terawatt-hours, or nearly 5% of total
U.S. power demand, and enjoys regional diversity. The company's generation units are well positioned to grow where
capacity available for competitive supply has room to grow. We expect these incremental revenue streams to make
the consolidated Exelon somewhat more resilient to commodity prices. In most locations, ExGen has adequate
intermediate and peaking capacity for managing load-shaping (matching resources with energy needs) risks. However,
we believe the company will still need to buy and sell generation in the market to manage its portfolio needs, which
exposes it to considerable commodity risk. Moreover, ExGen has a significant open position in the Midwest to
merchant markets, and a somewhat tighter position in Texas and New England, where it has some risk of finding itself
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short when loads are high and when power prices are relatively high, in our opinion.
ExGen's cash flow is rather sensitive to commodity prices because roughly 83% of the business's generation is nuclear;
unlike gas-fired assets, which have a lower cost structure if gas prices drag power prices down, a nuclear fleet faces
winnowing margins based on lower market heat rates. Given that base-load generation is price-taking by nature, we
expect ExGen's adjusted FFO to debt to remain volatile relative to peers. For instance, with all else being equal, we
estimate gross margins in 2017 will be lower by about about $300 million for every $5 per MWh (round-the-clock)
decline in power prices, about $650 million for every $1 per MMBTU decline in natural gas prices. Nearer term figures
are not quite as volatile due to more thorough hedging and better visibility into pricing.
We view ExGen's ratable hedging strategy favorably because it ensures that a high percentage of the company's
near-term generation remains locked-in. Hedging not only protects unregulated generation cash flows from steep price
declines, but also provides the company time to adjust its cost structure or its capital structure if prices remain
depressed. For instance, as forward prices and market heat rates rose throughout 2014, Exelon hedged aggressively
and reduced its commodity exposure by moving its hedging from the lower end to the higher end of its ratable hedging
targets for 2015 and 2016, and even 2017 to a lesser extent.
Current hedges demonstrate the significant value of Exelon's hedging program. Even though 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 demonstrates the limit to which Exelon can hedge -price-taking plants can hedge, but only at the prices the market will bear. Also, the merchant generation margins at
ExGen could face a decline as high-priced hedges expire, which is evident in the drop in wholesale hedged gross
margins. Still, forward prices do show a modest contango (i.e., future prices are above expected future spot prices) as
reflected in the increase in ExGen's open EBITDA from higher natural gas forward prices compared with year-end
2013. In addition, although retail competition has increased, and ExGen has lowered its growth estimates, we believe
retail contributions can mitigate the wholesale decline, given the potential for cost savings, volumes gained from the
Constellation merger, and acquisitions.
Excluding the PHI merger, ExGen's contribution to Exelon's cash flow declines somewhat under our projected base
case because of the decline in unregulated cash flow when commodity prices fall. However, despite lower power
prices, we view the business risk profile of Exelon Corp. as "strong." We expect financial measures to remain flat or to
decline modestly during 2015. However, the corporate credit ratings reflect our expectation that 2014 and 2015 will be
the trough years, and that metrics could improve in 2016 or 2017. Based on the present forward-price curve, cash flow
measures are adequate for the rated level in these years, especially after parent Exelon announced significantly
reduced dividend payouts and ExGen deferred or eliminated some planned capital spending. Still, despite the
improvement in free operating cash flow resulting from the decline in future gross margins, we view Exelon's cash flow
adequacy ratio as having "significant" financial risk.
We view Exelon's management strategy as an important determinant of the company's current "strong" business risk
assessment. 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 have positioned it well to take advantage of certain long-term, secular
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trends, such as environmental regulation and the push for capacity performance, which are likely to influence
unregulated power markets in coming years. 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 extensively in transmission-related
infrastructure. Given uncertain unregulated markets, management's focus has shifted into growing the regulated
businesses.

Financial Risk: Significant
Exelon's dividend payout is currently in line with peers (about 55% to 60%). However, capital spending requirements
remain significant between 2015 and 2016 at about $3.5 billion, collectively, for the regulated companies and almost
$4 billion for ExGen. Although utility capital spending tends to be funded through rate base additions, unregulated
generation must recover the funding of its own capital requirements through capacity market prices (and energy
margins, in Texas). Importantly, because of announced cuts, consolidated cash flow from operations will largely cover
capital spending and dividends, resulting in only modest external financing needs. Still, incrementally lower gas prices
would hurt ExGen's debt protection measures more than increases in debt financing or in operating and maintenance
costs, through 2015.
On a stand-alone basis, under our consolidated base case (we assume lower gas prices and market heat rates that
result in power prices roughly 10% lower than the current forward contracts), we expect Exelon's consolidated FFO to
total debt to hover around 25% to 28% through 2015. Importantly, we expect to see negative discretionary cash flow
(i.e., net of dividends) improve meaningfully. The FFO to total debt ratio is consistent with Standard & Poor's 'BBB'
rating guideposts for a financial risk profile we assess as "significant," especially since a meaningful amount of capital
spending is discretionary.
At ExGen, we expect free operating cash flow to debt to remain positive even in 2015 when we expect financial
measures to trough. Because of the decline in commodity prices, we expect ExGen's FFO-to-debt ratio to remain
about 33% in 2015. Although the company's cash flows are relatively more volatile compared with peers because of
the larger base-load generation, the low variable cost (and highly depreciated nature) of its nuclear plants means that
natural gas prices must decline and stay below $2.75 per Mcf before its FFO to debt falls below 20%, a level well below
the current price of about $3.50.
If the PHI acquisition is successful, under our base case we expect the consolidated ratio of adjusted FFO to total debt
to fall to about 21% in 2015, then improve to about 24% by 2016. Importantly, we expect free operating cash flow to
debt to remain mostly positive throughout 2015-2017, although discretionary cash flow becomes meaningfully
negative in 2015. Debt to EBITDA increases to 3.6x in 2015. These ratios are appropriate for Standard & Poor's 'BBB'
guideposts for a "significant" financial risk profile on the medial volatility table. Nevertheless, we believe there are risks
that cash flow may eventually end up less than expected because merger synergies and/or savings take longer to
accrue, power prices trend lower than expected due to higher natural gas production from shale plays, or because
there is a delay in retiring coal plants.
Also, because we give credit for nuclear fuel amortization in adjusted FFO, we expect subsidiary ExGen to remain
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operating cash flow positive (i.e., after capital spending that includes nuclear fuel costs). Through the forecast period,
ExGen remains cash flow positive after accounting for capital spending.
Moreover, on a stand-alone basis, the utilities' dividends can fund a significant portion of the external dividend (we
estimate that utility dividends can provide between 80% and 90% of external dividend in 2015-2017). Post-acquisition,
assuming Exelon's utility target of 70% payout ratios, the utility contributions would be able to cover the entire
external dividend. However, we expect ExGen to continue to contribute to the external dividend, though less than the
majority as it did before the dividend cut.

Liquidity: Strong
The short-term rating on Exelon and affiliates is 'A-2'. Standard & Poor's views liquidity across the Exelon group of
companies as "strong" in light of the debt maturity schedule and available credit facilities. Exelon has sufficient
alternative liquidity sources to cover current liquidity needs, including ongoing capital requirements, moderate capital
spending, and upcoming debt maturities. Ironically, declining power prices are favorable from a liquidity perspective
because cash is being posted to ExGen as it settles its forward hedges.
As of Dec. 31, 2014, Exelon, ExGen, ComEd, PECO, and BGE had revolving credit facilities of $500 million, $5.8
billion, $1 billion, $600 million, and $600 million, respectively. These facilities largely expire in 2019. The facilities were
largely available as of Dec. 31, 2014, except for $304 million and $120 million of commercial paper outstanding at
ComEd and BGE, respectively, as well as certain letters of credit outstanding.
Exelon has a $3.2 billion bridge facility in place to provide flexibility for the timing of permanent financing related to
the PHI acquisition. There are no change-of-control provisions in PHI's or its subsidiaries' public debt. We have
assumed that change-of-control provisions in the bank facilities of PHI are resolved by closing (either through waivers
or refinancing). Eventually, management expects to be able to reduce or resize PHI's liquidity and support the
company through Exelon's facility.
Principal Liquidity Sources

Principal Liquidity Uses

• Funds from operations of $4.8 billion in 2015.
• Credit facility availability of about $7.9 billion.
• Acquisition bridge loan for $3.2 billion that will be
replaced by permanent financing.
• Cash on Hand of about $1.8 billion.

• Cash payment of $6.9 billion for acquiring all of
PHI's shares.
• Working capital needs of $129 million.
• Dividend payments of over $1 billion annually.
• Capital spending and maintenance and
environmental costs of $5 billion to $5.5 billion
during the next 12 months
• Debt maturities of $1.7 billion.

Debt maturities ($mm) as of Dec. 31, 2014
• 2015: 1,739
• 2016: 1,269
• 2017: 2,400
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• 2018: 1,415
• 2019: 982

Other Modifiers
We assess all modifiers as neutral, resulting in no change to the anchor score.

Group Influence
The group credit profile (GCP) of Exelon is 'bbb'. As the parent company with one relatively small insulated subsidiary
(BGE), Exelon's issuer credit rating is the same as its GCP. Senior unsecured debt at Exelon Corp. is notched down to
'BBB-' because of structural subordination to priority obligations at the operating subsidiaries.

Ratings Score Snapshot
Corporate Credit Rating
BBB/Stable/A-2

Business risk: Strong

• Country risk: Very low
• Industry risk: Moderately high
• Competitive position: Strong
Financial risk: Significant

• Cash flow/Leverage: Significant
Anchor: bbb
Modifiers

• Diversification/Portfolio effect: Neutral (no impact)
• Capital structure: Neutral (no impact)
• Financial policy: Neutral (no impact)
• Liquidity: Strong (no impact)
• Management and governance: Strong (no impact)
• Comparable rating analysis: Neutral (no impact)
Stand-alone credit profile : bbb

• Group credit profile: bbb
• Entity status within group: Core (no impact)
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Related Criteria And Research
Related Criteria
• Collateral Coverage And Issue Notching Rules For ‘1+’ And ‘1’ Recovery Ratings On Senior Bonds Secured By
Utility Real Property, Feb. 14, 2014
• Methodology and Assumptions: Liquidity Descriptors For Global Corporate Issuers, Jan 2, 2014.
• Corporate Methodology, Nov. 19, 2013
• Key Credit Factors for The Regulated Utilities Industry, Nov. 19, 2013
• Corporate Methodology: Ratios And Adjustments, Nov. 19, 2013
• Group Rating Methodology, Nov. 19, 2013
• Methodology: Management And Governance Credit Factors For Corporate Entities And Insurers, Nov. 13, 2012
Business And Financial Risk Matrix
Financial Risk Profile
Business Risk Profile
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Research Update:

Exelon Corp. And Subsidiaries Ratings Affirmed;
Liquidity And M&G Scores On Some Subsidiaries
Revised
Overview
• We have completed our review of Exelon Corp. and its subsidiaries and are
affirming our issuer credit ratings and all other ratings on Exelon's
regulated subsidiaries, including our 'BBB' long-term corporate credit
rating on Exelon.
• At the same time, we are revising our stand-alone credit profile (SACP)
on Baltimore Gas & Electric Co. (BGE) to 'a' from 'a-', reflecting
improved financial performance that we expect will be in line with the
lower end of the intermediate financial risk profile category.
• At the same time, we are revising our liquidity assessment for BGE,
Commonwealth Edison Co. and PECO Energy Co. to adequate from strong.
• In addition, we are revising our management and governance assessment for
newly acquired PEPCO Holdings Inc. and its three subsidiaries, Atlantic
City Electric Co., Delmarva Light & Power Co., and Potomac Electric Power
Co., to strong from satisfactory because these subsidiaries are now part
of Exelon, a company that we assess as having a strong management and
governance modifier.
• The rating outlook is stable, based on the stable rating outlook on
parent Exelon Corp.

Rating Action
On July 25, 2016, S&P Global Ratings affirmed its ratings on Exelon Corp.,
including the 'BBB' long-term corporate credit rating, and its regulated
subsidiaries. The subsidiaries are Baltimore Gas & Electric Co. (BGE),
Commonwealth Edison Co., PECO Energy Co., and PEPCO Holdings Inc. (and PEPCO's
three operating subsidiaries Atlantic City Electric Co., Delmarva Power &
Light Co., and Potomac Electric Power Co.). The outlook remains stable.
At the same time, we revised the the stand-alone credit profile (SACP) on BGE
to 'a' from 'a-'. We also revised our assessment of liquidity for PECO Energy
Co., BGE, and Commonwealth Edison to adequate from strong, and revised our
assessment for management and governance to strong from satisfactory for
recently acquired PEPCO Holdings Inc. and its three operating subsidiaries.
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Rationale
The rating affirmations are based on the view that each of these subsidiaries
is a core subsidiary to the parent. For Commonwealth Edison and PECO there are
no insulation provisions in place and therefore, the issuer credit rating
(ICR) on each entity is in line with that of the parent. For BGE we afford two
notches of insulation between the company and Exelon (BBB/Stable/A-2), which
in combination with an 'a' SACP on BGE leads to an 'A-' ICR for the company.
For PEPCO Holdings and its subsidiaries we recognize one notch of insulation,
which in combination with a 'bbb+' SACP on the company leads to an ICR for
each of PEPCO Holdings and its subsidiaries of 'BBB+'. Therefore our ICRs for
these entities are as follows:
•
•
•
•
•
•
•

Commonwealth Edison Co.: 'BBB' (no insulation)
PECO Energy Co. (PECO): 'BBB' (no insulation)
Baltimore Gas & Electric Co. (BGE): 'A-' (two notches of insulation)
PEPCO Holdings Inc.: 'BBB+' (one notch of insulation)
Potomac Electric Power Co.: 'BBB+' (one notch of insulation)
Delmarva Power & Light Co. (DPL): 'BBB+' (one notch of insulation)
Atlantic City Electric Co. (ACE): 'BBB+' (one notch of insulation)

We revised the SACP on BGE to 'a' from 'a-' based on the improvement in
financial performance in recent years and our expectation that it will
continue to be robust, with credit metrics in the 25%-27% range through 2018
and about 23%-25% thereafter. However, our ratings on BGE remain the same
because we currently recognize two notches of insulation between BGE and
Exelon, which caps the ICR of BGE at 'A-'.
Our revised assessment of liquidity for BGE, Commonwealth Edison, and PECO to
adequate from strong reflects our view that Exelon will manage these
subsidiaries' liquidity in a way that will ensure at least adequate liquidity.
We expect sources of cash to exceed uses of cash by 1.1x or more, facilitated
by ongoing interactions with the group, cash injections from the parent as
needed, manageable debt maturities, undrawn revolving credit facilities at the
subsidiaries, and capital expenditures that can be deferred in times of
stress. The revised liquidity assessment for these three subsidiaries does not
affect our ratings on the subsidiaries.
Finally, we revised our assessment of management and governance (M&G) on PEPCO
Holdings Inc., Atlantic City Electric Co., Delmarva Power & Light Co., and
Potomac Electric Power Co. to strong from satisfactory to reflect the
ownership by Exelon, whose management and governance assessment is strong. We
adjust the M&G scores of core subsidiaries to be in line with the ultimate
parent because we view the parent as having ultimate control over the
subsidiary's financial policy and managerial decision-making.
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Liquidity
We assess Exelon's subsidiaries' liquidity as adequate, reflecting direct
support already committed from the parent and the influence of ongoing
interactions with the group, including the provision of various corporate
services and the availability of centralized liquidity resources on an
as-needed basis. We expect liquidity sources to exceed uses by 1.1x or more,
the minimum threshold for regulated utilities under our criteria, and that the
company will also meet our other requirements for such a designation. The
subsidiaries' liquidity benefits from stable cash flow generation, various
revolving credit facilities at BGE, Commonwealth Edison, PECO Energy, and
PEPCO Holdings, sufficient liquidity provided by the parent to meet ongoing
needs, and manageable debt maturities over the next few years.

Outlook
We base the stable rating outlook on these subsidiaries on the stable rating
outlook on parent Exelon. However, we believe that higher-than-expected
natural gas production from shale production regions and a delay in
environmental rules related to plant retirements could weaken the company's
financial performance during the next few years. If commodity prices weaken
further, Exelon might have to address a decline in its earnings profile with
commensurate reductions in capital spending and debt. We expect the
consolidated pro forma company to maintain adjusted funds from operations
(FFO) to debt of about 18%-21% and debt to EBITDA to increase to about an
adjusted 3.8x-4.0x, including the effects of the recent Pepco acquisition; we
anticipate these would improve somewhat beyond 2016 and 2017.

Downside scenario
Negative ratings momentum could occur due to a decline in commodity prices
that would affect another of Exelon's subsidiaries--Exelon Generation Co.
LLC--and, as a result, Exelon's cash flows. We could lower the ratings on
Exelon if the adjusted consolidated FFO to debt ratios were to decline below
16% and remain at that level.

Upside scenario
We could consider an upgrade if the company's adjusted consolidated FFO to
debt levels exceeded about 24% and debt to EBITDA declined to below about
3.5x. We think this is unlikely before the end of 2016, but could occur in the
following year if power prices improve or rate case outcomes are better than
expected.

Related Criteria And Research
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Ratings List
Ratings Affirmed
Exelon Corp.
PECO Energy Co.
Exelon Generation Co. LLC
Commonwealth Edison Co.
Corporate Credit Rating

BBB/Stable/A-2

Atlantic City Electric Co.
Potomac Electric Power Co.
PEPCO Holdings Inc.
Delmarva Power & Light Co.
Corporate Credit Rating

BBB+/Stable/A-2

Baltimore Gas & Electric Co.
Corporate Credit Rating

A-/Stable/A-2

Exelon Corp.
Senior Unsecured
Junior Subordinated
Commercial Paper

BBBBB+
A-2

Atlantic City Electric Co.
Senior Secured

A
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Recovery Rating
Senior Secured
Commercial Paper

1+
AAA-2

BGE Capital Trust II
Preferred Stock

BBB

Baltimore Gas & Electric Co.
Senior Unsecured
Preference Stock
Commercial Paper

ABBB
A-2

Commonwealth Edison Co.
Senior Secured
Recovery Rating
Senior Unsecured
Preferred Stock
Commercial Paper

A1+
BBB
BB+
A-2

Delmarva Power & Light Co.
Senior Secured
Recovery Rating
Senior Unsecured
Senior Unsecured
Commercial Paper

A
1+
AABBB+
A-2

Exelon Generation Co. LLC
Senior Unsecured
Commercial Paper

BBB
A-2

PECO Energy Capital Trust III
Preferred Stock

BB+

PECO Energy Co.
Senior Secured
Recovery Rating
Senior Secured
Preferred Stock
Commercial Paper

A1+
AA
BB+
A-2

PEPCO Holdings Inc.
Senior Unsecured
Commercial Paper

BBB
A-2

Peco Energy Capital Trust IV
Preferred Stock

BB+

Potomac Electric Power Co.
Senior Secured
Recovery Rating

A
1+
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Commercial Paper

A-2

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific meanings ascribed
to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.standardandpoors.com for further
information. Complete ratings information is available to subscribers of
RatingsDirect at www.globalcreditportal.com and at www.spcapitaliq.com. All
ratings affected by this rating action can be found on the S&P Global Ratings'
public website at www.standardandpoors.com. Use the Ratings search box located
in the left column.
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Business Risk

Financial Risk

• Lower risk rate-regulated utility operations at
diversified energy company Exelon Corp. now
represent nearly 60% of consolidated EBITDA, upon
the closing of the Pepco Holdings LLC (PH LLC)
acquisition.
• Low-cost base-load generation has a strong
operating track record, though it remains subject to
considerable energy margin variability, driven by
commodity prices, demand, and weather patterns;
this has recently created some weakness in the
merchant end of the business.
• Large natural gas production volumes have
collapsed gas and power prices, carrying significant
downside potential for a generation portfolio that is
largely nuclear (more than 60% of total generation
by nameplate capacity).
• Several consecutive mild summers, declining market
heat rates, and gas regional pricing differentials have
weakened the expected economics of the company's
generation plants over the next 24 months despite a
stronger fundamental long-term outlook.
• Capacity prices could continue to languish because
of lackluster electric demand, growing energy
efficiency, and increased penetration of demand
response initiatives in key markets. However, this
could to a limited degree reverse in coming auctions
as capacity performance schemes proliferate.
• Exelon still operates a large number of nuclear
plants; this puts the company in a good position as
carbon regulation and capacity performance
incentives loom.

• The backward-dated EBITDA profile persists,
although the curve is not as steep as it is for certain
competitors, owing to a proactive hedging strategy
and participation in robust capacity markets.
• As usual, cash flow on the generation side is
significantly hedged during the next two years, plus
hedges are regularly added; 2018 is now hedged to
around 40%, despite ongoing weakness in forward
power pricing.
• The company's liquidity position remains strong,
especially because it can defer capital spending
needs, which are comparatively low because
Exelon's plants are more modern.
• Dividend policy is in line with industry norms, and
continues to be supported by a steady stream of
dividends from utility subsidiaries, which has
increased with its most recent transaction.
• Although capital spending needs have been
substantial at certain periods in the past, we expect
that they'll be more in line with industry norms
because this company is already well-suited for
upcoming environmental regulations.
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Outlook
The rating outlook on Exelon Corp. is stable. However, we believe that higher-than-expected natural gas
production from shale production regions and a delay in environmental rules related to plant retirements could
weaken the company's financial performance during the next few years. If commodity prices weaken even more,
the company might have to address a decline in its earnings profile with commensurate reductions in capital
spending and debt. We expect the consolidated pro forma company to maintain adjusted funds from operations
(FFO) to debt of about 19% to 21% and debt to EBITDA to increase to about an adjusted 3.8x to 4.0x, including
the effects of the recent PH LLC acquisition.

Downside scenario
Negative ratings momentum could occur due to a decline in commodity prices that would affect subsidiary Exelon
Generation Co. LLC's (ExGen) and, as a result, Exelon's cash flows. We could lower the company's ratings if the
adjusted consolidated FFO to debt ratios were to consistently decline below 16%.

Upside scenario
We could consider an upgrade if the company's reported adjusted consolidated FFO to debt levels stronger than
about 24% and consolidated debt to EBITDA below about 3.5x. We think this is unlikely before the end of 2016,
but could come about as a result of improved power prices in key markets that buoy nuclear assets, which have
been struggling; this would be prompted by higher gas prices or improved demand.

S&P Global Ratings Base-Case Scenario
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Assumptions

Key Metrics

Assumptions for Exelon's current stand-alone
operations:
• Henry Hub gas prices are $2.50 per million Btu
(mmBtu) in 2016 and $2.75/mmBtu in 2017; PJM
Interconnection West hub power prices are between
$29 and $35 per megawatt hour (MWh) in 2016;
Northern Illinois hub hovers around $30/MWh
through 2017.
• Nuclear capacity factors are consistently at about
93%-94% through 2017.
• Quad Cities and Clinton Nuclear facilities close as
expected during the next few years; we do not yet
include the benefits of a possible acquisition of the
FitzPatrick asset.
• Dividend policy remains in line with industry
standards.
• Only current hedges are assumed.
• Spark spreads remain depressed in Texas, with an
average of about $6/MWh during 2016 and 2017
• Total ExGen generation of about 195 gigawatts per
hour in 2016, ticking up only modestly in subsequent
years.

2016E

2017E

FFO/debt (%)

18-21

20-22

Debt/EBITDA (x)

4-4.1 3.9-4.1

EBITDA interest coverage (x)

5.6-6 5.9-6.3

FFO--Funds from operations. E--Estimate. Note: Our
metrics include the impacts of the recently approved
Pepco Holdings acquisition.

Company Description
Our current rating on Exelon reflects our view of the company's consolidated business risk profile as strong, combining
the higher-risk operations of unregulated supply affiliate ExGen with the excellent business risk profiles of its
rate-regulated transmission and distribution utilities Commonwealth Edison Co. (ComEd), PECO Energy Co.,
Baltimore Gas & Electric Co. (BGE), Atlantic City Electric Co., Delmarva Power & Light Co., and Potomac Electric
Power Co. (Pepco). Because of ring-fencing, we deconsolidate BGE's financial profile from Exelon and analyze it solely
as an equity investment, incorporating the utility's distributions to the parent as BGE's only contributions to the
parent's credit quality and financial profile. However, we consolidate Pepco and its subsidiaries, though we afford one
notch of separation based on some delinking measures.

Business Risk
Our current rating on diversified energy company Exelon reflects the company's consolidated business risk profile,
which we view as strong, combining the higher-risk operations of unregulated supply affiliate ExGen with the excellent
business risk profiles of its rate-regulated transmission and distribution utilities. Because of ring-fencing, we
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deconsolidate BGE's financial profile from Exelon and analyze it solely as an equity investment, incorporating the
utility's distributions to the parent as BGE's only contributions to the parent's credit quality and financial profile.
However, we consolidate PEPCO and its subsidiaries, though we afford one notch of separation based on some
delinking measures.
As of March 31, 2016, Exelon had about $38 billion of adjusted debt, after considering the effects of operating leases,
deconsolidation, power purchase agreements, and cash netting, as well as a recent debt issuance aimed at funding the
PH LLC acquisition.
Given the relative stability of the cash flows and business in general, we net the majority of the cash on the balance
sheet against this debt tally.
Regulated utilities now contribute more than 50% of Exelon's consolidated current cash flow. PECO's business risk
profile is excellent under our criteria, reflecting monopolistic, rate-regulated utility transmission and distribution
operations. PECO serves more than 1.6 million electric customers and 500,000 natural gas customers in southeastern
Pennsylvania, including Philadelphia. Similarly, ComEd's business risk profile is excellent, reflecting the same
monopolistic, rate-regulated utility transmission and distribution operational profile. ComEd serves more than 3.9
million customers in northern Illinois, including Chicago. BGE serves more than 1.3 million electric and 650,000 gas
customers in Central Maryland, including Baltimore. The regulatory framework under which BGE operates can be
challenging and unpredictable, but has been improving somewhat. Pepco operates across several jurisdictions,
including New Jersey, Delaware, Maryland, and the District of Columbia, totaling more than 1.9 million customers.
ExGen's unregulated operations now constitute less than 50% of the consolidated enterprise in terms of cash flow and
capital spending during 2016 upon closing of the PH LLC acquisition (as well as weakness in cash flows from some
nuclear assets). ExGen generates a significant portion of earnings from its retail operations. Through retail and
wholesale channels, ExGen now provides nearly 195 terawatt-hours, or nearly 5% of total U.S. power demand, and
enjoys significant regional diversity, participating in the PJM Interconnection in the Mid-Atlantic, New England, and
Texas markets; we expect a similar figure in 2016, though this could be offset beyond 2018 with nuclear retirements.
The company's generation units are well-positioned to grow where capacity available for competitive supply has room
to grow. We expect these incremental revenue streams to make the consolidated Exelon somewhat more resilient to
commodity prices. In most locations, ExGen has adequate intermediate and peaking capacity for managing
load-shaping risks. However, we believe the company will still need to buy and sell generation in the market to
manage its portfolio needs, which exposes it to considerable commodity risk. Moreover, ExGen has a significant open
position in the Midwest to merchant markets, and a somewhat tighter position in Texas and New England, where it has
some risk of finding itself short when loads and power prices are high.
ExGen's cash flow is sensitive to commodity prices because more than 70% of the business's generation, including
purchased power, is nuclear; unlike gas-fired assets, which have a lower cost structure if gas prices drag power prices
down, its nuclear plants face winnowing margins based on lower market heat rates, especially if capacity prices are
low. Given that base-load generation is price-taking by nature, we expect ExGen's adjusted FFO to debt to remain
volatile relative to its peers. For instance, we estimate gross margins in 2017 will be lower by more than $100 million
for every $5 per MWh (round-the-clock) decline in power prices, and about $300 million for every $1 per million Btu
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decline in 2017 natural gas prices. Near-term figures are not quite as volatile due to more thorough hedging and better
visibility into pricing.
While the utility businesses continue to demonstrate considerable stability in cash flows and effective management of
regulatory relationships, a number of factors continue to confront ExGen. First, the very low gas price environment has
called into question the viability of certain of ExGen's nuclear generating assets. Should these low gas prices continue
to drive low power prices unabated, we'd expect the issuer to consider the closure of these plants. We acknowledge
that, if passed, the currently proposed Next Generation Energy Plan in Illinois could partially mitigate this challenge.
Contrarily, looming developments in the PJM Interconnection may benefit ExGen. We expect the next Base Residual
Auction (2020-21), slated for May 2017, to contain both incentives and penalties around capacity performance, to a
greater degree than previous auctions have (the base performance option will likely have been removed). While
single-asset issuers could be particularly exposed, we believe a well-diversified, nuclear-intensive participant like
ExGen would be well-suited to capture higher capacity prices. And, as carbon regulations may unfold during the early
2020s, ExGen's comparatively clean fleet of plants will likely benefit from mass coal plant closures in the Midwest and
Mid-Atlantic.
We view ExGen's ratable hedging strategy favorably because it ensures that a high percentage of the company's
near-term generation remains locked in. Hedging not only protects unregulated generation cash flows from steep price
declines, but also provides the company time to adjust its cost structure or its capital structure if prices remain
depressed. For instance, as forward prices rose through 2014, Exelon hedged aggressively and reduced its commodity
exposure by moving its hedging from the lower end to the higher end of its ratable hedging targets for 2015 and 2016;
we note that this could be more challenging in the future with lower forward power pricing, and forward looking
hedging proportions are somewhat lower than previous years as of the end of the first quarter of 2016.
The issuer's hedges have effectively softened the aforementioned cash flow volatility; this was particularly apparent
during otherwise weak market conditions in 2014 and 2015. Even though these hedges insulate ExGen, they continue
to show the sensitivity of ExGen's margins to the prospect of continued shale gas production. The merchant generation
margins at ExGen could face a decline as high-priced hedges expire, which is evident in the drop in wholesale hedged
gross margins. Still, forward prices do show a modest contango (future prices are above expected future spot prices),
as reflected in the increase in ExGen's open EBITDA from higher natural gas forward prices compared with mid-year
2015.
ExGen's contribution to Exelon's cash flow has declined somewhat under our projected base case because of the
decline in unregulated cash flow when commodity prices fall, as well as due to the renewed focus on regulated
activities; we anticipate this will continue going forward. However, despite lower power prices, we view the business
risk profile of Exelon as strong. We expect financial measures to remain flat or to decline modestly during 2015.
However, the corporate credit ratings reflect our expectation that 2016 will be trough years for power pricing, with the
business profile being fortified by the PH LLC acquisition. Based on the present forward-price curve, cash flow
measures are adequate for the rated level in these years, especially after Exelon announced significantly reduced
dividend payouts in 2013 and ExGen deferred or eliminated some planned capital spending. Still, despite the
improvement in free operating cash flow resulting from the decline in future gross margins, we view Exelon's cash flow
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adequacy ratio as having significant financial risk.
Additionally, the role of nuclear assets in the portfolio promises to change over time. Exelon has already announced
the closure of the Quad Cities and Clinton nuclear assets in coming years, and we anticipate that Exelon could face
decisions of about the closure of certain less efficient remnant assets during the next few years. However,
simultaneously, we note that Exelon has also began discussions with Entergy surrounding the transfer of the
FitzPatrick asset in New York, in light of a recent proposal by New York's regulatory authorities that would effectively
subsidize upstate nuclear assets. Nonetheless, we maintain that assets in both Illinois and New York will have
significant value if and when the Clean Power Plan is reinstated; we believe it would be quite difficult for both states to
meet reduction targets if they were required to replace this efficient baseload generation.
Finally, we expect that recent developments in PJM, Exelon's predominant market, should support the credit quality of
the generation business. The evolution towards a capacity performance construct would generally help support higher
prices. The risk associated with this stems from performance--penalties for not being able to run during critical hours
could be draconian, and, for single asset generators or small portfolios, this could be an existential risk. However, for
broad, higher performing portfolios like the one Exelon boasts, the risk can be diversified.
We view Exelon's management strategy as an important determinant of the company's current strong business risk
assessment. 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: cost and productivity enhancements that include
strategies like divestments and asset retirements; enlarging alternative energy investments through renewables
development projects (mostly wind and solar); and 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 extensively in transmission-related infrastructure. Given uncertain unregulated
markets, management's focus has shifted into growing the regulated businesses, most recently with the upcoming PH
LLC acquisition.

S&P Base Case Operating Scenario
• The merchant generation units continue to operate well, the nuclear units in particular
• Exelon maintains its hedging strategy for its merchant generation units, which serves to guard against lower power
prices
• The company continues to effectively manage regulatory risk in all its jurisdictions, ensuring timely recovery of
investment

Peer Comparison

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT
THIS WAS PREPARED EXCLUSIVELY FOR USER ALYSSA STOREY.
NOT FOR REDISTRIBUTION UNLESS OTHERWISE PERMITTED.

JULY 26, 2016 9

Attachment SDR-ROR-4(t)
Exelon
Corp.
Page
10 of 18
Table 1

Exelon Corp. -- Peer Comparison
Industry Sector: Energy
Last Three Years Average
Rating history

Exelon Corp

Entergy Inc. NextEra Energy FirstEnergy Corp.

BBB/Stable/A-2 BBB/Positive/A-2

A-/Stable/--

BBB-/Negative/--

(Mil. $)
Revenues

27,254.7

11,701.4

16,474.7

14,880.9

EBITDA

7,803.7

4,436.1

6,395.0

4,163.3

Funds from operations (FFO)

6,135.2

3,457.6

5,505.5

2,995.6

Operating income

3,913.3

2,301.9

3,719.4

2,314.0

EBIT

4,202.0

2,474.9

4,148.1

2,372.6

Interest Expense

1,577.9

1,095.9

1,071.1

1,367.9

Net income from continuing operations

1,870.3

511.4

2,312.3

388.7

(499)

(20.0)

(205.3)

83.0

Cash flow from operations

6,182.3

3,210.6

5,108.8

2,615.6

Capital expenditures

6,499.7

2,745.3

7,289.9

3,038.3

Free operating cash flow

(317.4)

465.3

(2,181.1)

(422.8)

Working capital changes

Dividends paid

1,154.2

592.8

1,380.0

710.3

(1,471.6)

(127.5)

(3,561.1)

(1,133.1)

3,329.7

1,170.7

528.7

144.7

24,765.1

15,134.3

21,367.2

24,119.5

310.5

154.6

3,118.4

0.0

Equity

25,044.5

9,787.0

23,558.4

12,513.0

Debt and equity

49,809.6

24,921.2

44,925.6

36,632.5

Discretionary cash flow
Cash and short-term investments
Debt
Preferred stock

Adjusted ratios
Annual revenue growth (%)
EBITDA margin (%)
EBIT interest coverage (x)
EBIT margin(%)

7.8

4.1

7.1

(0.7)

28.6

37.9

38.8

28.0

2.7

2.3

3.9

1.7

15.4

21.2

25.2

15.9

Return on capital (%)

6.9

7.3

8.0

5.5

EBITDA interest coverage (x)

4.9

4.0

6.0

3.0

EBITDA cash int. cov. (x)

7.8

6.8

5.6

4.0

FFO cash int. cov. (x)

7.7

7.0

5.7

4.2

CFO cash int. cov. (x)

6.2

4.9

4.5

2.5

Debt/EBITDA (x)

3.2

3.4

3.3

5.8

FFO/debt (%)

24.8

22.8

25.8

12.4

Cash flow from operations/debt (%)

25.0

21.2

23.9

10.8

Free operating cash flow/debt (%)

(1.3)

3.1

(10.2)

(1.8)

Discretionary cash flow/debt (%)

(5.9)

(0.8)

(16.7)

(4.7)
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Financial Risk
Exelon's dividend payout is currently in line with industry norms. However, capital spending requirements remain
significant in 2016, with regulated utility spending at the three incumbent utilities reaching $3.95 billion and as much as
$1.4 billion at PH LLC; this should continue in subsequent years. Although utility capital spending tends to be funded
through rate base additions and tracker mechanisms, unregulated generation must recover the funding of its own
capital requirements through capacity market prices (and energy margins, in Texas); these should eclipse $3 billion in
2016.
Under our consolidated base case (we assume lower gas prices and market heat rates that result in power prices
roughly 10% lower than the current forward contracts), we expect Exelon's consolidated FFO to total debt to hover at
around 21% through 2017. We expect to see negative discretionary cash flow (i.e., net of dividends) improve
meaningfully. The FFO to total debt ratio is consistent with our 'BBB' rating guideposts for a significant financial risk
profile, especially since a meaningful amount of capital spending is discretionary.
At ExGen, we expect free operating cash flow to debt to remain positive even in 2016 and 2017 when we expect
financial measures to trough due to lower gas prices. Because of the lower commodity prices, we expect ExGen's
FFO-to-debt ratio to remain about 32% in 2016. Although the company's cash flows are relatively more volatile than
those of its peers because of the larger proportion of base-load generation and significant fixed costs, the low variable
cost (and highly depreciated nature) of its nuclear plants means that natural gas prices must consistently stay below
the current assumed level of $2.50 per million Btu before its consolidated FFO to debt falls below 20%.
We expect free operating cash flow to debt to remain mostly positive throughout 2016-2018. Debt to EBITDA should
increase to about 3.8x in 2016 on the heels of the Pepco acquisition before declining somewhat. These ratios are well
within the 'BBB' guideposts for a significant financial risk profile, as we now apply the medial volatility table as a result
of a greater presence of utility cash flows. Nevertheless, we believe there are risks that cash flow may end up less than
expected because merger synergies take longer to accrue, power prices trend lower due to higher natural gas
production from shale plays, or due to potential delays in implementing environmental rules, which would generally
favor Exelon.
Because we give credit for nuclear fuel amortization in adjusted FFO, we expect subsidiary ExGen to remain operating
cash flow positive (after capital spending that includes nuclear fuel costs). Through the forecast period, ExGen remains
cash flow positive after accounting for capital spending.
Moreover, the utilities' dividends can fund a significant portion of the external dividends (we estimate that utility
dividends can provide as much as 85% of external dividend in 2016-2018). Assuming Exelon's utility target of 70%
payout ratios, the utility contributions would be able to cover the entire external dividend. However, we expect ExGen
to continue to contribute to the external dividend, though less than the majority, as it did before the dividend cut.

Financial Summary
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Table 2

Exelon Corp. -- Financial Summary
Industry Sector: Energy
--Fiscal year ended Dec. 31-2015
Rating history

2014

2013

2012

2011

BBB/Stable/A-2 BBB/Stable/A-2 BBB/Stable/A-2 BBB/Stable/A-2 BBB/Stable/A-2

(Mil. $)
Revenues

29,447.0

27,429.0

24,888.0

23,489.0

18,924.0

EBITDA

8,880.6

7,614.8

6,915.6

5,165.5

6,429.8

Funds from operations (FFO)

7,166.2

5,986.3

5,253.1

3,831.7

4,674.1

Net income from continuing operations

2,269.0

1,623.0

1,719.0

1,160.0

2,495.0

Cash flow from operations

7,703.2

4,635.2

6,208.6

5,869.1

5,961.6

Capital expenditures

7,713.0

6,191.2

5,595.0

5,835.0

4,158.0

Free operating cash flow

(9.8)

(1,556.0)

613.6

34.1

1,803.6

(1,128.8)

(2,634.9)

(650.9)

(1,713.3)

403.1

6,502.0

1,878.0

1,609.0

1,486.0

1,016.0

Debt

28,664.5

23,591.3

22,039.4

24,346.8

17,550.6

Equity

27,551.0

24,362.0

23,220.5

22,187.0

14,586.0

EBITDA margin (%)

30.2

27.8

27.8

22.0

34.0

Return on capital (%)

7.3

5.7

7.6

7.0

12.7

EBITDA interest coverage (x)

6.2

5.0

3.9

3.6

5.3

FFO cash int. cov. (x)

8.3

7.3

7.5

6.4

8.2

Debt/EBITDA (x)

3.2

3.1

3.2

4.7

2.7

FFO/debt (%)

25.0

25.4

23.8

15.7

26.6

Cash flow from operations/debt (%)

26.9

19.6

28.2

24.1

34.0

Free operating cash flow/debt (%)

(0.0)

(6.6)

2.8

0.1

10.3

Discretionary cash flow/debt (%)

(3.9)

(11.2)

(3.0)

(7.0)

2.3

Discretionary cash flow
Cash and short-term investments

Adjusted ratios

N.M. - Not Meaningful.

Liquidity
The short-term rating on Exelon and affiliates is 'A-2'. We view liquidity across the Exelon group of companies as
strong in light of the debt maturity schedule and available credit facilities. Exelon has sufficient alternative liquidity
sources to cover current liquidity needs, including ongoing capital requirements, moderate capital spending, and
upcoming debt maturities. Ironically, declining power prices are favorable from a liquidity perspective because cash is
being posted to ExGen as it settles its forward hedges.
As of March 31, 2016, Exelon, ExGen, ComEd, PECO, and BGE had revolving credit facilities of $500 million, $5.3
billion, $1 billion, $600 million, and $600 million, respectively. These facilities generally expire in 2019. The facilities
were largely available at that time, except for $1.2 billion of commercial paper and certain letters of credit outstanding
at various entities.
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Principal Liquidity Sources

Principal Liquidity Uses

• FFO exceeding $7 billion in 2016.
• Credit facility availability of about $7.7 billion.
• Cash on hand of about $1 billion on March 31, 2016.

• Dividend payments of almost $1.1 billion annually.
• Capital spending and maintenance and
environmental costs of over $6 billion during the
next 12 months.
• Debt maturities of $1.9 billion over the next 12
months.
• Nonseasonal working capital inflows of about $325
million.

Covenant Analysis
As of March 31, 2016, Exelon and each of its subsidiaries, including the newly acquired Pepco assets, were
comfortably in compliance with the financial covenants of their credit facilities. We expect that this will continue
during the next 18 months.

Other Modifiers
Modifiers do not change the anchor.
• Financial policy: Given the public ownership structure of Exelon as well as its track record of financial discipline, we
assess this as 'neutral'; we do not expect that financial decisions would contribute to a meaningful worse forecast.
• Capital structure: We assess this as 'neutral'; the maturity schedule, taken as a whole, is manageable for a company
of this size and we do not expect that Exelon would face acute refinancing risk in the near term.
• Management and Governance: We assess this as 'strong'; we consider the management team at Exelon to be very
effective in its stewardship of its operating assets and in growing the company in a manner that is supportive of
credit quality, while accurately messaging its strategies to all interested stakeholders.

Group Influence
The group credit profile (GCP) of Exelon is 'bbb'. As the parent company with two insulated subsidiaries (BGE and
Pepco), Exelon's issuer credit rating is the same as its GCP. Senior unsecured debt at Exelon is notched down to 'BBB-'
because of structural subordination to priority obligations at the operating subsidiaries. Each of the subsidiaries that we
rate is considered to be core to Exelon Corp. and is given the same issuer rating, though certain issuances of secured
debt are rated higher.

Ratings Score Snapshot
Corporate Credit Rating
BBB/Stable/A-2
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Business risk: Strong

• Country risk: Very low
• Industry risk: Intermediate
• Competitive position: Strong
Financial risk: Significant

• Cash flow/Leverage: Significant
Anchor: bbb
Modifiers

• Diversification/Portfolio effect: Neutral (no impact)
• Capital structure: Neutral (no impact)
• Financial policy: Neutral (no impact)
• Liquidity: Strong (no impact)
• Management and governance: Strong (no impact)
• Comparable rating analysis: Neutral (no impact)
Stand-alone credit profile : bbb

• Group credit profile: bbb

Reconciliation
Table 3

Reconciliation Of Exelon Corp. Reported Amounts With S&P Global Ratings Adjusted Amounts (Mil. $)
--Fiscal year ended Dec. 31, 2015-Exelon Corp. reported amounts

Debt
Reported

Shareholders'
equity EBITDA

26,319.0

Operating Interest
income expense

EBITDA

Cash flow
from Dividends
Capital
operations
paid expenditures

25,793.0

8,192.0

4,369.0

1,033.0

8,192.0

7,616.0

1,105.0

7,624.0

S&P Global Ratings adjustments
Interest expense
(reported)

--

--

--

--

--

(1,033.0)

--

--

--

Interest income
(reported)

--

--

--

--

--

1.0

--

--

--

Current tax expense
(reported)

--

--

--

--

--

(321.0)

--

--

--

752.4

--

116.0

51.4

51.4

64.6

64.6

--

--

Intermediate hybrids
reported as debt

(324.0)

324.0

--

--

--

--

20.5

20.5

--

Intermediate hybrids
reported as equity

95.0

(95.0)

--

--

--

--

(6.5)

(6.5)

--

Operating leases

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT
THIS WAS PREPARED EXCLUSIVELY FOR USER ALYSSA STOREY.
NOT FOR REDISTRIBUTION UNLESS OTHERWISE PERMITTED.

JULY 26, 2016 14

Attachment SDR-ROR-4(t)
Exelon
Corp.
Page
15 of 18
Table 3

Reconciliation Of Exelon Corp. Reported Amounts With S&P Global Ratings Adjusted Amounts (Mil.
$) (cont.)
Postretirement
benefit
obligations/deferred
compensation

3,283.2

--

192.0

192.0

180.8

54.6

(80.4)

--

--

Surplus cash

(864.0)

--

--

--

--

--

--

--

--

Capitalized interest

--

--

--

--

123.0

(123.0)

(123.0)

--

(123.0)

Share-based
compensation
expense

--

--

119.0

--

--

119.0

--

--

--

(2,220.0)

--

--

--

--

--

--

--

--

708.0

--

261.6

49.6

49.6

212.0

212.0

--

212.0

Non-operating
income (expense)

--

--

--

118.0

--

--

--

--

--

Non-controlling
Interest/Minority
interest

--

1,529.0

--

--

--

--

--

--

--

Debt - Accrued
interest not included
in reported debt

915.0

--

--

--

--

--

--

--

--

Total adjustments

2,345.5

1,758.0

688.6

411.0

404.7

(1,025.8)

87.2

14.0

89.0

Deconsolidation /
consolidation
Power purchase
agreements

S&P Global Ratings adjusted amounts

Debt
Adjusted

28,664.5

Equity EBITDA
27,551.0

8,880.6

Funds
Interest
from
EBIT expense operations
4,780.0

1,437.7

7,166.2

Cash flow
from Dividends
Capital
operations
paid expenditures
7,703.2

1,119.0

7,713.0

Related Criteria And Research
Related Criteria
•
•
•
•
•
•
•

Key Credit Factors For The Unregulated Power and Gas Industry, March 28, 2014
Methodology And Assumptions: Liquidity Descriptors For Global Corporate Issuers, Dec. 16, 2014
Corporate Methodology, Nov. 19, 2013
Key Credit Factors for The Regulated Utilities Industry, Nov. 19, 2013
Corporate Methodology: Ratios And Adjustments, Nov. 19, 2013
Group Rating Methodology, Nov. 19, 2013
Methodology: Management And Governance Credit Factors For Corporate Entities And Insurers, Nov. 13, 2012
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Business And Financial Risk Matrix
Financial Risk Profile
Business Risk Profile

Minimal

Modest

Intermediate

Significant

Aggressive

Highly leveraged

Excellent

aaa/aa+

aa

a+/a

a-

bbb

bbb-/bb+

aa/aa-

a+/a

a-/bbb+

bbb

bb+

bb

a/a-

bbb+

bbb/bbb-

bbb-/bb+

bb

b+

Strong
Satisfactory
Fair

bbb/bbb-

bbb-

bb+

bb

bb-

b

Weak

bb+

bb+

bb

bb-

b+

b/b-

Vulnerable

bb-

bb-

bb-/b+

b+

b

b-

Ratings Detail (As Of July 26, 2016)
Exelon Corp.
Corporate Credit Rating

BBB/Stable/A-2

Commercial Paper
Local Currency

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

Related Entities
Atlantic City Electric Co.
Issuer Credit Rating

BBB+/Stable/A-2

Commercial Paper
Local Currency

A-2

Senior Secured

A

Senior Secured

AA-/Stable

Baltimore Gas & Electric Co.
Issuer Credit Rating

A-/Stable/A-2

Commercial Paper
Local Currency

A-2

Preference Stock

BBB

Senior Unsecured

A-

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

Continental Wind LLC
Senior Secured
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Ratings Detail (As Of July 26, 2016) (cont.)
Delmarva Power & Light Co.
Issuer Credit Rating

BBB+/Stable/A-2

Commercial Paper
Local Currency

A-2

Senior Secured

A

Senior Unsecured

AA-/Stable

Senior Unsecured

BBB+

Exelon Generation Co. LLC
Issuer Credit Rating

BBB/Stable/A-2

Commercial Paper
Local Currency

A-2

Senior Unsecured

BBB

ExGen Renewables I LLC
Senior Secured

BB-/Stable

ExGen Texas Power, LLC
Senior Secured

B+/Negative

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

PEPCO Holdings Inc.
Issuer Credit Rating

BBB+/Stable/A-2

Commercial Paper
Local Currency

A-2

Senior Unsecured

BBB

Philadelphia Electric Co.
Senior Secured

A-

Potomac Electric Power Co.
Issuer Credit Rating

BBB+/Stable/A-2

Commercial Paper
Local Currency
Senior Secured

A-2
A

*Unless otherwise noted, all ratings in this report are global scale ratings. S&P Global Ratings’ credit ratings on the global scale are comparable
across countries. S&P Global Ratings’ credit ratings on a national scale are relative to obligors or obligations within that specific country. Issue and
debt ratings could include debt guaranteed by another entity, and rated debt that an entity guarantees.
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Research Update:

Exelon Corp. 'BBB' Ratings Affirmed, Outlook
Stable; Industry Risk And Liquidity Assessments
Revised
Overview
• We expect Exelon Corp. to post relatively higher growth at the company's
lower-risk utility businesses. At the same time, Exelon has experienced a
modest weakening in its short-term liquidity position, primarily
reflecting lower cash balances.
• We are revising our assessment of Exelon's consolidated industry risk to
low from intermediate. We are revising our assessment of the company's
liquidity to adequate from strong.
• At the same time, we are affirming our ratings on Exelon, including our
'BBB' issuer credit rating. The outlook is stable.
• The stable outlook continues to reflect our expectations that
consolidated financial measures will consistently reflect the middle of
the range for Exelon's financial risk profile. Specifically, we expect
funds from operations (FFO) to debt of 17%-21%.

Rating Action
On July 26, 2017, S&P Global Ratings affirmed its ratings on Exelon Corp.,
including its 'BBB' issuer credit rating and 'BBB-' rating on Exelon's senior
unsecured debt. The outlook is stable.

Rationale
Our reassessment of Exelon's industry risk to low from intermediate reflects
our expectation that the lower-risk utility business that we currently assess
at about 60% of consolidated Exelon will gradually grow to about 70%. This
primarily reflects continued utility capital spending within the company's
regulated jurisdictions.
Our reassessment of Exelon's short-term liquidly position to adequate from
strong incorporates lower cash balances, a robust capital spending program of
about $8 billion in 2017, and long-term debt maturities of about $2 billion
within the next 12 months. While these factors modestly weaken Exelon's
liquidity, it does not directly affect our rating on Exelon.
Our 'BBB' issuer credit rating on Exelon is based on our assessment of
Exelon's strong business risk profile and significant financial risk profile.
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Exelon's business risk profile reflects our projection that the company's
lower-risk, rate-regulated utility businesses will account for about 60% of
the consolidated company and the higher-risk merchant business will account
for about 40%. Furthermore, we expect the utility business to trend toward 70%
of the consolidated company over the next five years from regulated rate base
growth and rate increases. The merchant business will continue to be
constrained by weak power prices and challenging capacity prices with limited
upside. Only partially offsetting the weakness are zero emission credits that
increase the prices paid for power from Exelon Generation's (ExGen) nuclear
plants in Illinois and New York. Legal challenges to the credits were recently
dismissed, and the idea could gain traction in other ExGen jurisdictions.
We assess Exelon's financial measures against less-stringent metric benchmarks
compared to a typical industrial company, reflecting the company's majority
lower-risk, rate-regulated utility business and the company's effective
management of regulatory risk. Under our base-case scenario of continued rate
case increases for all of Exelon's regulated utilities, continued weak power
prices that is only partially offset by the zero emission credits, and robust
capital spending in 2017 of more than $8 billion, we expect financial measures
that are consistent with the middle of the range for the significant financial
risk credit profile. Specifically, we expect FFO to debt of about 17%-21%.
Under our group rating methodology, we view Exelon as the parent of a group
whose members include the merchant business Exelon Generation Co. LLC and
utilities Commonwealth Edison Co., Peco Energy Co., Baltimore Gas & Electric
Co., PEPCO Holdings Inc., Potomac Electric Power Co., Delmarva Power & Light
Co., and Atlantic City Electric Co. We assess all of the subsidiaries as core
businesses of Exelon because they are highly unlikely to be sold, possess a
strong long-term commitment from the parent's management, are successful, are
significant contributors to the group, and are closely linked to the parent's
name and reputation. Exelon's group credit profile is 'bbb', leading to an
issuer credit rating of 'BBB'.

Liquidity
We our revising liquidity assessment on Exelon to adequate from strong. This
reflects our view that its liquidity is sufficient to cover its needs over the
next 12 months even if consolidated EBITDA declines by 10%. We expect the
company's liquidity sources over the next 12 months to exceed its uses by 1.1x
or more, which is the minimum threshold for an adequate designation under our
criteria. The assessment also reflects the company's prudent risk management,
sound relationships with banks, and a satisfactory standing in credit markets.
Principal liquidity sources:
• Consolidated credit facility availability of about $7.5 billion;
• FFO of about $7 billion; and
• Minimal cash assumed of about $500 million.
Principal liquidity uses:
• Consolidated debt maturities of about $2 billion;
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• Consolidated capital spending of about $8 billion; and
• Consolidated dividend payments of $1.2 billion.

Outlook
The stable outlook reflects our expectations that despite a continued weak
commodity environment, the company will solidify its financial measures
through the continued implementation of zero emission credits, growth of its
lower-risk, rate-regulated utilities, and a modest reduction in capital
spending. We expect that the company will maintain its consolidated financial
measures consistent with the middle of the range for the significant financial
risk profile category. Specifically, we expect FFO to debt of 17%-21%.

Downside scenario
We could lower the rating if the company's financial measures declined to the
lower end of the range for the significant financial risk profile category,
reflecting FFO to debt consistently below 16%. This could occur if sustained
weaker commodity prices further pressured the merchant business or the
company's effective management of regulated risk weakens.

Upside scenario
We could upgrade the company if the company's financial measures consistently
reflect the higher end of the significant financial risk profile and its
business risk profile continues to modestly improve, as expected.
Specifically, this would reflect FFO to debt that is consistently greater than
21%, the relative size of the regulated utilities trends towards 70% of the
consolidated company, and the merchant business continues its success in
implementing zero emission credits.

Ratings Score Snapshot
Corporate Credit Rating: BBB/Stable/A-2
Business risk: Strong
• Country risk: Very low
• Industry risk: Low
• Competitive position: Strong
Financial risk: Significant
• Cash flow/Leverage: Significant
Anchor: bbb
Modifiers
• Diversification/Portfolio effect: Neutral (no impact)
• Capital structure: Neutral (no impact)
• Liquidity: Adequate (no impact)
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• Financial policy: Neutral (no impact)
• Management and governance: Strong (no impact)
• Comparable rating analysis: Neutral (no impact)
Stand-alone credit profile: bbb
Group credit profile: bbb

Issue Rating
We rate the senior unsecured debt at Exelon one notch lower than the issuer
credit rating because of structural subordination. This results from priority
obligations exceeding 20% of assets.

Related Criteria
• General Criteria: Methodology For Linking Long-Term And Short-Term Ratings
, April 7, 2017
• Criteria - Corporates - General: Methodology And Assumptions: Liquidity
Descriptors For Global Corporate Issuers, Dec. 16, 2014
• Criteria - Corporates - Industrials: Key Credit Factors For The
Unregulated Power And Gas Industry, March 28, 2014
• General Criteria: Methodology: Industry Risk, Nov. 19, 2013
• Criteria - Corporates - General: Corporate Methodology: Ratios And
Adjustments, Nov. 19, 2013
• Criteria - Corporates - General: Corporate Methodology, Nov. 19, 2013
• Criteria - Corporates - Utilities: Key Credit Factors For The Regulated
Utilities Industry, Nov. 19, 2013
• General Criteria: Group Rating Methodology, Nov. 19, 2013
• General Criteria: Country Risk Assessment Methodology And Assumptions,
Nov. 19, 2013
• General Criteria: Methodology: Management And Governance Credit Factors
For Corporate Entities And Insurers, Nov. 13, 2012
• General Criteria: Use Of CreditWatch And Outlooks, Sept. 14, 2009
• Criteria - Insurance - General: Hybrid Capital Handbook: September 2008
Edition, Sept. 15, 2008
• Criteria - Corporates - General: 2008 Corporate Criteria: Rating Each
Issue, April 15, 2008

Ratings List
Ratings Affirmed
Exelon Corp.
PECO Energy Co.
Commonwealth Edison Co.
Corporate Credit Rating
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Atlantic City Electric Co.
Potomac Electric Power Co.
Delmarva Power & Light Co.
Corporate Credit Rating

BBB+/Stable/A-2

Baltimore Gas & Electric Co.
Corporate Credit Rating

A-/Stable/A-2

PEPCO Holdings Inc.
Corporate Credit Rating

BBB+/Stable/--

Exelon Corp.
Senior Unsecured
Junior Subordinated
Commercial Paper

BBBBBBA-2

Atlantic City Electric Co.
Senior Secured
Recovery Rating
Commercial Paper

A
1+
A-2

Baltimore Gas & Electric Co.
Senior Unsecured
Preference Stock
Commercial Paper

ABBB
A-2

Commonwealth Edison Co.
Senior Secured
Recovery Rating
Senior Unsecured
Preferred Stock
Commercial Paper

A1+
BBB
BB+
A-2

Delmarva Power & Light Co.
Senior Secured
Recovery Rating
Senior Unsecured
Senior Unsecured
Commercial Paper

A/A-2
1+
A/Stable
BBB+
A-2

PECO Energy Co.
Senior Secured
Recovery Rating
Preferred Stock
Commercial Paper

A1+
BB+
A-2

PEPCO Holdings Inc.
Senior Unsecured

BBB
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Potomac Electric Power Co.
Senior Secured
Recovery Rating
Commercial Paper

A
1+
A-2

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific meanings ascribed
to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.standardandpoors.com for further
information. Complete ratings information is available to subscribers of
RatingsDirect at www.globalcreditportal.com and at www.spcapitaliq.com. All
ratings affected by this rating action can be found on the S&P Global Ratings'
public website at www.standardandpoors.com. Use the Ratings search box located
in the left column.
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Summary:

PECO Energy Co.
Business Risk: EXCELLENT

a+
Vulnerable

CORPORATE CREDIT RATING

a+

Excellent

bbb

BBB/Stable/A-2

Financial Risk: INTERMEDIATE
Highly leveraged

Minimal
Anchor

Modifiers

Group/Gov't

Rationale
Business Risk: Excellent

Financial Risk: Intermediate

• Operations under a historically generally
constructive regulatory framework along with
effective handling of regulatory risk
• Low operating risk electric and gas transmission
and distribution operations
• Large customer base with mostly residential
customers but no geographic diversity

• Robust credit protection measures support an
"intermediate" financial risk profile
• Planned capital spending remains elevated leading
to negative discretionary cash flow

Anchor Determination
Based on our "excellent" business risk and "intermediate" financial risk profile assessments, there are two potential
anchor outcomes ('a+' or 'a'). Our choice of an 'a+' anchor reflects our view that the business risk profile of PECO
Energy Co. is at the upper end of the "excellent" category, accounting for the company's large service territory,
consistently constructive regulatory environment, and effective handling of regulatory risk through time.
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Outlook: Stable
The rating outlook on PECO Energy reflects our rating outlook on its parent, Exelon Corp. In our analysis, we
have incorporated our assessment of Exelon's plans to merge with PEPCO Holdings Inc. (PHI). The outlook on the
ratings is stable. However, Standard & Poor's believes that higher natural gas production from shale natural gas
plays and a delay in environmental rules related to plant retirements can significantly hurt the company's financial
performance. We believe these headwinds have increased and Exelon faces a potential earnings decline from
2014. Should the commodity pricing environment weaken, the company might have to address its declining
earnings profile with a commensurate reduction in capital spending and debt. On a stand-alone basis, we expect
Exelon and Exelon Generation Co. LLC (ExGen) to maintain consolidated funds from operations (FFO) to debt of
at least 23% and 27%, respectively, to maintain current ratings. If the merger successfully closes, we expect the
pro forma company to maintain adjusted FFO to debt in a band of about 21% to 23% and debt to EBITDA of
about 3.4x to 3.5x.

Downside scenario
On a stand-alone basis, we could lower Exelon's ratings if adjusted FFO to debt declines below 22%. This could
happen if Exelon has increasing competition in its Pennsylvania and Illinois markets, which would threaten
customer retention in its retail business. Gross margins could also come under pressure by a further decline in
power prices brought about by declining natural gas prices, or lower market heat rates due to increasing energy
efficiency.
A negative situation could arise for the pro forma company not only from a decline in commodity prices that could
affect Exelon's cash flows, but also from a prolonged regulatory approval process that eventually results in
substantially higher rebates and concessions to consummate the deal. We could lower the ratings on the pro forma
company if its adjusted FFO-to-debt ratios decline below 18% to 19%.

Upside scenario
An upgrade for Exelon's stand-alone rating--currently not under consideration--could result if natural gas prices
stabilize and power prices respond favorably to coal plant retirements, resulting in an improvement in
consolidated FFO-to-debt levels of more than 28% on a sustained basis. This could stem from an improved
economy and higher electricity prices, as well as from a robust increase in the rate base of Exelon's regulated
utility subsidiaries. For Standard & Poor's to consider an upgrade, the pro forma company would need adjusted
FFO-to-debt levels over 24% and debt to EBITDA below 3.2x. We think this is possible but unlikely before 2016.

Standard & Poor's Base-Case Scenario
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Assumptions

Key Metrics

• Gross margins grow in the low-single digits
• Capital spending of $500 million to $600 million
annually

Under our base case scenario, we expect that PECO
Energy's financial risk profile will remain consistently
toward the upper end of the "intermediate" category.

Business Risk: Excellent
We assess PECO Energy's business risk profile as "excellent", accounting for regulated electric and gas transmission
and distribution operations, which have low operating risk and benefit from a generally constructive regulatory
framework. PECO Energy's historically effective handling of regulatory risk has contributed to stable returns and cash
flow generation. With respect to ratemaking, the company benefits from the utilization of projected test years and an
automatic adjustment clause for project-specific distribution system improvements.
About 34% of PECO Energy's electric customers representing 68% of 2013 sales have elected to shop for electricity
with alternative suppliers, while only 13% of gas customers representing 19% of sales have elected to shop.
Nevertheless, PECO Energy's electric and gas operations have no commodity exposure and the company is not
affected by fuel cost over- and under-recoveries.

Financial Risk: Intermediate
We view PECO Energy's financial risk profile as being in the "intermediate" category using the low volatility financial
ratio benchmarks, reflecting our base case scenario that the company will maintain credit protection measures that
remain consistently at the upper end of the category. For the year ended Dec. 31, 2013, FFO to debt was 26.9% and
debt to EBITDA was 2.7x, although we expect both measures to weaken somewhat over time, while still supporting an
"intermediate" financial risk profile assessment.

Liquidity: Strong
We view PECO Energy's liquidity on a consolidated basis with that of parent Exelon Corp., given PECO Energy's
group status as a core subsidiary.
The short-term rating on Exelon and affiliates is 'A-2'. Standard & Poor's views liquidity across the Exelon group of
companies as "strong" in light of the debt maturities we expect and available credit facilities. Exelon has sufficient
alternative liquidity sources to cover current liquidity needs, including ongoing capital requirements, moderate capital
spending, and upcoming debt maturities. Ironically, declining power prices are favorable from a liquidity perspective
because cash is being posted to ExGen on its forward hedges. The next large maturity is in 2015 for Exelon ($800
million).
As of Dec. 31, 2013, Exelon, ExGen, Commonwealth Edison Co. (ComEd), PECO Energy Co., and Baltimore Gas &
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Electric Co. (BG&E) had revolving credit facilities of $500 million, $5.3 billion, $1 billion, $600 million, and $600
million, respectively. These facilities expire in August 2018 (except ComEd, which expires in March 2019). ExGen has
an additional $400 million bilateral through January 2015. The facilities were largely available as of Dec. 31, 2013,
except for $184 million and $135 million of commercial paper outstanding at ComEd and BG&E, respectively.
Exelon has a $7.2 billion bridge facility to provide flexibility for timing of permanent financing related to the acquisition
of PHI. We expect 50% of the acquisition funds to be financed by debt and expect this financing to be at the Exelon
Corp. level. We also expect Exelon to maintain balanced funding across the maturity spectrum (i.e., three- to 30-year
tenors). Furthermore, we expect the equity component to be funded through a mix of common equity and mandatory
units, and through $1 billion in unregulated asset sales.
There are no change-of-control provisions in PHI's or its subsidiaries' public debt. We have assumed that
change-in-control provisions in the bank facilities of PHI are resolved without issues by closing (either through waivers
or refinancing). Eventually, management expects to be able to reduce or resize PHI's liquidity and support through
Exelon Corp.'s facility.
Principal Liquidity Sources

Principal Liquidity Uses

• Assumed 2014 FFO of about $5.75 billion to $6
billion
• Available revolving credit facility
• Acquisition bridge loan for $7.2 billion that will be
replaced by permanent financing

• Cash payment of $6.9 billion for acquiring all of
PHI's shares.
• Working capital
• Dividend payments of about $1 billion annually
• Capital spending and maintenance and
environmental costs of about $5 billion to $5.5
billion, annually through 2015

Other Modifiers
Our assessment of the modifiers does not affect the anchor score.

Group Influence
Under our group rating methodology, we consider PECO Energy to be a core subsidiary of Exelon Corp., reflecting our
view that PECO Energy is highly unlikely to be sold and has a strong long-term commitment from senior management.
There are no meaningful insulation measures in place that protect PECO Energy from its parent and therefore, we
align the issuer credit rating on PECO Energy with that of parent Exelon at 'BBB'.

Ratings Score Snapshot
Corporate Credit Rating
BBB/Stable/A-2
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Business risk: Excellent

• Country risk: Very low
• Industry risk: Very low
• Competitive position: Strong
Financial risk: Intermediate

• Cash flow/Leverage: Intermediate
Anchor: a+
Modifiers

• Diversification/Portfolio effect: Neutral (no impact)
• Capital structure: Neutral (no impact)
• Liquidity: Strong (no impact)
• Financial policy: Neutral (no impact)
• Management and governance: Strong (no impact)
• Comparable rating analysis: Neutral (no impact)
Stand-alone credit profile : a+

• Group credit profile: bbb
• Entity status within group: Core (-4 notches from SACP)

Recovery Analysis
• We assign recovery ratings to first-mortgage bonds (FMBs) issued by U.S. utilities, which can result in issue ratings
being notched above a corporate credit rating on a utility depending on the rating category and the extent of the
collateral coverage. The FMBs issued by U.S. utilities are a form of "secured utility bond" (SUB) that qualify for a
recovery rating as defined in our criteria (see "Collateral Coverage and Issue Notching Rules for ‘1+’ and ‘1’
Recovery Ratings on Senior Bonds Secured by Utility Real Property", published Feb. 14, 2013).
• The recovery methodology is supported by the ample historical record of 100% recovery for secured bondholders in
utility bankruptcies in the U.S. and our view that the factors that enhanced those recoveries (limited size of the
creditor class and the durable value of utility rate-based assets during and after a reorganization given the essential
service provided and the high replacement cost) will persist in the future.
• Under our SUB criteria, we calculate a ratio of our estimate of the value of the collateral pledged to bondholders
relative to the amount of FMBs outstanding. FMB ratings can exceed a corporate credit rating on a utility by up to
one notch in the 'A' category, two notches in the 'BBB' category, and three notches in speculative-grade categories
depending on the calculated ratio.
• FMBs at PECO Energy benefit from a first-priority lien on substantially all of the utility's real property owned or
subsequently acquired. Collateral coverage of more than 1.5x supports a recovery rating of '1+' and an issue rating
two notches above the corporate credit rating.
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Related Criteria And Research
Related Criteria
• Criteria - Corporates - General: Methodology And Assumptions: Liquidity Descriptors For Global Corporate Issuers,
Jan. 2, 2014
• Criteria - Corporates - General: Corporate Methodology, Nov. 19, 2013
• Criteria - Corporates - General: Corporate Methodology: Ratios And Adjustments, Nov. 19, 2013
• General Criteria: Methodology: Industry Risk, Nov. 19, 2013
• Criteria - Corporates - Utilities: Key Credit Factors For The Regulated Utilities Industry, Nov. 19, 2013
• Criteria - Corporates - Utilities: Collateral Coverage And Issue Notching Rules For ‘1+’ And ‘1’ Recovery Ratings On
Senior Bonds Secured By Utility Real Property, Feb. 14, 2013
• Criteria - Corporates - General: Methodology: Business Risk/Financial Risk Matrix Expanded, Sept. 18, 2012
• General Criteria: Methodology: Management And Governance Credit Factors For Corporate Entities And Insurers,
Nov. 13, 2012
• Criteria - Corporates - Utilities: Notching Of U.S. Investment-Grade Investor-Owned Utility Unsecured Debt Now
Better Reflects Anticipated Absolute Recovery, Nov. 10, 2008
• Criteria - Corporates - General: 2008 Corporate Criteria: Rating Each Issue, April 15, 2008
Business And Financial Risk Matrix
Financial Risk Profile
Business Risk Profile
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Summary:

Exelon Corp.
(Editor's Note: This summary analysis, originally published Sept. 22, 2014, is being republished to correct an error in our
published assumptions. Subsequently, we revised the financial metrics for the year ended Dec. 31, 2014, in the Key Metrics table.)

Business Risk: STRONG
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Business Risk: Strong

Financial Risk: Significant

• Lower risk rate-regulated utility operations at
diversified energy company Exelon Corp. currently
represent nearly 50% of consolidated business, but
will increase somewhat with the expected closing of
the proposed PEPCO Holdings Inc. (PHI)
acquisition.
• Low-cost base-load generation has a strong
operating track record, though it remains subject to
considerable energy margin variability, driven by
commodity prices, demand, and weather patterns.
• Large natural gas production volumes have
collapsed gas and power prices, carrying significant
downside potential for a generation portfolio that is
largely nuclear (more than 80% of total generation).
• A mild summer, declining market heat rates, and gas
regional pricing differentials have weakened the
economics of the company's generation plants in the
next 18 months despite a stronger fundamental
outlook long-term.
• Capacity prices could continue to languish because
of lackluster electric demand, growing energy
efficiency, and increased penetration of demand
response initiatives. However, this could reverse in
coming auctions as capacity performance schemes
proliferate.
• Exelon still operates a large nuclear fleet; this puts
the company in a good position as carbon regulation
and capacity performance incentives loom.

• The backward-dated EBITDA profile persists,
although the curve is not as steep as it is for certain
competitors, owing to a proactive hedging strategy
and participation in robust capacity markets.
• Cash flow is significantly hedged through 2015 and
2016, increasingly as hedges are regularly added;
2017 is hedged to nearly 46%.
• The company's liquidity position remains strong,
especially since it can defer capital spending needs.
• Dividend policy is relatively aggressive, but this is
supported by a steady stream of dividends from
utility subsidiaries.
• While capital spending needs have been substantial
in the past, we expect that they'll be more in line
with industry norms, as this company is already
well-suited for upcoming carbon regulations.
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Outlook: Stable
The rating outlook on Exelon Corp. is stable. However, Standard & Poor's believes that higher-than-expected
natural gas production from shale production regions and a delay in environmental rules related to plant
retirements could weaken the company's financial performance during the next few years. Should the commodity
pricing environment weaken even more, the company might have to address a decline in its earnings profile with
commensurate reductions in capital spending and debt. If the PHI transaction closes, we expect the consolidated
pro forma company to maintain adjusted funds from operations (FFO) to debt within a band of about 22% to 24%
and debt to EBITDA to increase to about an adjusted 3.2x to 3.4x.

Downside scenario
We could lower Exelon's ratings in the absence of the PHI acquisition if Exelon's adjusted consolidated FFO to
debt declined below 22%. This could happen if ExGen faces increasing competition in its retail markets, which
would threaten customer retention in its retail business. Gross margins could also come under pressure if power
prices continue to decline because of weak natural gas prices or lower market heat rates.
Negative ratings momentum post-acquisition could occur due to a decline in commodity prices that would affect
ExGen's and, as a result, Exelon's cash flows. We could lower the company's ratings post-acquisition if the adjusted
consolidated FFO to debt ratios were to decline below 18% consistently.

Upside scenario
An upgrade for Exelon pre-acquisition--which we presently consider unlikely--could occur if natural gas prices
stabilized, or if power prices responded favorably to coal plant retirements, resulting in an improvement in
consolidated FFO to debt levels that exceed 28% on a sustained basis. This could stem from an improved regional
economy and higher electricity prices, as well as from a robust increase in the rate base of Exelon's regulated utility
subsidiaries.
We could consider an upgrade if the company, post-acquisition, reported adjusted consolidated FFO to debt levels
stronger than about 25% and debt to EBITDA below about 3.4x. We think this is unlikely before 2016.

Standard & Poor's Base-Case Scenario
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Assumptions
• Henry Hub gas prices are between $2.75 per million
Btu in 2015 and $3.25 in 2016; PJM West hub power
prices are between $30 and $35 per megawatt hour
(MWh) in 2016; Northern Illinois hub hovers around
$30 per MWh through 2016.
• Nuclear capacity factors are consistently at about
94% through 2017.
• Growth rates at the utilities are consistent with
management's assumptions.
• Dividend policy remains in line with industry
standards.
• Only current hedges are assumed.
• Spark spreads remain depressed in Texas, with an
average of about $6 per MWh during 2015, but
rebound somewhat afterward.
• Total ExGen generation of about 190 gigawatts per
hour in 2015, ticking up only modestly in subsequent
years.

Key Metrics

FFO/debt (%)

2015E

2016E

25-28

23-26

Debt/EBITDA (x)

2.8-3.0 3.0-3.4

EBITDA interest coverage (x)

5.0-5.6 5.2-5.6

FFO--Funds from operations. E--Estimate.
Note: We will list only our expectations for Exelon
Corp.'s stand-alone operations until the merger closes.

Business Risk: Strong
Standard & Poor's current rating on Exelon reflects our view of the company's consolidated business risk profile, which
we view as "strong", combining the higher-risk operations of unregulated supply affiliate ExGen with the "excellent"
business risk profiles of its rate-regulated transmission and distribution utilities Commonwealth Edison Co. (ComEd),
PECO Energy Co., and Baltimore Gas & Electric Co. (BGE). Because of ring-fencing, we deconsolidate BGE's financial
profile from Exelon and analyze it solely as an equity investment, incorporating the utility's distributions to the parent
as BGE's only contributions to the parent's credit quality and financial profile.
As of June 30, 2015, Exelon had about $27.6 billion of adjusted debt, after considering the effects of operating leases,
deconsolidation, power purchase agreements, and cash netting, as well as a recent debt issuance.
Regulated utilities now contribute almost 50% of Exelon's consolidated current cash flow, and the figure would grow
with the PHI acquisition. PECO's business risk profile is "excellent" under our criteria, reflecting monopolistic,
rate-regulated utility transmission and distribution operations. PECO serves over 1.6 million electric customers and
500,000 natural gas customers in southeastern Pennsylvania, including Philadelphia. Similarly, ComEd's business risk
profile is "excellent", reflecting the same monopolistic, rate-regulated utility transmission and distribution operational
profile. ComEd serves more than 3.8 million customers in northern Illinois, including Chicago. BGE serves more than
1.2 million electric and 650,000 gas customers in Central Maryland, including Baltimore. The regulatory framework
under which BGE operates can be challenging and unpredictable, but has been improving somewhat.
We expect ExGen's unregulated operations to constitute about 50% of the consolidated enterprise in terms of cash

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT
THIS WAS PREPARED EXCLUSIVELY FOR USER ALYSSA STOREY.
NOT FOR REDISTRIBUTION UNLESS OTHERWISE PERMITTED.

AUGUST 5, 2015 5

Attachment SDR-ROR-4(w)
Summary: ExelonPage
Corp.6 of 10
flow and capital spending during 2015, though this figure varies considerably from year to year with power pricing and
will decline with the PHI acquisition. ExGen generates a significant portion of earnings from its retail operations.
Through retail and wholesale channels, ExGen now provides about 150 to 165 terawatt hours, or nearly 5% of total
U.S. power demand, and enjoys significant regional diversity, participating in the PJM Interconnection in the
Mid-Atlantic region, New England, and Texas markets. The company's generation units are well-positioned to grow
where capacity available for competitive supply has room to grow. We expect these incremental revenue streams to
make the consolidated Exelon somewhat more resilient to commodity prices. In most locations, ExGen has adequate
intermediate and peaking capacity for managing load-shaping risks. However, we believe the company will still need
to buy and sell generation in the market to manage its portfolio needs, which exposes it to considerable commodity
risk. Moreover, ExGen has a significant open position in the Midwest to merchant markets, and a somewhat tighter
position in Texas and New England, where it has some risk of finding itself short when loads and power prices are
high.
ExGen's cash flow is sensitive to commodity prices because roughly 83% of the business's generation is nuclear; unlike
gas-fired assets, which have a lower cost structure if gas prices drag power prices down, its nuclear plants face
winnowing margins based on lower market heat rates, especially if capacity prices are low. Given that base-load
generation is price-taking by nature, we expect ExGen's adjusted FFO to debt to remain volatile relative to its peers.
For instance, we estimate gross margins in 2017 will be lower by about about $150 million for every $5 per MWh
(round-the-clock) decline in power prices, and about $400 million for every $1 per million Btu decline in 2017 natural
gas prices. Near-term figures are not quite as volatile due to more thorough hedging and better visibility into pricing.
The issuer's hedges have effectively softened the aforementioned cash flow volatility; this was particularly apparent
during otherwise weak market conditions in 2014. Even though these hedges insulate ExGen, they continue to show
the sensitivity of ExGen's margins to the prospect of continued shale gas production. The merchant generation
margins at ExGen could face a decline as high-priced hedges expire, which is evident in the drop in wholesale hedged
gross margins. Still, forward prices do show a modest contango (future prices are above expected future spot prices),
as reflected in the increase in ExGen's open EBITDA from higher natural gas forward prices compared with year-end
2014.
ExGen's contribution to Exelon's cash flow has declined somewhat under our projected base case because of the
decline in unregulated cash flow when commodity prices fall, as well as due to the renewed focus on regulated
activities. However, despite lower power prices, we view the business risk profile of Exelon as "strong". We expect
financial measures to remain flat or to decline modestly during 2015. However, the corporate credit ratings reflect our
expectation that 2015 will be a trough year, and that metrics could improve in 2016 or 2017, with the business profile
being fortified by the PHI acquisition. Based on the present forward-price curve, cash flow measures are adequate for
the rated level in these years, especially after parent Exelon announced significantly reduced dividend payouts and
ExGen deferred or eliminated some planned capital spending. Still, despite the improvement in free operating cash
flow resulting from the decline in future gross margins, we view Exelon's cash flow adequacy ratio as having
"significant" financial risk.
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Financial Risk: Significant
Exelon's dividend payout is currently in line with its peers at around 50%. However, capital spending requirements
remain significant between 2015 and 2016 at about $3.5 billion, collectively, for the regulated companies (excluding
PHI) and almost $3.4 billion for ExGen. Although utility capital spending tends to be funded through rate base
additions, unregulated generation must recover the funding of its own capital requirements through capacity market
prices (and energy margins, in Texas).
On a stand-alone basis, under our consolidated base case (we assume lower gas prices and market heat rates that
result in power prices roughly 10% lower than the current forward contracts), we expect Exelon's consolidated FFO to
total debt to hover around 25% to 28% through 2015. We expect to see negative discretionary cash flow (i.e., net of
dividends) improve meaningfully. The FFO to total debt ratio is consistent with Standard & Poor's 'BBB' rating
guideposts for a "significant" financial risk profile, especially since a meaningful amount of capital spending is
discretionary.
At ExGen, we expect free operating cash flow to debt to remain positive even in 2015 and 2016 when we expect
financial measures to trough due to lower gas prices. Because of the lower commodity prices, we expect ExGen's
FFO-to-debt ratio to remain about 34% in 2015. Although the company's cash flows are relatively more volatile than
those of its peers because of the larger base-load generation, the low variable cost (and highly depreciated nature) of
its nuclear plants means that natural gas prices must consistently stay below the current assumed level of $2.75 per
million Btu before its FFO to debt falls below 20%.
Pro forma for the PHI acquisition, we would expect the consolidated ratio of adjusted FFO to total debt to fall to about
23% for 2015, then improve to about 26% by 2016 on the heels of improved power prices. We expect free operating
cash flow to debt to remain mostly positive throughout 2015-2017, although discretionary cash flow becomes
meaningfully negative in 2015. Debt to EBITDA should increase to around 3.5x in 2015 before declining somewhat.
These ratios are appropriate for Standard & Poor's 'BBB' guideposts for a "significant" financial risk profile.
Nevertheless, we believe there are risks that cash flow may end up less than expected because merger synergies take
longer to accrue, power prices trend lower due to higher natural gas production from shale plays, or because there is a
delay in retiring coal plants owing to the Mercury and Air Toxics Standards remand of June 2015.
Because we give credit for nuclear fuel amortization in adjusted FFO, we expect subsidiary ExGen to remain operating
cash flow positive (after capital spending that includes nuclear fuel costs). Through the forecast period, ExGen remains
cash flow positive after accounting for capital spending.
Moreover, on a stand-alone basis, the utilities' dividends can fund a significant portion of the external dividend (we
estimate that utility dividends can provide as much as 90% of external dividend in 2015-2017). Post-acquisition,
assuming Exelon's utility target of 70% payout ratios, the utility contributions would be able to cover the entire
external dividend. However, we expect ExGen to continue to contribute to the external dividend, though less than the
majority, as it did before the dividend cut.
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Liquidity: Strong
The short-term rating on Exelon and affiliates is 'A-2'. We view liquidity across the Exelon group of companies as
"strong" in light of the debt maturity schedule and available credit facilities. Exelon has sufficient alternative liquidity
sources to cover current liquidity needs, including ongoing capital requirements, moderate capital spending, and
upcoming debt maturities. Ironically, declining power prices are favorable from a liquidity perspective because cash is
being posted to ExGen as it settles its forward hedges.
As of June 30, 2015, Exelon, ExGen, ComEd, PECO, and BGE had revolving credit facilities of $500 million, $5.8
billion, $1 billion, $600 million, and $600 million, respectively. These facilities generally expire in 2019. The facilities
were largely available at that time, except for $503 million of commercial paper outstanding at ComEd, as well as
certain letters of credit outstanding.
While the current liquidity profile excludes PHI, there is currently financing in place to fund the acquisition, and pro
forma for the transaction, the consolidated enterprise's liquidity would remain "strong".
Principal Liquidity Sources

Principal Liquidity Uses

• FFO of nearly $6 billion in 2015.
• Credit facility availability of about $6 billion.
• Cash on hand of about $6 billion, much of which is
to fund the PHI acquisition.
• Nonseasonal working capital inflows of about $400
million.

• Dividend payments of almost $1.1 billion annually.
• Capital spending and maintenance and
environmental costs of over $6 billion during the
next 12 months.
• Debt maturities of $2.2 billion.
• PHI acquisition costs.

Other Credit Considerations
We assess all modifiers as neutral, resulting in no change to the anchor score.

Group Influence
The group credit profile of Exelon is 'bbb'. As the parent company with one relatively small insulated subsidiary (BGE),
Exelon's issuer credit rating is the same as its group credit profile. Senior unsecured debt at Exelon is notched down to
'BBB-' because of structural subordination to priority obligations at the operating subsidiaries.

Ratings Score Snapshot
Corporate Credit Rating
BBB/Stable/A-2

Business risk: Strong
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• Country risk: Very low
• Industry risk: Very low
• Competitive position: Strong
Financial risk: Significant

• Cash flow/Leverage: Significant
Anchor: bbb
Modifiers

• Diversification/Portfolio effect: Neutral (no impact)
• Capital structure: Neutral (no impact)
• Financial policy: Neutral (no impact)
• Liquidity: Strong (no impact)
• Management and governance: Strong (no impact)
• Comparable rating analysis: Neutral (no impact)
Stand-alone credit profile : bbb

• Group credit profile: bbb
• Entity status within group: Core (no impact)

Related Criteria And Research
Related Criteria
•
•
•
•
•
•
•

Key Credit Factors For The Unregulated Power and Gas Industry, March 28, 2014
Methodology And Assumptions: Liquidity Descriptors For Global Corporate Issuers, Dec. 16, 2014
Corporate Methodology, Nov. 19, 2013
Key Credit Factors for The Regulated Utilities Industry, Nov. 19, 2013
Corporate Methodology: Ratios And Adjustments, Nov. 19, 2013
Group Rating Methodology, Nov. 19, 2013
Methodology: Management And Governance Credit Factors For Corporate Entities And Insurers, Nov. 13, 2012
Business And Financial Risk Matrix
Financial Risk Profile

Business Risk Profile
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Summary:

PECO Energy Co.
Business Risk: EXCELLENT

a+
Vulnerable

CORPORATE CREDIT RATING

a+

Excellent

bbb

BBB/Stable/A-2

Financial Risk: INTERMEDIATE
Highly leveraged

Minimal
Anchor

Modifiers

Group/Gov't

Rationale
Business Risk: Excellent

Financial Risk: Intermediate

• Operations under a generally constructive
regulatory framework along with effective
management of regulatory risk;
• Low operating-risk, rate-regulated electric and gas
transmission and distribution operations support
"excellent" business risk profile; and
• Large customer base with modest growth.

• Core financial measures that are consistent with the
"intermediate" financial risk profile category; and
• Robust planned capital spending leads to negative
discretionary cash flow.
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Outlook: Stable
The rating outlook on PECO Energy Co. (PECO) reflects our rating outlook on its parent, Exelon Corp. (Exelon),
because we view the company as a core subsidiary of Exelon. The rating outlook on Exelon is stable. However,
Standard & Poor's Ratings Services believes that higher-than-expected natural gas production from shale
production regions and a delay in environmental rules related to plant retirements could weaken the company's
financial performance during the next few years. Should the commodity pricing environment weaken even more,
the company might have to address a decline in its earnings profile with commensurate reductions in capital
spending and debt. Exelon and Pepco Holdings Inc. (PHI) announced a plan to combine the two companies in
April 2014. If the PHI transaction closes, we expect the consolidated pro forma company to maintain adjusted
funds from operations (FFO) to debt within a band of about 22% to 24% and debt to EBITDA to increase to about
an adjusted 3.2x to 3.4x.

Downside scenario
We could lower Exelon's ratings in the absence of the PHI acquisition if Exelon's adjusted consolidated FFO to
debt declined below 22%. This could happen if ExGen Generation Co. LLC faces increasing competition in its retail
markets, which would threaten customer retention in its retail business. Gross margins could also come under
pressure if power prices continue to decline because of weak natural gas prices or lower market heat rates.
We could consider a negative rating action post-PHI-acquisition if commodity prices were to decline, affecting
ExGen's and, as a result, Exelon's cash flows. We could lower the company's ratings post-acquisition if the adjusted
consolidated FFO-to-debt ratios were to decline below 18% consistently.

Upside scenario
An upgrade for Exelon pre-acquisition--which we presently consider unlikely--could occur if natural gas prices
stabilized, or if power prices responded favorably to coal plant retirements, resulting in an improvement in
consolidated FFO to debt levels that exceed 28% on a sustained basis. This could stem from an improved regional
economy and higher electricity prices, as well as from a robust increase in the rate base of Exelon's regulated utility
subsidiaries.
We could consider an upgrade if the company, post-acquisition, reported adjusted consolidated FFO to debt levels
stronger than about 25% and debt to EBITDA below about 3.4x. We think this is unlikely before 2016.

Standard & Poor's Base-Case Scenario
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Assumptions
• Gross margins benefit primarily from rate case
filings and marginal load growth; and
• Capital spending of about $500 million - $550
million annually.

Key Metrics

FFO/debt (%)
Debt/EBITDA (x)

2014A

2015E

2016E

21.9

20 - 21

22 - 23

3.5 3.5 – 4.0 3.5 – 4.0

A--Actual. E--Estimate. FFO--Funds from operations.

Business Risk: Excellent
We assess PECO's business risk profile as "excellent" accounting for the company's operations under Pennsylvania's
generally constructive regulatory framework, which in conjunction with effective management of regulatory risk has
enabled the company to consistently earn at or close to its authorized returns. PECO's customer base is large with over
two million customers, but demonstrates only marginal volume growth and the service territory lacks geographic
diversity.
PECO recovers approved infrastructure investments in a timely manner through a distribution system improvement
charge (DSIC) mechanism and has no exposure to commodity prices. We expect infrastructure investments to
continue over the next several years contributing to an increase in the company's rate base.

Financial Risk: Intermediate
We assess PECO's financial risk profile as "intermediate" using the low volatility financial ratio benchmarks, accounting
for the company's low operating risk business model and the company's effective management of regulatory risk.
Under our base case scenario, we project that PECO's core credit ratios will remain at the upper end of the
"intermediate" range, with FFO/debt ranging from 20% to 22% and debt/EBITDA ranging from 3.5x – 4x.
The combination of "excellent" business and "intermediate" financial risk profiles leads to a split anchor of 'a+/a'. We
select the 'a+' anchor because we view PECO's business risk profile as being at the upper end of the category relative
to comparably rated peers based on efficient regulatory risk management and a large customer base.

Liquidity: Strong
We assess PECO's liquidity on a consolidated basis with that of parent Exelon Corp., given the company's group status
as a "core" subsidiary of Exelon.
The short-term rating on Exelon and its affiliates is 'A-2', based on the companies' issuer credit rating and the
assessment of liquidity as "strong."
We view liquidity across the Exelon group of companies as "strong" in light of the debt maturity schedule and available
credit facilities. Exelon has sufficient alternative liquidity sources to cover current liquidity needs, including ongoing
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capital requirements, moderate capital spending, and upcoming debt maturities. Ironically, declining power prices are
favorable from a liquidity perspective because cash is being posted to ExGen as it settles its forward hedges.
As of June 30, 2015, Exelon, ExGen, Commonwealth Edison Co., PECO, and Baltimore Gas & Electric Co. had
revolving credit facilities of $500 million, $5.8 billion, $1 billion, $600 million, and $600 million, respectively. These
facilities generally expire in 2019. The facilities were largely available at that time, except for $503 million of
commercial paper outstanding at Commonwealth Edison, as well as certain letters of credit outstanding.
While the current liquidity profile excludes PHI, there is currently financing in place to fund the acquisition, and pro
forma for the transaction, the consolidated enterprise's liquidity would remain "strong."
Principal Liquidity Sources

Principal Liquidity Uses

• FFO of nearly $6 billion in 2015.
• Credit facility availability of about $6 billion.
• Cash on hand of about $6 billion, much of which is
to fund the PHI acquisition.
• Nonseasonal working capital inflows of about $400
million.

• Dividend payments of almost $1.1 billion annually.
• Capital spending and maintenance and
environmental costs of over $6 billion during the
next 12 months.
• Debt maturities of $2.2 billion.
• PHI acquisition costs.

Other Credit Considerations
Our assessment of modifiers results in no changes to the anchor score.

Group Influence
PECO is subject to our group rating methodology criteria. We assess PECO as a "core" subsidiary of parent Exelon
Corp. because it is highly unlikely to be sold, is integral to the group's overall strategy, possesses significant
management commitment, is a significant contributor to the group, and is closely linked to the parent's reputation.
Moreover, there are no meaningful insulation measures in place that protect PECO from its parent. As a result, the
issuer credit rating on PECO is 'BBB', in line with Exelon's group credit profile of 'bbb'.

Ratings Score Snapshot
Corporate Credit Rating
BBB/Stable/A-2

Business risk: Excellent

• Country risk: Very low
• Industry risk: Very low
• Competitive position: Excellent

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT
THIS WAS PREPARED EXCLUSIVELY FOR USER ALYSSA STOREY.
NOT FOR REDISTRIBUTION UNLESS OTHERWISE PERMITTED.

AUGUST 21, 2015 5

Attachment SDR-ROR-4(x)
6 of 8

Summary: PECO EnergyPage
Co.

Financial risk: Intermediate

• Cash flow/Leverage: Intermediate
Anchor: a+
Modifiers

• Diversification/Portfolio effect: Neutral (no impact)
• Capital structure: Neutral (no impact)
• Financial policy: Neutral (no impact)
• Liquidity: Strong (no impact)
• Management and governance: Strong (no impact)
• Comparable rating analysis: Neutral (no impact)
Stand-alone credit profile : a+

• Group credit profile: bbb
• Entity status within group: Core (-4 notches from SACP)

Recovery Analysis
We assign recovery ratings to first-mortgage bonds (FMB) issued by U.S. utilities, which can result in issue ratings
being notched above a utility's corporate credit rating depending on the rating category and the extent of the collateral
coverage. The FMBs issued by U.S. utilities are a form of "secured utility bond" (SUB) that qualify for a recovery rating
as defined in our criteria (see "Collateral Coverage And Issue Notching Rules for ‘1+’ And ‘1’ Recovery Ratings On
Senior Bonds Secured by Utility Real Property," published Feb. 14, 2013).
The recovery methodology is supported by the ample historical record of 100% recovery for secured bondholders in
utility bankruptcies in the U.S. and our view that the factors that enhanced those recoveries (limited size of the creditor
class and the durable value of utility rate-based assets during and after a reorganization given the essential service
provided and the high replacement cost) will persist in the future.
Under our SUB criteria, we calculate a ratio of our estimate of the value of the collateral pledged to bondholders
relative to the amount of FMBs outstanding. FMB ratings can exceed a utility's corporate credit rating by up to one
notch in the 'A' category, two notches in the 'BBB' category, and three notches in speculative-grade categories,
depending on the calculated ratio.
PECO's FMBs benefit from a first-priority lien on substantially all of the utility's real property owned or subsequently
acquired. Collateral coverage of more than 1.5x supports a recovery rating of '1+' and an issue rating two notches
above the issuer credit rating.
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Related Criteria And Research
Related Criteria
• Criteria - Corporates - General: Methodology And Assumptions: Liquidity Descriptors For Global Corporate Issuers,
Dec. 16, 2014
• Criteria - Corporates - Utilities: Key Credit Factors For The Regulated Utilities Industry, Nov. 19, 2013
• Criteria - Corporates - General: Corporate Methodology: Ratios And Adjustments, Nov. 19, 2013
• General Criteria: Methodology: Industry Risk, Nov. 19, 2013
• General Criteria: Group Rating Methodology, Nov. 19, 2013
• Criteria - Corporates - General: Corporate Methodology, Nov. 19, 2013
• General Criteria: Country Risk Assessment Methodology And Assumptions, Nov. 19, 2013
• General Criteria: Methodology For Linking Short-Term And Long-Term Ratings For Corporate, Insurance, And
Sovereign Issuers, May 7, 2013
• Criteria - Corporates - Utilities: Collateral Coverage And Issue Notching Rules For ‘1+’ And ‘1’ Recovery Ratings On
Senior Bonds Secured By Utility Real Property, Feb. 14, 2013
• General Criteria: Methodology: Management And Governance Credit Factors For Corporate Entities And Insurers,
Nov. 13, 2012
Business And Financial Risk Matrix
Financial Risk Profile
Business Risk Profile

Minimal

Modest

Intermediate

Significant

Aggressive

Highly leveraged

Excellent

aaa/aa+

aa

a+/a

a-

bbb

bbb-/bb+

Strong

aa/aa-

a+/a

a-/bbb+

bbb

bb+

bb

a/a-

bbb+

bbb/bbb-

bbb-/bb+

bb

b+

bbb/bbb-

bbb-

bb+

bb

bb-

b

Weak

bb+

bb+

bb

bb-

b+

b/b-

Vulnerable

bb-

bb-

bb-/b+

b+

b

b-

Satisfactory
Fair
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PECO Energy Co.
Business Risk: EXCELLENT

a+
Vulnerable

CORPORATE CREDIT RATING

a+

Excellent

bbb

BBB/Stable/A-2

Financial Risk: INTERMEDIATE
Highly leveraged

Minimal
Anchor

Modifiers

Group/Gov't

Rationale
Business Risk: Excellent

Financial Risk: Intermediate

• Operations under a generally constructive
regulatory framework along with effective
management of regulatory risk.
• Low operating-risk, rate-regulated electric and gas
transmission and distribution operations support an
assessment of an excellent business risk profile.
• Large customer base with modest growth.

• Core financial measures that are consistent with the
intermediate financial risk profile category.
• Robust planned capital spending leads to negative
discretionary cash flow.
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Outlook: Stable
The rating outlook on PECO Energy Co. (PECO) reflects our rating outlook on its parent, Exelon Corp. (Exelon),
because we view the company as a core subsidiary of Exelon. The rating outlook on Exelon is stable. However, we
believe that higher-than-expected natural gas production from shale production regions and a delay in
environmental rules related to plant retirements could weaken the company's financial performance during the
next few years. If commodity prices weaken even more, the company might have to address a decline in its
earnings profile with commensurate reductions in capital spending and debt. We expect the consolidated pro
forma company to maintain adjusted funds from operations (FFO) to debt of about 19%-21% and debt to EBITDA
to increase to about an adjusted 3.8x-4.0x, including the effects of the recent PH LLC acquisition.

Downside scenario
Negative ratings momentum could occur due to a decline in commodity prices that would affect subsidiary Exelon
Generation Co. LLC's (ExGen) and, as a result, Exelon's cash flows. We could lower our ratings on the company if
the adjusted consolidated FFO to debt ratios were to consistently decline below 16%.

Upside scenario
We could consider an upgrade if the company's reported adjusted consolidated FFO to debt is stronger than about
24% and consolidated debt to EBITDA is below about 3.5x. We think this is unlikely before the end of 2016, but
could come about as a result of improved power prices in key markets that buoy nuclear assets, which have been
struggling; this would be prompted by higher gas prices or improved demand.

Our Base-Case Scenario
Assumptions
• Gross margins benefit primarily from rate case
filings and marginal load growth; and
• Capital spending of about $600 million-$800 million
annually.

Key Metrics

FFO/debt (%)
Debt/EBITDA (x)

2015A

2016E

2017E

26.1

21-23

20-22

3.1 3.0–3.5 3.5–4.0

A--Actual. E--Estimate. FFO--Funds from operations.

Business Risk: Excellent
We assess PECO's business risk profile as excellent, reflecting the company's operations under Pennsylvania's
generally constructive regulatory framework, which in conjunction with effective management of regulatory risk has
enabled the company to consistently earn at or close to its authorized returns. PECO's customer base is large with over
2 million customers across both its electric and gas operations, but demonstrates only marginal volume growth and the
service territory lacks geographic diversity.
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In 2015, PECO filed an electric rate case based on a fully forecasted test year that resulted in a rate increase of $127
million, with rates effective in 2016. The Pennsylvania Public Utility Commission (PAPUC) also approved PECO's
proposal for its electric long-term spending plan, which includes programs to address storm hardening and aging
infrastructure. Therefore, we expect infrastructure investments to continue over the next several years, and contribute
to an increase in the company's rate base. PECO recovers approved infrastructure investments in a timely manner
through a distribution system improvement charge (DSIC) mechanism and has no exposure to commodity prices.

Financial Risk: Intermediate
We assess PECO's financial risk profile as intermediate using the low volatility financial ratio benchmarks, accounting
for the company's low operating risk business model and effective management of regulatory risk. Under our base-case
scenario, we project that PECO's core credit ratios will remain at the upper end of the intermediate range, with FFO to
debt ranging from 20%-23% and debt to EBITDA ranging from 3.0x-4.0x.
The combination of an excellent business and an intermediate financial risk profile leads to an 'a+' stand-alone credit
profile (SACP) because we view PECO's business risk profile as being at the upper end of the category relative to
comparably rated peers based on efficient regulatory risk management and a large customer base.

Liquidity: Adequate
We assess PECO's liquidity as adequate, reflecting the direct support already committed from and the influence of
ongoing interactions with the group, including the provision of various corporate services, along with the availability of
centralized liquidity resources, on an as-needed basis. We expect liquidity sources to exceed uses by 1.1x or more, the
minimum threshold for regulated utilities under our criteria, and that the company will also meet our other
requirements for such a designation. PECO's liquidity benefits from stable cash flow generation, a $600 million
revolving credit facility, sufficient liquidity provided by the parent to meet ongoing needs, as necessary, and
manageable debt maturities over the next few years.

Other Credit Considerations
Our assessment of modifiers results in no changes to the anchor score.

Group Influence
PECO is subject to our group rating methodology criteria. We assess PECO as a core subsidiary of parent Exelon Corp.
because it is highly unlikely to be sold, is integral to the group's overall strategy, possesses significant management
commitment, is a significant contributor to the group, and is closely linked to the parent's reputation. Moreover, there
are no meaningful insulation measures in place that protect PECO from its parent. As a result, the issuer credit rating
on PECO is 'BBB', in line with Exelon's group credit profile of 'bbb'.
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Ratings Score Snapshot
Corporate Credit Rating
BBB/Stable/A-2

Business risk: Excellent

• Country risk: Very low
• Industry risk: Very low
• Competitive position: Excellent
Financial risk: Intermediate

• Cash flow/Leverage: Intermediate
Anchor: a+
Modifiers

• Diversification/Portfolio effect: Neutral (no impact)
• Capital structure: Neutral (no impact)
• Financial policy: Neutral (no impact)
• Liquidity: Adequate (no impact)
• Management and governance: Strong (no impact)
• Comparable rating analysis: Neutral (no impact)
Stand-alone credit profile : a+

• Group credit profile: bbb
• Entity status within group: Core (-4 notches from SACP)

Recovery Analysis
We assign recovery ratings to first-mortgage bonds (FMB) issued by U.S. utilities, which can result in issue ratings
being notched above a corporate credit rating on a utility depending on the rating category and the extent of the
collateral coverage. The FMBs issued by U.S. utilities are a form of "secured utility bond" (SUB) that qualify for a
recovery rating as defined in our criteria (see "Collateral Coverage And Issue Notching Rules for ‘1+’ And ‘1’ Recovery
Ratings On Senior Bonds Secured by Utility Real Property," published Feb. 14, 2013).
The recovery methodology is supported by the ample historical record of 100% recovery for secured bondholders in
utility bankruptcies in the U.S. and our view that the factors that enhanced those recoveries (limited size of the creditor
class and the durable value of utility rate-based assets during and after a reorganization given the essential service
provided and the high replacement cost) will persist.
Under our SUB criteria, we calculate a ratio of our estimate of the value of the collateral pledged to bondholders
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relative to the amount of FMBs outstanding. FMB ratings can exceed a corporate credit rating on a utility by up to one
notch in the 'A' category, two notches in the 'BBB' category, and three notches in speculative-grade categories,
depending on the calculated ratio.
PECO's FMBs benefit from a first-priority lien on substantially all of the utility's real property owned or subsequently
acquired. Collateral coverage of more than 1.5x supports a recovery rating of '1+' and an issue rating two notches
above the issuer credit rating.

Related Criteria And Research
Related Criteria
• Criteria - Corporates - General: Methodology And Assumptions: Liquidity Descriptors For Global Corporate Issuers,
Dec. 16, 2014
• Criteria - Corporates - Utilities: Key Credit Factors For The Regulated Utilities Industry, Nov. 19, 2013
• Criteria - Corporates - General: Corporate Methodology: Ratios And Adjustments, Nov. 19, 2013
• General Criteria: Methodology: Industry Risk, Nov. 19, 2013
• General Criteria: Group Rating Methodology, Nov. 19, 2013
• Criteria - Corporates - General: Corporate Methodology, Nov. 19, 2013
• General Criteria: Country Risk Assessment Methodology And Assumptions, Nov. 19, 2013
• General Criteria: Methodology For Linking Short-Term And Long-Term Ratings For Corporate, Insurance, And
Sovereign Issuers, May 7, 2013
• Criteria - Corporates - Utilities: Collateral Coverage And Issue Notching Rules For ‘1+’ And ‘1’ Recovery Ratings On
Senior Bonds Secured By Utility Real Property, Feb. 14, 2013
• General Criteria: Methodology: Management And Governance Credit Factors For Corporate Entities And Insurers,
Nov. 13, 2012
Business And Financial Risk Matrix
Financial Risk Profile
Business Risk Profile
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PECO Energy Co.
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Rationale
Standard & Poor's Ratings Services' ratings on PECO Energy Co. reflect the consolidated credit profile of parent
Exelon Corp. Chicago-based Exelon's other considerable subsidiaries include regulated Commonwealth Edison Co.
(ComEd) and Baltimore Gas & Electric Co. (BGE) and unregulated Exelon Generation Co. LLC (ExGen). In general, our
ratings on PECO are limited to the lower of our rating on Exelon's consolidated credit quality or PECO's stand-alone
credit quality. The ratings also reflect PECO's "excellent" business risk profile and Exelon's "significant" financial risk
profile under our criteria.
Our assessment of PECO's business risk profile as excellent takes into account its monopolistic, rate-regulated utility
transmission and distribution businesses that provide an essential service. PECO serves about 1.6 million electricity
customers and 494,000 natural gas customers in Philadelphia and the surrounding area. The company's rate base
consists of electric distribution (65%), gas distribution (23%), and electric transmission (12%). The Pennsylvania Public
Utility Commission regulates the company's electric and gas distribution rates, and the Federal Energy Regulatory
Commission (FERC) regulates transmission rates. Additionally, we view the distribution and transmission businesses
as lower risk than the generation businesses often included in many fully integrated electric utilities.
We assess the Pennsylvania regulatory environment as credit supportive, reflecting the overall constructive regulation
during PECO's transition to full-competitive rates. Additionally, we view the Pennsylvania General Assembly's recent
passage of House Bill 1294, which authorizes the use of projected test years in rate cases and permits the use of
automatic adjustment clause for project specific distribution system improvements, as supportive of credit quality.
The significant financial risk profile reflects Exelon's consolidated financial measures under our base-case scenario that
for 2013-2015 funds from operations (FFO) to debt will approximate 22% to 24%. Key assumptions under our base
case include lower gas prices and market heat rates that result in power prices that are about 10% lower than the
current forward contracts. For the 12 months ended June 2012 adjusted FFO to debt decreased to 28.9% from 34.25%
at year-end 2011, and adjusted debt to EBITDA and adjusted debt to total capital weakened to 4.5x and 52.7%,
respectively, compared with 2.9x and 55.7% at year-end 2011.
We expect that Exelon's historically positive discretionary cash flow will turn negative primarily reflecting high capital
spending of about $18.5 billion for 2012–2014 and annual dividends about $18.5 billion. We expect that Exelon will
meet these cash shortfalls in a manner that is at least credit-neutral. As such under our base-case scenario we expect
total debt to total capital to be about 57% and debt to EBITDA to approximate 4.0x.
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Liquidity
Our short-term rating on Exelon and PECO is 'A-2'. We view Exelon's consolidated liquidity as strong and Exelon can
more than cover its cash needs for the next two years, even if FFO declines.
Our liquidity assessment is based on the following factors and assumptions:
• We expect Exelon's consolidated liquidity sources (including cash, FFO, and credit facility availability) to exceed its
uses by about 1.8x over the next 12 months.
• Debt maturities are material with about $1 billion maturing in 2013 and approximately $1.5 billion maturing in 2014.
• Even if EBITDA declines by 30%, we believe net sources will be well in excess of liquidity requirements.
• The company can absorb high-impact, low-probability events with limited need for refinancing, has the flexibility to
lower capital spending, has sound bank relationships and solid standing in the credit markets, and has generally
prudent risk management.
In our analysis, we assumed liquidity sources of about $12.5 billion over the next 12 months. We estimate the
company will use about $7 billion over the same period for capital spending, debt maturities, working capital needs,
and shareholder dividends.
As of July 27, 2012, Exelon, ExGen, ComEd, PECO, and BGE had credit facilities of $2.84 billion, $5.6 billion, $1.0
billion, $0.6 billion, and $0.6 billion, respectively. Availability under these facilities was $2,319 million and $3,807
million for Exelon and ExGen, respectively, and $999 million, $599 million, and $564 million for ComEd, PECO, and
BGE, respectively. Excluding commercial paper outstanding, the aggregate availability was $7.86 billion.
PECO's $600 million revolving credit facility that expires in August 2017 has a financial covenant requiring that PECO
must maintain cash from operations to interest expense of at least 2x. As of June 30, 2012, PECO had adequate
cushion with respect to this financial covenant.

Recovery analysis
We assign recovery ratings to first-mortgage bonds (FMBs) issued by investment-grade U.S. utilities, which can result
in issue ratings that are notched above a corporate credit rating on a utility depending on the category and the extent
of the collateral coverage. We base the investment-grade FMB recovery methodology on the ample historical record of
nearly 100% recovery for secured bondholders in utility bankruptcies and on our view that the factors that supported
those recoveries (limited size of the creditor class, and the durable value of utility rate-based assets during and after a
reorganization, given the essential service provided and the high replacement cost) will persist. Under our notching
criteria, when assigning issue ratings to utility FMBs, we consider the limitations of FMB issuance under the utility's
indenture relative to the value of the collateral pledged to bondholders, management's stated intentions on future FMB
issuance, as well as the regulatory limitations on bond issuance. FMB ratings can exceed a corporate credit rating on a
utility by up to one notch in the 'A' category, two notches in the 'BBB' category, and three notches in speculative-grade
categories.
PECO's FMBs benefit from a first-priority lien on substantially all of the utility's real property owned or subsequently
acquired. Collateral coverage of 1.7x supports a recovery rating of '1+' and an issue rating two notches above the
corporate credit rating.
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Outlook
The stable outlook reflects Standard & Poor's baseline forecast that Exelon's consolidated FFO to debt will
approximate 22% to 24% over the next three years. We could lower our rating on PECO if Exelon's consolidated
financial measures weaken so that FFO to debt is consistently below 22%. This could occur if electricity prices remain
weak and economic growth is minimal. Because our corporate credit rating on PECO is limited to the lower of its
stand-alone credit quality or our corporate credit rating on its parent, for us to raise our rating on PECO, we would first
have to upgrade Exelon, and PECO's stand-alone credit quality would have to reflect the higher rating. Although we
view a ratings upgrade as less likely, this could occur if Exelon's consolidated FFO to debt is consistently greater than
27%.
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•
•
•
•
•

Business Risk/Financial Risk Matrix Expanded, Sept. 18, 2012
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Exelon Corp.
(Editor's Note: This full analysis, originally published Sept. 22, 2014, is being republished to correct an error in our published
assumptions.)

Business Risk: STRONG

CORPORATE CREDIT RATING
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bbb

bbb

bbb

BBB/Stable/A-2

Financial Risk: SIGNIFICANT
Highly leveraged

Minimal
Anchor

Modifiers

Group/Gov't

Rationale
Business Risk
• Rate-regulated utility operations currently represent 35% of consolidated business, but increase to about 45% with
the closing of the proposed PEPCO Holdings Inc. (PHI) acquisition
• Low-cost base-load generation has a strong operating track record
• Large production volumes from the Marcellus and Utica shale gas regions and changing prices at the TETCO
pricing hub carry significant downside potential for a generation portfolio that is largely nuclear (83% of total
generation)
• A mild summer, declining market heat rates and gas basis differentials have weakened the economics of the
company's generation plants despite an improving power outlook through the first half of 2014
• Capacity prices have languished because of lackluster electric demand, growing energy efficiency, and increased
penetration of demand response initiatives

Financial Risk
• The backward-dated EBITDA profile persists, although the curve is not as steep
• Cash flow is significantly hedged through 2015 and 2016 increasingly as hedges are regularly added
• The company's liquidity position is strong

Outlook
Because regulatory processes in merger approvals can take time, we provide outlooks for the ratings on both a
stand-alone and pro forma basis.
The rating outlook on Exelon Corp. is stable. However, Standard & Poor's believes that higher natural gas production
from shale production regions and a delay in environmental rules related to plant retirements can significantly weaken
the company's financial performance. Should the commodity pricing environment weaken even more, the company
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might have to address a decline in its earnings profile with a commensurate reduction in capital spending and debt.
Without the PHI acquisition, we expect Exelon and Exelon Generation Co. LLC to maintain consolidated funds from
operations (FFO) to debt of at least 23% and 27%, respectively, which are the minimum levels to maintain current
ratings. If the PHI transaction closes, we expect the pro forma company to maintain adjusted FFO to debt within a
band of about 21% to 23% and debt to EBITDA of about 3.4x to 3.5x.

Downside scenario
We could lower our ratings on Exelon in the absence of the Pepco Holdings Inc. (PHI) acquisition if adjusted FFO to
debt declined below 22%. This could happen if Exelon faced increasing competition in its markets in Pennsylvania and
Illinois, which would threaten customer retention in its retail business. Gross margins could also come under pressure
if power prices decline further because of declining natural gas prices or lower market heat rates caused by a secular
drop in demand related to increasing energy efficiency.
Negative ratings momentum for the company post-acquisition could occur due to a decline in commodity prices that
would affect Exelon's cash flows, as well as from a prolonged regulatory approval process that eventually resulted in
substantially higher rebates and concessions that were required to consummate the deal. We could lower the
company's ratings post-acquisition if the adjusted FFO to debt ratios declined below 18% to 19%.

Upside scenario
An upgrade for Exelon pre-acquisition, which we do not consider likely, could occur if natural gas prices stabilized and
power prices responded favorably to coal plant retirements, resulting in an improvement in consolidated FFO to debt
levels of more than 28% on a sustained basis. This could stem from an improved economy and higher electricity
prices, as well as from a robust increase in the rate base of Exelon's regulated utility subsidiaries. We could consider an
upgrade on the company post-acquisition if adjusted FFO to debt levels were stronger than 24% and debt to EBITDA
was below 3.2x; however, we think this is unlikely before 2016.

Standard & Poor's Base-Case Scenario
Assumptions
•
•
•
•

All regulatory approvals are received by June 2015.
Gross proceeds of $1 billion (net of taxes) from asset sales are used to fund the acquisition.
Mandatory converts are given 100% equity credit per our criteria.
We have assumed merger synergies that build up to a gross run rate of about $135 million annually by 2018 (net
$250 million over the initial five years), plus rebates/concessions of about $100 million for ratepayers.
• PHI will be ring-fenced in a manner that meets our criteria. This is important to our consideration of any ratings
separation between PHI and Exelon.
Assumptions for Exelon's current stand-alone operations include the following:
• Henry Hub gas prices range between $4.15 per megawatt-hour (MWh) and $4.25 per MWh through 2016; PJM
West hub power prices range between $35 per MWh and $37 per MWh in 2016; and Northern Illinois hub hover
between $30 per MWh in 2014 and $31 per MWh by 2016.
• Nuclear capacity factors perform consistently between 93.3% and 93.7% through 2017 (each 1% fleet decline results
in a $45 million hit to EBITDA).
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• Growth rates at the utilities are consistent with management's assumptions.
• Pensions/other post-employment benefits (OPEB) are based on a Dec. 31, 2013, actuarial valuation by Towers (a
third-party firm).

Key Metrics

FFO/debt (%)
Debt/EBITDA (x)

2014E

2015E

2016E

27-28

25-28

25-28

4.6-4.7 4.0-4.2 4.0-4.2

E--Estimate. Note: We will list only our expectations for Exelon's stand-alone operations until the merger closes.

Company Description
Chicago-based Exelon Corp. is the nation's second-largest regulated distributor of electricity and gas, with 3.8 million
customers in Illinois, 1.6 million customers in Pennsylvania, and 1.2 million customers in Maryland. Exelon also
distributes natural gas to 497,000 customers in the Philadelphia metropolitan area through PECO Energy Co. and
655,000 customers in Maryland. Exelon Generation Co. LLC engages in unregulated energy generation, wholesale
power marketing, and energy delivery. The company has long-term exposure to market risk and meaningful exposure
to nuclear plants (19 gigawatts [GW] across 23 units). The company has about 35 GW of generating capacity and 415
billion cubic feet (bcf) of natural gas business. Exelon is publicly owned and there are no external support
considerations.
In April 2014, Exelon announced that it had made a firm cash offer to acquire PHI's common stock. The offer
represents a market capitalization of about $6.9 billion and with the assumption of PHI's $5.6 billion of debt equals a
total enterprise value of about $12.5 billion. The transaction requires the approval of the Federal Energy Regulatory
Commission (FERC), the Dept. of Justice, and the regulatory commissions of Maryland, New Jersey, Washington D.C.,
Delaware, and Virginia.
Mergers in the utility industry typically face regulatory uncertainty with respect to ultimate approvals, their timing, and
the conditions attached to them. We see the potential for concessions to ratepayers in Exelon's case, though we cannot
define their scale or nature at this time. However, we believe there is a high likelihood that we will assign the combined
company a 'BBB' corporate credit rating when we assess the final plan. We are also maintaining the stable rating
outlook based on the company's demonstrated willingness to walk away from acquisitions when concessions imperiled
the ratings on the merged entity.
Exelon's strategy with its proposed PHI acquisition is premised on a combination of benefits. The acquisition would
diversify cash flows by increasing the company's regulated base and positioning Exelon to retain a greater balance
between the company's regulated and the more volatile unregulated businesses. From a credit perspective, we view
the transaction favorably; not only is Exelon investing incremental cash flow into lower-risk investments, but the
acquisition diversifies the regulated base by adding jurisdictions. Also, the geographic overlap creates opportunities to
realize cost savings through efficiency enhancement.
As part of its acquisition financing, in the first half of 2014, Exelon issued 57.5 million shares structured as a forward
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contract. As a result, there are no current proceeds or dilution. The forward contract aligns with the expected timing of
the merger close, and settlement is at Exelon's option anytime between now and the end of the contract. The expected
net proceeds will depend on when the company settles the forward contract, but should be about $1.8 billion. Exelon
has also issued $1.15 billion of mandatory units, which effectively convert to equity in June 2017 (via a debt
remarketing and equity purchase agreement).

Business Risk
Standard & Poor's current rating on diversified energy company Exelon reflects the company's consolidated business
risk profile, which we view as "strong," combining the higher-risk operations of unregulated supply affiliate ExGen with
the "excellent" business risk profiles of its rate-regulated transmission and ddistribution utilities Commonwealth Edison
Co. (ComEd), PECO Energy Co., and Baltimore Gas & Electric Co. (BGE). Because of ring-fencing, we deconsolidate
BGE's financial profile from Exelon and analyze it solely as an equity investment, incorporating the utility's
distributions to the parent as BGE's only contributions to the parent's credit quality and financial profile.
As of June 30, 2014, Exelon (excluding BGE) had about $18.7 billion of on-balance-sheet debt, including nonrecourse
debt. We also impute a significant amount of debt onto Exelon's balance sheet -- as much as $4 billion (excluding BGE
imputed debt) -- which consists mostly of about $2.1 billion related to pensions and OPEB, about $460 million to
operating leases, and about $1.4 billion to power purchase agreements. This is offset by about $1.6 billion of
off-balance-sheet credit for nonrecourse project financing.
Regulated utilities contribute about 35% to 40% of Exelon's consolidated current cash flow. PECO's business risk
profile is "excellent" under our criteria, reflecting monopolistic, rate-regulated utility transmission and distribution
operations. PECO serves about 1.6 million electric customers and 497,000 natural gas customers in southeastern
Pennsylvania, including Philadelphia. The Pennsylvania Public Utility Commission regulates the company's electric
and gas distribution rates, and the FERC regulates transmission rates. Similarly, ComEd's business risk profile is
"excellent," reflecting the same monopolistic, rate-regulated utility transmission and distribution operational profile.
ComEd serves about 3.8 million customers in northern Illinois, including the city of Chicago. The company's
distribution rates are regulated by the Illinois Commerce Commission (ICC), while transmission rates, which comprise
about 23% of the company's rate base, are regulated by the FERC.
We expect ExGen's unregulated operations to constitute about 60% of the consolidated enterprise in terms of cash
flow and capital spending in 2014. ExGen generates a significant portion of earnings from its retail operations. Through
retail and wholesale channels, ExGen now provides about 150 to 165 terawatt-hours, or about 4.75% to 5% of total
U.S. power demand. The company's generation units are well positioned to grow where capacity available for
competitive supply has room to grow. We expect these incremental revenue streams to make the consolidated Exelon
somewhat more resilient to commodity prices. Exelon's 2012 combination with Constellation Energy Group Inc.
provides regional diversification of generating capacity and a better balance between generation and load positions
across multiple regions. In most locations, ExGen has adequate intermediate and peaking capacity for managing
load-shaping (matching resources with energy needs) risks. However, we believe the company still needs to buy and
sell generation in the market to manage its portfolio needs, which exposes it to commodity risk. Moreover, ExGen has
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a significant open position in the Midwest to merchant markets, and a somewhat tight position in Texas and New
England, where it has some risk of finding itself short when loads are high, in our opinion.
ExGen's cash flow is sensitive to commodity prices because almost 82% of the business's generation is nuclear, all of
which is affected by low natural gas prices. Given that base-load generation is price-taking by nature, we expect
ExGen's adjusted FFO to debt to remain volatile relative to peers. For instance, all else being equal, we estimate gross
margins in 2016 will be lower by about $500 million for every $5 per MWh (round-the-clock) decline in power prices,
about $370 million for every $1 per million cubic feet (Mcf) decline in natural gas prices, and about $100 million for
every $1 per MWh decline in retail margins.
We view ExGen's ratable hedging strategy favorably because it ensures that a high percentage of the company's
near-term generation remains locked in. Hedging not only protects unregulated generation cash flows from steep price
declines, but also provides the company time to adjust its cost structure or its capital structure if prices remain
depressed. For instance, as forward prices rose in the first half 2014, Exelon hedged aggressively and reduced its
commodity exposure by moving its hedging from the lower end to the higher end of its ratable hedging targets for
2015 and 2016.
However, hedging activities insulate, but do not isolate, power merchants from commodity price effects. Current
hedges show the significant value of Exelon's hedging program. Even though these hedges insulate ExGen, they also,
perversely, 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 demonstrates the limit to which Exelon can hedge-- price-taking plants
can hedge, but only at the prices the market will bear. Also, the merchant generation margins at ExGen will face a
decline as high-priced hedges expire, which is evident in the drop in wholesale hedged gross margins. Still, forward
prices do show a contango (i.e., future prices are above expected future spot prices) as reflected in the increase in
ExGen's open EBITDA from higher natural gas forward prices compared with year-end 2013. In addition, although
retail competition has increased, and ExGen has lowered its growth estimates, we believe retail contributions can
mitigate the wholesale decline, given the potential for cost savings, volumes gained from the Constellation merger, and
acquisitions.
Excluding the PHI merger, ExGen's contribution to Exelon's cash flow declines to about 60% under our projected base
case because of the decline in unregulated cash flow when commodity prices fall. However, despite lower power
prices, we view the business risk profile of Exelon as "strong." We expect financial measures to remain flat or to
decline through 2015. However, the corporate credit ratings reflect our expectation that 2014 and 2015 will be the
trough years. Based on the present forward-price curve, cash flow measures are adequate for the rated level in these
years, especially after parent Exelon announced significantly reduced dividend payouts and ExGen deferred or
eliminated some planned capital spending. Still, despite the improvement in free operating cash flow resulting from the
decline in future gross margins, we view Exelon's cash flow adequacy ratio as having "significant" financial risk.
We view Exelon's management strategy as an important determinant of the company's current "strong" business risk
assessment. 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: cost and productivity enhancements that include
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strategies like divestments and asset retirements; enlarging alternative energy investments through renewables
development projects (mostly wind and solar); and in the next few years 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 extensively in transmission-related infrastructure. Given uncertain
unregulated markets, management's focus has shifted into growing the regulated businesses. In June 2013, Exelon
cancelled the LaSalle and Limerick nuclear extended power uprates and instead shifted capital into growth and
maintenance capital at the utilities. In November 2013, the company announced plans to invest $15 billion in the
regulated platform over five years. These investments now constitute about 55% of the overall capital in the five-year
plan.

S&P Base Case Operating Scenario
• The merchant generation units continue to operate well, in particular, the nuclear units
• Exelon maintains its hedging strategy for its merchant generation units
• The company continues to effectively manage regulatory risk in all its jurisdictions, ensuring timely recovery of
investment

Peer comparison
Exelon Corp. -- Peer Comparison
Industry Sector: Energy
Exelon Corp.
Rating as of Sep. 10, 2014

PPL Corp.

BBB/Stable/A-2 BBB/Watch Pos/--

Public Service Enterprise Group Inc. FirstEnergy Corp.
BBB+/Positive/A-2

BBB-/Stable/--

--Average of past three fiscal years-(Mil. $)
Revenues

22,433.7

12,294.3

10,013.2

15,412.7

EBITDA

6,170.3

4,619.5

3,399.2

4,502.8

Funds from operations (FFO)

4,586.3

3,284.1

2,676.3

3,376.9

Net income from cont. oper.

1,791.3

1,384.3

1,365.1

676.7

Cash flow from operations

6,013.1

3,057.9

2,991.8

2,597.5

Capital expenditures

5,196.0

3,249.7

2,470.2

2,637.7

817.1

(191.7)

521.6

(40.1)

(653.7)

(1,193.4)

(191.4)

(947.1)

Free operating cash flow
Discretionary cash flow
Cash and short-term investments

342.6

268.4

136.5

49.3

Debt

21,312.3

19,430.0

8,328.6

21,613.1

Equity

19,997.8

13,381.3

10,747.9

13,029.0

EBITDA margin (%)

27.5

37.6

33.9

29.2

Return on capital (%)

8.8

9.3

11.1

6.9

EBITDA interest coverage (x)

4.2

4.2

7.0

3.4

FFO cash int. cov. (X)

7.2

5.0

7.2

4.6

Debt/EBITDA (x)

3.5

4.2

2.5

4.8

Adjusted ratios
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Exelon Corp. -- Peer Comparison (cont.)
FFO/debt (%)

21.5

16.9

32.1

15.6

Cash flow from operations/debt (%)

28.2

15.7

35.9

12.0

3.8

(1.0)

6.3

(0.2)

(3.1)

(6.1)

(2.3)

(4.4)

Free operating cash flow/debt (%)
Discretionary cash flow/debt (%)

Financial Risk
Exelon's dividend payout is now in line with peers (about 55% to 60%). However, capital spending requirements
remain significant between 2014 and 2016 at about $9 billion for the regulated companies and about $6.8 billion for
ExGen. Although utility capital spending tends to be funded in rate base, unregulated generation will have to recover
the funding of its own capital requirements through market prices. Importantly, because of announced cuts,
consolidated cash flow from operations will largely cover capital spending and dividends, resulting in only modest
external financing needs. Still, incrementally lower gas prices would hurt ExGen's debt protection measures more than
increases in debt financing or in operating and maintenance costs, through 2015.
On a stand-alone basis, under our consolidated base case (we assume lower gas prices and market heat rates that
result in power prices roughly 10% lower than the current forward contracts), we expect Exelon's FFO to total debt to
hover around 27% to 29% through 2015. Importantly, we expect to see negative discretionary cash flow (i.e., net of
dividends) improve meaningfully. The FFO to total debt ratio is consistent with Standard & Poor's 'BBB' rating
guideposts for a financial risk profile we assess as "significant," especially since a meaningful amount of capital
spending is discretionary (ExGen has lowered capital spending estimates in 2014 by more than $2.3 billion since its
July 2012 estimates).
At ExGen, we expect free operating cash flow to debt to remain positive even in 2014 and 2015 when we expect
financial measures to trough. Because of the decline in commodity prices, we expect ExGen's FFO-to-debt ratio to
hover around 35% in 2014. Although the company's cash flows are relatively more volatile compared with peers
because of the larger base-load generation, the low variable cost (and highly depreciated nature) of its nuclear plants
means that natural gas prices must decline and stay below $2.75 per Mcf before its FFO to debt falls below 20%, a
level well below the current price of about $4.00.
If the PHI acquisition is successful, under our base case we expect the consolidated ratio of adjusted FFO to total debt
to fall to about 21% in 2015, then improve to about 24% by 2016. Importantly, we expect free operating cash flow to
debt to remain mostly positive throughout 2015-2017, although discretionary cash flow becomes meaningfully
negative in 2015. Debt to EBITDA increases to 3.6x in 2015. These ratios are appropriate for Standard & Poor's 'BBB'
guideposts for a "significant" financial risk profile on the medial volatility table. Nevertheless, we believe there are risks
that cash flow may eventually end up less than expected because merger synergies and/or savings take longer to
accrue, power prices trend lower than expected due to higher natural gas production from shale plays, or because
there is a delay in retiring coal plants.
Also, because we give credit for nuclear fuel amortization in adjusted FFO, we expect subsidiary ExGen to remain
operating cash flow positive (i.e., after capital spending that includes nuclear fuel costs). Through the forecast period,
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ExGen remains cash flow positive after accounting for capital spending.
Moreover, on a stand-alone basis, the utilities' dividends can fund a significant portion of the external dividend (we
estimate that utility dividends provide between 80% and 90% of external dividend in 2015-2017). Post-acquisition,
assuming Exelon's utility target of 70% payout ratios, the utility contributions would be able to cover the entire
external dividend. However, we expect ExGen to continue to contribute to the external dividend, though less than the
majority as it did before the dividend cut.

Liquidity
The short-term rating on Exelon and affiliates is 'A-2'. Standard & Poor's views liquidity across the Exelon group of
companies as "strong" in light of the debt maturity schedule and available credit facilities. Exelon has sufficient
alternative liquidity sources to cover current liquidity needs, including ongoing capital requirements, moderate capital
spending, and upcoming debt maturities. Ironically, declining power prices are favorable from a liquidity perspective
because cash is being posted to ExGen on its forward hedges. The next large maturity is in 2015 for Exelon ($800
million).
As of June 30, 2014, Exelon, ExGen, ComEd, PECO, and BGE had revolving credit facilities of $500 million, $5.3
billion, $1 billion, $600 million, and $600 million, respectively. These facilities expire in August 2018 (ComEd's expires
in March 2019). ExGen has an additional $500 million in bilateral lines that mature in Oct. 2014 and January 2015. The
facilities were largely available as of June 30, 2014, except for $498 million and $70 million of commercial paper
outstanding at ComEd and BGE, respectively.
Exelon has a $7.2 billion bridge facility to provide flexibility for the timing of permanent financing related to the PHI
acquisition. There are no change-of-control provisions in PHI's or its subsidiaries' public debt. We have assumed that
change-of-control provisions in the bank facilities of PHI are resolved by closing (either through waivers or
refinancing). Eventually, management expects to be able to reduce or resize PHI's liquidity and support the company
through Exelon's facility.

Principal Liquidity Sources
• 2014 FFO of $5.75 billion to $6 billion
• Available revolving credit facility of about $6.3 billion
• $7.2 billion acquisition bridge loan that will be replaced by permanent financing.

Principal Liquidity Uses
•
•
•
•

$6.9 billion of cash payment for acquiring all of PHI's shares.
Working capital
Dividend payments of about $1 billion annually
Capital spending and maintenance and environmental costs of $5 billion to $5.5 billion annually through 2015

Debt maturities ($mm)
• 2014: 1,424
• 2015: 1,611
• 2016: 1,342
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• 2017: 1,391

Covenant Analysis
As of June 30, 2014, Exelon and its subsidiaries were comfortably in compliance with the financial covenants of their
credit facilities.

Other Modifiers
We assess all modifiers as neutral, resulting in no change to the anchor score.

Group Influence
The group credit profile (GCP) of Exelon is 'bbb'. As the parent company with one relatively small insulated subsidiary
(BGE), Exelon's issuer credit rating is the same as its GCP. Senior unsecured debt at Exelon Corp. is notched down to
'BBB-' because of structural subordination to priority obligations at the operating subsidiaries.

Ratings Score Snapshot
Corporate Credit Rating
BBB/Stable/A-2

Business risk: Strong

• Country risk: Very low
• Industry risk: Moderately high
• Competitive position: Strong
Financial risk: Significant
Anchor: bbb
Modifiers

• Diversification/Portfolio effect: Neutral
• Capital structure: Neutral
• Financial policy: Neutral
• Liquidity: Strong
• Management and governance: Strong
• Comparable rating analysis: Neutral
Stand-alone credit profile : bbb

• Group credit profile: bbb
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• Entity status within group: Core

Related Criteria And Research
Related Criteria
• Collateral Coverage And Issue Notching Rules For ‘1+’ And ‘1’ Recovery Ratings On Senior Bonds Secured By
Utility Real Property, Feb. 14, 2014
• Methodology and Assumptions: Liquidity Descriptors For Global Corporate Issuers, Jan 2, 2014.
• Corporate Methodology, Nov. 19, 2013
• Key Credit Factors for The Regulated Utilities Industry, Nov. 19, 2013
• Corporate Methodology: Ratios And Adjustments, Nov. 19, 2013
• Group Rating Methodology, Nov. 19, 2013
• Methodology: Management And Governance Credit Factors For Corporate Entities And Insurers, Nov. 13, 2012
Business And Financial Risk Matrix
Financial Risk Profile
Business Risk Profile

Minimal

Modest

Intermediate

Significant

Aggressive

Highly leveraged

Excellent

aaa/aa+

aa

a+/a

a-

bbb

bbb-/bb+

aa/aa-

a+/a

a-/bbb+

bbb

bb+

bb

a/a-

bbb+

bbb/bbb-

bbb-/bb+

bb

b+

bb+

bb

bb-

b

Strong
Satisfactory
Fair

bbb/bbb-

bbb-

Weak

bb+

bb+

bb

bb-

b+

b/b-

Vulnerable

bb-

bb-

bb-/b+

b+

b

b-

Ratings Detail (As Of September 22, 2014)
Exelon Corp.
Corporate Credit Rating

BBB/Stable/A-2

Commercial Paper
Local Currency

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

Related Entities
Baltimore Gas & Electric Co.
Issuer Credit Rating

A-/Stable/A-2

Commercial Paper
Local Currency

A-2

Preference Stock

BBB

Preferred Stock

BBB

Senior Unsecured

A-
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Ratings Detail (As Of September 22, 2014) (cont.)
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

Continental Wind LLC
Senior Secured

BBB-/Stable

Exelon Generation Co. LLC
Issuer Credit Rating

BBB/Stable/A-2

Commercial Paper
Local Currency

A-2

Senior Unsecured

BBB

Senior Unsecured

BBB-

Senior Unsecured

BBB/A-2

ExGen Renewables I LLC
Senior Secured

BB-/Stable

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. S&P Global Ratings’ credit ratings on the global scale are comparable
across countries. S&P Global Ratings’ credit ratings on a national scale are relative to obligors or obligations within that specific country. Issue and
debt ratings could include debt guaranteed by another entity, and rated debt that an entity guarantees.
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Summary:

Exelon Corp.
BBB/Stable/A-2

Corporate Credit Rating
Profile Assessments
BUSINESS RISK

STRONG
Vulnerable

FINANCIAL RISK

Excellent

SIGNIFICANT
Highly leveraged

Minimal

Business Risk:: Strong
•
•
•
•
•
•

35% rate-regulated utility operations
Low-cost base-load generation
Strong operating track record
Exposure to market prices of a price-taking fleet
A capacity market that is still not responding to price signals
Exposure to nuclear generation.

Financial Risk: Significant
• Backdated EBITDA profile and potential for a significant decline in cash flow
• Positive operating cash flow
• Strong liquidity position
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Outlook: Stable
The outlook on the ratings is stable. That said, we believe that higher natural gas production from shale gas plays
and a delay in environmental rules related to plant retirements can significantly hurt the company's financial
performance. We believe these headwinds have increased and Exelon faces a potential earnings decline in 2014.
Should the prevailing commodity environment persist, the company may have to address its declining earnings
profile by reducing capital spending. We expect Exelon and Exelon Generation Co. LLC (ExGen) to maintain
consolidated funds from operations (FFO) to debt of at least 23% and 27%, respectively, to maintain current
ratings.

Downside scenario
We could lower the ratings if adjusted FFO to debt is consistently lower than 22%. This could happen if Exelon
sees increasing competition in its markets in Pennsylvania and Illinois, which would threaten customer retention
in its retail business. Gross margins could also come under pressure by a further decline in power prices brought
about by declining natural gas prices, or lower market heat rates due to increasing energy efficiency.

Upside scenario
A positive outlook--currently not under consideration--can result if natural gas prices stabilize and power prices
respond favorably to coal-plant retirements, resulting in an improvement in consolidated FFO to debt levels of
more than 28% on a sustained basis. This could stem from an improved economy and higher electricity prices, as
well as a robust increase in the rate base of Exelon's regulated utility subsidiaries.

Standard & Poor's Base-Case Scenario
Assumptions
• Henry Hub gas price between $3.50 to $3.75
through 2016; PJM West hub power prices between
$40.50 per megawatt-hour (MWh) to $43 per MWh
in 2016. Northern Illinois hub between $33 per
MWh in 2014 to $34.50 per MWh by 2016
• Pensions/other post-employment benefits: Based
on Dec. 31, 2012 actuarial valuation by Towers (a
third party firm)
• 50% bonus depreciation in 2013
• Nuclear capacity factors: between 93.3% and 93.7%
through 2017 (each 1% fleet decline results in a $45
million hit to FFO)
• Growth rate at utilities consistent with management
assumptions
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2013E 2014E 2015E
FFO/debt (%)
25-28 26-28 27-28
Debt/EBITDA (x) 4.6-4.7 4.0-4.2 3.8-3.6
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Business Risk: Strong
Standard & Poor's Ratings Services' rating on diversified energy company Exelon reflects its consolidated business risk
profile, which we view as "strong." Exelon's business risk profile reflects the higher-risk operations of unregulated
supply affiliate ExGen. Exelon's business risk also reflects the excellent business risk profiles of regulated delivery
businesses Commonwealth Edison Co. (ComEd), PECO Energy (PECO), and Baltimore Gas & Electric Co. (BGE),
which have generally predictable transmission and distribution cash flows. Because of ring-fencing, we will continue to
deconsolidate BGE and analyze it as an equity investment, counting only distributions to the parent as primary
contributions to the parent's credit quality and financial profile.
As of June 30, 2013, Exelon (excluding BGE) had about $16.7 billion of on-balance-sheet debt. We also impute a
significant amount of debt to Exelon, as much as $4.2 billion (excluding BGE imputed debt as of June 30, 2013), which
consists mostly of about $2.2 billion related to pensions and other post-employment benefits, about $500 million
related to operating leases and about $1.4 billion related to power purchase agreements. This is offset by about $1.2
billion of off-balance-sheet credit for nonrecourse project financing.
After the merger with Constellation Energy Group Inc., Exelon is the nation's second-largest regulated distributor of
electricity and gas, with 3.8 million customers in Illinois, 1.6 million customers in Pennsylvania, and 1.2 million
customers in Maryland. Exelon also distributes natural gas to 497,000 customers in the Philadelphia metropolitan area
through PECO and 655,000 customers in Maryland. ExGen engages in unregulated energy generation, wholesale
power marketing, and energy delivery. The company has long-term exposure to market risk and meaningful exposure
to nuclear plants (19 gigawatts [GW] across 23 units). The company has about 35 GW of generating capacity and 415
billion cubic feet (bcf) of natural gas business.
Exelon gets a larger portion of earnings from its regulated and retail operations. Through retail and wholesale
channels, ExGen now provides about 165 terawatt-hours, or about 4.75% to 5%, of total U.S. power demand. The
company's generation units are well positioned to grow where capacity available for competitive supply has room to
grow. We expect these incremental revenue streams to make the consolidated Exelon somewhat more resilient to
commodity prices. Exelon's 2012 combination with Constellation provides it with regional diversification of its
generating plants and a customer-facing load business because generation and load positions are now better balanced
across multiple regions. In most locations, ExGen will have adequate intermediate and peaking capacity within the
portfolio for managing load shaping (matching resources with energy needs) risks. However, the company will still
need to buy and sell generation in the market to manage portfolio needs, in our opinion. Moreover, ExGen has a
significant open position in the Midwest (exposed to merchant market), and a somewhat tight position in Texas and
New England, where it has some risk of finding itself short when loads are high, in our opinion.
ExGen's cash flow is sensitive to commodity prices because almost 82% of its generation is nuclear, all of which low
natural gas prices are impairing. ExGen's unregulated operations accounted for about 65% of the consolidated
enterprise by cash flow and capital spending in 2012. Given that base-load generation is price-taking we expect
ExGen's adjusted FFO to debt to remain volatile relative to its peers. For instance, all else remaining equal, we
estimate gross margins in 2015 will be lower by about $575 million for every $5 per megawatt--hour (MWh;
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round-the-clock) decline in power prices, about $375 million for every $1 per million cubic feet (mcf) decline in gas
prices, and about $85 million for every $1 per MWh decline in retail margins.
As a result, ExGen's contribution to the overall Exelon cash flow declines to about 60% under our projected base case,
because of the decline in unregulated cash flow when commodity prices fall. However, despite the lower power prices,
we view the business risk profile of parent Exelon as strong. We expect financial measures to decline through 2015.
However, the corporate credit ratings reflect our expectation that 2014 and 2015 will be the trough years. Based on the
present forward curve, cash flow measures are adequate for the rated level in that year, especially after parent Exelon
announced significantly reduced dividend payouts and ExGen deferred or eliminated some planned capital spending.
However, despite the improvement in free operating cash flow, as a result of the decline in future gross margins, we
view Exelon's cash flow adequacy ratio as having "significant" financial risk.
We view ExGen's ratable hedging strategy favorablybecause it ensures that a high percentage of the company's
near-term generation is locked in. Hedging not only protects unregulated generation cash flows from steep price
declines, it also provides the company time to adjust its cost structure or its capital structureif prices remain depressed.
However, hedging activities insulate, but do not isolate, power merchants from commodity price effects. Current
hedges show the significant value of Exelon's hedging program. Even though these hedges insulate ExGen, perversely,
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 limit to which Exelon can hedge--a price-taking fleet can
hedge, but only at the prices the market will bear. Also, the merchant generation margins at ExGen will face a decline
as high-priced hedges expire, evident in the drop in wholesale hedged gross margins. Still, the forward prices do show
a contango as reflected in the increase in ExGen's open EBITDA from higher natural gas forward prices. In addition,
although retail competition has increased, and ExGen has lowered its growth estimates, we believe retail contributions
can mitigate the wholesale decline, given the potential for cost savings, volumes gained from the Constellation merger,
and acquisitions.

Financial Risk: Significant
Because of the decline in commodity prices, we expect ExGen's FFO to debt to range around 40% in 2014. Although
ExGen's cash flows are relatively more volatile compared with peers because of the larger base-load generation, the
low variable cost (and highly depreciated nature) of its nuclear plants means that natural gas prices must decline and
stay below $2.75 per mcf before its FFO to debt falls below 20%.
We still view Exelon's internal funding as "aggressive," but we view Exelon's decision to lower its dividends as
bolstering credit quality. Dividend payout is now in line with peers (at about 55% to 60%). However, Exelon's capital
spending requirements remain significant between 2013 and 2015, at about $8 billion for the regulated companies and
about $7.6 billion at the unregulated GenCo. Although 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. Importantly,
because of announced cuts, consolidated cash flow from operations will largely cover capital spending and dividends,
resulting in modest external financing needs. Still, incrementally lower gas prices would hurt ExGen's debt protection
measures more than the level of new debt financing, or operating and maintenance cost increases in ExGen's forecast
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through 2015.
Under our consolidated base case (we assume lower gas prices and market heat rates that result in power prices
roughly 10% lower than the current forward contracts), we expect Exelon's FFO to total debt of the company to
decline to hover at 27% to 29% through 2015. We expect free operating cash flow to debt to remain positive even in
2013 and 2014 when we expect financial measures to trough. Importantly, we expect to see the negative discretionary
cash flow (after dividends) to improve meaningfully. Similarly, we expect debt to EBITDA to decline to about 4.2x in
2014. These ratios are consistent with Standard & Poor's 'BBB' rating guideposts for a financial risk profile we assess as
"significant," especially since a meaningful amount of capital spending is discretionary (ExGen has lowered capital
spending estimates in 2014 by more than $2.3 billion since July 2012 estimates).

Liquidity: Strong
The short-term rating on Exelon and affiliates is 'A-2'. Standard & Poor's views the liquidity across the Exelon group of
companies as "strong," in light of the debt maturities we expect and available credit facilities. We estimate that sources
of cash will exceed the companies' uses by about 2x during the next 12 to 24 months. We expect sources over uses for
Exelon and ExGen to remain positive even if EBITDA declines by 50%. In addition, because of Exelon's solid
relationships with banks and high conversion of FFO to discretionary cash flow, we believe the company can absorb
low-probability, high-impact shocks.
Exelon has sufficient alternative sources of liquidity to cover current liquidity needs, including ongoing capital
requirements, moderate capital spending, and upcoming debt maturities. Ironically, declining power prices are
favorable from a liquidity perspective because cash is being posted to ExGen on its forward hedges. The next large
maturities are in 2015 for Exelon and 2014 for ExGen.
As of June 30, 2013, Exelon, ExGen, ComEd, PECO, and BGE had credit facilities of $500 million, $5.7 billion, $1
billion, $600 million, and $600 million, respectively. These facilities expire between December 2015 and August 2018.
Availability as of June 30, 2013 under these facilities was $498 million for Exelon; $4.1 billion for ExGen; and $626
million, $599 million, and $600 million for ComEd, PECO, and BGE, respectively.
Commercial paper outstanding was about $650 million and the aggregate availability was $5.8 billion (excluding BGE's
$600 million).
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Principal Liquidity Sources

Principal Liquidity Uses

• Assumed FFO of about $5.75 billion
• Revolver availability

• Working capital
• Dividend payments of about $1 billion, annually
• The annual maturities for the next several years are
about $1 billion to $1.6 billion, which is about 20%
of Exelon's annual FFO ($1 billion in 2013)
• Capital spending and maintenance and
environmentalcosts of about $4.8 billion to $5.5
billion, annually, through 2015

Related Criteria And Research
• Business Risk/Financial Risk Matrix Expanded, Sept. 18, 2012
• Liquidity Descriptors For Global Corporate Issuers, Sept. 28, 2011
Business And Financial Risk Matrix
Financial Risk
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A

A-

BBB

--
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AA

A

A-

BBB

BB

BB-

Satisfactory

A-

BBB+

BBB

BB+

BB-

B+

Fair

--

BBB-

BB+

BB

BB-

B

Weak

--

--

BB

BB-

B+

B-

Vulnerable

--

--

--

B+

B

B- or below

Business Risk
Excellent

Note: These rating outcomes are shown for guidance purposes only. The ratings indicated in each cell of the matrix are the midpoints of the likely
rating possibilities. There can be small positives and negatives that would lead to an outcome of one notch higher or lower than the typical matrix
outcome. Moreover, there will be exceptions that go beyond a one-notch divergence. For example, the matrix does not address the lowest rungs of
the credit spectrum (i.e., the 'CCC' category and lower). Other rating outcomes that are more than one notch off the matrix may occur for
companies that have liquidity that we judge as "less than adequate" or "weak" under our criteria, or companies with "satisfactory" or better business
risk profiles that have extreme debt burdens due to leveraged buyouts or other reasons. For government-related entities (GREs), the indicated
rating would apply to the standalone credit profile, before giving any credit for potential government support.
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BBB/Stable/A-2

Rationale
Standard & Poor's Ratings Services' 'BBB' corporate credit ratings on diversified energy company, Exelon Corp,
reflects its consolidated business risk profile, which we view as "strong." Exelon's business risk profile reflects the
higher-risk operations of unregulated supply affiliate Exelon Generation Co. LLC (ExGen), which has increased in size
to subsume Constellation's unregulated business. Exelon's business risk also reflects the excellent business risk profiles
of regulated delivery businesses, Commonwealth Edison (ComEd), PECO Energy (PECO), and Baltimore Gas &
Electric Co. (BGE), which have generally predictable transmission and distribution cash flows. Because of ring-fencing,
we will continue to deconsolidate BGE and analyze it as an equity investment, counting only distributions to the parent
as primary contributions to the parent's credit quality and financial profile.
As of June 30, 2012, Exelon had about $18.4 billion of on-balance-sheet debt. We also impute about $4.4 billion of
off-balance-sheet debt on the books for computing financial ratios, pertaining mostly to unfunded pension and other
postemployment benefit obligations and power-purchase agreements.
Postmerger, Exelon is now the nation's second-largest regulated distributor of electricity and gas, with 5.4 million
customers in Illinois and Pennsylvania and 1.2 million customers in Maryland. Exelon also distributes natural gas to
490,000 customers in the Philadelphia metropolitan area through PECO and 650,000 customers in Maryland. ExGen
engages in unregulated energy generation, wholesale power marketing, and energy delivery. The company has
long-term exposure to market risk and meaningful exposure to nuclear assets (19,000 megawatts [MW] across 23
units). The company now has about 35,000 MW and 465 billion cubic feet (bcf) (2012 estimates) of natural gas
business. The company has recently divested about 2,648 MW of generation to address market power concerns.
Exelon derives a larger proportion of earnings from its regulated and retail operations. Through retail and wholesale
channels, ExGen now provides about 170 terawatt-hours, or approximately 5%, of total U.S. power demand. We
expect 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. We expect these incremental revenue
streams to make the consolidated Exelon somewhat more resilient to commodity prices. The combination provides
ExGen 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 most locations, ExGen will have adequate intermediate
and peaking capacity within the portfolio for managing load shaping (matching resources with energy needs) risks.
However, the company will still need to buy and sell length in the market to manage portfolio needs, in our opinion.
Moreover, ExGen has a significant open position in the mid-west (exposed to merchant market), and a somewhat tight
position in ERCOT and New England, where it has some risk of finding itself short when loads are high, in our opinion.
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Supply subsidiary, ExGen's cash flow is sensitive to commodity prices as almost 95% of its premerger generation is
nuclear, all of which sliding gas prices are impairing. ExGen's unregulated operations accounted for about 65% of the
consolidated enterprise by cash flow and capital spending in 2011. Given that base-load generation is price-taking--it
doesn't affect the market price--we expect ExGen's adjusted funds from operations (FFO) to debt to remain
volatile--relative to its peers--and we expect it to swing in a band of over 40% in 2011 to about 27% by 2014. For
instance, all else remaining equal, we estimate gross margins in 2014 will be lower by about $500 million for every $5
per MW-hour (round-the-clock) decline in power prices, about $215 million for every $0.5 per million cubic feet (mcf)
decline in gas prices, and about $110 million for every $1 per MWh decline in retail margins.
As a result, ExGen's contribution to the overall Exelon cash flow declines to about 55% under our base case, because
of the decline in unregulated cash flow when commodity prices fall. However, despite the lower power prices, we view
the business risk profile of parent Exelon as strong. We expect financial measures to decline over the next two years
and the corporate credit ratings reflect our expectation that 2014 will be the trough year. Based on the present forward
curve, cash flow measures are still adequate for the rated level in that year. However, as a result of the declining gross
margin in forward years, we view Exelon's cash flow adequacy ratio as more akin to the "significant" financial risk
profile than the erstwhile "intermediate" one.
We view ExGen's ratable hedging strategy favorably, as it ensures that a high percentage of the company's near-term
generation is locked in. Hedging not only protects unregulated generation cash flows from steep price declines, it also
provides the company time to adjust its cost structure or its capital structure, should prices remain depressed.
However, hedging activities insulate, but do not isolate, power merchants from commodity price effects. Current
hedges show the significant value of Exelon's hedging program. Even though these hedges insulate ExGen, perversely,
they also show the sensitivity of ExGen's margins to the prospect of a continued shale production onslaught. The
decline in mark-to-market value through 2014 shows the limit to which Exelon can hedge--a price-taking fleet can
hedge, but only at the prices the market will bear. Also, the gross margin contribution at ExGen will face a decline as
higher-priced hedges expire, evident in the drop in wholesale hedged gross margins. Still, the forwards show a
contango as reflected in the increase in ExGen's open EBITDA from higher natural gas forwards. Additionally, we
believe retail contributions will increase, given the potential for cost savings, volumes gained from the constellation
merger, and recent acquisitions (StarTex and MX Energy Holdings).
We view parent Exelon's financial policy and internal funding as "aggressive." The current level of dividends, at about
$1.8 billion, results in a dividend payout of about 80%, according to our estimates--meaningfully higher than the 50%
to 65% range for peers. Moreover, Exelon's capital spending requirements are significant between 2012 and 2014, at
about $18.5 billion. Although utility capital spending tends to be funded in regulated rates (i.e., under rate base),
unregulated generation will have to fund its own capital requirements and recover them in market prices. However,
cash flow from operations will be insufficient for capital spending and dividends, resulting in external needs of
financing. We estimate that the funding gap would be greatest in 2014 because of a trough in earnings even as ExGen's
requirements to contribute toward Exelon's dividend commitments are the highest internal financing needs of the
utilities. This funding gap could widen if the company fails to achieve merger driven O&M savings in its forecast. We
estimate Exelon's incremental long-term financing needs at an average of about $1.4 billion to $1.5 billion in 2014 and
2015. Still, incrementally lower gas prices, combined with higher than anticipated O&M costs, would hurt ExGen's debt
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protection measures more than the level of new debt financing in ExGen's forecast through 2015.
Under our consolidated base case (we assume lower gas prices and market heat rates that result in power prices
roughly 10% lower than the current forward contracts), we expect FFO to total debt of the pro forma company (i.e.,
Exelon and Constellation combined) to decline to about 25% in 2012 and then to hover at 22% to 23.5% through 2015.
We expect free operating cash flow to debt to remain marginally positive even in 2013 and 2014 when we expect
financial measures to trough. However, we expect discretionary cash flow (after dividends) to turn significantly
negative--in a range between $1.1 and $1.7 billion through the period--mostly because of high capital spending.
Similarly, we expect total debt to total capital to be about 57% and debt to EBITDA to hover at about 4.0x. These
ratios are still consistent with Standard & Poor's 'BBB' rating guideposts for a financial risk profile we assess as
"significant," especially since a meaningful amount of capital expenditure is discretionary. The company's recent
decision to defer the LaSalle extended power uprate (EPU) by two years demonstrates flexibility to adjust the program
as needed based on market conditions. We estimate that deferring the project by two years will free-up about $400
million through 2014.

Liquidity
The short-term rating on Exelon and affiliates is 'A-2'. Standard & Poor's views the liquidity across the Exelon group of
companies as "strong," in light of the debt maturities we expect and available credit facilities. We estimate that sources
of cash will exceed the companies' uses by about 2x during the next 12 to 24 months. We expect sources over uses for
Exelon and ExGen to remain positive even if EBITDA declines by 50%. In addition, because of Exelon's solid
relationships with banks and high conversion of FFO to discretionary cash flow, we believe the company can absorb
low-probability, high-impact shocks.
Exelon has sufficient alternative sources of liquidity to cover current liquidity needs, including ongoing capital
requirements, moderate capital spending, and upcoming debt maturities. Ironically, a declining power price
environment is favorable from a liquidity perspective as cash is being posted to ExGen on its forward hedges. The next
large maturities are in 2015 for Exelon and 2014 for ExGen.
In March 2010, ComEd replaced its $952 million credit facility with a three-year, $1 billion unsecured revolving credit
facility that expires March 25, 2013. On March 10, 2012, the capacity under Constellation's revolving facility fell to
$1.5 billion from $2.5 billion, reducing aggregate bank commitments to $3.2 billion. All facilities reside at the parent
level. In addition, Exelon is working through the migration of letters of credit and has a liquidity reduction plan in place
that it will finalize toward the end of 2012.
As of July 27, 2012, Exelon, ExGen, ComEd, PECO, and BGE had credit facilities of $2.84 billion, $5.6 billion, $1.0
billion, $0.6 billion, and $0.6 billion, respectively. These facilities expire between September 2013 and March 2017.
Availability under these facilities was $2,319 million and $3,807 million respectively for Exelon and ExGen,
respectively, and $999 million, $599 million and $564 million for ComEd, PECO, and BGE, respectively. Excluding
commercial paper outstanding, the aggregate availability was $7.86 billion.
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Outlook
The outlook on the ratings is stable. That said, we believe that higher natural gas production from shale plays and a
delay in environment rules related to plant retirements can significantly hurt the company's financial performance. We
believe these headwinds have increased and Exelon faces a potential earnings decline in 2014. Should the prevailing
commodity environment persist, the company may have to address its declining earnings profile by reducing capital
spending. We expect Exelon and ExGen to maintain consolidated FFO to debt in the 21% to 23% and 25% to 27%
ranges, respectively, in 2014 to maintain current ratings. We will specifically monitor the expected negative
discretionary cash position that results from Exelon's large dividend commitment. A positive outlook--currently not
under consideration--can result if natural gas prices stabilize and power prices respond favorably to coal-plant
retirements, resulting in an improvement in consolidated FFO to debt levels of over 27%.

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: Analytical Methodology, April 15, 2008
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Exelon Corp.
BBB/Stable/A-2

Corporate Credit Rating
Profile Assessments
BUSINESS RISK

STRONG
Vulnerable

FINANCIAL RISK

Excellent

SIGNIFICANT
Highly leveraged

Minimal

Outlook
The outlook on the ratings is stable. That said, Standard & Poor's Ratings Services believes that higher natural gas
production from shale natural gas plays and a delay in environmental rules related to plant retirements can
significantly hurt the company's financial performance. We believe these headwinds have increased and Exelon faces a
potential earnings decline in 2014. Should the prevailing commodity pricing environment persists, the company may
have to address its declining earnings profile by reducing capital spending. We expect Exelon Corp. and Exelon
Generation Co. LLC (ExGen) to maintain consolidated funds from operations (FFO) to debt of at least 23% and 27%,
respectively, to maintain current ratings.

Downside scenario
We could lower the ratings if adjusted FFO to debt is consistently lower than 22%. This could happen if Exelon sees
increasing competition in its markets in Pennsylvania and Illinois, which would threaten customer retention in its retail
business. Gross margins could also come under pressure by a further decline in power prices brought about by
declining natural gas prices, or lower market heat rates due to increasing energy efficiency.

Upside scenario
A positive outlook--currently not under consideration--can result if natural gas prices stabilize and power prices
respond favorably to coal-plant retirements, resulting in an improvement in consolidated FFO to debt levels of more
than 28% on a sustained basis. This could stem from an improved economy and higher electricity prices, as well as a
robust increase in the rate base of Exelon's regulated utility subsidiaries.

Standard & Poor's Base-Case Scenario
Assumptions
• Henry Hub gas price between $3.5 and $3.75 through 2016; PJM West hub power prices between $40.5 per
megawatt-hour (MWh) and $43 per MWh in 2016; Northern Illinois hub $33 per MWh in 2014 and $34.5 per MWh
by 2016.
• Pensions/other post-employment benefits (OPEB), based on a Dec. 31, 2012 actuarial valuation by Towers (a
third-party firm)
• 50% bonus depreciation in 2013
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• Nuclear capacity factors of between 93.3% and 93.7% through 2017 (each 1% fleet decline results in a $45 million
hit to EBITDA)
• Growth rate at utilities consistent with management's assumptions

Key Metrics

FFO/debt (%)
Debt/EBITDA (x)

2013E

2014E

2015E

25-28

26-28

27-28

4.6-4.7 4.0-4.2 3.8-3.6

E—Estimate.

Company Description
After the merger with Constellation Energy Group Inc. (CEG), Chicago-based Exelon is the nation's second-largest
regulated distributor of electricity and gas, with 3.8 million customers in Illinois, 1.6 million customers in Pennsylvania,
and 1.2 million customers in Maryland. Exelon also distributes natural gas to 497,000 customers in the Philadelphia
metropolitan area through PECO Energy Co. and 655,000 customers in Maryland. ExGen engages in unregulated
energy generation, wholesale power marketing, and energy delivery. The company has long-term exposure to market
risk and meaningful exposure to nuclear plants (19 gigawatts [GW] across 23 units). The company has about 35 GW of
generating capacity and 415 billion cubic feet (bcf) of natural gas business. Exelon Corp. is publicly owned and there
are no external support considerations.

Business Risk
Standard & Poor's rating on diversified energy company Exelon reflects its consolidated business risk profile, which we
view as "strong." Exelon's business risk profile reflects the higher-risk operations of unregulated supply affiliate ExGen.
Exelon's business risk also reflects the excellent business risk profiles of regulated delivery businesses Commonwealth
Edison Co. (ComEd), PECO Energy, and Baltimore Gas & Electric Co. (BGE), which have generally predictable
transmission and distribution cash flows. Because of ring-fencing, we will continue to deconsolidate BGE and analyze
it as an equity investment, counting only distributions to the parent as primary contributions to the parent's credit
quality and financial profile.
As of June 30, 2013, Exelon (excluding BGE) had about $16.7 billion of on-balance-sheet debt. We also impute a
significant amount of debt to Exelon, as much as $4.2 billion (excluding BGE imputed debt as of June 30, 2013), which
consists mostly of about $2.2 billion related to pensions and OPEB, about $500 million related to operating leases, and
about $1.4 billion related to power purchase agreements. This is offset by about $1.2 billion of off-balance-sheet credit
for nonrecourse project financing.
Exelon gets a larger portion of earnings from its regulated and retail operations. Through retail and wholesale
channels, ExGen now provides about 165 terawatt-hours, or about 4.75% to 5%, of total U.S. power demand. The
company's generation units are well positioned to grow where capacity available for competitive supply has room to
grow. We expect these incremental revenue streams to make the consolidated Exelon somewhat more resilient to
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commodity prices. Exelon's 2012 combination with Constellation provides it with regional diversification of its
generating plants and a customer-facing load business because generation and load positions are now better balanced
across multiple regions. In most locations, ExGen will have adequate intermediate and peaking capacity within the
portfolio for managing load shaping (matching resources with energy needs) risks. However, the company will still
need to buy and sell generation in the market to manage portfolio needs, in our opinion. Moreover, ExGen has a
significant open position in the Midwest (exposure to merchant markets), and a somewhat tight position in Texas and
New England, where it has some risk of finding itself short when loads are high, in our opinion.
ExGen's cash flow is sensitive to commodity prices because almost 82% of its generation is nuclear, all of which low
natural gas prices are impairing. ExGen's unregulated operations accounted for about 65% of the consolidated
enterprise by cash flow and capital spending in 2012. Given that base-load generation is price-taking, we expect
ExGen's adjusted FFO to debt to remain volatile relative to its peers. For instance, all else remaining equal, we
estimate gross margins in 2015 will be lower by about $575 million for every $5 per MWh (round-the-clock) decline in
power prices, about $375 million for every $1 per million cubic feet (mcf) decline in gas prices, and about $85 million
for every $1 per MWh decline in retail margins.
As a result, ExGen's contribution to the overall Exelon cash flow declines to about 60% under our projected base case,
because of the decline in unregulated cash flow when commodity prices fall. However, despite the lower power prices,
we view the business risk profile of parent Exelon as strong. We expect financial measures to decline through 2015.
However, the corporate credit ratings reflect our expectation that 2014 and 2015 will be the trough years. Based on the
present forward curve, cash flow measures are adequate for the rated level in that year, especially after parent Exelon
announced significantly reduced dividend payouts and ExGen deferred or eliminated some planned capital spending.
However, despite the improvement in free operating cash flow , as a result of the decline in future gross margins, we
view Exelon's cash flow adequacy ratio as having "significant" financial risk.
We view ExGen's ratable hedging strategy favorably because it ensures that a high percentage of the company's
near-term generation is locked in. Hedging not only protects unregulated generation cash flows from steep price
declines, it also provides the company time to adjust its cost structure or its capital structure if prices remain
depressed. However, hedging activities insulate, but do not isolate, power merchants from commodity price effects.
Current hedges show the significant value of Exelon's hedging program. Even though these hedges insulate ExGen,
perversely, 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 limit to which Exelon can hedge--a
price-taking fleet can hedge, but only at the prices the market will bear. Also, the merchant generation margins at
ExGen will face a decline as high-priced hedges expire, evident in the drop in wholesale hedged gross margins. Still,
the forward prices do show a contango as reflected in the increase in ExGen's open EBITDA from higher natural gas
forward prices. In addition, although retail competition has increased, and ExGen has lowered its growth estimates, we
believe retail contributions can mitigate the wholesale decline, given the potential for cost savings, volumes gained
from the Constellation merger, and acquisitions.
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Financial Risk
Because of the decline in commodity prices, we expect ExGen's FFO to debt to range around 40% in 2014. Although
ExGen's cash flows are relatively more volatile compared with peers because of the larger base-load generation, the
low variable cost (and highly depreciated nature) of its nuclear plants means that natural gas prices must decline and
stay below $2.75 per mcf before its FFO to debt falls below 20%.
We still view Exelon's internal funding as aggressive, but view Exelon's decision to lower its dividends as bolstering
credit quality. Dividend payout is now in line with peers (at about 55% to 60%). However, Exelon's capital spending
requirements remain significant between 2013 and 2015, at about $8 billion for the regulated companies and about $7
.6 billion at unregulated ExGen. Although 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. Importantly, because of
announced cuts, consolidated cash flow from operations will largely cover capital spending and dividends, resulting in
modest external financing needs. Still, incrementally lower gas prices would hurt ExGen's debt protection measures
more than the level of new debt financing, or operating and maintenance cost increases in ExGen's forecast through
2015.
Under our consolidated base case (we assume lower gas prices and market heat rates that result in power prices
roughly 10% lower than the current forward contracts), we expect Exelon's FFO to total debt of the company to
decline to hover around 27% to 29% through 2015. We expect free operating cash flow to debt to remain positive even
in 2013 and 2014 when we expect financial measures to trough. Importantly, we expect to see the negative
discretionary cash flow (after dividends) to improve meaningfully. Similarly, we expect debt to EBITDA to decline to
about 4.2x in 2014. These ratios are consistent with Standard & Poor's 'BBB' rating guideposts for a financial risk
profile we assess as "significant," especially since a meaningful amount of capital spending is discretionary (ExGen has
lowered capital spending estimates in 2014 by more than $2.3 billion since July 2012 estimates).

Liquidity
The short-term rating on Exelon and affiliates is 'A-2'. Standard & Poor's views the liquidity across the Exelon group of
companies as "strong," in light of the debt maturities we expect and available credit facilities. We estimate that sources
of cash will exceed the companies' uses by about 2x during the next 12 to 24 months. We expect sources over uses for
Exelon and ExGen to remain positive even if EBITDA declines by 50%. In addition, because of Exelon's solid
relationships with banks and high conversion of FFO to discretionary cash flow, we believe the company can absorb
low-probability, high-impact shocks.
Exelon has sufficient alternative sources of liquidity to cover current liquidity needs, including ongoing capital
requirements, moderate capital spending, and upcoming debt maturities. Ironically, declining power prices are
favorable from a liquidity perspective because cash is being posted to ExGen on its forward hedges. The next large
maturities are in 2015 for Exelon and 2014 for ExGen.
As of June. 30, 2013, Exelon, ExGen, ComEd, PECO, and BGE had credit facilities of $500 million, $5.7 billion, $1
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billion, $600 million, and $600 million, respectively. These facilities expire between December 2015 and August 2018.
Availability as of June 30, 2013, under these facilities was $498 million for Exelon; $4.1 billion for ExGen; and $626
million, $599 million, and $600 million for ComEd, PECO, and BGE, respectively.
Commercial paper outstanding was about $650 million and the aggregate availability was $5.8 billion (excluding BGE's
$600 million).

Principal Liquidity Sources
• Assumed FFO of about $5.75 billion
• Revolving credit facility availability

Principal Liquidity Uses
• Working capital
• Dividend payments of about $1 billion annually
• Capital spending and maintenance and environmental costs of about $4.8 billion to $5.5 billion, annually through
2015

Debt maturities
The annual maturities for the next several years are about $1 billion to $1.6 billion, which is about 20% of Exelon's
annual FFO ($1 billion in 2013)

Rating Methodologies/Key Criteria Considerations
• Ratings of Exelon and ExGen are considered inextricably linked because ExGen is considered a core and primary
subsidiary of Exelon.
• The utility subsidiaries in Illinois and Pennsylvania are consolidated 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 were to
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. Because BGE's credit profile is insulated, but not isolated, from the
effects of the larger unregulated operations, should the parent's credit profile deteriorate, 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.
In 2012, Exelon completed the merger with CEG, and CEG became a wholly owned subsidiary of Exelon. CEG's
interest in RF Holdco LLC, which held CEG's interest in BGE, was transferred to Exelon Energy Delivery Co. LLC, a
wholly owned subsidiary of Exelon that also owns Exelon's interest in ComEd and PECO. CEG's generation and
customer supply businesses were transferred to ExGen. CEG's shareholders received 0.93 shares of Exelon common
stock in exchange for each share of CEG. We affirmed the rating on Exelon on March 23, 2012, after the merger
consummated. From an issue-specific ratings perspective, structuring the transaction in this manner results in debt at
Exelon becoming somewhat further disadvantaged because CEG's unsecured debt now resides at this entity while the
generation assets are at ExGen.
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The parent holding company is rated one-notch below at 'BBB-' because of the 20% priority debt test. All of CEG's
debt (excluding BGE) now resides at Exelon even as all assets were combined at the ExGen level. As a result, priority
debt is more than 20% and holding company debt is considered disadvantaged.

Business Risk Profile
The table below presents our estimate of Exelon's business break-out over 2013 and 2014. For this analysis, we impute
significant off balance sheet debt on ExGen and also allocate all of Exelon's debt on the unregulated subsidiary.
Table 1

Exelon Business Breakout
% Contribution including BGE

% Contribution excluding BGE

ExGen + HoldCo debt % of consolidated
(%)

2013

2013

CapEx

52 CapEx

59

Assets

52 Assets

56

Debt + adjustments

46 Debt + adjustments

51

CFO

60 CFO

66

FFO + adjustments

64 FFO + adjustments

70

EBITDA (operating)

49 EBITDA (operating)

56

EBITDA (GAAP)

45 EBITDA (GAAP)

52

CapEx

26 CapEx

29

Assets

30 Assets

32

Debt + adjustments

30 Debt + adjustments

34

CFO

21 CFO

23

FFO + adjustments

17 FFO + adjustments

18

EBITDA (operating)

25 EBITDA (operating)

28

EBITDA (GAAP)

27 EBITDA (GAAP)

31

CapEx

10 CapEx

11

Assets

12 Assets

13

Debt + adjustments

11 Debt + adjustments

13

CFO

10 CFO

11

ComEd % of consolidated

PECO % of consolidated

FFO + adjustments

9 FFO + adjustments

10

EBITDA (operating)

14 EBITDA (operating)

16

EBITDA (GAAP)

15 EBITDA (GAAP)

17

BGE % of consolidated
CapEx

12

Assets

10

Debt + adjustments

10

CFO

8
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Table 1

Exelon Business Breakout (cont.)
% Contribution including BGE

% Contribution excluding BGE

ExGen + HoldCo debt % of consolidated
(%)

2013

FFO + adjustments

9

EBITDA (operating)

12

EBITDA (GAAP)

12

2013

We consider about 65% of Exelon's operations as unregulated in our business risk profile assessment. This assessment
incorporates limited contributions from BGE because of BGE's ring-fencing from Exelon.
Because the unregulated operations are driving Exelon's credit quality, we focus largely on ExGen's operations in this
report.

The Regulated Businesses
Regulation
Maryland and Illinois, the states where BGE and ComEd operate, respectively, are categorized as "less credit
supportive" by S&P, while Pennsylvania, where PECO operates, is categorized as "credit supportive".

Market pposition
• Pennsylvania (where PECO operates) permits competition by electricity generators for the supply of retail electricity
while transmission and distribution services remains regulated under the Competition Act.
• ComEd has a monopoly over its service territory, however, the operations suffer from the effect of the economic
downturn as sales depend on industrial and wholesale customers.
• Maryland has implemented customer choice and competition among electric suppliers, so customers can choose
their electricity supplier. However, BGE remains the sole distributor to customers.
The continued tepid economy and growing energy efficiency initiatives have limited demand for electricity across the
Exelon utilities. ComEd is projecting load volumes to remain essentially flat in 2013 compared with 2012, while PECO
and BGE are projecting an increase (decrease) of 0.5% and (1.0%), respectively, in 2013 compared with 2012.

Commonwealth Edison
ComEd is a regulated transmission and distribution company that serves 3.8 million customers in Chicago and
surrounding areas. ComEd has some diversity in that about 50% of its revenues come from residential electric sales
with small commercial and industrial accounting for about 30%. About 75% of revenues pertain to distribution and are
regulated by the Illinois Commerce Commission (ICC). The balance is transmission related and regulated by the
Federal Energy Regulatory Commission (FERC).
The formula rate plan that Illinois adopted under the Energy Infrastructure Modernization Act (EIMA) was viewed
initially as a potential enhancement of the utility's credit quality. However, ComEd's first rate order was less
constructive than expected because the ICC's initial recommendation was a rate reduction of more than $165 million;
the ICC adopted a $133.4 million rate reduction after rehearing the issues. ComEd's second rate case filing, which was
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decided in December 2012, received a more favorable order. In this case, the ICC ordered a rate increase of $89.3
million against a request for $91 million. Still, the ICC has used an average rather than year-end rate base and provided
for a short-term debt rate as the appropriate interest rate to apply to under/over recoveries of incurred costs.
Senate Bill 9 (SB 9), a bill that clarifies some of the issues that have emerged under the interpretation of the EIMA, was
approved by the state Senate and House but the governor vetoed it. On May 22, 2013, the Illinois General Assembly
overrode the Governor's May 5, 2013 veto of SB 9, which resulted in the legislation becoming effective immediately.
The ICC issued a rate order on June 5, 2013 approving ComEd's May 30, 2013 filing to update 2013 rates reflecting SB
9 impacts. ComEd projects the override of SB 9 will result in increased operating revenues of about $15 million in the
second half of 2013 and $65 million in 2014, respectively. Also, ComEd projects that due to the SB 9 override it will
accelerate capital spending by about $40 million in 2013 and $45 million in 2014.

PECO Energy
PECO is a regulated electric and gas transmission and distribution company that serves 1.6 million electric customers
and 497,000 gas customers in Philadelphia and surrounding areas. PECO generates about 80% of its revenues from
electric sales (20% gas) with about 60% of those being residential sales and about 20% being small commercial and
industrial sales. Retail sales account for most gas revenues. The Pennsylvania Utility Commission regulates
distribution-related revenues and the FERC regulates transmission.
About 90% of revenues relate to distribution and 10% comes from transmission. We view the recent passage of
Pennsylvania Act 11, which authorizes the use of projected test years in rate cases and permits the use of an automatic
adjustment clause for project-specific distribution system improvements, as supportive of credit quality.

Baltimore Gas & Electric
BGE is a regulated transmission and distribution company that serves 1.2 million customers and 655,000 natural gas
customers in Central Maryland, including the city of Baltimore. BGE generates about 75% of its revenues from electric
sales (25% gas), with about 60% of those being residential sales and about 20% being large commercial and industrial
sales. The Maryland Public Service Commission (MPSC) regulates distribution-related revenues and the FERC
regulates those related to transmission.
We continue to view the MPSC's order requiring BGE and others to enter into a contract for differences with CPV
Maryland LLC as detracting from credit quality. The major challenge that we view arising from this contract is the
utilities' ability to recover the costs incurred, especially after the recent decision to remove the "regulatory out clause,"
which made the utilities' payment obligations contingent upon complete and timely recovery of these costs from
ratepayers. The commission's order is still subject to pending litigation and a final outcome is expected before the end
of 2013. Notwithstanding these challenges in Maryland, we view as supportive the recent passage of the Maryland
Strategic Infrastructure Development and Enhancement Program (STRIDE). STRIDE was signed into law on May 2,
2013, and allows utilities to recover the costs of gas infrastructure replacement projects.
In BGE's most recent rate case, decided on Feb. 22, 2013, the MPSC authorized an increase of $81 million in electric
rates and $32 million in natural gas rates effective Feb. 23, 2013. Overall, we view this decision as constructive, despite
the 9.75% allowed return on equity (ROE) used for electric rates and 9.6% for gas rates, which continue to be below
average. On May 17, 2013, BGE filed a new case requesting an increase of $101.5 million in electric rates based on a
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10.5% ROE and a $29.7 million increase in gas rates based on a 10.35% ROE. In addition, BGE and other utilities in
Maryland are proposing a tracker to recover costs associated with incremental and accelerated investments in electric
reliability that, if adopted, would further improve our view of the regulatory climate. We expect BGE to continue its
efforts to reduce regulatory lag by frequent filing of rate cases and to effectively manage regulatory risk in Maryland.
As per one condition to the 2012 merger approval of Exelon and Constellation, BGE is not making any distributions to
Exelon through 2014.

Unregulated Businesses
We believe ExGen's base load nuclear assets have a competitive cost structure, which is the primary reason for parent
Exelon's strong business risk profile despite having significant merchant generation operations. However, we note that
ExGen's cash flows vary significantly with changes in electricity and natural gas commodity prices. Specifically, we
note that ExGen is more exposed to drops in commodity price than its peers. Falling natural gas prices harm ExGen
more than its peers because almost 82% 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.
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 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 is also most exposed to higher
costs associated with nuclear safety, with nuclear generation accounting for nearly 55% of its total capacity. As such,
ExGen's ability to operate the fleet reliably and safely will be one key determinant of its credit quality.

Industry Risk
Standard & Poor's outlook for business conditions and credit quality in the U.S. merchant power and independent
power producers sector for 2013 and 2014 is increasingly unfavorable, despite improving economic indicators in the
U.S.
Our outlook for the U.S. power sector is negative, based on the following fundamentals:
• Declining demand growth due to a combination of declining usage-per-customer and slower growth in new
customer count.
• Potential for higher natural gas production that will hurt power prices.
• Changing natural gas prices, which is influencing power prices downwards in regions that typically attracted a
premium.
• A capacity market that could remain depressed despite an increasing need for new build.
• We expect a combination of energy efficiency and demand-side management, with significant effects on
residential/small commercial demand, to weigh on demand growth.
Ominously, the thesis that the shutdown of coal plants in 2015---when the Mercury and Air Toxins Standards are

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT
THIS WAS PREPARED EXCLUSIVELY FOR USER ALYSSA STOREY.
NOT FOR REDISTRIBUTION UNLESS OTHERWISE PERMITTED.

OCTOBER 24, 2013 11

Attachment SDR-ROR-4(ee)
Exelon
Corp.
Page
12 of 24
adopted--will result in a natural gas price response appears a bit weaker in the face of a deluge of shale gas production.
Although a number of speculative-grade companies have already been downgraded, we see increasing headwinds for
investment-grade diversified energy companies. While these companies were hitherto insulated from market forces
because of hedging activities, these hedges are now being rolled at substantially lower realized prices resulting in
significantly backwardated gross margins. As a result, we think some companies will need to address their capital
structure to preserve ratings.

ExGen's Business
ExGen's generation assets by capacity are mostly base-load nuclear (55%) and gas (28%). Geographically, the assets
are largely located in the Midwest (34%) and Mid-Atlantic (33%) regions, with most of the assets concentrated in
Illinois (33%) and Pennsylvania (25%). The company is the largest nuclear operator in the U.S and nuclear generation
poses numerous operating, regulatory, and environmental risks. ExGen's nuclear assets consist of 14 operating nuclear
sites (some sites have dual units) with an equity ownership of about 19,000 MW, representing about 55% of the
company's total owned generation capacity.
The company's strong operational track record mitigates significant exposure to nuclear assets. During the past five
years, ExGen's nuclear capacity factor has been at or exceeded 93%, which is among the highest in the industry. With
gas on the margin in most markets, ExGen's well-run nuclear fleet gives it an significant advantage in the market as
most of its plants are depreciated and the variable costs of nuclear generation is low. Still, nuclear generation's
systemic risks weigh negatively on credit quality.
Table 2

ExGen Operating Statistics
(%)
Nuclear capacity factor

2012

2011

2010

92.7

93.3

93.9

Fossil equivalent forced outage rate

3.4

5.1

2.3

Hydro equivalent availability factor

95.7

95.2

96.8

Wind energy capture

93.9

93.1

88.9

Although the portfolio has geographic and fuel diversity, economically, Exelon's cash flow is highly susceptible to
natural gas price movements, which is the marginal fuel in most regions. While the company also has a long position
on market heat rates, 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. It was for this reason the company
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.
On July 30, 2013, Exelon announced that through April 2014, CENG will be fully integrated operationally into ExGen's
nuclear fleet. Exelon will lend $400 million to CENG to support a special dividend to Electricite de France, which will
retain an option to sell its CENG stake to Exelon at fair market value between 2016 and 2022. We view the
announcement as credit neutral but note that the decision results in a claim on cash flow that competes with cash
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available for debt servicing not incorporated in our previous credit assessment.

Credit Issues And Considerations
Credit concerns remain largely the same as 2012. We're listing credit concerns that we anticipated in 2012 and
whether those credit concerns have heightened or have reduced over the year.

The merchant energy markets continue to remain depressed as slowing customer new counts, energy
efficiency and low natural gas prices weigh down energy prices
Our concern last year. ExGen has among the more 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 satisfactory 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 82% of its generation is nuclear,
all of which is affected by declining gas prices.
Our concern stems 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, hedging has its limitations. 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). With significantly higher expected production from the Marcellus and Utica areas, not only are natural
prices held back, even the basis differential historically witnessed at the TETCO Hub has disappeared (we expect
TETCO to eventually trade at a 30 cent discount to Henry Hub prices from a 50 cent premium in 2008).While the
backwardated EBITDA still supports current rating levels, deterioration in merchant market fundamentals has the most
potential to affect Exelon's credit quality.
2013 update. Standard & Poor's projections for 2014 remain sensitive to natural gas and power price assumptions. All
else remaining equal, our estimate for gross margins in 2015 would be lower by about $375 million for a $1 per mcf
decline in gas prices. Given that base-load generation is price-taking, we expect ExGen's adjusted FFO to debt to
remain volatile relative to its peers. Despite Exelon's relatively successful recent cost-cutting efforts, we believe that
the company has limited ability to cut operating and maintenance expenses and capital spending at its nuclear units
(and that spending can only rise as the Nuclear Regulatory Commission further evolves guidelines on safety protocols).
Moreover, given low gas prices and declining basis, we believe the economics of ExGen's single-unit nuclear plants,
like Clinton and Ginna, are at increasing risks. Still, given the the low cost structure of its nuclear generation fleet, gas
prices have to fall and remain below $2.75 per mcf levels over a sustained period before ExGen's FFO 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.

Current forward natural gas prices still imply downside risks
The downside pressure on natural gas has affected forward prices through 2016 due to still surging gas production.
Production growth in the Northeast is outpacing expectations, despite a slower pace of drilling. Industry experts now
expect the Marcellus and Utica shale gas regions to grow by 3.6 bcf/d in 2013 and 3.3 bcf/d in 2014. The region could
become a net exporter through most of the year by 2015. Pipeline flows from other regions to the Northeast have
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already started to reverse, and some basis points are trading at negative differentials. As deliverability of gas out of the
region improves, and as Tetco M3 basis declines closer to Henry Hub, we see continuing pressure on power prices not
only for PJM West and Ni-hub generators but also for PJM East generators. Also, there is an increasing possibility that
the Mid-Atlantic locational premium may erode as some new merchant gas projects get built over the producing
regions of the Marcellus formation.
The forward curve has flattened, with 2015 forwards declining from $5.4 per mcf in September 2011 to about $4 in
August 2013. Still, the issue 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.
Current hedges show the significant value of Exelon's hedging program. As of June 30, 2013, the percentage of
expected generation hedged was 96%-99% in 2013, 78%-81% in 2014, and 41%-44% in 2015. Although most 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 the volatility of wholesale market prices.
Although these hedges insulate ExGen, perversely, they also show the sensitivity of ExGen's margins to the prospect of
a continued shale 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 forward prices do show a
contango as reflected in the increase in open gross margins due to higher natural gas forwards.
Our concern last year. The price-taking nature of the fleet results in margin erosion as wholesale power prices begin to
decline and contracts are renewed at lower levels. 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, retail contributions
are expected to increase given potential for cost savings, volumes gained from the Constellation merger, and
acquisitions (StarTex and MX Energy Holdings).
2013 update. The decline through 2015 continues, but is within our base-case calculations. However, power prices
have weakened since June and we expect to see weaker open gross margins levels. We note the approximate $1
billion decline in wholesale gross margins between 2012 and 2015 despite the ratable hedging. However, we expect
that there will be volatility in the forward market that will allow Exelon to capture the benefits of its hedging practices
as it has in the past.
Table 3

Margins
As Of June 2012
(Mil. $)

As Of June 2013

2012 E

2013

2014

2012 A

2013

2014

2015

Open gross margins

4,450

5,400

5,850

4,500

5,750

5,400

5,900

Mark-to-market hedges

3,100

1,650

600

3,200

1,450

850

400

Hedged margin

7,550

7,050

6,450

7,700

7,200

6,250

6,300

Total gross margin (includes retail, etc.)

8,050

8,200

7,900

8,100

8,000

7,700

7,650

Gross margin assuming a 2- sigma decline in power prices and all unhedged
volumes are sold in the spot market

7,900

7,800

6,900

N/A

7,850

7,250

6,750

Management maintains its view of $2 to $4/MWh upside to power in the PJM. Interestingly, ExGen is framing the

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT
THIS WAS PREPARED EXCLUSIVELY FOR USER ALYSSA STOREY.
NOT FOR REDISTRIBUTION UNLESS OTHERWISE PERMITTED.

OCTOBER 24, 2013 14

Attachment SDR-ROR-4(ee)
Exelon
Corp.
Page
15 of 24
conversation as still being predicated on coal plant retirements and modest net load growth across the PJM footprint
of 0.5% to 0.75% growth. Because it expects better price discovery, ExGen is tracking 7% below its ratable hedging
plan in 2015 positions (hedged about 41% to 44% for 2015 instead of about 49% of 51% two years forward as it
normally is) in expectation of better price discovery as more coal-fired generation retirement announcements are
made. More notable though is that the company expects retail operation and margins to capture about $500 million of
lost wholesale margins.

The retail business is facing increasing competition
We think there is risk to retail gross margins from increasing competition. Although usage per customer has been on
decline due to energy efficiency, the new customer count remains below levels seen before the recession. In particular,
growth for utilities in the Midwest and Mid-Atlantic, like Exelon and FirstEnergy Corp., lagged in most areas of
customer growth. For Exelon, the growth in commercial customers in 2011 and 2012 remained lower than the growth
in the previous decade. As a result, competition has increased significantly in the retail business. We think the focus
has moved to gaining scale rather than maintaining margins. In perhaps the most significant scaling back of retail
ambitions management formally pulled back its aggregate retail target from 185 terawatt-hours (TWh) to 155 TWh.
ExGen's latest projections suggest a relatively flat profile with total volumes only increasing to 155 TWh by 2015 from
150 TWh in 2013, with the volume composition shifting by 5% upward to retail (65% to 75% of total). Moreover,
management admitted of late once again its latest contracts were being signed at below the bottom end of its $2 to
$4/MWh range.
Growth assumptions in December 2012 were for retail sales to grow to 185 TWh by 2015. These numbers were
already reductions from earlier estimates in June 2012 of 180 TWh and 200 TWh for 2013 and 2014, respectively. By
August 2013, Exelon had lowered these estimates further to a range of 150 to 155 TWh. At current average margins,
we estimate a decline of $50 million to $70 million in 2014 from the reduction in volumes over 2012 estimates

Capacity markets will likely be biased to the downside
The PJM auction results came out lower than we expected, especially for the regional transmission organization (RTO)
region. We suspect the lower prices stemmed from significant new supply additions (an increase of 9 GW, including
new generation, uprates and transmission imports) in the face of lower growth rate forecasts. Almost 4.3 GW of new
generation cleared the auction (5.2 GW was bid).Together with 1.2 GW of cleared up-rates (mostly natural gas) and 1.3
GW of withdrawn deactivation requests, these increase were higher than the 2.2 GW reduction in demand response
resources. On balance, about 13 GW of generation did not clear the auction, much of which (9.5 GW) is coal-fired
generation. As a result, we expect continuing announcements of coal-fired generation retirements in the PJM region.
Although the increase in new generation was higher than anticipated, the major surprise was the increase in imports
that almost doubled to 7.5 GW (from 3.9 GW), of which 2.6 GW are coming from the Mid-Continent Independent
System Operator (MISO), and an aggregate 4.7 GW of imports from MISO and regions integrating into MISO. We
believe these additions affected the RTO price exclusively. However, of the 7.5 GW, about one-third (2.7 GW) does not
have transmission service in "confirmed" status. Ominously, about 15 GW of new imports are "under study,"
suggesting that there could be a lot of stranded generation in MISO that could potentially bid into future PJM auctions,
although substantial transmission may be required to achieve delivery capability.
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In particular, the RTO capacity prices have been the most volatile. We note that with nearly 11,800 MW in the RTO
region, a $1 per MW-day decline in capacity price affects Exelon's bottom-line by about $4.5 million.

Still, the merger with Constellation has provided greater scope and scale benefits
From a credit perspective, the combination of Exelon and CEG has worked out. 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 Miso, 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.
Load-generation matching. Through retail and wholesale channels, Exelon expects to provide about 155 TWh, or
about 4.75% to 5%, of total U.S. power demand. The company expects the switched markets in Pennsylvania, Ohio,
Michigan, and Arizona to grow at about 15% in the residential class between 2012 and 2015. 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 New England
and ERCOT where it is at risk of being caught short under strong load assumptions, in our opinion.
Table 4

S&P Load Estimates
(TWhs)

MidWest

Mid-Atlantic

New England

New York

ERCOT

Other

Total Load

Total
155

Sources of electric supply*
(Terawatt-hours)
Owned

93

56

10 -

6

6

172

Contracted¶

10

21

9

11

23

17

92

103

77

19

11

29

23

264

10,195

7,547

-

1,423

-

-

19,165

Intermediate

600

1,083

2,400

-

3,285

2,390

9,758

Peaking

800

2,012

626

-

900

200

4,538

Renewables

200

800

-

-

100

200

1,300

11,795

11,442

3,026

1,423

4,285

2,600

34,761

Type of capacity (megawatts)
Generation assets by type
Baseload

Generation assets

Breakout of total generation
Nuclear§
Gas

9,432

Hydro

1,935

Oil

1,986

Coal
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Table 4

S&P Load Estimates (cont.)
(TWhs)

MidWest

Mid-Atlantic

New England

New York

ERCOT

Other

Total

Wind/solar etc.

1,529

*Represents generation’s proportionate share of the output of its generating plants. ¶Reflects all power purchased under long-term contracts.
§Reflects ownership interest in CENG assets.

The combination is extracting budgeted 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 operating and maintenance cost compound annual growth rate of about 1%--lower than inflation.
Although Exelon expects to hit a run-rate of $550 million by 2014, our assumptions are relatively more conservative at
about $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. Management has indicated that 75% of
steady-state (2014 and beyond) synergies are already locked in.
Table 5

Company Assumptions
(Mil. $)

2012 (9 months)

2013

2014

170

305

550

35

55

70

Merger synergies
of which capital spending synergies

Financial Governance And Policies/Risk Tolerance
Under the forward commodity environment, Exelon's dividend payout ratio was climbing to about
80%-85%. That has been addressed, which we view as favorable for lenders.
The prevailing level of dividend payments in 2012 required about $1.8 billion, which was significant relative to 2014
net income. Exelon has addressed this decisively. Although the need to lower dividends was on account of headwinds
in the merchant markets we view Exelon's willingness to change its financial policy as favorable for credit. As a result
of the reduction:
• Exelon has lowered its external dividend obligations by $3.5 billion through 2017.
• The proportion of distributions contributed by the utilities towards external dividend increases from 45% in 2013 to
about 65%-70% post 2014.

Several actions have been taken to strengthen the balance sheet
In 2012, we estimated Exelon's capital spending requirements at about $18.5 billion between 2012 and 2014. Although
utility capital spending tends to be funded in rate base, companies have to fund the capital requirements of their
unregulated generation and recover costs in market prices. Under the current commodity environment, ExGen is
expected to generate about $3.4 billion to $3.7 billion of cash flow from operations in 2013-2015. These were not
sufficient for capital spending and dividends resulting in external needs of financing. Apart from dividend reduction,
some of the other actions taken to reduce financing needs include the following, which have resulted in a significant
reduction in capital spending:

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT
THIS WAS PREPARED EXCLUSIVELY FOR USER ALYSSA STOREY.
NOT FOR REDISTRIBUTION UNLESS OTHERWISE PERMITTED.

OCTOBER 24, 2013 17

Attachment SDR-ROR-4(ee)
Exelon
Corp.
Page
18 of 24
• Nuclear fuel inventory optimized,
• Removal of undesignated renewable spending, and
• Cancel LaSalle and Limerick uprates.
Exelon has increased the use of project financing (nonrecourse) to fund its renewable projects. Currently, about $1.2
billion of debt is off-balance–sheet, which is nonrecourse to Exelon. The largest among these are AVSR (solar) and
Continental Wind, being about $600 million to $650 million each.

Funding gap is in a better position
The financing plan contemplates no new senior unsecured financing through 2016 at Exelon or ExGen. Still,
incrementally lower gas prices would have a much greater effect on ExGen's debt protection measures than the level
of new debt financing in ExGen's forecast through 2016. The overall impact is that ExGen will be free operating cash
flow positive through 2016.
Exelon has implemented a 40% cut of its dividends to $1.24 per share (annualized) from $2.10 per share (annualized).
This translates to a reduction in claims on cash flow of about $735 million annually.
Exelon has cancelled a number of nuclear uprate programs based on market conditions and estimates of long-term
returns. During first-quarter 2013 Exelon cancelled the Dresden and Quad Cities measurement uncertainty recapture
upgrade projects. During second-quarter 2013, the extended power uprate programs at LaSalle and Limerick were also
cancelled. These cancellations alleviate the necessity for additional debt funding.

Peer Comparisons
Exelon compares well with peers like FirstEnergy, exhibiting its stronger financial measures. While PPL Corp. has
weaker financials, its business risk profile is higher given its significantly larger dependence on regulated cash flows.
Similarly, compared with PSEG Energy Holdings LLC, Exelon is less regulated. PSEG is also expanding its regulated
business and is therefore we viewed it as having stronger credit.
Table 6

Exelon Corp. -- Peer Comparison
Industry Sector: Energy
--Average of past three fiscal years--

Exelon Corp.

Public Service Enterprise
Group Inc.

PPL Corp.

FirstEnergy Corp.

NRG Energy
Inc.

Revenues

20,214.30

10,585.20

11,181.30

14,893.60

8,783.30

EBITDA

6,179.80

3,522.90

3,914.90

4,407.50

1,822.10

Net income from cont. oper.

2,072.70

1,451.70

1,326.70

813

411

Funds from operations (FFO)

6,120.30

2,913.60

2,981.00

2,768.20

1,200.90

Capital expenditures

4,590.10

2,294.20

2,352.30

2,443.10

917.4

Free operating cash flow

1,421.20

653.6

522.7

413.1

270.5

-93.6

-47.7

-359.2

-410.6

247.9

(Mil. $)

Discretionary cash flow
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Table 6

Exelon Corp. -- Peer Comparison (cont.)
Industry Sector: Energy
--Average of past three fiscal years--

Exelon Corp.

Public Service Enterprise
Group Inc.

PPL Corp.

FirstEnergy Corp.

NRG Energy
Inc.

1,381.30

476.8

1,069.00

464.3

1,968.00

Debt

20,899.70

8,870.40

17,497.50

20,288.00

9,591.40

Equity

16,844.70

10,036.00

11,992.70

11,635.00

9,006.70

Cash and short-term
investments

Adjusted ratios
EBITDA margin (%)

30.6

33.3

35

29.6

20.7

EBITDA interest coverage (x)

6.2

8.3

4.9

3.8

2.3

EBIT interest coverage (x)

4.7

6.7

3.5

2.5

1.2

Return on capital (%)

10.9

12.4

9.9

8.2

4.9

FFO/debt (%)

29.3

32.8

17

13.6

12.5

Free operating cash flow/debt
(%)

6.8

7.4

3

2

2.8

Debt/EBITDA (x)

3.4

2.5

4.5

4.6

5.3

55.4

46.9

59.3

63.6

51.6

Total debt/debt plus equity (%)

Accounting
Exelon's accounting policies conform to industry standards. We impute a significant amount of debt to Exelon, as
much as $4.2 billion (excluding BGE imputed debt as of March 31, 2013) which consists mostly of about $2.2 billion
related to pension/OPEB, about $500 million related to operating leases, and about $1.4 billion related to their power
purchases.

Key Assumptions In Our Forecast
Table 7 displays the S&P price assumptions.
Table 7

S&P Price Assumptions
2014

2015

2016

3.5

3.75

3.75

West Hub ($/MWh)

40.54

41.43

42.35

Ni-Hub ($/MWh)

32.99

33.72

34.47

Mass Hub ($/MWh)

49.7

47.8

46.5

NY Zone A ($/MWh)

37.5

38

38.62

Henry Hub ($/mil. Btu)

MWh—Megawatt-hour.
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Other assumptions
• Pensions/OPEB: Based on Dec. 31, 2012 actuarial valuation by Towers (a third party-firm),
• 50% bonus depreciation in 2013,
• Nuclear capacity factors: between 93.3% and 93.7% through 2017 (each 1% fleet decline results in a $45 million hit
to FFO),
• Growth rate at utilities consistent with management assumptions, and
• Interest rates on debt at utilities range from 3.25% in 2013 to 4.75% in 2016; ExGen and Exelon at 4.5% in 2013 to
5% in 2016.

Projected Cash Flow Adequacy And Capital Structure/Asset Protection
Cash flow adequacy
• Our Ventyx derived gross margin is right on top of the company's projections through 2015.
• We assess the cash flow adequacy of not only Exelon but also of ExGen because it's the dominant cash flow
provider. We do so because we view the utilities' ability to upstream dividends consistently as somewhat uncertain
because of their capital spending requirements based on their changing smart grid/renewable energy plans.
• We expect FFO to debt to remain largely at about 27% to 29% thru 2015. Ratios are buttressed by the utilities'
low-risk business profile and the relatively stable, but lower cash flow they generate. For ExGen we expect the ratio
to be better at about 35% to 38% as the company hedges a significant proportion of generation.
Major adjustments to gross margins in 2012 included:
• Adjustments for retail business margins ($50 million lower due to lower volumes than anticipated)
• Adjustments for $3.5-$3.75 natural gas price instead of $4.0-$4.25 per mcf
Table 8

Break-Out Of ExGen's Gross Margins (S&P Estimates)
2013

Mid-West

Mid-Atlantic

ERCOT

Open gross
margin (mil.
$)

1,797.9

2,955.4

210.7

Fleetwide
open gross
margin

5,757.2

Expected
generation
(TWh)

97.2

Hedges
(midpoint of
disclosed
range) (%)

96.50%

2014
South
New
New West &
York England Canada Mid-West
323.4

196.9

272.9

1,982.8

Mid-Atlantic ERCOT

South
New
New West &
York England Canada

2,662.9

313.7

301.6

123.3

17.8

12.1

14.8

78.50% 82.50%

72.50%

5,710.7

74.2

14.6

14.1

15.4

97.1

72.6

98.50% 103.50% 97.50%

98.50%

78.50%

83.50%

Hedged
volume
(TWh)

93.8

73.1

15.1

13.7

15.2

76.2

60.6

14.0

10.0

10.7

Effective
realized
energy price
($ per MWh)

37.3

49.0

11.5

32.0

5.5

34.0

46.0

9.0

37.0

3.5
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Table 8

Break-Out Of ExGen's Gross Margins (S&P Estimates) (cont.)
2013

2014
South
New
New West &
York England Canada Mid-West

Mid-West

Mid-Atlantic

ERCOT

Reference
RTC price ($
per MWH)

29.5

39.8

7.4

34.0

4.9

29.9

37.3

7.9

35.4

4.6

Difference ($
per MWh)

7.8

9.3

4.1

(2.0)

0.6

4.1

8.7

1.1

1.6

(1.1)

726.9

676.1

61.4

(27.5)

8.6

312.5

529.8

15.4

16.0

(11.7)

Mark-to-mark
value of
hedges (mil.
$)
Hedged gross
margin (mil.
$)

Mid-Atlantic ERCOT

South
New
New West &
York England Canada

7,202.6

6,572.7

150.0

150.0

3.7

3.7

Retail
(nonhedged
business)

548.0

548.0

Nonpower
margins

450.0

600.0

Total gross
margin

8,200.1

7,720.2

Retail
volumes
Retail margin
($/MWh)

TWh--Terawatt-hours. MWh--Megawatt-hours.

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 as significant. However, about 55% of total adjusted debt
is at utility operating companies.
• As of March 31, 2013, Exelon's adjusted debt to total capital was about 54.3%. 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 as 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 kW has increased to about $370 per kW and about $670 per
kW when we include only base-load kW. We believe this is well below the replacement value of base load nuclear
units.

Contingent, environmental, legal, and other liabilities
If we downgrade ExGen to speculative grade, the company could be required to post additional collateral of $1.88
billion as of June 30, 2013.
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Related Criteria And Research
• Business Risk/Financial Risk Matrix Expanded, Sept. 18, 2012
• Liquidity Descriptors For Global Corporate Issuers, Sept. 28, 2011
Business And Financial Risk Matrix
Financial Risk
Minimal

Modest

Intermediate

Significant

Aggressive

Highly
Leveraged

AAA/AA+

AA

A

A-

BBB

--

Strong

AA

A

A-

BBB

BB

BB-

Satisfactory

A-

BBB+

BBB

BB+

BB-

B+

Fair

--

BBB-

BB+

BB

BB-

B

Weak

--

--

BB

BB-

B+

B-

Vulnerable

--

--

--

B+

B

B- or below

Business Risk
Excellent

Note: These rating outcomes are shown for guidance purposes only. The ratings indicated in each cell of the matrix are the midpoints of the likely
rating possibilities. There can be small positives and negatives that would lead to an outcome of one notch higher or lower than the typical matrix
outcome. Moreover, there will be exceptions that go beyond a one-notch divergence. For example, the matrix does not address the lowest rungs of
the credit spectrum (i.e., the 'CCC' category and lower). Other rating outcomes that are more than one notch off the matrix may occur for
companies that have liquidity that we judge as "less than adequate" or "weak" under our criteria, or companies with "satisfactory" or better business
risk profiles that have extreme debt burdens due to leveraged buyouts or other reasons. For government-related entities (GREs), the indicated
rating would apply to the standalone credit profile, before giving any credit for potential government support.

Ratings Detail (As Of October 24, 2013)
Exelon Corp.
Corporate Credit Rating

BBB/Stable/A-2

Commercial Paper
Local Currency

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

Related Entities
Baltimore Gas & Electric Co.
Issuer Credit Rating

A-/Stable/A-2

Commercial Paper
Local Currency

A-2

Preference Stock

BBB

Preferred Stock

BBB

Senior Unsecured

A-

Commonwealth Edison Co.
Issuer Credit Rating
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Ratings Detail (As Of October 24, 2013) (cont.)
Commercial Paper
Local Currency

A-2

Preferred Stock

BB+

Senior Secured

A-

Senior Secured

A/Stable

Senior Unsecured

BBB

Continental Wind LLC
Senior Secured

BBB-/Stable

Exelon Generation Co. LLC
Issuer Credit Rating

BBB/Stable/A-2

Commercial Paper
Local Currency

A-2

Senior Unsecured

BBB

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. S&P Global Ratings’ credit ratings on the global scale are comparable
across countries. S&P Global Ratings’ credit ratings on a national scale are relative to obligors or obligations within that specific country. Issue and
debt ratings could include debt guaranteed by another entity, and rated debt that an entity guarantees.
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Fitch Ratings
Correction: Fitch Affirms 130 U.S. Utility, Gas & Power Companies' Ratings
Link to Fitch Ratings' Report: Correction: Fitch Affirms 130 U.S. Utility, Power & Gas Companies' Ratings
(http://www.fitchratings .com/creditdes klreports/repo rt_frame.cfm?
rpt_id=780848 &cft=eyJOeXA iOiJKV1QiLCJ hbGciOiJIUzi1 NiJ9.eyJzZXNzaW9uS2V51joiSUtPTipTVjBMWVJJRVMxT
kRXROZ
Fitch Ratings-Chicago-22 September 2014: (This announcemen t corrects the version published on April 7, 2014
to include Alabama Power Company Capital Trust V).
Fitch Ratings has affirmed 130 U.S. Utility, Gas & Power companies' ratings.
The worksheet 'Rating Actions' provides:
--A full list of ratings affirmed;
-A hyperlink to each issuer's rating summary page at www .fitchratings.com ;
--Primary analyst and secondary analyst contact information.
Contact:
Committee Chairperson
Michael Weaver
Managing Director
+1-312-368-31 56
Fitch Ratings, Inc.
70 W. Madison Street
Chicago, IL 60602

Media Relations: Brian Bertsch, New York, Tel: +1 212-908-0549 , Email: brian.bertsch@fitchratings.com .
Additional information is available at www.fitchratings.com .
Applicable Criteria and Related Research:
--'Corporate Rating Methodology' (May 28, 2014).
Applicable Criteria and Related Research:
Corporate Rating Methodology- Including Short-Term Ratings and Parent and Subsidiary Linkage
(http://www. fitchratings.com/creditdesklreports/report_frame. cfm?
rpt_id=749393 &cft=eyJOeXA iOiJKV1QiLCJ hbGciOiJIUzi1 NiJ9.eyJzZXNzaW9uS2V51joiSUtPTipTVjBMWVJJRVMxT
kRXROZ
Additional Disclosure
Solicitation Status (http://www.fitchratings .com/gws/en/d isclosure/solic itation?pr_id=8 78734)

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS . PLEASE
READ THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK:
HTIP://FITCH RATINGS.CO M/UNDERSTA N Dl NGCREDITRATINGS
(http://fitchratings.com/understandingcreditratings). IN ADDITION , RATING DEFINITIONS AND THE TERMS
OF
USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEBSITE
'WWW.FITCH RATINGS.COM'. PUBLISHED RATINGS , CRITERIA AND METHODOLO GIES ARE AVAILABLE
FROM THIS SITE AT ALL TIMES . FITCH'S CODE OF CONDUCT, CONFIDENTIA LITY, CONFLICTS OF
INTEREST, AFFILIATE FIREWALL, COMPLIANCE AND OTHER RELEVANT POLICIES AND PROCEDURE
S
ARE ALSO AVAILABLE FROM THE 'CODE OF CONDUCT' SECTION OF THIS SITE. FITCH MAY HAVE
PROVIDED ANOTHER PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD PARTIES
.
DETAILS OF THIS SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST IS BASED IN AN EUREGISTERED ENTITY CAN BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE
FITCH WEBSITE.

Solicitation Status

Fitch Ratings was paid to determine each credit rating announced in this Rating
Action Commentary (RAC) by the
obligatory being rated or the issuer, underwriter, depositor, or sponsor of the security
or money market instrument
being rated, except for the following:
Unsolicited Issuers:

Entity/Security

ISIN/CUSIP/COUPON
RATE

AEP Texas Central Company

-

AEP Texas Central Company

Solicitation
Status

Rating Type
Long Term Issuer Default
Rating

Unsolicited

Short Term Issuer
Default Rating

Unsolicited

AEP Texas North Co.

-

Long Term Issuer Default
Rating

Unsolicited

AEP Texas North Co .

-

Short Term Issuer
Default Rating

Unsolicited

American Electric Power Company, Inc.

-

Long Term Issuer Default
Rating

Unsolicited

Short Term Issuer
Default Rating

Unsolicited

American Electric Power Company, Inc.

Appalachian Power Co.

-

Long Term Issuer Default
Rating

Unsolicited

Indiana Michigan Power Co.

-

Long Term Issuer Default
Rating

Unsolicited

Long Term Issuer Default
Rating

Unsolicited

Long Term Issuer Default
Rating

Unsolicited

Short Term Issuer
Default Rating

Unsolicited

Long Term Issuer Default
Rating

Unsolicited

Short Term Issuer
Default Rating

Unsolicited

Kentucky Power Co.

Ohio Power Co.

-

Ohio Power Co.

-

Public Service Company of Oklahoma

-

Public Service Company of Oklahoma

Southwestern Electric Power Co.

-

Long Term Issuer Default
Rating

Unsolicited

AEP Texas Inc. senior unsecured bond/note

US0010EPAF55

Long Term Rating

Unsolicited

AEP Texas Inc. senior unsecured bond/note

USUOOB04AB73

Long Term Rating

Unsolicited

AEP Texas Inc. senior unsecured bond/note

US0010EPADOB

Long Term Rating

Unsolicited

Long Term Rating

Unsolicited

AEP Texas Inc. senior unsecured bond/note
American Electric Power Company, Inc. senior unsecured bond/note ser
E

US025537AFBS

Long Term Rating

Unsolicited

American Electric Power Company, Inc. senior unsecured bond/note ser
F

US025537 AG6B

Long Term Rating

Unsolicited

American Electric Power Company, Inc. USCP 4(2)/1 44A D

-

Short Term Rating

Unsolicited

American Electric Power Company, Inc. USCP 4(2)/1 44A I

-

Short Term Rating

Unsolicited

Short Term Rating

Unsolicited

American Electric Power Company, Inc. ECP D
Appalachian Power Co. senior unsecured bond/note

US037735CB17

Long Term Rating

Unsolicited

Appalachian Power Co. senior unsecured bond/note

US037735CQB5

Long Term Rating

Unsolicited

Appalachian Power Co. senior unsecured bond/note ser K

US037735CD72

Long Term Rating

Unsolicited

Entity/Security

ISIN/CUSIP/COUPON
RATE

Rating Type

Solicitation
Status

Appalachian Power Co senior unsecured bond/note ser R

US037735CP03

Long Term Rating

Unsolicited

Appalachian Power Co. senior unsecured bond/note ser T

US037735CR68

Long Term Rating

Unsolicited

Appalachian Power Co. senior unsecured bond/note

US037735BZ93

Long Term Raling

Unsolicited

Appalachian Power Co . senior unsecured bond/note

US037735CE55

Long Term Rating

Unsolicited

Appalachian Power Co. senior unsecured bond/note ser AMBC
(insured: Ambac Assurance Corporation)

US037735CL98

Long Term Rating

Unsolicited

Appalachian Power Co. senior unsecured bond/note

US037735CG04

Long Term Rating

Unsolicited

Appalachian Power Co . senior unsecured bond/note ser AMBC
(insured : Ambac Assurance Corporalion)

US037735CL98

Unenhanced Long Term
Rating

Unsoliciled

Appalachian Power Co. senior unsecured bond/note ser P

US037735CK16

Long Term Rating

Unsolicited

Appalachian Power Co. senior unsecured bond/note

US037735CM71

Long Term Rating

Unsolicited

Indiana Michigan Power Co. senior unsecured bond/note

US454889ALOO

Long Term Rating

Unsolicited

Long Term Rating

Unsolicited

Indiana Michigan Power Co. senior unsecured bond/note
Indiana Michigan Power Co. senior unsecured bond/note

US454889AN65

Long Term Rating

Unsolicited

Indiana Michigan Power Co. senior unsecured bond/note

US454889AM82

Long Term Rating

Unsolicited

Kentucky Power Co. senior unsecured bond/note

US491386AM09

Long Term Raling

Unsoliciled

Kentucky Power Co. senior unsecured bond/note

USU49129AA46

Long Term Rating

Unsolicited

Kentucky Power Co. senior unsecured bond/note

US491386AL26

Long Term Rating

Unsolicited

Ohio Power Co. senior unsecured bond/note ser K

US677 415CL31

Long Term Rating

Unsolicited

Ohio Power Co. senior unsecured bond/nole

US199575AW15

Long Term Rating

Unsolicited

Ohio Power Co. senior unsecured bond/note ser M

US677415CP45

Long Term Raling

Unsolicited

Ohio Power Co. senior unsecured bond/note ser E

US677 415CF62

Long Term Rating

Unsolicited

Ohio Power Co. senior unsecured bond/note

US 199575AS03

Long Term Rating

Unsolicited

Ohio Power Co. senior unsecured bond/note

US199575AT85

Long Term Rating

Unsolicited

Ohio Power Co. senior unsecured bond/note

US199575AV32

Long Term Rating

Unsolicited

Short Term Rating

Unsolicited

Ohio Power Co. USCP 3(a)(3) D
Ohio Power Co. USCP 3(a)(3) D

-

Short Term Rating

Unsolicited

Public Service Company or Oklahoma senior unsecured bond/note

US744533BH25

Long Term Rating

Unsoliciled

Public Service Company of Oklahoma senior unsecured bond/note

US744533BK53

Long Term Rating

Unsolicited

Public Service Company of Oklahoma senior unsecured bond/note

US744533BL37

Long Term Rating

Unsolicited

Public Service Company of Oklahoma senior unsecured bond/note ser
G

US744533BJ80

Long Term Rating

Unsolicited

Southwestern Electric Power Co. senior unsecured bond/note

US845437BE12

Long Term Raling

Unsolicited

Southwestern Electric Power Co. senior unsecured bond/note

US845437BG69

Long Term Rating

Unsolicited

Southwestern Electric Power Co. senior unsecured bond/note

US845437BH43

Long Term Rating

Unsolicited

Soulhweslem Eleclric Power Co. senior unsecured bond/note ser F

US845437BJ09

Long Term Rating

Unsolicited

Soulhweslem Electric Power Co. senior unsecured bond/note

US845437BK71

Long Term Rating

Unsolicited

Soulhweslem Eleclric Power Co. senior unsecured bond/note

US845437BM38

Long Term Raling

Unsolicited

Southweslem Electric Power Co. senior unsecured bond/note

US845437BL54

Long Term Raling

Unsolicited

Entity/Security

ISIN/CUSIP/COUPON
RATE

Rating Type

Solicitation
Status

Show More

Endorsement Policy- Fitch's approach to ratings endorsement so that ratings produced
outside the EU may be
used by regulated entities within the EU for regulatory purposes, pursuant to the
terms of the EU Regulation with
respect to credit rating agencies, can be found on the EU Regulatory Disclosure
s
(https://www.fitchratings.com/regulatory) page. The endorsement status of all Internation
al ratings is provided
within the entity summary page for each rated entity and in the transaction detail
pages for all structured finance
transactions on the Fitch website. These disclosures are updated on a daily basis.
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INFRASTRUCTURE AND PROJECT FINANCE

CREDIT OPINION
19 January 2016

Exelon Corporation
Diversified Utility and Merchant Power Company

Update

Summary Rating Rationale

RATINGS
EXELON CORPORATION
Domicile

United States

Long Term Rating

Baa2

Type

LT Issuer Rating

Date

31 Aug 2015

Outlook

Stable

Date

31 Aug 2015

Please see the ratings section at the end of this report
for more information.

Contacts
Jim Hempstead
212-553-4318
Associate Managing
Director
james.hempstead@moodys.com
Ryan Wobbrock
212-553-7104
AVP-Analyst
ryan.wobbrock@moodys.com
Tiago Ferreira
Associate Analyst
tiago.ferreira@moodys.com

Exelon Corporation's (Exelon) Baa2 senior unsecured rating reflects its diversified operations
across a growing, low risk transmission and distribution (T&D) utility business and a
shrinking, high risk unregulated utility and merchant power business. As a diversified power
company, Exelon is well capitalized, has adequate liquidity reserves, and can generate a
ratio of cash flow from operations (CFO) to debt over 20% and retained cash flow to debt
in the high teen's range. Exelon's T&D utilities include PECO Energy Company (PECO: A2
stable) in Philadelphia, Baltimore Gas and Electric Company (BGE: A3 stable) in Baltimore
and Commonwealth Edison Company (CWE: Baa1 positive) in Chicago. The foundation of
Exelon's Baa2 rating is its stable and predictable regulated utility business, which will benefit
from the acquisition of Pepco Holdings (PHI: Baa3 developing). The merger is expected to
close by March 31st.
Exelon's rating is principally constrained by Exelon Generation Company LLC (ExGen: Baa2
stable), which owns a large fleet of unregulated nuclear generation assets and a retail
energy marketing business. Although ExGen is conservatively capitalized, these unregulated
businesses are volatile; exposed to commodity prices, such as natural gas and electricity; and
face increasingly challenging market conditions.
Exhibit 1

CFO Pre-W/C to debt for Exelon's and PHI's subsidiaries

212-553-1722

Peter Giannuzzi
212-553-2917
Associate Analyst
peter.giannuzzi@moodys.com
Gidon Eydelnant
212-553-1775
Associate Analyst
gidon.eydelnant@moodys.com
William L. Hess
MD-Utilities
william.hess@moodys.com

212-553-3837

Source: Moody's Investors Service
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Credit Strengths
»

Acquisition of Pepco Holdings, expected to close Q1 2016, brings incremental rate base and regulatory diversity

»

Utilities serve big city-systems in supportive regulatory jurisdictions

»

Consolidated financial profile is strong, with relatively predictable cash flow generation and a balanced shareholder rewards
program

»

ExGen performing well in a challenging market environment, thanks to its large, diversified nuclear generating fleet, although nuke
economics look stressed

»

Adequate liquidity reserves

»

Utilities serve big city-systems in supportive regulatory jurisdictions

»

Consolidated financial profile is strong, with relatively predictable cash flow generation and a balanced shareholder rewards
program

»

ExGen performing well in a challenging market environment, thanks to its large, diversified nuclear generating fleet, although nuke
economics look stressed

»

Adequate liquidity reserves and balanced shareholder rewards program

Credit Challenges
»

Holding company leverage is high (including PHI but excluding ExGen) which could pressure structural subordination notching
relationships, if increased

»

ExGen faces a prolonged period of low power prices and rising operating costs, especially across its aging nuclear fleet

»

Exposure to Electricite de France (EDF: A1 negative) “put” related to selected nuclear reactors represents a liquidity risk more than
a fundamental credit risk

»

Once PHI acquisition is completed, some execution risks associated with delivering on regulatory commitments

Rating Outlook
Exelon's stable rating outlook reflects the stability and predictability of its large T&D utility businesses, its adequate liquidity profile
and a conservatively capitalized unregulated generation business. Exelon is well positioned to generate cash flow of over $7.0 billion
(pro-forma for PHI), which results in a ratio of cash flow to debt of around 18% - 20% - an important threshold for maintaining a
stable rating outlook. With respect to ExGen, Exelon's stable outlook incorporates a view that ExGen's nuclear reactors will continue
to operate in a safe and efficient manner, with roughly 90% capacity factors. We also think that the reactors will operate for the
life of their existing, authorized NRC operating licenses and that Exelon's utilities (including PHI, assuming the transaction closes as
scheduled), will continue to receive constructive and timely regulatory recovery mechanisms.

Factors that Could Lead to an Upgrade
»

A material shift in its corporate finance policies, where parent holding company debt is eliminated or significantly reduced and the
ratio of consolidated CFO to debt were to rise to the mid-20% range (assuming the successful completion of the PHI acquisition)
for a sustained period of time

»

A material derisking of the consolidated corporate family, specifically with respect to ExGen's large, merchant nuclear reactor fleet
or its large commodity trading and marketing business
This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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»

Regulatory or legislative intervention into existing wholesale power markets could also lead to a rating upgrade, where structures
designed to re-regulate the nuclear reactor fleet's revenue stream or cost structure create long term cash flow visibility and
certainty

Factors that Could Lead to a Downgrade
»

If Exelon's financial performance deteriorated for a sustained period of time, where the ratio of CFO to debt fell to the low-teen's
range (assuming the successful completion of the PHI acquisition)

»

If there were material shifts in shareholder rewards programs, resulting in higher leverage or an unsustainable dividend payout ratio

»

A more aggressive use of parent holding company debt, where the ratio of parent holding company debt to total consolidated debt
(including PHI but excluding ExGen) increases to the high-20%

»

A material increase in the consolidated business risk profile, especially if it is associated with additional businesses within ExGen

»

The emergence of a highly contentious regulatory environment in either Maryland or Illinois

»

A major physical or cyber-related operating challenge with one or several of ExGen's nuclear reactors

»

If attempts at market intervention pressured ExGen's margins or profitability, or where the financial profile was negatively
impacted

»

A material change in ExGen's retail market trading and marketing volatility, especially if sizeable, unexpected swings in liquidity
demands arose

Key Indicators
Exhibit 2

[1] All ratios based on 'Adjusted' financial data and incorporate Mood's Global Standard Adjustments for Non-Financial Corporations
Source: Moody's Investors Service

Detailed Rating Considerations
Large, diversified regulated utility portfolio is credit positive
Exelon's suite of regulated utilities provides a strong foundation to its consolidated credit profile. BGE, CWE and PECO are all low
risk, big city T&D systems. They all receive relatively supportive and constructive regulatory treatment and enjoy the timely recovery
of most operating costs and capital investments. We see Exelon's regulated utility business growing, with the acquisition of the
contiguous PHI T&D utilities as a prime example.
Combined, Exelon's three T&D utilities have roughly $20 billion in rate base, and generate close to $7.0 billion in revenues and $3.4
billion in cash flow. These service territories are not growing volumes quickly, but a heavy infrastructure refurbishment program will
drive higher capital expenditures for the next few years. A supportive and transparent regulatory environment across Illinois, Maryland
and Pennsylvania creates good visibility in rate base growth, a material credit positive.
Closing the PHI merger
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Exelon's Baa2 rating is not materially impacted by the outcome of the PHI merger. That said, we think Exelon has a lot of money and
reputation tied into the process, and is looking forward to completing the transaction by March 31st. Today, we view the Public Service
Commission of the District of Columbia (DC PSC) as a higher risk regulatory environment, in part because of the unexpected August
denial of the merger agreement. We still incorporate a view that managing regulatory relationships is a core competency for both
Exelon and PHI management, despite the unexpected result delivered in August. If the merger is completed, we think PHI benefits
from Exelon's larger size, greater resources, and relief from financing its shareholder dividends. Exelon will look to squeeze operating
efficiencies from a bigger asset platform.
Reliance on parent holding company debt will constrain the rating due to structural subordination notching considerations
Exelon's decision to finance a large portion of the PHI acquisition with parent holding company debt is a credit negative, because it
adds complexity to the capital structure, and raises an opportunity cost to not finance at the holding company in the future. Prior
to the PHI merger, Exelon was reducing its parent holding company debt, mostly by transferring or refinancing holding company
debt to ExGen. From a credit perspective, a parent holding company with little to no debt is credit positive because it provides some
incremental financial flexibility.
Looking at Exelon's consolidated debt at its various levels, i.e., parent holding company, regulated utilities and ExGen is an additional
component to our credit assessment, particularly given the increase in M&A activity in the sector and willingness to increase
consolidated leverage. In light of Exelon's revised corporate finance policies, which looks to use parent holding company debt as a
source of financing for the expansion of its regulated utility business segment, we expect to refine our analysis as additional insights
regarding the use of holding company debt are provided. This could be challenging, since cash is fungible and parent holding company
debt is not necessarily tied directly to a given subsidiary.
We expect to see roughly $18 billion of debt at Exelon's T&D utilities after the PHI acquisition, another roughly $8 billion at the parent
holding company and $12 billion at ExGen. With the utilities producing roughly $4 billion in CFO, we see a ratio of utility CFO to utility
debt at 22%, which translates to a low-A rating for low risk T&D utilities in supportive regulatory jurisdictions. This implied low-A
rating for the T&D utilities would imply a 2-notch rating differential from the current Baa2 consolidated parent rating.
In our illustrative example, we also look at the $4 billion in utility CFO but add another $8 billion to the debt. This would result in a
ratio of utility CFO to utility debt + holdco debt of roughly 15%, which is more characteristic of a Baa2 rating for low risk T&D utilities.
Continuing with this example, the percentage of holding company debt to utility and holding company debt would be around 30%.
When compared to selected peers, a 30% holding company debt level is usually associated with a 2-notch rating differential between
the parent and the subsidiaries. A materially higher ratio of holding company debt would be more indicative of a 3-notch rating
differential.
If we include the $12 billion of ExGen debt into our illustration, the ratio of utility CFO to total consolidated debt would fall to roughly
10% ($4 billion of utility CFO divided by $38 billion of total consolidated debt). This illustrative example assumes zero contribution
from ExGen, an extreme and unlikely scenario. Nevertheless, the ratio of holding company debt to total consolidated debt would fall to
20%, which is typically associated with only a 1-notch rating differential for structural subordination.
ExGen performing well thanks to nuclear fleet
ExGen's cash flow generation is more volatile than its regulated utility affiliates. For example, ExGen’s CFO fell to $1.8 billion in 2014
from $3.9 billion in 2013, largely due to a negative working capital use associated with its hedging program. For the twelve months
ended September 2015, CFO rose back to $3.2 billion. This volatility, a material credit negative, was impacted primarily by the retail
trading and marketing business. However, we note that ExGen keeps a significant amount of liquidity availabile to absorb these shortterm swings.
Fundamentally, we see an extended period of low natural gas prices and rising operating costs for the nuclear fleet. Low natural gas
prices usually keep a lid on power prices, which limits ExGen's ability to produce cash flow.
Despite the challenging market fundamentals, we see incremental transparency in forward power prices with respect to capacity
payments in the Pennsylvania-New Jersey-Maryland (PJM) market. Given the most recent PJM capacity price auction, we estimate
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close to $1.0 billion in annual capacity payments accruing to ExGen's benefit, this equates to roughly $6.5/Mwh if the nuclear fleet
continues to generate roughly 150 TWh's. Although we don't see capacity payments as a key driver of the financials, over the next
few years, ExGen's capacity payments alone will represent about 7% - 8% coverage of ExGen's debt. That said, the improved capacity
prices were both directly and indirectly impacted by recent rule changes and amendments implemented by the PJM, and these rules
can change again.
In addition to low natural gas prices and an improving capacity market, we also see higher power prices over the next few years due to
the EPA's recently announced Clean Power Plan (CPP). In general, we think the CPP is favorable to nuclear powered electric generation,
because nuclear generation does not produce any material carbon dioxide emissions.
EDF put option viewed a liquidity event
We see debt at ExGen rising, in part due to its exposure to Electricitie de France's (EDF: A1 negative) option to “put” its interests in
Constellation Energy Nuclear Group, LLC (CENG) back to ExGen staring on 1 January 2016. The put option expires on 31 December
2022, so EDF has plenty of time to evaluate its various options. Importantly, we think the relationship between both EXC and EDF is
healthy and professional, and we do not see any contentiousness in the relationship at this time.
CENG includes minority ownership interests in roughly 3,400 MW's of nuclear generation capacity, including Ginna, Fitzpatrick and
Nine Mile Point in New York and Calvert Cliffs in Maryland. Combined, these reactors generated over 34 GWh's of electricity in 2014.
Based on publicly available information, we estimate fuel, non-fuel variable and fixed operating costs of roughly $25 per MWh. This
excludes capital costs and depreciation. As a result, we see more profits in PJM markets than in NY.
From a liquidity perspective, we assume the value of the put (to EDF from EXC) might be somewhere in a range between $250 million
and $2.0 billion. Our illustrative values capture a wide disparity of outcomes on purpose. In our opinion, the put is not a material credit
event, but instead represents a demand on liquidity. Because EXC is aware of the existence of the put option, and management is
presumably in discussions with EDF about how best to value the option, we do not think EDF exercising the option will be a surprise to
EXC.
From a credit perspective, we see the EDF put as a known risk factor, and incorporate a view that ExGen has ample liquidity resources
and has prepared for the possibility that the put is exercised. We also incorporate a view that high put valuations will benefit ExGen's
remaining fleet. Any signs of improving market conditions, in terms of the EPA's Clean Power Plan or higher sustained PJM capacity
prices, will increase the value of the put option in favor of EDF.
Maintaining a strong financial profile will be key to credit
In 2014 and 2013, Exelon generated a ratio of funds from operations to debt of approximately 25%. This is down materially from the
40% ratio generated in 2010 and 2011 and the 30% ratio generated in 2012. It should be noted that during this time, Exelon acquired
Constellation Energy, and its debt increased from roughly $17 billion (in 2010 - 2011) to today's roughly $30 billion range. Including
another $8 to 9 billion in debt for PHI's utility subsidiaries and parent holding company will increase total pro-forma consolidated debt
closer to the $40 billion range.
As a result, maintaining a ratio of CFO to debt near the 18% - 20% range means Exelon will generate CFO of roughly $7.0 to $8.0
billion. Assuming the T&D utilities (including PHI) could sustain the roughly $4.0 billion in CFO generation that they achieved for the
twelve months ended September 2015, this means ExGen will need to contribute roughly $3.0 to $4.0 billion in CFO. Assuming ExGen
can continue to generate and sell at least 150 terawatt-hours (TWH's) of power from its nuclear fleet, this equates to roughly $20- $25 / MWh in CFO.

Liquidity Analysis
As of September 30, 2015, Exelon's liquidity arrangements totaled $8.5 billion. Approximately $6.3 billion supports its unregulated
business platform, including $500 million at Exelon and nearly $5.8 billion directly at ExGen. The regulated businesses have access to
$2.2 billion of liquidity, $600 million at PECO, $600 million at BGE and $1 billion at CWE. The Exelon, PECO, BG&E and most of the
ExGen facilities expire in May 2019. The CWE facility expires March 2019.
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At September 30, Exelon and ExGen had about $625 million in letters of credit and no commercial paper outstanding, leaving
availability of about $5.7 billion for the unregulated business. As of June 30, 2015, these draws amounted to $1.5 billion.
Exelon's core syndicated credit facilities are used primarily to provide liquidity support and for the issuance of letters of credit. While
the credit agreements do not contain any rating triggers that would affect borrowing access to the commitments and do not require
material adverse change (MAC) representation for borrowings or the issuance of LOCs, there is a financial covenant for each entity; all
of which were compliant.
At CWE, commercial paper outstanding totaled $604 million and there were $2 million in letters of credit outstanding, leaving
approximately $395 million of availability under its credit facility. As of June 30, 2015, CWE's commercial paper outstanding totaled
$503 million and there were $2 million in letters of credit outstanding, leaving approximately $495 million of availability under its
credit facility.
At BGE, there was $50 million commercial paper and no letters of credit outstanding, respectively, leaving $550 million of availability
under its credit facility. As of June 30, 2015, BGE had no commercial paper or letters of credit outstanding, respectively, leaving $600
million of availability under its credit facility
At PECO, there were $1 million in letters of credit and no outstanding commercial paper borrowings, leaving $599 million of
availability under its credit facility. As of June 30, 2015, PECO had no letters of credit outstanding and $1 million in outstanding
commercial paper borrowings, leaving $599 million of availability under its credit facility.
As of the last reporting period (September 30, 2015), in the event that ExGen were downgraded below investment grade, ExGen could
be required to post additional collateral of $2.1 billion. If PECO, BGE or CWE were downgraded to below investment grade, they would
have been required to post $18 million $34 million, and $17 million, respectively, of additional collateral.
As of June 30, 2015, in the event that ExGen were downgraded below investment grade, ExGen could be required to post additional
collateral of $2.2 billion. If PECO, BGE or CWE were downgraded to below investment grade, they would have been required to post
$20 million $35 million, and $8 million, respectively, of additional collateral.
On January 9, 2013, the US Court of Appeals reached a decision for the government in a lawsuit involving Consolidated Edison`s
(ConEd's) participation in a lease-in, lease-out (LILO) transaction that the IRS also has characterized as a tax shelter, and disallowed
ConEd's deductions stemming from its participation in this investment. CWE deferred the $1.2 billion of gain on the 1999 sale of its
fossil generating facilities by acquiring like-kind property via a purchase leaseback transaction. The IRS has asserted that the Exelon
purchase leaseback transaction is substantially similar to a leasing transaction known as a sale-in, lease-out transaction (SILO). Exelon
believes that its like-kind exchange transaction is not the same as or substantially similar to a SILO.
In the first quarter of 2013, Exelon recorded a non-cash charge to earnings of approximately $265 million, which represents the full
amount of interest expense (after-tax) and incremental state tax expense in the event that Exelon is unsuccessful in its litigation
efforts. Approximately $170 million of the amount was recorded at CWE.
Exelon expects to hold CWE harmless from any unfavorable impacts of the after-tax interest amounts on CWE's equity. In the event of
a fully successful IRS challenge to Exelon's like-kind exchange position, the potential tax and after-tax interest, exclusive of penalties,
that could become payable as of September 30, 2015 may be as much as $560 million, of which approximately $165 million would be
attributable to CWE and the remainder to Exelon.

Structural Considerations
Separating Exelon's debt between its parent holding company, its utilities and ExGen is a component to our credit assessment. In light
of Exelon's revised corporate finance policies, which looks to use parent holding company debt as a source of financing for its regulated
utilities, but not its unregulated ExGen, we expect to refine our analysis as additional facts regarding the use of holding company debt
are provided. This could be challenging, since cash is fungible and parent holding company debt is not necessarily tied directly to a
given subsidiary.
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Profile
Exelon Corporation (Exelon: Baa2 stable) is a large diversified US holding company that owns three regulated transmission and
distribution utilities and a large unregulated power company. It's three regulated transmission and distribution (T&D) utilities include:
PECO Energy Company (PECO: A2 stable), Baltimore Gas and Electric Company (BGE: A3 stable) and Commonwealth Edison Company
(CWE: Baa1 positive). PECO is regulated by the Pennsylvania Public Utility Commission (PAPUC), BGE is regulated by the Maryland
Public Service Commission (MPSC) and CWE is regulated by the Illinois Commerce Commission (ICC). All three utilities are also
regulated by the Federal Energy Regulatory Commission (FERC).
Exelon also owns Exelon Generation Company, LLC (ExGen: Baa2 stable), one of the largest competitive electric generation companies
globally as measured by owned and controlled megawatts (MW),with net capacity of approximately 32 GW's. ExGen is regulated by
the Federal Energy Regulatory Commission (FERC) and by the Nuclear Regulatory Commission (NRC).
In May 2014, Exelon agreed to acquire Pepco Holdings. The acquisition is expected to close no later than March 31, 2015.

Rating Methodology and Scorecard Factors
Exhibit 3

[1] All ratios based on 'Adjusted' financial data and incorporate Mood's Global Standard Adjustments for Non-Financial Corporations
[2] As of 9/30/2015(L)
[3] This represents Moody's forward view; not view of the issuer; and unless noted in the text, does not incorporate significant acquisitions and divestitures
Source: Moody's Investors Service

If the acquisition of PHI is completed, we would consider moving Exelon into our Global Regulated Electric and Gas Utilities rating
methodology (published in December 2013) and out from the Unregulated Utilities and Power Companies rating methodology
(published in November 2014).
PHI helps shift Exelon's consolidated mix of regulated and unregulated business activities to approximately 60% regulated from
roughly 50% today and diversifies its jurisdictional exposure to include New Jersey, Delaware and the District of Columbia. We viewed
PHI's $8 billion additional regulated rate base to Exelon's $20 billion as a credit positive for the corporate family.
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Absent the PHI transaction, we would likely keep Exelon under the Unregulated Utilities and Power Company rating methodology, but
for analytical purposes, will continue to view Exelon under both methodologies, given the strategic focus on regulated assets.

Ratings
Exhibit 4

Category
EXELON CORPORATION

Outlook
Issuer Rating
Sr Unsec Bank Credit Facility
Senior Unsecured
Subordinate Shelf
Pref. Shelf
Commercial Paper

Moody's Rating

Stable
Baa2
Baa2
Baa2
(P)Baa3
(P)Ba1
P-2

EXELON GENERATION COMPANY, LLC

Outlook
Issuer Rating
Sr Unsec Bank Credit Facility
Senior Unsecured
Pref. Shelf
Commercial Paper

Stable
Baa2
Baa2
Baa2
(P)Ba1
P-2

COMMONWEALTH EDISON COMPANY

Outlook
Issuer Rating
First Mortgage Bonds
Senior Secured
Sr Unsec Bank Credit Facility
Senior Unsecured
Commercial Paper

Positive
Baa1
A2
A2
Baa1
Baa1
P-2

PECO ENERGY COMPANY

Outlook
Issuer Rating
First Mortgage Bonds
Senior Secured Shelf
Sr Unsec Bank Credit Facility
Pref. Stock
Commercial Paper

Stable
A2
Aa3
(P)Aa3
A2
Baa1
P-1

BALTIMORE GAS AND ELECTRIC COMPANY

Outlook
Issuer Rating
Senior Secured Shelf
Sr Unsec Bank Credit Facility
Senior Unsecured
Preference Stock
Commercial Paper

Stable
A3
(P)A1
A3
A3
Baa2
P-2

PECO ENERGY CAPITAL TRUST IV

Outlook
BACKED Pref. Stock

Stable
A3

CONSTELLATION ENERGY GROUP, INC.

Outlook
Bkd Senior Unsecured

No Outlook
Baa2

BGE CAPITAL TRUST II

Outlook
BACKED Pref. Stock

Stable
Baa1

COMED FINANCING III
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Outlook
BACKED Pref. Stock

Stable
Baa2

PECO ENERGY CAPITAL TRUST III

Outlook
BACKED Pref. Stock

Stable
A3

EXELON CAPITAL TRUST I

Outlook
BACKED Pref. Shelf

Stable
(P)Baa3

EXELON CAPITAL TRUST II

Outlook
BACKED Pref. Shelf

Stable
(P)Baa3

EXELON CAPITAL TRUST III

Outlook
BACKED Pref. Shelf

Stable
(P)Baa3

Source: Moody's Investors Service

Recent Developments
On 25 August 2015, the Public Service Commission of the District of Columbia (DC PSC) rejected the merger application between
Exelon and PHI. On 6 October 2015, Exelon and PHI reached a settlement with the Office of the Mayor of the District of Columbia, the
District’s People’s Counsel, the US Attorney of the District of Columbia and other stakeholders regarding the proposed merger. Along
with the settlement, the merger agreement, which was originally set to expire on 29 October 2015, gets a 150-day extension until early
March 2016. The settlement is credit positive for both Exelon and PHI because it puts the proposed merger back on track, with an aim
to close in early March 2016. For now, we still assign a 50%-50% probability that the transaction will close. PHI's developing outlook
will most likely be resolved when the transaction is completed, or when the merger agreement expires.
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Exelon Corporation's (Exelon) Baa2 senior unsecured rating reflects its size, regional diversity,
and strong financial profile. Exelon's credit strength comes from its roughly $30 billion in
regulated rate base. The rate base consists of regulated transmission and distribution (T&D)
utilities and is diversified across Illinois, Maryland, Pennsylvania, New Jersey, Delaware and
the District of Columbia.
Exelon's rating is principally constrained by its higher-risk unregulated utility and merchant
power subsidiary, Exelon Generation Company LLC (ExGen: Baa2 stable). ExGen owns
a large fleet of unregulated nuclear generation facilities and a retail energy trading and
marketing business. These unregulated businesses are vastly more volatile compared to
their regulated T&D businesses . Moreover, nuclear generation faces a sustained period of
challenging conditions because of the competition from low natural gas prices due to shale
gas development. As a diversified power company, Exelon is well capitalized, has adequate
liquidity reserves, and is expected to generate a ratio of cash flow from operations (CFO) to
debt around 20%. Retained cash flow (RCF) to debt is expected to remain in the mid-to-high
teen's range.
Exhibit 1

Ratio of CFO pre-WC to Debt Historical Trend
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Credit Strengths
»

Large and growing rate base

»

Adequate financial profile

»

Strong nuclear operator

»

Adequate liquidity reserves

Credit Challenges
»

Stiff competition from cheap natural gas

»

High risk associated with unregulated generation and retail business

»

High leverage at the holding company

Rating Outlook
Exelon's stable rating outlook primarily reflects the stability and predictability of its large T&D utility businesses, its adequate liquidity
profile and a conservatively capitalized unregulated generation business. Exelon is well positioned to generate a ratio of CFO to debt of
around 18% - 20%, an important threshold for maintaining a stable rating outlook, given the weak business fundamentals at ExGen.
The stable outlook incorporates a view that ExGen's nuclear reactors will continue to operate in a safe and efficient manner, with
roughly 90% capacity factors. We also think that the reactors will operate for the life of their existing, authorized Nuclear Regulatory
Commission (NRC) operating licenses and that Exelon's utilities will continue to receive constructive and timely regulatory recovery
mechanisms.

Factors that Could Lead to an Upgrade
»

A material shift in its corporate finance policies, including the elimination of parent holding company debt and the sustained
production of a ratio of CFO to debt in the mid-20% range

»

A material de-risking across the corporate family, specifically with respect to ExGen's large, merchant nuclear reactor fleet or its
large commodity trading and marketing business

Factors that Could Lead to a Downgrade
»

If Exelon's financial performance deteriorated for a sustained period of time, where the ratio of CFO to debt fell to the low-teen's
range

»

Material shifts in shareholder rewards programs, resulting in higher leverage or an unsustainable dividend payout ratio or more
aggressive use of parent holding company debt, where the ratio of parent holding company debt to total consolidated debt
increases to the high-20% range

»

A material increase in the consolidated business risk profile, especially if it is associated with additional businesses within ExGen

»

The emergence of a highly contentious regulatory environment in either Maryland or Illinois

»

Other event-like risks include: a major physical or cyber-related operating challenge with one or several of ExGen's nuclear reactors;
attempts at market intervention pressured ExGen's margins or profitability, or where the financial profile was negatively impacted;
material changes in ExGen's retail market trading and marketing volatility, especially if sizeable, unexpected swings in liquidity
demands resulted

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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Key Indicators
Exhibit 2

[1]All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Non-Financial Corporations.
Source: Moody's Investors Service

Detailed Rating Considerations
Large, diversified regulated utility portfolio is foundation to credit profile
Exelon's suite of regulated utilities provides a strong foundation to its consolidated credit profile. Baltimore Gas and Electric Company
(BGE: A3 stable), Commonwealth Edison Company (CWE: Baa1 positive), PECO Energy Company (PECO: A2 stable), Potomac Electric
Power Company (Pepco: Baa1 stable), Delmarva Power & Light Company (DPL Baa1 stable), and Atlantic City Electric Company (ACE:
Baa2 stable) are all low risk T&D systems which receive supportive and constructive regulatory treatment in their jurisdictions. We see
Exelon's regulated utility business growing in strategic importance across the Exelon corporate family.
Subsidy for nuclear generation is a credit positive
In late 2016, New York and Illinois approved subsidy programs that will support some of Exelon’s struggling nuclear plants that might
otherwise shutdown. If these subsidy programs survive legal challenges from non-nuclear generators, we estimate that the company
will likely receive over $500 million a year of additional revenue on a run rate basis and $200 million improvement to its after-tax
cash flows compared to retiring these units. Based on $12.5 billion of Moody’s adjusted debt balance, $200 million of additional aftertax cash flow would bolster Ex-Gen’s CFO to debt by about 160 basis points. ExGen could receive additional cash support if other
states such as New Jersey and Pennsylvania adopt similar subsidy programs. However, it is highly uncertain at this point if New Jersey
and Pennsylvania would adopt similar programs because the legislative or the regulatory process required can be long and difficult,
especially when the risk of plant closure is not imminent.
Parent holding company debt constrains rating due to structural subordination notching considerations
Exelon's decision to finance a large portion of the PHI acquisition with parent holding company debt is a credit negative, because it
adds complexity to the capital structure. Prior to the PHI merger, Exelon was reducing its parent holding company debt, mostly by
transferring or refinancing holding company debt to ExGen. More recently, Exelon is exhibiting a willingness to use parent holding
company leverage to help ExGen, a credit negative for both Exelon and its regulated T&D utilities.
Prospectively, we see roughly $20 billion of debt across Exelon's T&D utilities, $12 billion at ExGen and roughly $8 billion at the parent
holding company. With the utilities producing roughly $4 billion in CFO, the ratio of utility CFO to utility debt should hover near the
20% range. This level generally translates to a low-A rating for low risk T&D utilities in supportive regulatory jurisdictions. This would
imply an approximate 2-notch rating differential from Exelon's current Baa2 consolidated parent rating and the average implied rating
across its T&D utilities.
As a comparative illustration, Exelon's ratio of CFO to debt would fall to the 15% range if we included the $8 billion in holding
company debt with the $20 billion of utility debt (and only looked to the utility's $4 billion in CFO). The 15% range is more
characteristic of a Baa2 rating for low risk T&D utilities, but our example excludes any affects from ExGen. In a downside scenario,
Exelon's ratio of CFO to debt would fall to the 10% range if we include ExGen's $12 billion of debt, but only look to the utility's $4
billion in CFO. The ratio of holding company debt to total consolidated debt is almost 30% if we exclude ExGen's debt from the
denominator. But the ratio would fall to about 22% if we added ExGen's debt in the denominator. A ratio of holding company debt
to total consolidated debt in the 20-25% range (or below) is typically associated with only a 1-notch rating differential for structural
subordination.
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Maintaining a strong financial profile will be key to credit
Maintaining a ratio of CFO to debt near the 18% - 20% range will keep Exelon well positioned within its rating category. This means
Exelon will generate CFO of roughly $7.0 to $8.0 billion. Assuming the T&D utilities generate roughly $4.0 billion in CFO, ExGen will
need to contribute the remaining $3.0 to $4.0 billion.

Liquidity Analysis
As of September 30, 2016, Exelon's liquidity arrangements totaled $9.5 billion. Approximately $6.4 billion supports its unregulated
business platform, including $5.8 billion at ExGen. The regulated businesses have access to $3.1 billion of liquidity, including: $600
million at PECO, $600 million at BGE, $1 billion at CWE, and$300 million each at Pepco, DPL and ACE. All of the facilities expire in
May 2021.
At September 30, ExGen had about $1.6 billion in letters of credit and no commercial paper outstanding, leaving availability of about
$4.0 billion for the unregulated business.
Exelon's core syndicated credit facilities are used primarily to provide liquidity support and for the issuance of letters of credit. While
the credit agreements do not contain any rating triggers that would affect borrowing access to the commitments and do not require
material adverse change (MAC) representation for borrowings or the issuance of LOCs, there is a financial covenant for each borrowing
entity - all of whom were compliant.
At CWE, commercial paper outstanding totaled $10 million and there were $2 million in letters of credit outstanding, leaving
approximately $988 million of availability under its credit facility. In comparison, as of March 31, 2016, CWE's commercial paper
outstanding totaled $643million (with $2 million in letters of credit outstanding).
At BGE, there was no commercial paper or letters of credit outstanding, leaving the full $600 million available under its credit facility.
Again, by way comparison, as of March 31, 2016, BGE had $150 million in commercial paper (and no letters of credit) outstanding.
At PECO, there were $2 million in letters of credit issued and no outstanding commercial paper borrowings.
At DPL, there were no letters of credit and $17 million in outstanding commercial paper borrowings, leaving $283 million of availability
under its credit facility. At both Pepco and ACE there were no letters of credit and only $1 million in outstanding commercial paper
borrowings leaving $300 million and $299 million of availability under each credit facility respectively.
As of the last reporting period (September 30, 2016), in the event that ExGen were downgraded below investment grade, ExGen could
be required to post additional collateral of $1.9 billion.
Back on December 31, 2015, ExGen below investment grade collateral posting requirement was $2.0 billion.
On January 9, 2013, the US Court of Appeals reached a decision for the government in a lawsuit involving Consolidated Edison`s
(ConEd's) participation in a lease-in, lease-out (LILO) transaction that the IRS also has characterized as a tax shelter, and disallowed
ConEd's deductions stemming from its participation in this investment. CWE deferred the $1.2 billion of gain on the 1999 sale of its
fossil generating facilities by acquiring like-kind property via a purchase leaseback transaction. The IRS has asserted that the Exelon
purchase leaseback transaction is substantially similar to a leasing transaction known as a sale-in, lease-out transaction (SILO). Exelon
believes that its like-kind exchange transaction is not the same as or substantially similar to a SILO.
In the first quarter of 2013, Exelon recorded a non-cash charge to earnings of approximately $265 million, which represents the full
amount of interest expense (after-tax) and incremental state tax expense in the event that Exelon is unsuccessful in its litigation
efforts. Approximately $170 million of the amount was recorded at CWE.
On 19 September 2016, the US Tax Court ruled that Exelon was not entitled to defer tax on the transaction. The potential tax
and after-tax interest that could become payable is approximately $870 million, of which approximately $300 million would be
attributable to CWE and the remainder to Exelon. In addition, the court ruled that Exelon is liable for accuracy-related penalties
totaling $190 million. In order to appeal the decision, Exelon would be required to either post a bond or pay the tax, penalties and
interest for the tax years before the court.
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Structural Considerations
Separating Exelon's debt between its parent holding company, its utilities and ExGen is a component to our credit assessment. In light
of Exelon's revised corporate finance policies, we are incorporating a view that looks to Exelon's parent holding company debt as a
source of financing for its regulated utilities, but not its unregulated ExGen. However, Exelon might use parent holding company debt
to also finance ExGen. This could impact the relationship between the parent and its unregulated subsidiary, ExGen, but could also
impact its regulated T&D utility subsidiaries.

Profile
Exelon Corporation is a large diversified US holding company that owns six regulated transmission and distribution utilities and a large
unregulated power company.

Rating Methodology and Scorecard Factors
Exhibit 3

[1]All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Non-Financial Corporations.
[2]As of 9/30/2016(L); Source: Moody’s Financial Metrics™
[3]This represents Moody's forward view; not the view of the issuer; and unless noted in the text, does not incorporate significant acquisitions and divestitures.
Source: Moody's Investors Service
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Ratings
Exhibit 4

Category
EXELON CORPORATION

Outlook
Issuer Rating
Sr Unsec Bank Credit Facility
Senior Unsecured
Subordinate Shelf
Pref. Shelf
Commercial Paper

Moody's Rating

Stable
Baa2
Baa2
Baa2
(P)Baa3
(P)Ba1
P-2

EXELON GENERATION COMPANY, LLC

Outlook
Issuer Rating
Sr Unsec Bank Credit Facility
Senior Unsecured
Pref. Shelf
Commercial Paper

Stable
Baa2
Baa2
Baa2
(P)Ba1
P-2

COMMONWEALTH EDISON COMPANY

Outlook
Issuer Rating
First Mortgage Bonds
Senior Secured
Sr Unsec Bank Credit Facility
Senior Unsecured
Commercial Paper

Positive
Baa1
A2
A2
Baa1
Baa1
P-2

PECO ENERGY COMPANY

Outlook
Issuer Rating
First Mortgage Bonds
Senior Secured Shelf
Sr Unsec Bank Credit Facility
Pref. Stock
Commercial Paper

Stable
A2
Aa3
(P)Aa3
A2
Baa1
P-1

BALTIMORE GAS AND ELECTRIC COMPANY

Outlook
Issuer Rating
Senior Secured Shelf
Sr Unsec Bank Credit Facility
Senior Unsecured
Pref. Shelf
Commercial Paper

Stable
A3
(P)A1
A3
A3
(P)Baa2
P-2

POTOMAC ELECTRIC POWER COMPANY

Outlook
Issuer Rating
First Mortgage Bonds
Commercial Paper

Stable
Baa1
A2
P-2

DELMARVA POWER & LIGHT COMPANY

Outlook
Issuer Rating
First Mortgage Bonds
Senior Unsecured
Commercial Paper

Stable
Baa1
A2
Baa1
P-2

ATLANTIC CITY ELECTRIC COMPANY

Outlook
Issuer Rating
First Mortgage Bonds
Commercial Paper

Stable
Baa2
A3
P-2

CONSTELLATION ENERGY GROUP, INC.
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Outlook
Bkd Senior Unsecured

No Outlook
Baa2

PEPCO HOLDINGS, LLC

Outlook
Issuer Rating
Senior Unsecured
Commercial Paper

Stable
Baa2
Baa2
P-2

BGE CAPITAL TRUST II

Outlook
BACKED Pref. Stock

Stable
Baa1

COMED FINANCING III

Outlook
BACKED Pref. Stock

Stable
Baa2

PECO ENERGY CAPITAL TRUST IV

Outlook
BACKED Pref. Stock

Stable
A3

PECO ENERGY CAPITAL TRUST III

Outlook
BACKED Pref. Stock

Stable
A3

Source: Moody's Investors Service
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Rating Action: Moody's upgrades Exelon's T&D utilities; rating outlooks stable
Global Credit Research - 30 Jan 2014
Approximately $9 Billion of Debt Affected

New York, January 30, 2014 -- Moody's Investors Service today upgraded the senior unsecured ratings of
Baltimore Gas & Electric Company (BGE) to A3 from Baa1, Commonwealth Edison Company (CWE) to Baa1
from Baa2, and PECO Energy Company (PECO) to A2 from A3. Moody's also upgraded the short-term rating
at PECO to Prime 1 from Prime 2. This rating action completes our review of BGE, CWE and PECO initiated
on November 8, 2013. The outlooks for BGE, CWE and PECO are stable.
"Exelon's three electric transmission and distribution utilities are financially secure and operate under
supportive regulatory environments in Maryland, Illinois and Pennsylvania. All three jurisdictions provide a
good suite of timely cost recovery mechanisms." said Jim Hempstead, Associate Managing Director.
RATINGS RATIONALE
The primary driver of today's rating action was Moody's more favorable view of the relative credit
supportiveness of the US regulatory environment, as detailed in our September 2013 Request for Comment
titled "Proposed Refinements to the Regulated Utilities Rating Methodology and our Evolving View of US Utility
Regulation."
The rating upgrades for BGE and CWE reflect the improved regulatory frameworks in Maryland and Illinois,
where formulaic or forward looking recovery mechanisms, rate riders or other single-issue special purpose
trackers exist. The upgrade for PECO reflects the continued supportive regulatory framework in Pennsylvania.
All three utilities benefit from a reasonably transparent regulatory framework.
"Evidence of supportive regulatory decisions can be found in recent rate orders in Maryland and Illinois," added
Hempstead "states where the utilities were often a party in more contentious proceedings."
In Maryland, BGE's upgrade reflects the existence of a more constructive political and regulatory environment.
The merger conditions, which included a 3-year share-holder dividend holiday, also help lay the foundation to
a more constructive relationship. Over the next 3-5 years, BGE's ratio of cash flow to debt is expected to
remain in the high-teen's range. Next year, in 2015, shareholder dividends will recommence with a 70% payout
range.
In December, BGE received a rate increase of about $46 million with an authorized return on equity of 9.6%
for the gas distribution business and an authorized return on equity of 9.75% for the electric business. BGE
also received a small infrastructure tracker.
In Illinois, Commonwealth Edison's upgrade reflects a more constructive political and regulatory environment,
which will provide greater predictability. Recent legislations, Energy Infrastructure and Modernization Act
(EIMA) and Senate Bill 9, established a framework to adopt more formulaic cost recovery mechanisms. In the
formula's first material regulatory proceeding, CWE was authorized a revenue increase of $341 million, as
compared to the $353 million request. The small difference appears to indicate that the utility and commission
have a shared understanding of how utilities should apply for cost recovery for these types of distribution
investments, a credit positive.
In fact, CWE's suite of recovery mechanisms, taken as a whole, actually look better than both BGE and PECO.
The rating is one-notch lower than BGE and two-notches lower than PECO because the regulatory lag in
Illinois had been running almost twice as long as that of Maryland and Pennsylvania. Nonetheless, allowed
returns are on par with the broader peer groups of T&D utilities as well as with vertically integrated electrics
that do not operate in states that legislatively enacted the unbundling of the traditional electric utility framework.
In Pennsylvania, PECO operates with a good suite of recovery mechanisms and riders. These include
recovery for fuel and purchased power, and investments for generation, environmental and natural gas T&D
infrastructure, among others. PECO is not expected to file for a revenue increase for a few years.
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RATING OUTLOOK
The rating outlook for all three utilities is stable. BGE, CWE and PECO own and operate critical infrastructure
around the greater Baltimore, Chicago and Philadelphia metro-regions, respectively. In all three states,
Moody's expects regulators and politicians to provide a reasonably supportive and constructive framework for
the utilities to pursue, submit and ultimately receive authorization to recover the vast majority of their prudently
incurred costs and investments. The financial profile for the three T&D utilities is strong, and cash flows
(combined for all three utilities) should grow to roughly $2.8 -- $3.0 billion over the next 3 years. Assuming the
three utilities can keep their total debt outstanding near $15 billion, the ratio of CFO to debt should remain in
the high-teen's range over the next five years.
WHAT COULD CHANGE RATING -- UP
All three utilities could be upgraded as the new formulaic rate setting framework and other positive legislative
intervention (such as the Illinois EIMA law) starts to build a track record. It will take a few years to fully
understand the credit impacts associated with new trackers and recovery mechanisms as they experience
different economic and financial cycles. For now, we incorporate a view that the regulatory environment will
remain supportive for at least the next 2 -- 3 years, and that the suite of recovery mechanisms will not be
materially diminished.
WHAT COULD CHANGE RATING -- DOWN
All three utilities could be downgraded if the ratio of cash flow to debt fell below the 15% threshold for a
sustained period of time, especially if the decline was in cash flow and associated with an unexpected
regulatory or political intervention. Mis-managing liquidity or an unbalanced shareholder rewards policy, where
the dividend payout ratio was near 100%, could also create negative rating pressure. At this point, the biggest
credit rating exposure appears to reside in the three utility's relationship with their unregulated affiliate, Exelon
Generation.
The principal methodology used in this rating was Regulated Electric and Gas Utilities published in December
2013. Please see the Credit Policy page on www.moodys.com for a copy of this methodology.
LIST OF RATING CHANGES
Ratings Upgraded
Commonwealth Edison Company
Long-term Issuer Rating -- Baa1 from Baa2
Senior Secured Rating -- A2 from A3
Senior Unsecured Rating -- Baa1 from Baa2
Senior Unsecured Shelf Rating -- (P)Baa1 from (P)Baa2
Preferred Shelf Rating -- (P)Baa3 from (P)Ba1
Outlook -- Stable
Baltimore Gas & Electric
Long-term Issuer Rating -- A3 from Baa1
Senior Unsecured Rating -- A3 from Baa1
Senior Secured Shelf Rating -- (P)A1 from (P)A2
Senior Unsecured Shelf Rating -- (P)A3 from (P)Baa1
Preferred Shelf Rating -- (P)Baa2 from (P)Baa3
Outlook -- Stable
PECO Energy Company
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Long-term Issuer Rating -- A2 from A3
Senior Secured Rating -- Aa3 from A1
Senior Unsecured Rating -- A2 from A3
Preferred Stock Rating -- Baa1 from Baa2
Senior Secured Shelf Rating -- (P)Aa3 from (P)A1
Subordinated Shelf Rating -- (P)A3 from (P)Baa1
Preferred Shelf Rating -- (P)Baa1 from (P)Baa2
Commercial Paper Rating -- Prime 1 from Prime 2
Outlook -- Stable
REGULATORY DISCLOSURES
For ratings issued on a program, series or category/class of debt, this announcement provides certain
regulatory disclosures in relation to each rating of a subsequently issued bond or note of the same series or
category/class of debt or pursuant to a program for which the ratings are derived exclusively from existing
ratings in accordance with Moody's rating practices. For ratings issued on a support provider, this
announcement provides certain regulatory disclosures in relation to the rating action on the support provider
and in relation to each particular rating action for securities that derive their credit ratings from the support
provider's credit rating. For provisional ratings, this announcement provides certain regulatory disclosures in
relation to the provisional rating assigned, and in relation to a definitive rating that may be assigned
subsequent to the final issuance of the debt, in each case where the transaction structure and terms have not
changed prior to the assignment of the definitive rating in a manner that would have affected the rating. For
further information please see the ratings tab on the issuer/entity page for the respective issuer on
www.moodys.com.
For any affected securities or rated entities receiving direct credit support from the primary entity(ies) of this
rating action, and whose ratings may change as a result of this rating action, the associated regulatory
disclosures will be those of the guarantor entity. Exceptions to this approach exist for the following disclosures,
if applicable to jurisdiction: Ancillary Services, Disclosure to rated entity, Disclosure from rated entity.
Regulatory disclosures contained in this press release apply to the credit rating and, if applicable, the related
rating outlook or rating review.
Please see www.moodys.com for any updates on changes to the lead rating analyst and to the Moody's legal
entity that has issued the rating.
Please see the ratings tab on the issuer/entity page on www.moodys.com for additional regulatory disclosures
for each credit rating.
James Hempstead
Associate Managing Director
Infastructure Finance Group
Moody's Investors Service, Inc.
250 Greenwich Street
New York, NY 10007
U.S.A.
JOURNALISTS: 212-553-0376
SUBSCRIBERS: 212-553-1653
William L. Hess
MD - Utilities
Infastructure Finance Group
JOURNALISTS: 212-553-0376
SUBSCRIBERS: 212-553-1653
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CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. AND ITS RATINGS
AFFILIATES (“MIS”) ARE MOODY’S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT
RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND
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. MOODY’S
PUBLICATIONS MAY ALSO INCLUDE QUANTITATIVE MODEL-BASED ESTIMATES OF CREDIT
RISK AND RELATED OPINIONS OR COMMENTARY PUBLISHED BY MOODY’S ANALYTICS, INC.
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, WITH DUE CARE, MAKE
ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR
PURCHASE, HOLDING, OR SALE.
MOODY’S CREDIT RATINGS AND MOODY’S PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL
INVESTORS AND IT WOULD BE RECKLESS AND INAPPROPRIATE FOR RETAIL INVESTORS TO USE
MOODY’S CREDIT RATINGS OR MOODY’S PUBLICATIONS WHEN MAKING AN INVESTMENT DECISION.
IF IN DOUBT YOU SHOULD CONTACT YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER.
ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO,
COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE
REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED,
REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN
WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON
WITHOUT MOODY’S PRIOR WRITTEN CONSENT.
All information contained herein is obtained by MOODY’S from sources believed by it to be accurate and
reliable. Because of the possibility of human or mechanical error as well as other factors, however, all
information contained herein is provided “AS IS” without warranty of any kind. MOODY'S adopts all necessary
measures so that the information it uses in assigning a credit rating is of sufficient quality and from sources
MOODY'S considers to be reliable including, when appropriate, independent third-party sources. However,
MOODY’S is not an auditor and cannot in every instance independently verify or validate information received
in the rating process or in preparing the Moody’s publications.
To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives,
licensors and suppliers disclaim liability to any person or entity for any indirect, special, consequential, or
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incidental losses or damages whatsoever arising from or in connection with the information contained herein or
the use of or inability to use any such information, even if MOODY’S or any of its directors, officers, employees,
agents, representatives, licensors or suppliers is advised in advance of the possibility of such losses or
damages, including but not limited to: (a) any loss of present or prospective profits or (b) any loss or damage
arising where the relevant financial instrument is not the subject of a particular credit rating assigned by
MOODY’S.
To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives,
licensors and suppliers disclaim liability for any direct or compensatory losses or damages caused to any
person or entity, including but not limited to by any negligence (but excluding fraud, willful misconduct or any
other type of liability that, for the avoidance of doubt, by law cannot be excluded) on the part of, or any
contingency within or beyond the control of, MOODY’S or any of its directors, officers, employees, agents,
representatives, licensors or suppliers, arising from or in connection with the information contained herein or the
use of or inability to use any such information.
NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS,
MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER
OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY’S IN ANY FORM OR MANNER
WHATSOEVER.
Moody’s Investors Service, Inc., 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 Moody’s Investors Service, Inc. have,
prior to assignment of any rating, agreed to pay to Moody’s Investors Service, Inc. for appraisal and rating
services rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain
policies and procedures to address the independence of MIS’s ratings and rating processes. Information
regarding certain affiliations that may exist between directors of MCO and rated entities, and between entities
who hold ratings from MIS and have also publicly reported to the SEC an ownership interest in MCO of more
than 5%, is posted annually at www.moodys.com under the heading “Investor Relations — Corporate
Governance — Director and Shareholder Affiliation Policy.”
Additional terms for Australia only: Any publication into Australia of this document is pursuant to the Australian
Financial Services License of MOODY’S affiliate, Moody’s Investors Service Pty Limited ABN 61 003 399
657AFSL 336969 and/or Moody’s Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as
applicable). This document is intended to be provided only to “wholesale clients” within the meaning of section
761G of the Corporations Act 2001. By continuing to access this document from within Australia, you represent
to MOODY’S that you are, or are accessing the document as a representative of, a “wholesale client” and that
neither you nor the entity you represent will directly or indirectly disseminate this document or its contents to
“retail clients” within the meaning of section 761G of the Corporations Act 2001. MOODY’S credit rating is an
opinion as to the creditworthiness of a debt obligation of the issuer, not on the equity securities of the issuer or
any form of security that is available to retail investors. It would be reckless and inappropriate for retail investors
to use MOODY’S credit ratings or publications when making an investment decision. If in doubt you should
contact your financial or other professional adviser.
Additional terms for Japan only: Moody's Japan K.K. (“MJKK”) is a wholly-owned credit rating agency subsidiary
of Moody's Group Japan G.K., which is wholly-owned by Moody’s Overseas Holdings Inc., a wholly-owned
subsidiary of MCO. Moody’s SF Japan K.K. (“MSFJ”) is a wholly-owned credit rating agency subsidiary of
MJKK. MSFJ is not a Nationally Recognized Statistical Rating Organization (“NRSRO”). Therefore, credit
ratings assigned by MSFJ are Non-NRSRO Credit Ratings. Non-NRSRO Credit Ratings are assigned by an
entity that is not a NRSRO and, consequently, the rated obligation will not qualify for certain types of treatment
under U.S. laws. MJKK and MSFJ are credit rating agencies registered with the Japan Financial Services
Agency and their registration numbers are FSA Commissioner (Ratings) No. 2 and 3 respectively.
MJKK or MSFJ (as applicable) hereby disclose that most issuers of debt securities (including corporate and
municipal bonds, debentures, notes and commercial paper) and preferred stock rated by MJKK or MSFJ (as
applicable) have, prior to assignment of any rating, agreed to pay to MJKK or MSFJ (as applicable) for
appraisal and rating services rendered by it fees ranging from JPY200,000 to approximately JPY350,000,000.
MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements.
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Rating Action: Moody's affirms Exelon at Baa2; Downgrades Exelon Generation
to Baa2; Outlook stable
Global Credit Research - 07 Feb 2013
Approximately $7.9 Billion of Debt Securities Affected

New York, February 07, 2013 -- Moody's Investors Service affirmed the ratings of Exelon Corporation (Exelon),
including its Issuer Rating and all of its senior unsecured debt at Baa2, while also downgrading the senior
unsecured and Issuer rating of Exelon Generation Company, LLC (ExGen) to Baa2 from Baa1. Both Exelon's
and ExGen's short-term rating for commercial paper is affirmed at Prime-2. The rating outlook for both Exelon
and ExGen is changed to stable from negative. Similarly, the rating outlook for Exelon Capital Trust I, Exelon
Capital Trust II, and Exelon Capital Trust III is changed to stable from negative. The ratings of Exelon
subsidiaries PECO Energy Company (PECO: A3 stable), Baltimore Gas and Electric Company (BG&E: Baa1
stable) and Commonwealth Edison Company (CWE: Baa2 stable) are unaffected by today's rating
announcement.
"The rating action follows today's announcement that Exelon will reduce its common dividend by 40%,
enhancing annual retained and free cash flow by more than $700 million, which collectively helps to stabilize
long-term credit quality at Exelon and ExGen," said A.J. Sabatelle, Senior Vice President at Moody's. "While
the Exelon dividend cut and previously announced deferrals of growth capital investment will reduce near-term
cash flow pressure at subsidiary ExGen, the one-notch downgrade at ExGen incorporates our expectation for
sustained weak market fundamentals across the unregulated power sector which we believe are likely to result
in ExGen's credit profile moving to a mid-Baa rating category during the next three years."
RATINGS RATIONALE
The rating affirmation at Exelon incorporates the long-term stability to the company's consolidated credit quality
that should emerge from the 40% reduction to the common dividend which collectively enhances internal cash
flow by approximately $720 million on a annualized basis. The rating affirmation acknowledges that the revised
dividend policy is better aligned with Exelon's hybrid business strategy where the rate regulated businesses
provide dividends equal to 65-70% of sustainable utility earnings and the commodity unregulated business
provides over time a payout ratio closer to 30% of sustained unregulated net income. The rating affirmation
further recognizes current plans to move Exelon holding company debt and the Constellation Energy debt
assumed by Exelon to the ExGen operating company level, to the extent that such debt is not repaid from
internal sources. In that vein, the dividend reduction increases the prospects for overall debt reduction
throughout Exelon over time. The rating action acknowledges that with the reduced dividend, Exelon's funding
requirements for the common dividend and for other holding company expenses, including debt service, can
more comfortably be provided by Exelon's rate regulated subsidiaries -- PECO, BG&E, and CWE. This is
particularly the case after 2014 based upon expected earnings growth from the rate regulated segments and
when the prohibition on BG&E providing a dividend to Exelon is lifted. To that end, the rating affirmation factors
in some degree of structural subordination as we view the collective credit profile of the three regulated
transmission and distribution companies as having Baa1 rating characteristics.
The rating downgrade at ExGen to Baa2 from Baa1 reflects our belief that during the next three years, ExGen
is likely to record financial metrics more in-line with a mid-Baa rated unregulated power company even after
factoring in the benefits of the Exelon dividend cut and the deferral of growth capital investments announced
during the fourth quarter of last year. Specifically, in our case, we calculate that for the next three year period
from 2013 through 2015, the ratio of ExGen's cash flow (CFO-pre WC) to debt will average between 27-30%,
ExGen's cash flow interest coverage will be above 6.0x, while the ratio of retained cash flow to debt will
average around 22%, with the company being modestly free cash flow positive in most of these years. These
metrics incorporate the company's plan to move holding company debt to ExGen and factor in other standard
and non-standard adjustments including ExGen's anticipated unfunded pension obligation and the present
value of the remaining tolling obligations which are used to support ExGen's unregulated power platform.
Moody's further notes that while the Exelon dividend reduction will enhance ExGen's retained cash flow and
free cash flow prospects, Exelon will continue to lean on ExGen for dividends in 2013 and 2014, a period when
margin prospects are expected to remain compressed at this subsidiary and when BG&E dividends are
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restricted. The rating recognizes that with the common dividend reduction, management will focus its attention
on growth initiatives in order to enhance shareholder value. While these initiatives could include incremental
rate regulated and contracted generation investments, both of which we would likely view as benign to ExGen
and Exelon's overall credit quality, we also believe that given the sizeable unregulated footprint that has
emerged at ExGen in the wholesale and retail space, incremental investments intended to augment this
position remain high on management's wish list. In that vein, we believe that being strongly positioned in the
Baa2 rating category will enable ExGen to more freely pursue growth initiatives across the energy spectrum.
The Prime-2 rating affirmation at Exelon and at ExGen reflects the strong liquidity profile anticipated to be
maintained by the company over the intermediate term enhanced by the common dividend reduction and by
the deferral of growth capital investments. We understand that from a liquidity standpoint, neither Exelon or
ExGen had any commercial paper outstanding at January 30, 2013, and excluding the $2.2 billion of virtually
undrawn liquidity facilities across the three utilities, the company had available liquidity at January 30, 2013 of
nearly $4.5 billion, the majority of which expires in 2017.
The stable rating outlook for Exelon and ExGen considers the benefits to credit quality from deferring growth
capital investments and from the parent's decision to reduce the common dividend by 40%. Exelon's stable
rating outlook factors in our belief that with the dividend cut, Exelon's liquidity requirements will in the long-run
be more dependent upon cash flow generation from the three large rate regulated utility systems, particularly
beginning after 2014. ExGen's stable rating outlook factors in our belief that ExGen remains well-positioned as
a mid-Baa company during the current down cycle and incorporates some degree of financing flexibility which
should help facilitate incremental growth prospects as opportunities arise.
In light of the challenges facing the unregulated power sector, including sustained weak margins, the ratings at
Exelon and ExGen are not likely to be upgraded in the near-term. To the extent that growth initiatives center
around acquisitions of rate regulated businesses, credit quality at Exelon could be enhanced, particularly if
such acquisitions are financed in a credit-friendly way.
While both Exelon and ExGen remain well-positioned in the mid-Baa rating category, these ratings could be
downgraded if weaker than expected financial performance surfaced either as a result of a further sustained
drop in operating margins across the unregulated power sector or a substantial outage at several of the
company's generating assets resulting in negative free cash flow being financed with material incremental
indebtedness. Additionally, negative rating pressure could surface at Exelon if adverse regulatory decisions at
one or more of the utility subsidiaries occurred, particularly at PECO or CWE since both are larger than BG&E.
Exelon's ratings could be downgraded if cash flow to debt fell below 20%, retained cash flow to debt below
12%, and cash flow interest coverage approached 4.5x on a sustained basis. With respect to ExGen, the
subsidiary's ratings could be downgraded if cash flow to debt fell into the low twenties, retained cash flow to
debt dropped below 15%, cash flow interest coverage was below 5.0x and substantial negative free cash flow
occurred on a sustained basis.
Ratings Affirmed:
..Issuer: Exelon Corporation
.... Issuer Rating at Baa2
....Senior Unsecured Regular Bond/Debenture at Baa2
....Shelf for senior unsecured, subordinated debt and preferred at (P)Baa2, (P)Baa3, and (P)Ba1
....Senior Unsecured Commercial Paper at Prime-2
..Issuer: Constellation Energy Group, Inc. (Assumed by Exelon Corporation)
....Senior Unsecured Regular Bond/Debenture at Baa2
....Junior Subordinated Regular Bond/Debenture at Baa3
..Issuer: Exelon Generation Company, LLC
....Senior Unsecured Commercial Paper at Prime-2
..Issuer: Exelon Capital Trust I
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....Pref. Stock Shelf at (P)Baa3
..Issuer: Exelon Capital Trust II
....Pref. Stock Shelf at (P)Baa3
..Issuer: Exelon Capital Trust III
....Pref. Stock Shelf at (P)Baa3
Ratings Downgraded
..Issuer: Exelon Generation Company, LLC
.... Issuer Rating to Baa2 from Baa1
....Senior Unsecured Regular Bond/Debenture to Baa2 from Baa1
....Shelf for senior unsecured and preferred stock to (P)Baa2 and (P)Ba1 from (P)Baa1 and (P)Baa3
..Issuer: Pennsylvania Economic Dev. Fin. Auth.
....Senior Unsecured Revenue Bonds to Baa2 from Baa1
Headquartered in Chicago, IL, Exelon is the holding company for non-regulated subsidiary, ExGen and for
regulated subsidiaries, PECO, BG&E and CWE. At 09/30/2012, Exelon had total assets of $78.4 billion.
The principal methodology used in this rating was Unregulated Utilities and Power Companies published in
August 2009. Please see the Credit Policy page on www.moodys.com for a copy of this methodology.
REGULATORY DISCLOSURES
For ratings issued on a program, series or category/class of debt, this announcement provides certain
regulatory disclosures in relation to each rating of a subsequently issued bond or note of the same series or
category/class of debt or pursuant to a program for which the ratings are derived exclusively from existing
ratings in accordance with Moody's rating practices. For ratings issued on a support provider, this
announcement provides certain regulatory disclosures in relation to the rating action on the support provider
and in relation to each particular rating action for securities that derive their credit ratings from the support
provider's credit rating. For provisional ratings, this announcement provides certain regulatory disclosures in
relation to the provisional rating assigned, and in relation to a definitive rating that may be assigned
subsequent to the final issuance of the debt, in each case where the transaction structure and terms have not
changed prior to the assignment of the definitive rating in a manner that would have affected the rating. For
further information please see the ratings tab on the issuer/entity page for the respective issuer on
www.moodys.com.
For any affected securities or rated entities receiving direct credit support from the primary entity(ies) of this
rating action, and whose ratings may change as a result of this rating action, the associated regulatory
disclosures will be those of the guarantor entity. Exceptions to this approach exist for the following disclosures,
if applicable to jurisdiction: Ancillary Services, Disclosure to rated entity, Disclosure from rated entity.
Please see www.moodys.com for any updates on changes to the lead rating analyst and to the Moody's legal
entity that has issued the rating.
Please see the ratings tab on the issuer/entity page on www.moodys.com for additional regulatory disclosures
for each credit rating.
Angelo J Sabatelle
Senior Vice President
Infrastructure Finance Group
Moody's Investors Service, Inc.
250 Greenwich Street
New York, NY 10007
U.S.A.
JOURNALISTS: 212-553-0376
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CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. AND ITS RATINGS
AFFILIATES (“MIS”) ARE MOODY’S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT
RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND
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. MOODY’S
PUBLICATIONS MAY ALSO INCLUDE QUANTITATIVE MODEL-BASED ESTIMATES OF CREDIT
RISK AND RELATED OPINIONS OR COMMENTARY PUBLISHED BY MOODY’S ANALYTICS, INC.
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, WITH DUE CARE, MAKE
ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR
PURCHASE, HOLDING, OR SALE.
MOODY’S CREDIT RATINGS AND MOODY’S PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL
INVESTORS AND IT WOULD BE RECKLESS AND INAPPROPRIATE FOR RETAIL INVESTORS TO USE
MOODY’S CREDIT RATINGS OR MOODY’S PUBLICATIONS WHEN MAKING AN INVESTMENT DECISION.
IF IN DOUBT YOU SHOULD CONTACT YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER.
ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO,
COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE
REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED,
REDISTRIBUTED OR RESOLD, OR STORED FOR 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
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information contained herein is provided “AS IS” without warranty of any kind. MOODY'S adopts all necessary
measures so that the information it uses in assigning a credit rating is of sufficient quality and from sources
MOODY'S considers to be reliable including, when appropriate, independent third-party sources. However,
MOODY’S is not an auditor and cannot in every instance independently verify or validate information received
in the rating process or in preparing the Moody’s publications.
To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives,
licensors and suppliers disclaim liability to any person or entity for any indirect, special, consequential, or
incidental losses or damages whatsoever arising from or in connection with the information contained herein or
the use of or inability to use any such information, even if MOODY’S or any of its directors, officers, employees,
agents, representatives, licensors or suppliers is advised in advance of the possibility of such losses or
damages, including but not limited to: (a) any loss of present or prospective profits or (b) any loss or damage
arising where the relevant financial instrument is not the subject of a particular credit rating assigned by
MOODY’S.
To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives,
licensors and suppliers disclaim liability for any direct or compensatory losses or damages caused to any
person or entity, including but not limited to by any negligence (but excluding fraud, willful misconduct or any
other type of liability that, for the avoidance of doubt, by law cannot be excluded) on the part of, or any
contingency within or beyond the control of, MOODY’S or any of its directors, officers, employees, agents,
representatives, licensors or suppliers, arising from or in connection with the information contained herein or the
use of or inability to use any such information.
NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS,
MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER
OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY’S IN ANY FORM OR MANNER
WHATSOEVER.
Moody’s Investors Service, Inc., 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 Moody’s Investors Service, Inc. have,
prior to assignment of any rating, agreed to pay to Moody’s Investors Service, Inc. for appraisal and rating
services rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain
policies and procedures to address the independence of MIS’s ratings and rating processes. Information
regarding certain affiliations that may exist between directors of MCO and rated entities, and between entities
who hold ratings from MIS and have also publicly reported to the SEC an ownership interest in MCO of more
than 5%, is posted annually at www.moodys.com under the heading “Investor Relations — Corporate
Governance — Director and Shareholder Affiliation Policy.”
Additional terms for Australia only: Any publication into Australia of this document is pursuant to the Australian
Financial Services License of MOODY’S affiliate, Moody’s Investors Service Pty Limited ABN 61 003 399
657AFSL 336969 and/or Moody’s Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as
applicable). This document is intended to be provided only to “wholesale clients” within the meaning of section
761G of the Corporations Act 2001. By continuing to access this document from within Australia, you represent
to MOODY’S that you are, or are accessing the document as a representative of, a “wholesale client” and that
neither you nor the entity you represent will directly or indirectly disseminate this document or its contents to
“retail clients” within the meaning of section 761G of the Corporations Act 2001. MOODY’S credit rating is an
opinion as to the creditworthiness of a debt obligation of the issuer, not on the equity securities of the issuer or
any form of security that is available to retail investors. It would be reckless and inappropriate for retail investors
to use MOODY’S credit ratings or publications when making an investment decision. If in doubt you should
contact your financial or other professional adviser.
Additional terms for Japan only: Moody's Japan K.K. (“MJKK”) is a wholly-owned credit rating agency subsidiary
of Moody's Group Japan G.K., which is wholly-owned by Moody’s Overseas Holdings Inc., a wholly-owned
subsidiary of MCO. Moody’s SF Japan K.K. (“MSFJ”) is a wholly-owned credit rating agency subsidiary of
MJKK. MSFJ is not a Nationally Recognized Statistical Rating Organization (“NRSRO”). Therefore, credit
ratings assigned by MSFJ are Non-NRSRO Credit Ratings. Non-NRSRO Credit Ratings are assigned by an
entity that is not a NRSRO and, consequently, the rated obligation will not qualify for certain types of treatment
under U.S. laws. MJKK and MSFJ are credit rating agencies registered with the Japan Financial Services
Agency and their registration numbers are FSA Commissioner (Ratings) No. 2 and 3 respectively.
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MJKK or MSFJ (as applicable) hereby disclose that most issuers of debt securities (including corporate and
municipal bonds, debentures, notes and commercial paper) and preferred stock rated by MJKK or MSFJ (as
applicable) have, prior to assignment of any rating, agreed to pay to MJKK or MSFJ (as applicable) for
appraisal and rating services rendered by it fees ranging from JPY200,000 to approximately JPY350,000,000.
MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements.
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Rating Action: Moody's Upgrades Pepco Holdings; Changes Rating Outlook to
Stable from Developing; Exelon Affirmed
Global Credit Research - 24 Mar 2016
Approximately $5 billion of debt affected

New York, March 24, 2016 -- Moody's Investors Service, ("Moody's") today upgraded the ratings for Pepco
Holdings, Inc. (PHI), including the senior unsecured rating to Baa2 from Baa3 and the short term commercial
paper rating to Prime-2 (P-2) from Prime-3 (P-3). In addition, Moody's changed the rating outlook for PHI to
stable from developing. Concurrently with this action, Moody's affirmed the ratings for Exelon Corporation
(Exelon), including the Baa2 senior unsecured rating and Prime-2 (P-2) short term commercial paper rating.
Exelon's rating outlook is stable.
Upgrades:
..Issuer: Pepco Holdings, Inc.
.... Issuer Rating, Upgraded to Baa2 from Baa3
....Senior Unsecured Commercial Paper, Upgraded to P-2 from P-3
....Senior Unsecured Regular Bond/Debenture, Upgraded to Baa2 from Baa3
Outlook Actions:
..Issuer: Exelon Capital Trust I
....Outlook, Remains Stable
..Issuer: Exelon Capital Trust II
....Outlook, Remains Stable
..Issuer: Exelon Capital Trust III
....Outlook, Remains Stable
..Issuer: Exelon Corporation
....Outlook, Remains Stable
..Issuer: Pepco Holdings, Inc.
....Outlook, Changed To Stable From Developing
Affirmations:
..Issuer: Constellation Energy Group, Inc.
....Senior Unsecured Regular Bond/Debenture, Affirmed Baa2
..Issuer: Exelon Capital Trust I
....Pref. Stock Shelf, Affirmed (P)Baa3
..Issuer: Exelon Capital Trust II
....Pref. Stock Shelf, Affirmed (P)Baa3
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..Issuer: Exelon Capital Trust III
....Pref. Stock Shelf, Affirmed (P)Baa3
..Issuer: Exelon Corporation
.... Issuer Rating, Affirmed Baa2
....Preferred Shelf, Affirmed (P)Ba1
....Subordinate Shelf, Affirmed (P)Baa3
....Senior Unsecured Shelf, Affirmed (P)Baa2
....Senior Unsecured Bank Credit Facility, Affirmed Baa2
....Senior Unsecured Commercial Paper, Affirmed P-2
....Senior Unsecured Regular Bond/Debenture, Affirmed Baa2
RATINGS RATIONALE
"With the merger completed, PHI benefits as an intermediate subsidiary holding company of Exelon," said Jim
Hempstead, Associate Managing Director. "We see Exelon's larger size and scale bringing more resources
and capital to help accelerate PHI's investment plans."
PHI's Baa2 rating reflects the company's status as an intermediate subsidiary holding company of Exelon, and
its portfolio of three low business risk profile transmission and distribution (T&D) utilities. PHI's utilities (Atlantic
City Electric Company, (Baa2 stable); Delmarva Power and Light Company, (Baa1 stable) and Potomac
Electric Power Company, (Baa1 stable)) provide electric and natural gas delivery services to roughly 2.0
million customers. PHI's service territories cover the District of Columbia (DC), Maryland, Delaware and New
Jersey, and are contiguous to Exelon's Maryland and Pennsylvania service territories. In 2015, PHI's T&D
utilities produced roughly $1.0 billion in cash flow that covered approximately $7.1 billion in debt.
For Exelon, and its Baa2 senior unsecured rating, the acquisition of PHI is credit positive because it helps
transition the company more towards a regulated business. PHI brings an incremental $8 billion in rate base to
Exelon's roughly $20 billion, and adds regulatory diversity with new service territories in DC, Delaware and
New Jersey.
"We see Exelon's business shifting more towards its regulated utilities, so we will now assess Exelon's credit
profile under our Global Regulated Electric and Gas Utilities rating methodology," Hempstead added.
Prospectively, we see Exelon's roughly $28 billion of regulated T&D utility rate base remaining higher than its
combined T&D utility debt of approximately $20 billion. In addition, we count an additional $5.0 billion in parent
holding company debt, which if added to the T&D utility debt, is still below the rate base, a credit positive.
When looking at Exelon without its unregulated business operations, we see an ability to generate a ratio of
cash flow to debt in the 20% range (considering only the T&D utility debt) and the mid-teen's range
(considering the T&D utility debt and incorporating the holding company debt). In addition, we see
approximately $3.5 billion of debt at Baltimore Gas and Electric Company (A3 stable), $8.1 billion of debt at
Commonwealth Edison Company (Baa1 positive), $3.1 billion of debt at PECO Energy Company (A2 stable),
$1.3 billion of debt at Atlantic City Electric Company (Baa2 stable), $1.6 billion of debt at Delmarva Power and
Light Company (Baa1 stable) and $2.6 billion of debt at Potomac Electric Power Company (Baa1 stable).
Liquidity Profile
PHI's Prime-2 short term commercial paper rating reflects the strength and liquidity resources of Exelon. Going
forward, we incorporate a view that PHI will no longer be utilized as a principal financing vehicle, and we
expect the debt at PHI, including its existing short-term debt, to slowly transition to the Exelon parent holding
company level.
Rating Outlook
The stable rating outlook for PHI reflects its role as an intermediate subsidiary holding company of Exelon.
Exelon's stable rating outlook reflects the stability and predictability of its larger suite of T&D utilities, its
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adequate liquidity profile and its conservatively managed and capitalized unregulated business operations. The
stable outlook incorporates a view that Exelon will generate a consolidated ratio of cash flow to debt ratio in
the high-teen's to 20% range on a sustained basis.
What Could Change the Rating -- Up
PHI's Baa2 rating could be upgraded with an upgrade in Exelon's rating. Exelon's Baa2 rating could be
upgraded if its consolidated ratio of cash flow to debt rose to the mid-20% range for a sustained period of time,
or if there was a material reduction in the corporate family's business risk profile.
What Could Change the Rating - Down
PHI's Baa2 rating could be downgraded with a downgrade in Exelon's rating. Exelon's Baa2 rating could be
downgraded if there was a material increase in regulatory contentiousness in one or more of its major
jurisdictions (i.e., Illinois, Maryland or Pennsylvania), or if the consolidated ratio of cash flow to debt declined to
the low-to-mid-teen's range for a sustained period of time. Ratings could also be downgraded if Exelon
deployed a more aggressive corporate finance strategy, where the level of holding company debt as a
percentage of total consolidated debt rose to over 25% (excluding the debt of Exelon Generation Company
LLC) or if there were any materially adverse developments in the unregulated business operations related to
the nuclear generation fleet or the retail trading and marketing business.
The principal methodology used in these ratings was Regulated Electric and Gas Utilities published in
December 2013. Please see the Ratings Methodologies page on www.moodys.com for a copy of this
methodology.
REGULATORY DISCLOSURES
For ratings issued on a program, series or category/class of debt, this announcement provides certain
regulatory disclosures in relation to each rating of a subsequently issued bond or note of the same series or
category/class of debt or pursuant to a program for which the ratings are derived exclusively from existing
ratings in accordance with Moody's rating practices. For ratings issued on a support provider, this
announcement provides certain regulatory disclosures in relation to the credit rating action on the support
provider and in relation to each particular credit rating action for securities that derive their credit ratings from
the support provider's credit rating. For provisional ratings, this announcement provides certain regulatory
disclosures in relation to the provisional rating assigned, and in relation to a definitive rating that may be
assigned subsequent to the final issuance of the debt, in each case where the transaction structure and terms
have not changed prior to the assignment of the definitive rating in a manner that would have affected the
rating. For further information please see the ratings tab on the issuer/entity page for the respective issuer on
www.moodys.com.
For any affected securities or rated entities receiving direct credit support from the primary entity(ies) of this
credit rating action, and whose ratings may change as a result of this credit rating action, the associated
regulatory disclosures will be those of the guarantor entity. Exceptions to this approach exist for the following
disclosures, if applicable to jurisdiction: Ancillary Services, Disclosure to rated entity, Disclosure from rated
entity.
Regulatory disclosures contained in this press release apply to the credit rating and, if applicable, the related
rating outlook or rating review.
Please see www.moodys.com for any updates on changes to the lead rating analyst and to the Moody's legal
entity that has issued the rating.
Please see the ratings tab on the issuer/entity page on www.moodys.com for additional regulatory disclosures
for each credit rating.
James Hempstead
Associate Managing Director
Infrastructure Finance Group
Moody's Investors Service, Inc.
250 Greenwich Street
New York, NY 10007
U.S.A.
JOURNALISTS: 212-553-0376
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CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. AND ITS RATINGS
AFFILIATES (“MIS”) ARE MOODY’S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT
RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND
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. MOODY’S
PUBLICATIONS MAY ALSO INCLUDE QUANTITATIVE MODEL-BASED ESTIMATES OF CREDIT
RISK AND RELATED OPINIONS OR COMMENTARY PUBLISHED BY MOODY’S ANALYTICS, INC.
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, WITH DUE CARE, MAKE
ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR
PURCHASE, HOLDING, OR SALE.
MOODY’S CREDIT RATINGS AND MOODY’S PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL
INVESTORS AND IT WOULD BE RECKLESS AND INAPPROPRIATE FOR RETAIL INVESTORS TO USE
MOODY’S CREDIT RATINGS OR MOODY’S PUBLICATIONS WHEN MAKING AN INVESTMENT DECISION.
IF IN DOUBT YOU SHOULD CONTACT YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER.
ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO,
COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE
REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED,
REDISTRIBUTED OR RESOLD, OR STORED FOR 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
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information contained herein is provided “AS IS” without warranty of any kind. MOODY'S adopts all necessary
measures so that the information it uses in assigning a credit rating is of sufficient quality and from sources
MOODY'S considers to be reliable including, when appropriate, independent third-party sources. However,
MOODY’S is not an auditor and cannot in every instance independently verify or validate information received
in the rating process or in preparing the Moody’s publications.
To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives,
licensors and suppliers disclaim liability to any person or entity for any indirect, special, consequential, or
incidental losses or damages whatsoever arising from or in connection with the information contained herein or
the use of or inability to use any such information, even if MOODY’S or any of its directors, officers, employees,
agents, representatives, licensors or suppliers is advised in advance of the possibility of such losses or
damages, including but not limited to: (a) any loss of present or prospective profits or (b) any loss or damage
arising where the relevant financial instrument is not the subject of a particular credit rating assigned by
MOODY’S.
To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives,
licensors and suppliers disclaim liability for any direct or compensatory losses or damages caused to any
person or entity, including but not limited to by any negligence (but excluding fraud, willful misconduct or any
other type of liability that, for the avoidance of doubt, by law cannot be excluded) on the part of, or any
contingency within or beyond the control of, MOODY’S or any of its directors, officers, employees, agents,
representatives, licensors or suppliers, arising from or in connection with the information contained herein or the
use of or inability to use any such information.
NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS,
MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER
OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY’S IN ANY FORM OR MANNER
WHATSOEVER.
Moody’s Investors Service, Inc., 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 Moody’s Investors Service, Inc. have,
prior to assignment of any rating, agreed to pay to Moody’s Investors Service, Inc. for appraisal and rating
services rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain
policies and procedures to address the independence of MIS’s ratings and rating processes. Information
regarding certain affiliations that may exist between directors of MCO and rated entities, and between entities
who hold ratings from MIS and have also publicly reported to the SEC an ownership interest in MCO of more
than 5%, is posted annually at www.moodys.com under the heading “Investor Relations — Corporate
Governance — Director and Shareholder Affiliation Policy.”
Additional terms for Australia only: Any publication into Australia of this document is pursuant to the Australian
Financial Services License of MOODY’S affiliate, Moody’s Investors Service Pty Limited ABN 61 003 399
657AFSL 336969 and/or Moody’s Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as
applicable). This document is intended to be provided only to “wholesale clients” within the meaning of section
761G of the Corporations Act 2001. By continuing to access this document from within Australia, you represent
to MOODY’S that you are, or are accessing the document as a representative of, a “wholesale client” and that
neither you nor the entity you represent will directly or indirectly disseminate this document or its contents to
“retail clients” within the meaning of section 761G of the Corporations Act 2001. MOODY’S credit rating is an
opinion as to the creditworthiness of a debt obligation of the issuer, not on the equity securities of the issuer or
any form of security that is available to retail investors. It would be reckless and inappropriate for retail investors
to use MOODY’S credit ratings or publications when making an investment decision. If in doubt you should
contact your financial or other professional adviser.
Additional terms for Japan only: Moody's Japan K.K. (“MJKK”) is a wholly-owned credit rating agency subsidiary
of Moody's Group Japan G.K., which is wholly-owned by Moody’s Overseas Holdings Inc., a wholly-owned
subsidiary of MCO. Moody’s SF Japan K.K. (“MSFJ”) is a wholly-owned credit rating agency subsidiary of
MJKK. MSFJ is not a Nationally Recognized Statistical Rating Organization (“NRSRO”). Therefore, credit
ratings assigned by MSFJ are Non-NRSRO Credit Ratings. Non-NRSRO Credit Ratings are assigned by an
entity that is not a NRSRO and, consequently, the rated obligation will not qualify for certain types of treatment
under U.S. laws. MJKK and MSFJ are credit rating agencies registered with the Japan Financial Services
Agency and their registration numbers are FSA Commissioner (Ratings) No. 2 and 3 respectively.
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MJKK or MSFJ (as applicable) hereby disclose that most issuers of debt securities (including corporate and
municipal bonds, debentures, notes and commercial paper) and preferred stock rated by MJKK or MSFJ (as
applicable) have, prior to assignment of any rating, agreed to pay to MJKK or MSFJ (as applicable) for
appraisal and rating services rendered by it fees ranging from JPY200,000 to approximately JPY350,000,000.
MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements.
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Rating Action: Moody's affirms ratings for Exelon and PEPCO families upon
merger announcement; outlooks remain stable
Global Credit Research - 30 Apr 2014
Approximately $28 Billion of Debt Affected

NOTE: On May 5, 2014 the Press Release was revised as follows: The following affirmations were added to
the debt list: Exelon Capital Trust I – (P)Baa3, Exelon Capital Trust II – (P)Baa3, Exelon Capital Trust III
(P)Baa3 and PECO Energy Capital Trust IV - (P)A3. Revised release follows.
New York, April 30, 2014 -- Moody's Investors Service today affirmed the ratings of Exelon Corporation
(Exelon) and its subsidiaries. Ratings affirmed include: Exelon's Baa2 senior unsecured and Prime-2 short
term commercial paper ratings; Baltimore Gas & Electric Company's (BGE) A3 senior unsecured rating;
Commonwealth Edison Company's (CWE) Baa1 senior unsecured rating; and PECO Energy Company's
(PECO) A2 senior unsecured rating and Prime-1 short term commercial paper rating. In addition, Moody's
affirmed Exelon Generation Company's (ExGen) Baa2 senior unsecured rating. The rating outlook for Exelon
and all of its subsidiaries is stable.
Concurrently, Moody's affirmed the ratings of Pepco Holdings Inc (PHI) and its subsidiaries. Ratings affirmed
include PHI's Baa3 long-term issuer and Prime-3 short term commercial paper ratings; Potomac Electric Power
Company's (PEPCO) Baa1 long-term issuer and Prime-2 short term commercial paper ratings; Delmarva
Power & Light Company's (DPL) Baa1 long-term issuer and Prime-2 short term commercial paper ratings; and
Atlantic City Electric Company's (ACE) Baa2 long-term issuer and Prime-2 short term commercial paper
ratings. The rating outlook for PHI and all of its subsidiaries is stable.
"This transaction fundamentally shifts Exelon's business mix towards lower risk regulated transmission and
distribution utilities" said Jim Hempstead, Associate Managing Director "and looks to have a high degree of
execution certainty given the company's presence in the region and prior success with the BGE integration."
"Although PHI has had some success in addressing several regulatory overhangs across its jurisdictions,
being part of a large company, and eliminating the need to finance its common dividend are positive" said
Lesley Ritter, Analyst. "As the planned investment in rate base unfolds and the recovery structures commence,
we think PHI and its utility subsidiaries will be better positioned for rating upgrades."
RATINGS RATIONALE
The primary driver of today's rating action is the shift in Exelon's business mix towards the lower risk
transmission and distribution (T&D) utility business, the improved diversity of regulatory jurisdictions, increased
scale and scope of the company and balanced acquisition financing plans. We also view this transaction as a
credit positive for PHI and its subsidiaries because it eliminates the pressure of maintaining an aggressive
common dividend, thereby reducing the need for further leverage at this entity, during a period of heightened
capital spending.
With the addition of PHI, Exelon's mix of regulated and unregulated business activities will shift to
approximately 60% regulated -- 40% unregulated from roughly 50% - 50%, and its revenue concentration in
Maryland, Illinois and Pennsylvania shifts to 33%, 30% and 21% from 29%, 42% and 29%, respectively. In
addition, Exelon picks up exposure to New Jersey, Delaware and the District of Columbia.
Exelon's credit profile will also benefit by the larger and more diversified rate base, which is expected to grow
across all of the jurisdictions. Exelon's roughly $18 billion T&D rate base will grow with PHI's roughly $7 billion
rate base, creating one of the largest T&D utilities in the US. The greater breadth and diversity of these
regulated jurisdictions is a credit positive because all of the jurisdictions are viewed as being relatively
supportive to long term credit quality and provide a reasonable suite of timely recovery mechanisms.
We also see improvement in the upstream subsidiary dividend policy, with the reliance on upstream dividends
shifting further away from ExGen and more toward regulated cash flows. PHI benefits because incorporation
into a large diversified family of businesses eliminates the pressure of maintaining an aggressive common
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dividend, thereby reducing the need for further leverage at this entity.
Exelon is defending its Baa2 rating by utilizing a balanced mix of debt and equity, and ExGen will dividend
roughly $1.0 billion in non-core, after-tax asset sale proceeds to help finance the purchase of PHI. That said,
the rating is constrained by the shift in Exelon's corporate finance policies, where roughly $3.5 billion in holding
company debt will be issued along with mandatorily convertible debt. Assuming 50% equity treatment for the
convertible debt, and including an additional $500 million of debt that currently resides at Exelon's parent
holding company (but excluding an expected retirement of $800 million that currently resides at Exelon), the
ratio of parent holding company debt to total consolidated debt will rise from around 6% today. If this ratio of
parent holding company debt to total consolidated debt rose above the 25%-30% range, a wider notching
between the parent and its subsidiaries could result. Still, the issuance of approximately $2.8 billion of equity is
viewed as a credit positive, and the convertible debt should convert to additional equity in about 3 years.
On a pro-forma basis, Exelon's consolidated financial metrics will also weaken somewhat, with the ratio of
consolidated cash flow to debt expected to remain in the low 20% range over the next few years. This
compares with the 2013 ratio of roughly 25%. The higher concentrations of regulated operations will provide
some cushion lower credit metric thresholds for a given rating because of the inherent stability of regulated
cash flows.
RATING OUTLOOKS
The stable rating outlook for Exelon considers the stability and predictability of its large T&D utility businesses,
the reduced shareholder dividend outflows, adequate liquidity profile and conservatively levered unregulated
generation business.
The stable rating outlook for ExGen considers the benefits to credit quality from deferring growth capital
investments and from the parent's decision to reduce the common dividend by 40%. The stable rating outlook
factors in our belief that ExGen is strongly positioned as a mid-Baa company during the current down cycle
that also incorporates some degree of financing flexibility which should help facilitate incremental growth
prospects as they arise.
The stable rating outlooks for BGE, CWE and PECO reflects the critical utility infrastructure they operate
around the greater Baltimore, Chicago and Philadelphia metro-regions, respectively. In all three states,
Moody's expects regulators and politicians to provide a reasonably supportive and constructive framework for
the utilities to pursue, submit and ultimately receive authorization to recover the vast majority of their prudently
incurred costs and investments. The financial profile for the three T&D utilities is strong, and cash flows
(combined for all three utilities) should grow to roughly $2.8 - $3.0 billion over the next 3 years. Assuming the
three utilities can keep their total debt outstanding near $15 billion, the ratio of CFO to debt should remain in
the high-teen's range over the next five years.
The stable rating outlooks for PHI and its subsidiaries factor in the benefits of the merger as being a part of a
larger family, including the likely reduction of negative free cash flow across the companies.
WHAT COULD CHANGE RATING -- UP
Exelon's ratings could be upgraded with a continued shift in business mix towards the regulated T&D utilities
and away from the unregulated merchant power and retail businesses. To the extent that growth initiatives
continue to center around acquisitions of rate regulated businesses, credit quality for Exelon could be
enhanced, particularly if such an acquisition was financed in a credit friendly fashion. Exelon's ratings could
also be upgraded if it can produce a ratio of cash flow to debt in the mid-20% range for a sustained period of
time and if the T&D utilities produced sustained ratios of cash flow to debt in the mid- to high-teen's range. At
this level, Exelon's more risky unregulated businesses will be sufficiently mitigated with its strong financial
profile.
In light of the most recent negative rating action in February 2013 that lowered ExGen's long-term rating to
Baa2 along with a continuing negative rating outlook for the unregulated power sector, it is unlikely for ExGen's
ratings to upgraded over the next several years.
PHI will likely see upwards rating pressure once regulatory approvals for the merger are reached and there is
further clarity on the company's pro forma dividend policy. While the PHI rating could benefit from merger
completion, rating upgrades at the utility levels are unlikely for now given the sizeable capital spending
program at each of the subsidiaries.
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For BGE, CWE and PECO, ratings could be upgraded as the new formulaic rate setting framework and other
positive legislative intervention (such as the Illinois EIMA law) starts to build a track record. It will take a few
years to fully understand the credit impacts associated with new trackers and recovery mechanisms as they
experience different economic and financial cycles. For now, we incorporate a view that the regulatory
environment will remain supportive for at least the next 2 -- 3 years, and that the suite of recovery mechanisms
will not be materially diminished.
WHAT COULD CHANGE RATING -- DOWN
Exelon's rating could be downgraded if weaker than expected financial performance surfaced for a sustained
period of time, either as a result of a further sustained drop in operating margins across the unregulated power
sector or a substantial outage at several of the company's generating assets. In addition, if sizeable negative
free cash flows were financed with material increase in indebtedness, or if a more contentious regulatory
environment in Illinois, Maryland or Pennsylvania were to materialize, ratings could be pressured. From a
financial perspective, Exelon's ratings could be downgraded if cash flow to debt fell below 20% for a sustained
period of time, or it retained cash flow to debt below 12%.
ExGen's rating is strongly-positioned in the mid-Baa rating category and its hedging strategy enhances the
reliability of its near-term cash flow. The rating, however, could be downgraded if weaker than expected
financial performance surfaced either as a result of a further sustained drop in operating margins across the
sector or a substantial outage at several of the company's generating assets resulting in negative free cash
flow being financed with material incremental indebtedness. Specifically, ExGen's ratings could be
downgraded if cash flow to debt declined to the low twenties percentages, retained cash flow to debt fell below
15%, cash flow interest coverage was below 5.0x and material negative free cash flow surfaced on a sustained
basis.
PHI's rating could be downgraded if the company encounters adverse regulatory or political developments at
its utility subsidiaries, or finances its near-term capital expenditure program in a manner that impairs its ability
to maintain low Baa metrics over a sustained period of time.
The ratings of Pepco, DPL and ACE could be lowered if there were a deterioration in the regulatory
environment, which might include greater regulatory lag, uncertainty about recovery of investments, further
compression in rates, or if there were a downward revision in our expectation of future financial metrics relative
to our current view.
For BGE, CWE and PECO, ratings could be downgraded if the ratio of cash flow to debt fell below the 15%
threshold for a sustained period of time, especially if the decline was in cash flow and associated with an
unexpected regulatory or political intervention. Mis-managing liquidity or an unbalanced shareholder rewards
policy, where the dividend payout ratio was near 100%, could also create negative rating pressure. At this
point, the biggest credit rating exposure appears to reside in the three utility's relationship with their
unregulated affiliate, Exelon Generation.
LIST OF RATING AFFIRMATIONS
Exelon Corporation
Long-term Issuer Rating -- Baa2
Senior Unsecured Rating -- Baa2
Senior Unsecured Bank Credit Facility Rating -- Baa2
Senior Unsecured Shelf Rating -- (P)Baa2
Subordinate Shelf Rating -- (P)Baa3
Pref. Stock Rating -- (P)Ba1
Commercial Paper Rating -- Prime 2
Outlook -- Stable
Exelon Generation Company
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Long-term Issuer Rating -- Baa2
Senior Unsecured Rating -- Baa2
Senior Unsecured Bank Credit Facility Rating -- Baa2
Senior Unsecured Shelf Rating -- (P)Baa2
Pref. Stock Rating -- (P)Ba1
Commercial Paper Rating -- Prime 2
Outlook -- Stable
Commonwealth Edison Company
Long-term Issuer Rating -- Baa1
First Mortgage Bonds Rating -- A2
Senior Unsecured Rating -- Baa1
Senior Unsecured Bank Credit Facility Rating -- Baa1
Commercial Paper Rating -- Prime 2
Outlook -- Stable
Baltimore Gas & Electric
Long-term Issuer Rating -- A3
Senior Unsecured Rating -- A3
Senior Unsecured Bank Credit Facility Rating -- A3
Senior Secured Shelf Rating -- (P)A1
Senior Unsecured Shelf Rating -- (P)A3
Preferred Shelf Rating -- (P)Baa2
Industrial Revenue Bonds -- VMIG 2
Commercial Paper Rating -- Prime 2
Outlook -- Stable
BGE Capital Trust II
Preferred Stock -- Baa1
PECO Energy Company
Long-term Issuer Rating -- A2
First Mortgage Bonds Rating -- Aa3
Senior Unsecured Bank Credit Facility Rating -- A2
Pref. Stock Rating -- Baa1
Commercial Paper Rating -- Prime 1
Outlook -- Stable
PEPCO Holdings Inc.
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Long-term Issuer Rating -- Baa3
Senior Unsecured Rating -- Baa3
Commercial Paper Rating -- Prime 3
Outlook -- Stable
Potomac Electric Power Company
Long-term Issuer Rating -- Baa1
First Mortgage Bonds Rating -- A2
Commercial Paper Rating -- Prime 2
Outlook -- Stable
Delmarva Power & Light Company
Long-term Issuer Rating -- Baa1
First Mortgage Bonds Rating -- A2
Senior Secured Shelf Rating -- (P)A2
Senior Unsecured Rating -- Baa1
Commercial Paper Rating -- Prime 2
Outlook -- Stable
Atlantic City Electric Company
Long-term Issuer Rating -- Baa2
First Mortgage Bonds Rating -- A3
Senior Secured Rating -- A3
Pref. Stock Rating -- Ba1
Commercial Paper Rating -- Prime 2
Outlook -- Stable
Exelon Capital Trust I
(P)Baa3
Exelon Capital Trust II
(P)Baa3
Exelon Capital Trust III
(P)Baa3
PECO Energy Capital Trust IV
(P)A3
The principal methodology used in these ratings was Unregulated Utilities and Power Companies published in
August 2009 and Regulated Electric and Gas Utilities published in December 2013. Please see the Credit
Policy page on www.moodys.com for a copy of this methodology.
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REGULATORY DISCLOSURES
For ratings issued on a program, series or category/class of debt, this announcement provides certain
regulatory disclosures in relation to each rating of a subsequently issued bond or note of the same series or
category/class of debt or pursuant to a program for which the ratings are derived exclusively from existing
ratings in accordance with Moody's rating practices. For ratings issued on a support provider, this
announcement provides certain regulatory disclosures in relation to the rating action on the support provider
and in relation to each particular rating action for securities that derive their credit ratings from the support
provider's credit rating. For provisional ratings, this announcement provides certain regulatory disclosures in
relation to the provisional rating assigned, and in relation to a definitive rating that may be assigned
subsequent to the final issuance of the debt, in each case where the transaction structure and terms have not
changed prior to the assignment of the definitive rating in a manner that would have affected the rating. For
further information please see the ratings tab on the issuer/entity page for the respective issuer on
www.moodys.com.
For any affected securities or rated entities receiving direct credit support from the primary entity(ies) of this
rating action, and whose ratings may change as a result of this rating action, the associated regulatory
disclosures will be those of the guarantor entity. Exceptions to this approach exist for the following disclosures,
if applicable to jurisdiction: Ancillary Services, Disclosure to rated entity, Disclosure from rated entity.
Regulatory disclosures contained in this press release apply to the credit rating and, if applicable, the related
rating outlook or rating review.
Please see www.moodys.com for any updates on changes to the lead rating analyst and to the Moody's legal
entity that has issued the rating.
Please see the ratings tab on the issuer/entity page on www.moodys.com for additional regulatory disclosures
for each credit rating.
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RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND
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. MOODY’S
PUBLICATIONS MAY ALSO INCLUDE QUANTITATIVE MODEL-BASED ESTIMATES OF CREDIT
RISK AND RELATED OPINIONS OR COMMENTARY PUBLISHED BY MOODY’S ANALYTICS, INC.
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, WITH DUE CARE, MAKE
ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR
PURCHASE, HOLDING, OR SALE.
MOODY’S CREDIT RATINGS AND MOODY’S PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL
INVESTORS AND IT WOULD BE RECKLESS AND INAPPROPRIATE FOR RETAIL INVESTORS TO USE
MOODY’S CREDIT RATINGS OR MOODY’S PUBLICATIONS WHEN MAKING AN INVESTMENT DECISION.
IF IN DOUBT YOU SHOULD CONTACT YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER.
ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO,
COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE
REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED,
REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN
WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON
WITHOUT MOODY’S PRIOR WRITTEN CONSENT.
All information contained herein is obtained by MOODY’S from sources believed by it to be accurate and
reliable. Because of the possibility of human or mechanical error as well as other factors, however, all
information contained herein is provided “AS IS” without warranty of any kind. MOODY'S adopts all necessary
measures so that the information it uses in assigning a credit rating is of sufficient quality and from sources
MOODY'S considers to be reliable including, when appropriate, independent third-party sources. However,
MOODY’S is not an auditor and cannot in every instance independently verify or validate information received
in the rating process or in preparing the Moody’s publications.
To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives,
licensors and suppliers disclaim liability to any person or entity for any indirect, special, consequential, or
incidental losses or damages whatsoever arising from or in connection with the information contained herein or
the use of or inability to use any such information, even if MOODY’S or any of its directors, officers, employees,
agents, representatives, licensors or suppliers is advised in advance of the possibility of such losses or
damages, including but not limited to: (a) any loss of present or prospective profits or (b) any loss or damage
arising where the relevant financial instrument is not the subject of a particular credit rating assigned by
MOODY’S.
To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives,
licensors and suppliers disclaim liability for any direct or compensatory losses or damages caused to any
person or entity, including but not limited to by any negligence (but excluding fraud, willful misconduct or any
other type of liability that, for the avoidance of doubt, by law cannot be excluded) on the part of, or any
contingency within or beyond the control of, MOODY’S or any of its directors, officers, employees, agents,
representatives, licensors or suppliers, arising from or in connection with the information contained herein or the
use of or inability to use any such information.
NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS,
MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER
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OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY’S IN ANY FORM OR MANNER
WHATSOEVER.
Moody’s Investors Service, Inc., 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 Moody’s Investors Service, Inc. have,
prior to assignment of any rating, agreed to pay to Moody’s Investors Service, Inc. for appraisal and rating
services rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain
policies and procedures to address the independence of MIS’s ratings and rating processes. Information
regarding certain affiliations that may exist between directors of MCO and rated entities, and between entities
who hold ratings from MIS and have also publicly reported to the SEC an ownership interest in MCO of more
than 5%, is posted annually at www.moodys.com under the heading “Investor Relations — Corporate
Governance — Director and Shareholder Affiliation Policy.”
Additional terms for Australia only: Any publication into Australia of this document is pursuant to the Australian
Financial Services License of MOODY’S affiliate, Moody’s Investors Service Pty Limited ABN 61 003 399
657AFSL 336969 and/or Moody’s Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as
applicable). This document is intended to be provided only to “wholesale clients” within the meaning of section
761G of the Corporations Act 2001. By continuing to access this document from within Australia, you represent
to MOODY’S that you are, or are accessing the document as a representative of, a “wholesale client” and that
neither you nor the entity you represent will directly or indirectly disseminate this document or its contents to
“retail clients” within the meaning of section 761G of the Corporations Act 2001. MOODY’S credit rating is an
opinion as to the creditworthiness of a debt obligation of the issuer, not on the equity securities of the issuer or
any form of security that is available to retail investors. It would be reckless and inappropriate for retail investors
to use MOODY’S credit ratings or publications when making an investment decision. If in doubt you should
contact your financial or other professional adviser.
Additional terms for Japan only: Moody's Japan K.K. (“MJKK”) is a wholly-owned credit rating agency subsidiary
of Moody's Group Japan G.K., which is wholly-owned by Moody’s Overseas Holdings Inc., a wholly-owned
subsidiary of MCO. Moody’s SF Japan K.K. (“MSFJ”) is a wholly-owned credit rating agency subsidiary of
MJKK. MSFJ is not a Nationally Recognized Statistical Rating Organization (“NRSRO”). Therefore, credit
ratings assigned by MSFJ are Non-NRSRO Credit Ratings. Non-NRSRO Credit Ratings are assigned by an
entity that is not a NRSRO and, consequently, the rated obligation will not qualify for certain types of treatment
under U.S. laws. MJKK and MSFJ are credit rating agencies registered with the Japan Financial Services
Agency and their registration numbers are FSA Commissioner (Ratings) No. 2 and 3 respectively.
MJKK or MSFJ (as applicable) hereby disclose that most issuers of debt securities (including corporate and
municipal bonds, debentures, notes and commercial paper) and preferred stock rated by MJKK or MSFJ (as
applicable) have, prior to assignment of any rating, agreed to pay to MJKK or MSFJ (as applicable) for
appraisal and rating services rendered by it fees ranging from JPY200,000 to approximately JPY350,000,000.
MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements.
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SDR-ROR-5
Page 1 of 1
Scott A. Bailey

Q. SDR-ROR-5

Please provide a workpaper showing the derivation of the Company’s
current AFUDC rate.

A. SDR-ROR-5

Refer to Attachment SDR-ROR-05(a) for the calculation of PECO’s
current AFUDC rate, effective January 1, 2018 through March 31, 2018.

Attachment SDR-ROR-5(a)
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AFUDC Calculation
January - March 2018

Amount
($000s)
Average Short-term Debt

Capitalization
Ratio

85,339

1.42%

Long-term Debt at 12/31/2017
Preferred Stock at 12/31/2017
Common Equity at 12/31/2017

3,103,933
3,575,780

46.47%
0.00%
53.53%

Total Capitalization

6,679,713

100.00%

Average CWIP

Weighted Average
Cost Rate

4.34%
0.00%
10.00%

264,618

Gross Rate for Borrowed Funds
Rate for Other Funds

1.82%
3.63%

Gross AFUDC Rate

5.45%

SDR-ROR-6
Phillip S. Barnett

Q. SDR-ROR-6

Please supply copies of all presentations by the Company’s and, if
applicable, its parent’s management to securities analysts during the past
2 years. This would include presentations of financial projections.

A. SDR-ROR-6

All presentations made by the Company’s management to securities
analysts during the past 2 years can be located on the Exelon Corporation
website at www.exeloncorp.com. Once on the site, select “Investors”,
then click on “Events & Presentations” or go directly
to: http://www.exeloncorp.com/investor-relations/events-andpresentations

SDR-ROR-7
Page 1 of 1
Phillip S. Barnett

Q. SDR-ROR-7

A. SDR-ROR-7

Please provide a listing of all securities issuances for the Company and, if
applicable, its parent projected for the next two years. The response
should identify for each projected issuance the date, dollar amount, type
of security, and effective cost rate.

DISCLAIMER: This answer contains forward-looking information and is
subject to change.
PECO Energy Company currently does not project any equity issuances
for the next two years. Regarding PECO’s long-term debt issuances for
2018, on February 15th, PECO issued $325 million of First Mortgage
Bonds with a coupon rate of 3.90% and a yield to maturity of 3.928%,
because the Company is retiring $500 million of First Mortgage Bonds
that mature on March 1, 2018 (CUSIP 693304AL1). PECO plans to issue
additional long-term debt of $325 million on or around September 2018
with an estimated coupon rate of 4.00%. PECO also plans to issue a $50
million Philadelphia Industrial Development Corporation (PIDC) loan in
the second half of 2018 under the Welcome Fund (EB-5) Loan federal
program with an estimated coupon rate of 2.00%. In 2019, PECO plans to
issue $250 million of long-term bonds on or around September with an
estimated coupon rate of 4.05%.
Parent company issuances are not applicable.

SDR-ROR-8
Page 1 of 1
Phillip S. Barnett

Q. SDR-ROR-8

A. SDR-ROR-8

Please identify all of the Company’s and, if applicable, its parent’s
publicly underwritten common stock issuances written in the last five
years. Identify which such issuances were related to mergers or
acquisitions, and which were undertaken to fund facility investments in
utility plant and equipment.

PECO Energy Company has not had a publicly underwritten common
stock issuance in the last five years.
PECO’s Parent Company, Exelon Corporation, had a merger-related
public, underwritten issuance of common equity in June of 2014, which is
described in the response to Filing Requirement III-D-4.
Exelon Corporation did not have any other public, underwritten issuance
of equity in the last five years.

SDR-ROR-9
Page 1 of 1
Phillip S. Barnett

Q. SDR-ROR-9

Please identify any plan by the Company to refinance high cost long-term
debt or preferred stock.

A. SDR-ROR-9

At the present time, PECO Energy Company does not have any “high
cost” long-term debt. PECO has no preferred stock outstanding.
However, the Company is constantly evaluating market conditions for
refinancing opportunities that could reduce its weighted average cost of
long-term debt.

SDR-ROR-10
Page 1 of 1
Phillip S. Barnett

Q. SDR-ROR-10

A. SDR-ROR-10

Please provide copies of all securities analysts reports relating to the
Company and/or its parent issued within the past 2 years.

See Attachment SDR-ROR-10 (a-f) for the requested reports that PECO
and Exelon have or were able to obtain based on a reasonable
investigation. Not all securities analysts’ reports are made available to
PECO or Exelon. The reports are organized by date and year.
THE REQUESTED DOCUMENTS ARE VOLUMINOUS.
THEREFORE, THEY ARE BEING PROVIDED ONLY IN
ELECTRONIC FORM ON THE CD ACCOMPANYING THE
COMPANY’S FILING.
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WR/NEE – WR purchases 200 MW of wind from NEE
ETR – NY Commission launches investigation on Indian Point operations
FE/EXC/AEP – Exelon submits testimony offering alternative plan to PPAs
PJM – FERC orders technical conference on financial transmission rights
CPP – W.VA and Ohio litigating against CPP but still plans to file state
implementation plan
DUK/NEE/SO – New FPSC Chairman
ED – FERC rejects NYISO tariff revisions
DUK – Coal ash basins classified by NCDEQ
WR/NEE – WR purchases 200 MW of wind from NEE
• WR announced it will purchase 200 MW of wind from NEE’s Kingman Wind
Energy Center
• Part of the transaction allows WR the option to purchase one-half od the facility
before substantial completion, which is expected by early 2017.
• The purchase will help to increase Westar Energy’s wind generation to over
1,700 MW.
Guggenheim takeaway: As we highlighted in our research, we expected WR
to own a majority of their incremental ~500MW wind RFP. We believe WR’s
decision to own wind plants is for economic benefits, given that the PTC has been
extended, and is also a hedge to CPP compliances. Wind generation in KS is
cheap and the resource has high capacity factors in the state. We believe that
WR could ask for recovery on the investments outside of a rate case, but could
file a rate case if not successful. See our note for more details on WR’s wind
investment strategy.
ETR – NY Commission launches investigation on Indian Point operations
• The NY PSC has launched a special investigation on Indian Point after recent
unplanned outages in December.
• The investigation will focus on evaluation of capital and maintenance budgets.
• NY Governor asked for the PSC to conduct the investigation after Indian Point
3 shut down on Dec. 14.
• Indian Point 3 had 6 unplanned outages in 2015.
Guggenheim takeaway: The NY Governor has remained adamant on shutting
down Indian Point and requested an investigation on the plant over safety
concerns. An investigation from the PSC creates more noise on top of
pending coastal zone management and water quality certification hearings. As a
reminder, Guggenheim will be hosting a field trip to Indian Point on January
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5 for investors to meet with ETR’s senior management team, and will include
a tour of the nuclear plant and the spent fuel pool. See our corporate access
calendar below for additional detail for January events.
FE/EXC/AEP – Exelon submits testimony offering alternative plan to PPAs
• Exelon submitted testimony opposing FE’s PPA settlement.
• They propose to provide an alternative should the OH Commission decide to
reject FE’s PPA, that they hold a competitive process and obtain a PPA from
other providers.
• EXC believes their 8-year PPA offer for “100% emissions-free power… will
provide well over $2B in savings to Ohio families and businesses…”
• EXC asserts that a competitive process “ will wash away the stain of this affiliate
backroom deal where FirstEnergy has positioned its regulated utility to benefit
its affiliate First Energy Solutions exclusively.”
• EXC’s PPA will be an 8-year bundled fixed price for energy and capacity
delivered to ATSI from wind, solar, and nuclear resources, with EXC
maintaining 100% of the PJM capacity performance risk.
Guggenheim takeaway: EXC’s alternative PPA proposal highlights their
companies’ ability to deliver renewable energy to Ohio. From our meeting with
OH commission, renewable energy and fuel diversity is just one of their many
concerns about OH’s energy future (jobs, reliability, and economic development
to name a few). We believe FE’s PPA settlement with PUCO staff will be passed
by the Commission as it addresses staff concerns and delivers more than just
renewable energy. See here for a deep dive on FE’s PPA settlement.
PJM – FERC orders technical conference on financial transmission rights
• FERC ordered a technical conference to explore PJM”s claim that existing rules
on financial transmission rights (FTRs) and auction revenue rights are unjust
and unreasonable and that the problems would be solved by PJM’s proposed
changes.
• An FTR allows the holder to gain credits based on the difference between realtime and day-ahead prices in the energy market when there is congestion on
the transmission grid.
• PJM notes their rule changes would solve the unfair shift of revenues from ARR
holders to FTR holders.
Guggenheim takeaway: Commenters including utilities generally supported
PJM’s proposed changes to treatment of portfolio positions in allocating
underfunding or surplus among FTR holders. However, the Financial Marketers
Coalition protested PJM’s proposal claiming that PJM failed to show current rules
are unjust. FERC’s decision to order a technical conference will provide more
information before making a ruling on PJM’s proposal.
CPP – W.VA and Ohio litigating against CPP but still plans to file state
implementation plan
• A West Virginia University College of Law’s Center for Energy and Sustainable
Development concluded that if the state were to comply with the Clean Power
Plan, there would be “minimal impact on coal mining activity.”
• W.VA and OH attorney generals have filed suit against CPP.
• Both the OH Environmental Protection Agency and the W.VA Department of
Environmental Protection are creating state implementation plans to comply
with CPP.
• OH EPA officials hope to have their SIP completed by Sept. 2016.
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Guggenheim takeaway: As we continue to highlight in our research, states with
heavy coal generation and production will continue to litigate against the CPP,
citing negative economic impacts from complying. Even with litigation, we expect
most states to file an SIP to comply with CPP. Much like with the case of MATS,
we believe the outlook for coal is bleak and the coal retirement path to continue
if not accelerate.
DUK/NEE/SO – New FPSC Chairman
• FPSC Commissioner Brown begins 2-year term as Chairman.
• Chairman Brown replaces Commissioner Graham, who will continue to serve
through 2018.
Guggenheim takeaway: We recently hosted investor meetings with FPSC
Commissioners in Florida and came away with a very constructive outlook
on the regulatory environment for utilities in the sunshine state. The faces at
FPSC remain the same since our meetings, so we expect continued support for
upstream utility investment to secure gas supplies and a constructive backdrop
for FP&L’s next rate case, which management expects to file soon – see here for
additional takeaways from our meetings with the Florida Commissioners.
ED – FERC rejects NYISO tariff revisions
• As part of their compliance with FERC 1000, NYISO proposed changes to their
system planning process related to public policy transmission projects in June
2015.
• FERC rejected their proposal because requirements for developers are
different than incumbent utilities.
Guggenheim takeaway: NY’s AC Transmission proceeding is taking a
FERC-1000 approach to system planning, which could create investment
opportunities or potentially take them away from incumbent utilities. ED is
participating through majority ownership in the NY TransCo, which has proposed
several transmission projects under the Governor’s NY Energy Highway initiative.
Lower-cost proposals from other developers present competition, and this isn’t a
positive sign for projects proposed by incumbent utilities.
DUK – Coal ash basins classified by NCDEQ
• The North Carolina Department of Environmental Quality (NCDEQ) released
their proposed classification for coal ash basins, based on 3 main criteria:
structural integrity, surface water impact, and groundwater impact.
• 4 of DUK’s 14 facilities were designated high-risk under the coal ash law, and
the NCDEQ was required to propose classifications for the remaining 10 per
the Coal Ash Management Act, which was enacted in 2014.
• The proposed classification for the H.F. Lee (five impoundments), Cape Fear
(five impoundments), Weatherspoon (one impoundment) and Roxboro (East
basin) facilities is intermediate.
• The proposed classification for the Cliffside Plant (two non-active basins),
Roxboro Plant (West basin) and the Mayo Plant (one impoundment) is low.
• For the remaining impoundments, the NCDEQ only had enough information to
narrow the classification to between low and intermediate.
Guggenheim takeaway: These recommendations address DUK’s remaining
24 basins, and the company now has additional information to make closure
decisions. We recently hosted investor meetings with DUK management that
included a tour of the Riverbend coal facility and these recommendations support
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our expectation that Coal Ash investment upside would likely be limited – see here
for additional takeaways from our meetings.
Key Research
1. AEP - BUY - Our Best Idea; Premium Utility Emerging from PPA Noise Stronger,
More Regulated, and Ready to Grow
2. PNW - NEUTRAL - Management Meeting Takeaways: Rate Design; Solar
Remains in Forefront; Potentially Higher CAPEX Outlook
3. GXP - BUY - Mgmt Meeting Takeaways: It’s About Navigating MO Energy
Policy – Unified and on a Better Footing
4. FE - Upgrading to BUY - The Buckeye State Now Fully Investable
5. FE – NEUTRAL – PPA Settlement Forthcoming – Procedural Delay Strong
Signal Inflection Point Nearing
6. EEI Full Recap
7. EIX – NEUTRAL – Quick Take on Revised ALJ Proposal
8. Power Breakfast: Guggenheim-Hosted Utility Commissioner Meetings
9. DUK - BUY - PNY Acquisition: Short-Term Pain for Longer-Term Gain? Devil
Is in the Details
10. PPL - BUY - Mgmt Meeting Takeaways: Underappreciated, Misunderstood;
Discount Good Entry Point; Strategic Moves Could Evolve
11. 3Q Utility Earnings Sneak Peek: EEI Edition
12. NEE - BUY - Constructive Outlook on FL: Strategic Decisions, Less
Contentious Rate Case & More Renewables Expected
13. EXC - BUY - Merger Approval Moving Past Ideology? Parties at the Table,
Enhanced Commitments Could Sway DC Commission
14. DTE - BUY - Management Meeting Takeaways: Reinforced Stance; Midstream
Activities Support Above-Average Growth
15. EXC - Upgrading to BUY- ExGen Now a Free Call Option on Gas, Valuation
Cannot Be Ignored with Recent Sell-Off
16. PEG - BUY - Management Meeting Takeaways: Constructive Meetings—Solid
Regulated Growth, Making Some Moves in Power
17. FE - NEUTRAL - Quick Take: PUCO Staff Submits PPA Positions, Start of a
Settlement Conversation
18. Rising Rates? No Problem – Still Like Utilities, But Now Be More Selective
Given Recent Performance
19. More Uplifting Data Points for AEP and FE
20. Coming Back from Ohio a Buckeye Fan: Upgrading AEP to BUY, FE Nearing
Inflection
21. SO - NEUTRAL - Now Making the Correct Call on Gas? Great Call – We View
Acquiring AGL as Best Strategic Move in Years
22. Evolving Economics of Power & Alternative Energy: Balance of “Power"
Continues to Shift Toward Gas and Renewables
23. EPA Clean Power Plan: Much Ado About Everything
GUGGENHEIM SECURITIES, LLC
Provided for the exclusive use of Reid Bergstrom at Exelon on 29-Aug-2017 03:28 PM.
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Links: Guggenheim's Comp Sheet, Forward Commodity Curves for Power and
Utility Modeling
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Keys Events Calendar
Date
01/04

Ticker Event / Proceeding
AEP

State

Evidentiary hearings begin

OH

01/14

FE

Evidentiary hearings begin

01/19

ETR

Indian Point CZM

01/19

ETR

Hearing

01/14

ETR

Open meetings for DCRF rider

01/28

ES

Responses due for 3-state RFP
in New England

02/16

ES

Indian Point CZM

Docket

Description

14-1693-EL-RDR
Federal Energy
Regulatory Commission
v. Electric Power Supply
Association

Earliest Day Supreme Court
could issues opinion on DR

01/11

02/24

Utility

Ohio Edison Company, Cleveland Electric
Illuminating Company, Toledo Edison Company

OH

14-1297-EL-SSO

NY

APL-2015-00152

EAI

AR

APSC Docket 15-015-U

ETI

AR

Docket No. 45083

Supreme Court argument for
CPV Maryland, LLC v. PPL
EnergyPlus, LLC

GUGGENHEIM SECURITIES, LLC
Provided for the exclusive use of Reid Bergstrom at Exelon on 29-Aug-2017 03:28 PM.

CZM Case ETR respondent brief due

Hearing begins, ends 1/22

Rider increase reflects incremental
distribution investment

Three-state RFP for clean energy

NY

APL-2015-00152

Docket No. 14-623

CZM Case NYS reply brief due
Whether state-directed contracts for new
generation build infringes on FERC
jurisdiction on wholesale rates

See pages 9 - 10 for analyst certification and important disclosures.
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Upcoming Corporate Access and Client Events
Client-Hosted
Events

Indian Point trip
(ETR)

Dates
01/05/16

Where
Buchanan, NY

Drew Marsh (EVP & CFO)
Indian Point tour

Features tour of
nuclear plant and
spent fuel pool

State Utilities
Commissioners
Breakfast

Events and meetings

Spent fuel pool tour

01/27/16

New York, NY

Guggenheim-hosted
event with various
utility commissioners

GUGGENHEIM SECURITIES, LLC
Provided for the exclusive use of Reid Bergstrom at Exelon on 29-Aug-2017 03:28 PM.

Commissioner Doug Little, Arizona Corporation Commission
Commissioner Travis Kavulla, Montana Public Service Commission
Commissioner Kristine Raper, Idaho Public Utilities Commission
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Guggenheim Power & Utilities Comp Sheet (As of 12/31/15)
*Guggenheim estimates as of 1/4/2016
As of

12/31/2015

Regulateds

Target

Current

Price

Diluted

Ticker

Company

Mkt. Cap
($MM)

Rating

Price(1)

Price

Change

Shares

'15E

EPS - Guggenheim
'16E

'17E

'18E CAGR

'15E

'16E

'17E

'18E CAGR

'15E

'16E

'17E

'18E

'15E

'16E

'17E

'18E

AEP

American Electric Power

28,600

Buy

$62

$58.27

6%

63

3.73

3.73

3.92

4.19

4%

3.73

3.70

3.89

4.16

4%

15.6

15.6

14.9

13.9

15.6

15.7

15.0

14.0

ED

Consolidated Edison, Inc.

18,843

Neutral

$59

$64.27

-8%

63

4.00

4.10

4.17

4.33

3%

4.01

4.07

4.18

4.33

3%

16.1

15.7

15.4

14.9

16.0

15.8

15.4

14.8

D

Dominion Resources, Inc.

40,268

Buy

$76

$67.64

12%

85

3.65

3.84

3.99

4.47

7%

3.66

3.85

4.01

4.54

7%

18.5

17.6

16.9

15.1

18.5

17.6

16.9

14.9

DTE

DTE Energy Company

14,392

Buy

$86

$80.19

7%

89

4.85

4.98

5.27

5.66

5%

4.82

4.97

5.29

5.59

5%

16.5

16.1

15.2

14.2

16.7

16.1

15.2

14.3

DUK

Duke Energy Corporation

49,140

Buy

$76

$71.39

6%

78

4.60

4.64

4.95

5.07

3%

4.59

4.70

4.93

5.25

5%

15.5

15.4

14.4

14.1

15.6

15.2

14.5

13.6

EIX

Edison International

19,291

Neutral

$62

$59.21

5%

64

3.81

3.75

4.04

4.31

4%

3.79

3.74

4.05

4.31

4%

15.5

15.8

14.7

13.7

15.6

15.8

14.6

13.7

ES

Eversource Energy

16,199

Buy

$55

$51.07

8%

55

2.82

2.99

3.19

3.44

7%

2.85

3.03

3.22

3.44

7%

18.1

17.1

16.0

14.9

17.9

16.9

15.9

14.8

GXP

Great Plains Energy Inc.

4,216

Buy

$30

$27.31

10%

28

1.40

1.73

1.87

1.98

12%

1.40

1.76

1.83

1.94

11%

19.5

15.8

14.6

13.8

19.5

15.5

14.9

14.1

NEE

NextEra Energy, Inc.

47,837

Buy

$124

$103.89

19%

120

5.66

6.19

6.60

7.04

8%

5.66

6.17

6.52

6.93

7%

18.3

16.8

15.7

14.7

18.4

16.8

15.9

15.0

PCG

PG&E Corporation

26,087

Neutral

$53

$53.19

0%

56

3.02

3.67

3.69

3.91

9%

3.05

3.72

3.71

3.94

9%

17.6

14.5

14.4

13.6

17.5

14.3

14.3

13.5

PNW

Pinnacle West Capital Corp.

7,148

Neutral

$60

$64.48

-7%

65

3.81

4.02

4.18

4.43

5%

3.78

4.00

4.20

4.31

4%

16.9

16.1

15.4

14.6

17.0

16.1

15.3

14.9

PPL

PPL Corporation

22,928

Buy

$37

$34.13

8%

39

2.21

2.33

2.44

2.57

5%

2.21

2.32

2.40

2.52

4%

15.4

14.7

14.0

13.3

15.5

14.7

14.2

13.5

SO

Southern Company

42,529

Neutral

$43

$46.79

-8%

46

2.87

2.97

3.05

3.18

3%

2.87

2.95

3.08

3.19

3%

16.3

15.8

15.4

14.7

16.3

15.8

15.2

14.7

WR

Westar Energy, Inc.

5,991

Buy

$46

$42.41

8%

45

2.21

2.43

2.54

2.64

6%

2.20

2.45

2.55

2.65

6%

19.2

17.4

16.7

16.1

19.2

17.3

16.6

16.0

TE

TECO Energy, Inc.

6,269

Neutral

$28

$26.65

5%

27

1.09

1.18

1.27

1.35

7%

1.10

1.18

1.28

1.33

7%

24.5

22.6

20.9

19.8

24.2

22.6

20.8

20.0

6%

17.1

16.0

15.3

14.8

17.1

16.0

15.3

14.4

13.2

Average

EPS - Consensus

P/E - Guggenheim

6%

P/E - Consensus

Integrateds
ETR

Entergy Corporation

12,195

Neutral

$69

$68.36

1%

74

5.80

5.01

5.12

5.16

-4%

5.75

5.00

5.01

5.17

-3%

11.8

13.7

13.3

13.3

11.9

13.7

13.6

EXC

Exelon Corporation

25,536

Buy

$31

$27.77

12%

34

2.56

2.53

2.63

2.85

4%

2.52

2.54

2.70

2.88

5%

10.8

11.0

10.6

9.7

11.0

10.9

10.3

9.6

FE

FirstEnergy Corp.

13,423

Buy

$39

$31.73

23%

39

2.71

2.87

2.86

2.91

2%

2.70

2.83

2.63

2.66

0%

11.7

11.1

11.1

10.9

11.8

11.2

12.1

11.9

PEG

Public Service Enterprise Group

19,576

Buy

$41

$38.69

6%

46

2.93

2.97

2.93

3.00

1%

2.91

2.92

2.86

2.99

1%

13.2

13.0

13.2

12.9

13.3

13.2

13.5

12.9

0%

11.9

12.2

12.1

11.7

12.0

12.3

12.4

11.9

7%

22.5

21.1

19.7

18.7

22.8

21.1

19.8

18.6

Average

1%

Other
AWK

American Water Works

10,723

Buy

$66

$59.75

10%

63

2.65

2.83

3.03

3.20

6%

2.63

2.83

3.02

3.21

1. Neutral rated companies do not have price targets; target reflects fair equity value per share estimate.

Source: Bloomberg, Guggenheim Securities, LLC.

Note: TE (acquisition pending) excluded from group averages.

Regulateds

Current

Ticker

Company

AEP

Consensus Dividend Per Share

Consensus Dividend Yield

Consensus Dividend Payout

Rating

Price

2015E

2016E

2017E

2018E

2015E

2016E

2017E

2018E

2015E

2016E

2017E

2018E

American Electric Power

Buy

$58.27

2.15

2.26

2.36

2.52

3.7%

3.9%

4.1%

4.3%

58%

61%

61%

61%

ED

Consolidated Edison, Inc.

Neutral

$64.27

2.59

2.64

2.70

2.76

4.0%

4.1%

4.2%

4.3%

65%

65%

65%

64%

D

Dominion Resources, Inc.

Buy

$67.64

2.58

2.77

2.98

3.21

3.8%

4.1%

4.4%

4.8%

71%

72%

74%

71%

DTE

DTE Energy Company

Buy

$80.19

2.83

2.98

3.13

3.37

3.5%

3.7%

3.9%

4.2%

59%

60%

59%

60%

DUK

Duke Energy Corporation

Buy

$71.39

3.26

3.38

3.53

3.71

4.6%

4.7%

5.0%

5.2%

71%

72%

72%

71%

EIX

Edison International

Neutral

$59.21

1.68

1.90

2.10

2.20

2.8%

3.2%

3.5%

3.7%

44%

51%

52%

51%

ES

Eversource Energy

Buy

$51.07

1.68

1.79

1.91

2.00

3.3%

3.5%

3.7%

3.9%

59%

59%

59%

58%

GXP

Great Plains Energy Inc.

Buy

$27.31

1.01

1.09

1.16

1.22

3.7%

4.0%

4.2%

4.5%

72%

62%

63%

63%

NEE

NextEra Energy, Inc.

Buy

$103.89

3.07

3.46

3.92

4.47

3.0%

3.3%

3.8%

4.3%

54%

56%

60%

65%

PCG

PG&E Corporation

Neutral

$53.19

1.83

1.93

2.05

2.28

3.4%

3.6%

3.9%

4.3%

60%

52%

55%

58%

PNW

Pinnacle West Capital Corp.

Neutral

$64.48

2.41

2.53

2.66

2.79

3.7%

3.9%

4.1%

4.3%

64%

63%

63%

65%

PPL

PPL Corporation

Buy

$34.13

1.50

1.53

1.57

1.64

4.4%

4.5%

4.6%

4.8%

68%

66%

65%

65%

SO

Southern Company

Neutral

$46.79

2.16

2.23

2.31

2.38

4.6%

4.8%

4.9%

5.1%

75%

76%

75%

75%

WR

Westar Energy, Inc.

Buy

$42.41

1.44

1.51

1.60

1.65

3.4%

3.6%

3.8%

3.9%

65%

62%

63%

62%

TE

TECO Energy, Inc.

Neutral

$26.65

0.90

0.92

0.95

0.96

3.4%

3.5%

3.5%

3.6%

82%

78%

74%

72%

3.7%

3.9%

4.1%

4.3%

64.4%

63.6%

64.0%

63.9%

Average
Integrateds
ETR

Entergy Corporation

Neutral

$68.36

3.34

3.43

3.49

3.61

4.9%

5.0%

5.1%

5.3%

58%

68%

70%

70%

EXC

Exelon Corporation

Buy

$27.77

1.24

1.25

1.25

1.25

4.5%

4.5%

4.5%

4.5%

49%

49%

46%

43%

FE

FirstEnergy Corp.

Buy

$31.73

1.44

1.44

1.45

1.44

4.5%

4.6%

4.6%

4.5%

53%

51%

55%

54%

PEG

Public Service Enterprise Group

Buy

$38.69

1.56

1.62

1.69

1.81

4.0%

4.2%

4.4%

4.7%

53%

56%

59%

60%

4.5%

4.6%

4.6%

4.7%

53.6%

56.0%

57.6%

56.9%

2.2%

2.4%

2.6%

2.9%

51%

52%

52%

54%

Average
Other
AWK

American Water Works

Buy

$59.75

urities, LLC.

1.34

1.46

1.56

1.72

Source: Bloomberg, Guggenheim Securities, LLC.
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ANALYST CERTIFICATION
By issuing this research report, each Guggenheim Securities, LLC ("Guggenheim Securities") research analyst whose name appears in this report hereby
certifies that (i) all of the views expressed in this report accurately reflect the research analyst's personal views about any and all of the subject securities or
issuers discussed herein and (ii) no part of the research analyst's compensation was, is, or will be directly or indirectly related to the specific recommendations
or views expressed by the research analyst.

IMPORTANT DISCLOSURES
The research analyst(s) and research associate(s) have received compensation based upon various factors, including quality of research, investor client
feedback, and Guggenheim Securities, LLC's overall revenues, which includes investment banking revenues.
Please refer to this website for company-specific disclosures referenced in this report: https://guggenheimsecurities.bluematrix.com/sellside/
Disclosures.action. Disclosure information is also available from Compliance, 330 Madison Avenue, New York, NY 10017.

RATING DEFINITIONS
BUY (B) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of 10% or more within a 12-month period.
NEUTRAL (N) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of plus 10% or minus 10% within a 12-month period.
No price target is assigned.
SELL (S) - Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 10% or more within a 12-month period.
NR - The investment rating and price target have been temporarily suspended. Such suspensions are in compliance with applicable regulations and/or
Guggenheim Securities, LLC policies.
CS - Coverage Suspended. Guggenheim Securities, LLC has suspended coverage of this company.
NC - Not covered. Guggenheim Securities, LLC does not cover this company.
Restricted - Describes issuers where, in conjunction with Guggenheim Securities, LLC engagement in certain transactions, company policy or applicable
securities regulations prohibit certain types of communications, including investment recommendations.
Monitor - Describes stocks whose company fundamentals and financials are being monitored, and for which no financial projections or opinions on the
investment merits of the company are provided.
Guggenheim Securities, LLC methodology for assigning ratings may include the following: market capitalization, maturity, growth/value, volatility and expected
total return over the next 12 months. The price targets are based on several methodologies, which may include, but are not restricted to, analyses of market
risk, growth rate, revenue stream, discounted cash flow (DCF), EBITDA, EPS, cash flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth, P/CF, P/
FCF, premium (discount)/average group EV/EBITDA, premium (discount)/average group P/E, sum of the parts, net asset value, dividend returns, and return
on equity (ROE) over the next 12 months.
Prior to 12/8/14, Guggenheim Securities, LLC’s BUY, NEUTRAL, and SELL ratings definitions were as follows (no other ratings definitions were changed):
BUY (B) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of 15% or more within a 12-month period.
NEUTRAL (N) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of plus 15% or minus 15% within a 12-month period.
SELL (S) - Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 15% or more within a 12-month period.

RATINGS DISTRIBUTIONS FOR GUGGENHEIM SECURITIES:
IB Serv./ Past 12Mos.
Rating Category

Count

Percent

Count

Percent

Buy

171

61.29%

34

19.88%

Neutral

108

38.71%

3

2.78%

Sell

0

0.00%

0

0.00%

OTHER DISCLOSURES
This research is for our clients and prospective clients only. Other than disclosures relating to Guggenheim Securities and its affiliates, this research is based
on current public information that we consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. We seek to
update our research as appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a periodic basis,
the large majority of reports are published at irregular intervals as appropriate in the research analyst's judgment. Guggenheim Securities conducts a fullservice, integrated investment banking and brokerage business, and one or more of its affiliates conduct an investment management business. Guggenheim
Securities is a member of SIPC (http://www.sipc.org). Our salespeople, traders, and other professionals may provide oral or written market commentary or
trading strategies to our clients and our employees trading for our own account that reflect opinions that are contrary to the opinions expressed in this research.
GUGGENHEIM SECURITIES, LLC
Provided for the exclusive use of Reid Bergstrom at Exelon on 29-Aug-2017 03:28 PM.
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Guggenheim Securities or certain of its affiliates conducts an investment management business, trades for its own account, and conducts an investment
business, and may make investment decisions that are inconsistent with the recommendations or views expressed in this research.
We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from time to time have long or short positions in, act as
principal in, and buy or sell, the securities or derivatives, if any, referred to in this research. We and our affiliates also may sell to or buy from customers on a
principal basis the securities described herein. We and our affiliates also do business with, or that relates to, companies covered in Guggenheim Securities’
research, and may have a position in the debt of the company or companies discussed herein.
This research is not an offer to sell or the solicitation of an offer to buy any security. It does not constitute a personal recommendation or take into account
the particular investment objectives, financial situations, or needs of individual clients. Clients should consider whether any advice or recommendation in this
research is suitable for their particular circumstances and, if appropriate, seek professional advice, including tax advice. The price and value of investments
referred to in this research and the income from them may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed,
and a loss of original capital may occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain
investments.
TACTICAL TRADING IDEA DISCLAIMER
Guggenheim Securities, LLC produces "Tactical Trade Ideas" that identify short-term, catalyst-driven trading opportunities impacting companies within the
Firm’s coverage universe. Tactical Trade Ideas may exist on companies in this report and may be contrary to the analyst’s published rating.
Copyright © 2016 by Guggenheim Securities, LLC, ("Guggenheim") a FINRA registered broker-dealer. All rights reserved. The contents of this report are
based upon information or are obtained from sources that Guggenheim generally considers reliable, but Guggenheim makes no representations or warranties
with respect to their accuracy, completeness, timeliness, suitability or otherwise, and assumes no responsibility to update them for subsequent events or
knowledge. Guggenheim is not responsible for your use of this information.
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What's New?
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SHAHRIAR POURREZA, CFA

See here for Guggenheim's Power & Utilities 2016 Outlook: Liking Utilities
but Choose Wisely with a Return to Stock Picking

ANALYST

212 518 5862
shahriar.pourreza@guggenheimpartners.com

PCG – Consumer advocates seek $163mm fine for pipeline safety and record
keeping
NEE – FL regulators approve need for $1.2bn Okeechobee CCGT
SO – Management evaluating Kemper schedule following start-up and
operational challenges
ES – $483mm Interstate Reliability Project complete
AEP – Committing to burn gas at Conesville under PPA settlement
ES – FERC extends public comment period on KMI’s New England pipeline
proposal
ISO–NE – ISO-NE defends including solar DG for its capacity requirement
MISO/EXC – FERC directs MISO to revise capacity market tariff for next auction
FE – FE conducting study on whether to reopen PA coal plant
PCG – Consumer advocates seek $163mm fine for pipeline safety and
record keeping
• The Office of Ratepayer Advocates (ORA), a CA consumer advocate, filed a
motion for an Order to Show Cause alleging PG&E misrepresented pipeline
safety inspections and record keeping; the group is asking regulators to impose
a $163mm fine.
• ORA claims PCG misrepresented their reporting of maximum allowable
operating pressure because the utility wouldn’t have been able to perform
calculations without complete system records.
• PCG responded to the filing, noting issues raised by ORA are outside the scope
of their GT&S proceeding (where ORA filed their motion), and had already been
fully-litigated and resolved.
• PCG argued that ORA’s issue with pressure reporting was a misunderstanding
rather than a misrepresentation; noting regulators were already aware PCG
did not have complete records and had authorized the use of engineering
assumptions.
• PCG defended system operations and processes since 2011, when
CPUC proceedings began calling for significantly more documentation and
transparency.
Guggenheim takeaway: PCG managed to shed some of the remaining San
Bruno overhang recently with a court ruling that cut potential criminal sanctions
in half (to ~$0.6bn from $1.1bn), but parties continue to seek damages at every
possible opportunity; even if unsuccessful/repetitive, each new claim/attempt
maintains public focus on past transgressions.
NEE – FL regulators approve need for $1.3bn Okeechobee CCGT
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• The FPSC approved the need for the 1.6 GW Okeechobee CCGT proposed
by FP&L, NEE’s Florida utility.
• Construction of the $1.3bn plant would begin in 2017, and operational in
mid-2019.
• NEE initially proposed the facility in 2015, and will require site certification and
air permitting from the Florida DEP; NEE already filed for both and expects to
progress through reviews with other agencies during 2016.
Guggenheim takeaway: We view this as a big positive for NEE as Florida may
be leaning toward a rate-based approach to comply with the EPA’s Clean Power
Plan, and also as further dependence on natural gas could create additional
opportunities for their Florida utility to invest further upstream to secure gas
supplies. We recently hosted investor meetings at the FPSC in Florida and expect
continued support for NEE investment in low-cost gas generation that keeps rates
low and investment upstream to secure supplies for their growing dependency on
natural gas. For additional takeaways from our meetings with FL commissioners
and NEE C-suite management see here.
SO – Management evaluating Kemper schedule following start-up and
operational challenges
• SO disclosed they were evaluating the construction, commissioning, and startup schedule for Kemper as the result of challenges in ongoing start-up and
commissioning activities.
• Challenges include repairs and modifications to the refractory lining inside the
gasifiers, as well as operational readiness.
• The previously-disclosed projected in-service date is 1H16, and any specific
cost/schedule updates are expected to be reflected in the next monthly status
report (which SO expects to file in early February 2016).
Guggenheim takeaway: The update from SO doesn’t specifically tell us
Kemper’s schedule has changed as management is still evaluating, but it appears
the saga in Mississippi may continue. SO previously estimated delays beyond
June 2016 would cost ~$30mm per month, but the company had included
planning contingencies; the monthly status report filed with the MPSC shows SO
utilized some contingency so it has yet to be seen how this update might impact
the overall project schedule.
ES – $483mm Interstate Reliability Project complete
• ES announced the $483mm Interstate Reliability Project has been completed.
• ES partnered with National Grid (NGG, NC, $69.06) on the project.
Guggenheim takeaway: This announcement completes the New England
East West Solution (NEEWS), a suite of projects that make up the largest
regional transmission upgrade in many years. We expect to see much more
infrastructure development from ES to relieve constraints on New England’s
electric transmission and gas pipelines, and to mitigate volatile commodity prices
like we saw during the Polar Vortex. We highlight New England on the forefront of
infrastructure development and ES as the beneficiary in our 2016 Power & Utilities
Outlook – see our 2016 outlook here for additional takeaways and deep-dives into
the various projects underway in New England.
AEP – Committing to burn gas at Conesville under PPA settlement
• AEP will displace 50% of coal generation from Conesville (two ~400MW units)
with gas by YE2017 per their PPA settlement.
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• In PPA hearings that are currently taking place, AEP noted sufficient gas supply
was available, but could not conclude how much this would cost.
• AEP had agreed to retire, refuel, or repower units at their Cardinal and
Conesville plants by 2029 and 2030, respectively.
Guggenheim takeaway: AEP is going through the PPA hearings in OH with
support from two groups representing the largest electric customers in Ohio
(including the Sierra Club). Based on meetings we hosted with regulators in Ohio,
we believe PUCO will approve the settlement to maintain jobs, local investment,
and fuel diversity (although getting a little gassier); with approval AEP will be one
step closer toward fully regulated status – merchant GenCo divestiture could be
next. For additional takeaways see our recent note on AEP’s PPA settlement.
ES – FERC extends public comment period on KMI’s New England pipeline
proposal
• FERC extended the public comment period on KMI’s (NC, $15.58) New
England pipeline proposal, the Northeast Energy Direct (NED).
• The extension comes as a result of an eFiling error on FERC’s website that
didn’t allow interested parties to comment.
Guggenheim takeaway: While KMI’s pipeline hits another snag (although
seemingly out of their control here), we do not expect ES’s Access Northeast
Project to experience as much pushback. Access Northeast would be supported
by contracts with electric utilities securing fuel for their power plants; a variation
to KMI’s traditional model where gas LDCs contract for pipeline capacity. Much
of the gas capacity in New England is secured under firm contract by gas LDCs
to meet heating demand, so a cold winter reduces the supply of gas available to
fuel power plants. Limited gas supplies during a cold winter can challenge electric
reliability and result in volatile prices as we experienced during the polar vortex.
ISO–NE – ISO-NE defends including solar DG for its capacity requirement
• ISO-NE defended its calculation for its installed capacity requirement (ICR)
auctions, which includes behind-the-meter solar resources.
• The proposed ICR for the upcoming auction is 34,151 MW, which reflects a
390 MW reduction due to DG.
• Generators protested inclusion of solar arguing that ISO-NE failed to hold a full
stakeholder process before implementing these calculation changes.
• ISO-NE argued that inclusion of solar does not warrant changes to the ISO’s
tariff.
Guggenheim takeaway: Including solar DG to reflect a reduction in demand in
ISO-NE’s load forecast would be a negative impact to generators bidding into the
upcoming capacity auction. ISO-NE believes solar DG will better reflect the grid’s
changing load especially as it is being adopted at a more rapid rate.
MISO/EXC – FERC directs MISO to revise capacity market tariff for next
auction
• FERC found that provisions in MISO’s tariff for its capacity auction are no longer
reasonable and need to be revised.
• Provisions include reference levels used to mitigate market power, and capacity
import limits.
• FERC did not address complaints on the high $150/MW-day clearing price in
zone 4 (was $16.75/MW-day the year before) from the auction in 2015. The
issue will be addressed in a future order.
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• If FERC does order refunds, it will begin from May 28, 2015.
• FERC also did not address claims on market manipulation for the previous
auction, and will conduct a separate investigation.
Guggenheim takeaway: FERC ordered revisions to MISO’s tariff and also noted
that stakeholders are already exploring revisions to MISO’s capacity auction.
FERC directed MISO to revise its capacity import limits and reference levels for
the upcoming capacity auction held in April 2017. We highlight that EXC is looking
for MISO’s capacity market reform to fall closer in line with PJM, as it will be a
major factor in their decision on whether to retire Clinton.
FE – FE conducting study on whether to reopen PA coal plant
• FE is conducting a long-term study on whether it is feasible to open its closed
coal plant, Hatfield Ferry, in PA.
• Hatfield Ferry has rights to offer power into PJM through the second quarter of
2019. The 1,710 MW plant was closed in Oct. 2013.
• FE is conducting an evaluation as to whether the plant could burn coal, natural
gas, or a combination of both.
• FE notes they have seen some “positive movement" in the market and capacity
conditions in PJM.
Guggenheim takeaway: We believe that bringing the coal plant back online could
be expensive and unlikely given the costs associated with complying with MATS
and other environmental standards. In our view, the natural gas outlook would
have to be more positive in order for the plant to come online. FE will also have
to see how PA will comply with CPP and if Hatfield Ferry could fit into the plan.
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Key Research
1. Guggenheim's Power & Utilities 2016 Outlook: Liking Utilities but Choose
Wisely with a Return to Stock Picking
2. AEP - BUY - Our Best Idea; Premium Utility Emerging from PPA Noise Stronger,
More Regulated, and Ready to Grow
3. PNW - NEUTRAL - Management Meeting Takeaways: Rate Design; Solar
Remains in Forefront; Potentially Higher CAPEX Outlook
4. GXP - BUY - Mgmt Meeting Takeaways: It’s About Navigating MO Energy
Policy – Unified and on a Better Footing
5. FE - Upgrading to BUY - The Buckeye State Now Fully Investable
6. FE – NEUTRAL – PPA Settlement Forthcoming – Procedural Delay Strong
Signal Inflection Point Nearing
7. EEI Full Recap
8. EIX – NEUTRAL – Quick Take on Revised ALJ Proposal
9. Power Breakfast: Guggenheim-Hosted Utility Commissioner Meetings
10. DUK - BUY - PNY Acquisition: Short-Term Pain for Longer-Term Gain? Devil
Is in the Details
11. PPL - BUY - Mgmt Meeting Takeaways: Underappreciated, Misunderstood;
Discount Good Entry Point; Strategic Moves Could Evolve
12. 3Q Utility Earnings Sneak Peek: EEI Edition
13. NEE - BUY - Constructive Outlook on FL: Strategic Decisions, Less
Contentious Rate Case & More Renewables Expected
14. EXC - BUY - Merger Approval Moving Past Ideology? Parties at the Table,
Enhanced Commitments Could Sway DC Commission
15. DTE - BUY - Management Meeting Takeaways: Reinforced Stance; Midstream
Activities Support Above-Average Growth
16. EXC - Upgrading to BUY- ExGen Now a Free Call Option on Gas, Valuation
Cannot Be Ignored with Recent Sell-Off
17. PEG - BUY - Management Meeting Takeaways: Constructive Meetings—Solid
Regulated Growth, Making Some Moves in Power
18. FE - NEUTRAL - Quick Take: PUCO Staff Submits PPA Positions, Start of a
Settlement Conversation
19. Rising Rates? No Problem – Still Like Utilities, But Now Be More Selective
Given Recent Performance
20. More Uplifting Data Points for AEP and FE
21. Coming Back from Ohio a Buckeye Fan: Upgrading AEP to BUY, FE Nearing
Inflection
22. SO - NEUTRAL - Now Making the Correct Call on Gas? Great Call – We View
Acquiring AGL as Best Strategic Move in Years
23. Evolving Economics of Power & Alternative Energy: Balance of “Power"
Continues to Shift Toward Gas and Renewables
24. EPA Clean Power Plan: Much Ado About Everything
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Links: Guggenheim's Comp Sheet, Forward Commodity Curves for Power
and Utility Modeling
Keys Events Calendar
Date
Ongoing

Ticker Event / Proceeding
AEP

Utility

State

PPA evidentiary hearings

OH

Earliest Day Supreme Court
could issues opinion on DR

01/11

Docket
14-1693-EL-RDR

Description
Proposed settlement regarding PPAs for
Ohio power plants

FERC v. Electric Power
Supply Association

Deadline for criminal prosecutors
to produce evidence supporting Pacific Gas & Electric Company
fines

CA

ES

Northern Pass public information
session (Franklin)

NH

01/13

ES

Northern Pass public information
session (Londonderry)

NH

01/13

DTE

MI House of Representative
legislation session begins

MI

01/14

ES

Northern Pass public information
session (Laconia)

NH

01/14

FE

Evidentiary hearings begin

Ohio Edison Company, Cleveland Electric
Illuminating Company, Toledo Edison Company

OH

14-1297-EL-SSO

01/14

ETR

Open meetings for DCRF rider

ETI

AR

Docket No. 45083

Rider increase reflects incremental
distribution investment

01/19

ETR

Indian Point CZM

NY

APL-2015-00152

CZM Case ETR respondent brief due

01/19

ETR

Hearing

AR

APSC Docket 15-015-U

01/20

ES

Northern Pass public information
session (Coos County)

NH

01/21

ES

Northern Pass public information
session (Lincoln)

NH

01/25

EIX

Next date for potential decision
Southern California Edison
regarding the SONGS settlement

CA

01/26

SO

Intervenor testimony regarding
GAS acquisition expected to be
filed in Maryland

MD

01/28

ES

Responses due for 3-state RFP
in New England

01/28

ED

PSC technical conference on
earnings impact mechanisms
and related items

Consolidated Edison Company of New York
Orange & Rockland

NY

14

01/31

PCG

GT&S rate case decision
expected in January 2016

Pacific Gas & Electric Company

CA

A.13-12-012

02/05

ES

Deadline to file motion to
interene in Northern Pass
proceedings

NH

02/16

ETR

Indian Point Coastal Zone
Management (CZM)

NY

01/11

PCG

01/11

PCG

Trial scheduled for PG&E
criminal case

The NH Site Evaluation Committee
scheduled 5 information sessions on
Northern Pass as it begins its review
The NH Site Evaluation Committee
scheduled 5 information sessions on
Northern Pass as it begins its review
House will work on passing bill for energy
legislation reform - to be reconciled with
Senate
The NH Site Evaluation Committee
scheduled 5 information sessions on
Northern Pass as it begins its review

Hearing begins, ends 1/22
The NH Site Evaluation Committee
scheduled 5 information sessions on
Northern Pass as it begins its review
The NH Site Evaluation Committee
scheduled 5 information sessions on
Northern Pass as it begins its review

I.12 10 013

Consideration of re-opening the
SONGS settlement
MD PSC consideration of SO's proposed
acquisition of GAS
Three-state RFP for clean energy

Supreme Court argument for
CPV Maryland, LLC v. PPL
EnergyPlus, LLC

02/24
03/08

EAI

Criminal case against PG&E related to
the San Bruno explosion

APL-2015-00152
Docket No. 14-623

Pacific Gas & Electric Company
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CA

REV technical conference to discuss
Earnings Impact Mechanisms (EIMs), as
well as other topics
Procedural schedule estimates a decision
regarding GT&S revenue requirement in
January 2016
The NH Site Evaluation Committee set a
deadline for anyone wishing to intervene
to file a motion with the commission.
CZM Case NYS reply brief due
Whether state-directed contracts for new
generation build infringes on FERC
jurisdiction on wholesale rates
Criminal case against PG&E related to
the San Bruno explosion
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Upcoming Corporate Access and Client Events
Client-Hosted
Events

State Utilities
Commissioners
Breakfast

Dates
01/20/16

Where
New York, NY

Guggenheim-hosted
event with various
utility commissioners
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Events and meetings
Commissioner Doug Little, Arizona Corporation Commission
Commissioner Travis Kavulla, Montana Public Service Commission
Commissioner Kristine Raper, Idaho Public Utilities Commission
More commissioners and senior management attendees being
added
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Guggenheim Power & Utilities Comp Sheet (As of 01/05/2016)
Regulateds

Mkt. Cap

P/E - Guggenheim

P/E - Consensus

'15E '16E '17E '18E CAGR

'15E '16E '17E '18E CAGR

'15E '16E '17E '18E

'15E '16E '17E '18E

489

3.73 3.73 3.92 4.19

4%

3.73 3.71 3.89 4.16

4%

15.8 15.8 15.0 14.0

15.8 15.9 15.1 14.1

294

4.00 4.10 4.17 4.33

3%

4.01 4.07 4.18 4.33

3%

16.2 15.8 15.6 15.0

16.2 16.0 15.5 15.0

12%

585

3.65 3.84 3.99 4.47

7%

3.66 3.85 4.01 4.53

7%

18.6 17.7 17.1 15.2

18.6 17.7 17.0 15.0

$79.95

8%

177

4.85 4.98 5.27 5.66

5%

4.81 4.96 5.28 5.61

5%

16.5 16.1 15.2 14.1

16.6 16.1 15.1 14.3

$76

$71.70

6%

707

4.60 4.64 4.95 5.07

3%

4.59 4.70 4.93 5.23

4%

15.6 15.5 14.5 14.1

15.6 15.3 14.5 13.7

Neutral

$62

$58.97

5%

329

3.81 3.75 4.04 4.31

4%

3.79 3.74 4.04 4.31

4%

15.5 15.7 14.6 13.7

15.6 15.8 14.6 13.7

16,288

Buy

$55

$51.35

7%

317

2.82 2.99 3.19 3.44

7%

2.85 3.03 3.22 3.44

7%

18.2 17.2 16.1 14.9

18.0 17.0 16.0 14.9

Great Plains Energy Inc.

4,203

Buy

$30

$27.23

10%

154

1.40 1.73 1.87 1.98 12%

1.40 1.76 1.84 1.95 12%

19.5 15.7 14.6 13.8

19.4 15.5 14.8 14.0

NEE

NextEra Energy, Inc.

48,155

Buy

$124

$104.58

19%

440

5.66 6.19 6.60 7.04

8%

5.66 6.16 6.52 6.96

7%

18.5 16.9 15.8 14.9

18.5 17.0 16.0 15.0

PCG

PG&E Corporation

26,004

Neutral

$53

$53.02

0%

470

3.02 3.67 3.69 3.91

9%

3.05 3.72 3.71 3.93

9%

17.6 14.4 14.4 13.6

17.4 14.2 14.3 13.5

PNW

Pinnacle West Capital Corp.

7,139

Neutral

$60

$64.40

-7%

111

3.81 4.02 4.18 4.43

5%

3.79 4.00 4.20 4.35

5%

16.9 16.0 15.4 14.5

17.0 16.1 15.3 14.8

PPL

PPL Corporation

22,868

Buy

$37

$34.04

9%

666

2.21 2.33 2.44 2.57

5%

2.21 2.33 2.41 2.53

5%

15.4 14.6 14.0 13.2

15.4 14.6 14.1 13.4

SO

Southern Company

43,047

Neutral

$43

$47.36

-9%

901

2.87 2.97 3.05 3.18

3%

2.87 2.95 3.08 3.21

4%

16.5 15.9 15.5 14.9

16.5 16.0 15.4 14.8

WR

Westar Energy, Inc.

6,023

Buy

$46

$42.64

8%

133

2.21 2.43 2.54 2.64

6%

2.21 2.45 2.55 2.65

6%

19.3 17.5 16.8 16.2

19.3 17.4 16.7 16.1

TE

TECO Energy, Inc.

6,349

Neutral

$28

$26.99

4%

224

1.09 1.18 1.27 1.35

7%

1.10 1.18 1.28 1.34

7%

24.8 22.9 21.3 20.0

24.5 22.9 21.0 20.1

6%

6%

17.1 16.1 15.3 14.4

17.1 16.0 15.3 14.5

Ticker

Company

($MM)

AEP

American Electric Power

28,865

ED

Consolidated Edison, Inc.

19,031

D

Dominion Resources, Inc.

40,512

DTE

DTE Energy Company

DUK

Target
(1)

Current

Price

Price

Price

Buy

$62

$58.81

5%

Neutral

$59

$64.91

-9%

Buy

$76

$68.05

14,349

Buy

$86

Duke Energy Corporation

49,354

Buy

EIX

Edison International

19,213

ES

Eversource Energy

GXP

Rating

Diluted

Change Shares

EPS - Guggenheim

Average (2)

EPS - Consensus

Integrateds
ETR

Entergy Corporation

12,300

Neutral

$69

$68.95

0%

180

5.80 5.01 5.12 5.16 -4%

5.75 5.00 5.02 5.17 -3%

11.9 13.8 13.5 13.4

12.0 13.8 13.7 13.3

EXC

Exelon Corporation

25,895

Buy

$31

$28.16

10%

864

2.56 2.53 2.63 2.85

4%

2.51 2.54 2.70 2.88

5%

11.0 11.1 10.7

11.2 11.1 10.4

FE

FirstEnergy Corp.

13,343

Buy

$39

$31.54

24%

421

2.71 2.87 2.86 2.91

2%

2.70 2.85 2.65 2.71

0%

11.6 11.0 11.0 10.8

11.7 11.1 11.9 11.6

PEG

Public Service Enterprise Group

19,697

Buy

$41

$38.93

5%

508

2.93 2.97 2.93 3.00

1%

2.93 2.93 2.85 3.00

1%

13.3 13.1 13.3 13.0

13.3 13.3 13.7 13.0

1%

12.0 12.2 12.1 11.8

12.1 12.3 12.4 11.9

7%

22.7 21.3 19.9 18.8

22.9 21.3 19.9 18.7

Average

1%

9.9

9.8

Other
AWK

American Water Works

10,795

Buy

$66

$60.15

10%

180

2.65 2.83 3.03 3.20

6%

2.63 2.83 3.02 3.21

1. Neutral rated companies do not hav e price targets; target reflects fair equity v alue per share estimate.

Source: Bloomberg, Guggenheim Securities, LLC.

2. TE (acquisition pending) ex cluded from group av erages.

Regulateds

Current

Consensus Dividend Per Share

Consensus Dividend Yield

Consensus Dividend Payout

Rating

Price

2015E 2016E 2017E 2018E

2015E 2016E 2017E 2018E

2015E 2016E 2017E 2018E

American Electric Power

Buy

$58.81

2.15

2.26

2.36

2.52

3.7%

3.8%

4.0%

4.3%

58%

61%

61%

61%

Consolidated Edison, Inc.

Neutral

$64.91

2.59

2.64

2.70

2.76

4.0%

4.1%

4.2%

4.3%

65%

65%

65%

64%

D

Dominion Resources, Inc.

Buy

$68.05

2.58

2.77

2.98

3.21

3.8%

4.1%

4.4%

4.7%

71%

72%

74%

71%

DTE

DTE Energy Company

Buy

$79.95

2.83

2.97

3.13

3.37

3.5%

3.7%

3.9%

4.2%

59%

60%

59%

60%

DUK

Duke Energy Corporation

Buy

$71.70

3.26

3.38

3.53

3.71

4.5%

4.7%

4.9%

5.2%

71%

72%

72%

71%

EIX

Edison International

Neutral

$58.97

1.68

1.90

2.10

2.20

2.9%

3.2%

3.6%

3.7%

44%

51%

52%

51%

ES

Eversource Energy

Buy

$51.35

1.68

1.79

1.91

2.00

3.3%

3.5%

3.7%

3.9%

59%

59%

59%

58%

GXP

Great Plains Energy Inc.

Buy

$27.23

1.01

1.09

1.16

1.22

3.7%

4.0%

4.3%

4.5%

72%

62%

63%

63%

NEE

NextEra Energy, Inc.

Buy

$104.58

3.07

3.47

3.93

4.48

2.9%

3.3%

3.8%

4.3%

54%

56%

60%

64%

PCG

PG&E Corporation

Neutral

$53.02

1.83

1.93

2.06

2.21

3.4%

3.6%

3.9%

4.2%

60%

52%

55%

56%

PNW

Pinnacle West Capital Corp.

Neutral

$64.40

2.41

2.53

2.66

2.79

3.7%

3.9%

4.1%

4.3%

64%

63%

63%

64%

PPL

PPL Corporation

Buy

$34.04

1.50

1.53

1.57

1.64

4.4%

4.5%

4.6%

4.8%

68%

66%

65%

65%

SO

Southern Company

Neutral

$47.36

2.16

2.23

2.31

2.41

4.6%

4.7%

4.9%

5.1%

75%

75%

75%

75%

WR

Westar Energy, Inc.

Buy

$42.64

1.44

1.51

1.60

1.65

3.4%

3.5%

3.8%

3.9%

65%

62%

63%

62%

TE

TECO Energy, Inc.

Neutral

$26.99

0.90

0.92

0.95

0.96

3.3%

3.4%

3.5%

3.6%

82%

78%

74%

72%

3.7%

3.9%

4.1%

4.3%

64%

64%

64%

64%

Ticker

Company

AEP
ED

Average
Integrateds
ETR

Entergy Corporation

Neutral

$68.95

3.34

3.42

3.49

3.60

4.8%

5.0%

5.1%

5.2%

58%

68%

70%

70%

EXC

Exelon Corporation

Buy

$28.16

1.24

1.25

1.25

1.25

4.4%

4.4%

4.4%

4.4%

49%

49%

46%

43%

FE

FirstEnergy Corp.

Buy

$31.54

1.44

1.44

1.45

1.44

4.6%

4.6%

4.6%

4.6%

53%

51%

55%

53%

PEG

Public Service Enterprise Group

Buy

$38.93

1.56

1.62

1.69

1.81

4.0%

4.2%

4.4%

4.7%

53%

56%

59%

60%

4.5%

4.5%

4.6%

4.7%

54%

56%

58%

57%

2.2%

2.4%

2.6%

2.9%

51%

52%

52%

54%

Average
Other
AWK

American Water Works

Buy

$60.15

Securities, LLC.

1.34

1.46

1.56

1.72

Source: Bloomberg, Guggenheim Securities, LLC.
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ANALYST CERTIFICATION
By issuing this research report, each Guggenheim Securities, LLC ("Guggenheim Securities") research analyst whose name appears in this report hereby
certifies that (i) all of the views expressed in this report accurately reflect the research analyst's personal views about any and all of the subject securities or
issuers discussed herein and (ii) no part of the research analyst's compensation was, is, or will be directly or indirectly related to the specific recommendations
or views expressed by the research analyst.

IMPORTANT DISCLOSURES
The research analyst(s) and research associate(s) have received compensation based upon various factors, including quality of research, investor client
feedback, and Guggenheim Securities, LLC's overall revenues, which includes investment banking revenues.
Please refer to this website for company-specific disclosures referenced in this report: https://guggenheimsecurities.bluematrix.com/sellside/
Disclosures.action. Disclosure information is also available from Compliance, 330 Madison Avenue, New York, NY 10017.

RATING DEFINITIONS
BUY (B) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of 10% or more within a 12-month period.
NEUTRAL (N) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of plus 10% or minus 10% within a 12-month period.
No price target is assigned.
SELL (S) - Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 10% or more within a 12-month period.
NR - The investment rating and price target have been temporarily suspended. Such suspensions are in compliance with applicable regulations and/or
Guggenheim Securities, LLC policies.
CS - Coverage Suspended. Guggenheim Securities, LLC has suspended coverage of this company.
NC - Not covered. Guggenheim Securities, LLC does not cover this company.
Restricted - Describes issuers where, in conjunction with Guggenheim Securities, LLC engagement in certain transactions, company policy or applicable
securities regulations prohibit certain types of communications, including investment recommendations.
Monitor - Describes stocks whose company fundamentals and financials are being monitored, and for which no financial projections or opinions on the
investment merits of the company are provided.
Guggenheim Securities, LLC methodology for assigning ratings may include the following: market capitalization, maturity, growth/value, volatility and expected
total return over the next 12 months. The price targets are based on several methodologies, which may include, but are not restricted to, analyses of market
risk, growth rate, revenue stream, discounted cash flow (DCF), EBITDA, EPS, cash flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth, P/CF, P/
FCF, premium (discount)/average group EV/EBITDA, premium (discount)/average group P/E, sum of the parts, net asset value, dividend returns, and return
on equity (ROE) over the next 12 months.
Prior to 12/8/14, Guggenheim Securities, LLC’s BUY, NEUTRAL, and SELL ratings definitions were as follows (no other ratings definitions were changed):
BUY (B) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of 15% or more within a 12-month period.
NEUTRAL (N) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of plus 15% or minus 15% within a 12-month period.
SELL (S) - Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 15% or more within a 12-month period.

RATINGS DISTRIBUTIONS FOR GUGGENHEIM SECURITIES:
IB Serv./ Past 12Mos.
Rating Category

Count

Percent

Count

Percent

Buy

171

60.85%

34

19.88%

Neutral

110

39.15%

3

2.73%

Sell

0

0.00%

0

0.00%

OTHER DISCLOSURES
This research is for our clients and prospective clients only. Other than disclosures relating to Guggenheim Securities and its affiliates, this research is based
on current public information that we consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. We seek to
update our research as appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a periodic basis,
the large majority of reports are published at irregular intervals as appropriate in the research analyst's judgment. Guggenheim Securities conducts a fullservice, integrated investment banking and brokerage business, and one or more of its affiliates conduct an investment management business. Guggenheim
Securities is a member of SIPC (http://www.sipc.org). Our salespeople, traders, and other professionals may provide oral or written market commentary or
trading strategies to our clients and our employees trading for our own account that reflect opinions that are contrary to the opinions expressed in this research.
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Guggenheim Securities or certain of its affiliates conducts an investment management business, trades for its own account, and conducts an investment
business, and may make investment decisions that are inconsistent with the recommendations or views expressed in this research.
We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from time to time have long or short positions in, act as
principal in, and buy or sell, the securities or derivatives, if any, referred to in this research. We and our affiliates also may sell to or buy from customers on a
principal basis the securities described herein. We and our affiliates also do business with, or that relates to, companies covered in Guggenheim Securities’
research, and may have a position in the debt of the company or companies discussed herein.
This research is not an offer to sell or the solicitation of an offer to buy any security. It does not constitute a personal recommendation or take into account
the particular investment objectives, financial situations, or needs of individual clients. Clients should consider whether any advice or recommendation in this
research is suitable for their particular circumstances and, if appropriate, seek professional advice, including tax advice. The price and value of investments
referred to in this research and the income from them may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed,
and a loss of original capital may occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain
investments.
TACTICAL TRADING IDEA DISCLAIMER
Guggenheim Securities, LLC produces "Tactical Trade Ideas" that identify short-term, catalyst-driven trading opportunities impacting companies within the
Firm’s coverage universe. Tactical Trade Ideas may exist on companies in this report and may be contrary to the analyst’s published rating.
Copyright © 2016 by Guggenheim Securities, LLC, ("Guggenheim") a FINRA registered broker-dealer. All rights reserved. The contents of this report are
based upon information or are obtained from sources that Guggenheim generally considers reliable, but Guggenheim makes no representations or warranties
with respect to their accuracy, completeness, timeliness, suitability or otherwise, and assumes no responsibility to update them for subsequent events or
knowledge. Guggenheim is not responsible for your use of this information.
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D – FERC defends Cove Point approval
MISO/EXC – IL AG wants refunds from MISO auction
DUK – Residents join environmental groups, publish list of coal ash demands for
Duke and NC
D – Customers prepared to file suit against VA rate freeze
ETR – LA Commission approves ETR transmission projects
WR – KS Commission reviews effects of nonbinding renewable standards law
Gas – Natural gas outpaces coal in electric generation in 2015
EPA – Oklahoma Senator demands EPA maintain its ruling that fracking doesn’t
threaten drinking water
D – FERC defends Cove Point approval
• FERC approved D’s Cove Point LNG export terminal in 2014.
• FERC dismissed environmental group’s claim that it did not appropriately
consider environmental impacts before approving the project.
• FERC defended its environmental review and noted that the DOE conducted
a separate environmental review on impacts of gas production and climate
impacts of LNG exports.
Guggenheim takeaway: D is confident FERC’s approval will be upheld in U.S.
Court of Appeals; we assume the project will be complete in 2018.
MISO – IL AG wants refunds from MISO auction
• FERC found that provisions in MISO’s tariff for its capacity auction are no longer
reasonable and need to be revised.
• FERC did not address complaints on the high $150/MW-day clearing price in
zone 4 (was $16.75/MW-day the year before) from the auction in 2015. The
issue will be addressed in a future order.
• The increase in capacity prices had sparked political backlash and complaints
to FERC by IL AG to conduct a formal investigation. The IL AG urged regulators
to deliver relief from last year’s jump.
Guggenheim takeaway: Several stakeholders filed complaints from the results of
MISO’s capacity auction. FERC ordered revisions to MISO’s tariff and also noted
that stakeholders are already exploring revisions to MISO’s capacity auction.
FERC also directed MISO to revise its capacity import limits and reference levels
for the upcoming capacity auction held in April 2017. We highlight that EXC is
looking for MISO’s capacity market reform to fall closer in line with PJM, as it will
be a major factor in its decision on whether to retire Clinton.
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DUK – Residents join environmental groups, publish list of coal ash
demands for Duke and NC
• An environmental group ACT Against Coal Ash released a set of demands that
would include classifying DUK’s coal ash sites as high-priority and having the
utility take responsibility for harm caused by coal ash ponds.
• The environmental group also called for Duke to store coal ash on its property
rather than moving it to other communities.
Guggenheim takeaway: The NC DEQ recently released their proposed
classification of DUK’s coal ash basins; four had been designated high-risk under
the 2014 Coal Ash Management Law, and the remaining sites were deemed low
or intermediate risk. We recently hosted investor meetings with DUK management
that included a tour of the Riverbend coal facility and these recommendations
support our expectation that Coal Ash investment upside would likely be limited
– see here for additional takeaways from our meetings.
D – Customers prepared to file suit against VA rate freeze
• Senate Bill 1349 allows Dominion to freeze its base rates until 2023 unless the
company seeks an emergency increase.
• The Virginia Attorney General criticized the law, claiming that the legislation
could charge customers excessive rates.
• VA Commissioner Dimitri questioned the law’s constitutionality, saying that the
law has stripped the Commission of its proper authority.
• The Virginia Committee for Fair Utility Rates, a group of large industrial
customers, filed papers with regulators indicating intent to appeal with the VA
Supreme Court.
Guggenheim takeaway: D has managed to avoid full-blown ratecases by using
riders for growth CapEx; and the company doesn’t agree with other parties that
argue the utility is over-earning its allowed ROE and deserves a refund. We
don’t believe D will be pulled into a proceeding, as it appears to be working well
with State officials on a path toward CPP compliance, and evaluating investment
requirements that would be required.
ETR – LA Commission approves ETR transmission projects
• The LA PSC approved ETR’s largest transmission project, the $187mm Lake
Charles Transmission project.
• The project will include a 500-kv transmission line, 18 miles of new 230-kV
transmission line, two new substations, and one substation expansion.
• The project is expected to be completed in mid-2018 and will serve more than
800MW of new industrial load in the Lake Charles area by 2019.
• AEP and Duke protested that the transmission project should have been
reviewed through the more formal MTEP process.
• The LA PSC also approved ETR’s $57mm Louisiana Economic Transmission
Project to reduce congestion.
Guggenheim takeaway: ETR’s out-of-cycle request for its Lake Charles
Transmission Projects was needed to meet the needs of major industrial projects
that will come online in the area. These projects were not made known to ETR
LA before its load forecast was submitted to MISO, according to ETR. We believe
ETR will continue to benefit from industrial load growth in the region by building
new gas-fired generation and transmission lines.
GUGGENHEIM SECURITIES, LLC
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WR – KS Commission reviews effects of nonbinding renewable standards
law
• The KS Commission is reviewing the 2015 law that made the 2009 requirement
for utilities to purchase 20% of their electricity from renewable sources by 2020
into a voluntary target.
• KS lawmakers repealed portions of the Renewable Energy Standards Act
established in 2009 that directed the Commission to establish reporting and
enforcement mechanisms.
• Utilities are still allowed to recover reasonable costs incurred to meet the
renewable target.
• The KS commission on January 5 ordered staff to file a report recommending
a course of action to evaluate the impact of making the law voluntary.
Guggenheim takeaway: While the renewable energy targets for utilities are now
voluntary, we believe WR is already surpassing its targets by installing over 1,700
MW of wind generation. We believe WR’s decision to own wind plants is for
economic benefits, given that the PTC has been extended, and is also a hedge
to CPP compliance. WR’s renewable mix will be 14% in 2016, and we expect that
percentage to increase with wind coming online. See our note for more details on
WR’s wind investment strategy.
Gas – Natural gas outpaces coal in electric generation in 2015
• American Petroleum Institute President and CEO Jack Gerard noted in his
keynote speech that “in 2015 there were several months in which natural gas
produced more electricity than any other fuel for the first time in U.S. history.”
• The speech also noted that in the first 10 months of 2015, natural gas outpaced
coal for five of the ten months.
• Gerard also claimed that natural goes does not reduce “opportunity for wind and
solar power,” it “provides the reliable base load power necessary to integrate
those intermittent sources."
Guggenheim takeaway: As we highlight in our research, we believe the outlook
for coal is bleak and for the coal retirement path to continue if not accelerate. Even
with our estimated ~71GW of coal retiring, we don’t anticipate enough demand
pull to materially influence natural gas prices given oversupply. Assuming the
coal retirement path continues, we believe coal as a % of power generation will
decrease from 46% to 30% by the end of the decade, and natural gas to increase
from 23% to 38%. See our 2016 outlook for more details.
EPA – Oklahoma Senator demands EPA maintain its ruling that fracking
doesn’t threaten drinking water
• Senate Environment and Public Works Committee head Sen. James Inhofe
demanded that the EPA leave intact its original conclusion that fracking does
not systematically threaten the nation’s drinking water.
• Inhofe contests with Democratic lawmakers wanting to bring fracking under
federal control by amending the Safe Water Drinking Act.
• The board recommended that the EPA add to its study improvements the
industry has made in well design, well casing, and green completions.
Guggenheim takeaway: We believe the supply of natural gas will continue to
grow, regardless of litigation against hydraulic fracking. Depending on renewable
penetration, we estimate ~3.5-6.0 bcf/d of incremental gas demand when all
~71GW of coal retirements are completed.
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Key Research
1. Guggenheim's Power & Utilities 2016 Outlook: Liking Utilities but Choose
Wisely with a Return to Stock Picking
2. AEP - BUY - Our Best Idea; Premium Utility Emerging from PPA Noise Stronger,
More Regulated, and Ready to Grow
3. PNW - NEUTRAL - Management Meeting Takeaways: Rate Design; Solar
Remains in Forefront; Potentially Higher CAPEX Outlook
4. GXP - BUY - Mgmt Meeting Takeaways: It’s About Navigating MO Energy
Policy – Unified and on a Better Footing
5. FE - Upgrading to BUY - The Buckeye State Now Fully Investable
6. FE – NEUTRAL – PPA Settlement Forthcoming – Procedural Delay Strong
Signal Inflection Point Nearing
7. EEI Full Recap
8. EIX – NEUTRAL – Quick Take on Revised ALJ Proposal
9. Power Breakfast: Guggenheim-Hosted Utility Commissioner Meetings
10. DUK - BUY - PNY Acquisition: Short-Term Pain for Longer-Term Gain? Devil
Is in the Details
11. PPL - BUY - Mgmt Meeting Takeaways: Underappreciated, Misunderstood;
Discount Good Entry Point; Strategic Moves Could Evolve
12. 3Q Utility Earnings Sneak Peek: EEI Edition
13. NEE - BUY - Constructive Outlook on FL: Strategic Decisions, Less
Contentious Rate Case & More Renewables Expected
14. EXC - BUY - Merger Approval Moving Past Ideology? Parties at the Table,
Enhanced Commitments Could Sway DC Commission
15. DTE - BUY - Management Meeting Takeaways: Reinforced Stance; Midstream
Activities Support Above-Average Growth
16. EXC - Upgrading to BUY- ExGen Now a Free Call Option on Gas, Valuation
Cannot Be Ignored with Recent Sell-Off
17. PEG - BUY - Management Meeting Takeaways: Constructive Meetings—Solid
Regulated Growth, Making Some Moves in Power
18. FE - NEUTRAL - Quick Take: PUCO Staff Submits PPA Positions, Start of a
Settlement Conversation
19. Rising Rates? No Problem – Still Like Utilities, But Now Be More Selective
Given Recent Performance
20. More Uplifting Data Points for AEP and FE
21. Coming Back from Ohio a Buckeye Fan: Upgrading AEP to BUY, FE Nearing
Inflection
22. SO - NEUTRAL - Now Making the Correct Call on Gas? Great Call – We View
Acquiring AGL as Best Strategic Move in Years
23. Evolving Economics of Power & Alternative Energy: Balance of “Power"
Continues to Shift Toward Gas and Renewables
24. EPA Clean Power Plan: Much Ado About Everything
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Links: Guggenheim's Comp Sheet, Forward Commodity Curves for Power
and Utility Modeling
Keys Events Calendar
Date
Ongoing

Ticker Event / Proceeding
AEP

Utility

State

PPA evidentiary hearings

OH

Earliest Day Supreme Court
could issues opinion on DR

01/11

Docket
14-1693-EL-RDR

Description
Proposed settlement regarding PPAs for
Ohio power plants

FERC v. Electric Power
Supply Association

Deadline for criminal prosecutors
to produce evidence supporting Pacific Gas & Electric Company
fines

CA

ES

Northern Pass public information
session (Franklin)

NH

01/13

ES

Northern Pass public information
session (Londonderry)

NH

01/13

DTE

MI House of Representative
legislation session begins

MI

01/14

ES

Northern Pass public information
session (Laconia)

NH

01/14

FE

Evidentiary hearings begin

Ohio Edison Company, Cleveland Electric
Illuminating Company, Toledo Edison Company

OH

14-1297-EL-SSO

01/14

ETR

Open meetings for DCRF rider

ETI

AR

Docket No. 45083

Rider increase reflects incremental
distribution investment

01/19

ETR

Indian Point CZM

NY

APL-2015-00152

CZM Case ETR respondent brief due

01/19

ETR

Hearing

AR

APSC Docket 15-015-U

01/20

ES

Northern Pass public information
session (Coos County)

NH

01/21

ES

Northern Pass public information
session (Lincoln)

NH

01/25

EIX

Next date for potential decision
Southern California Edison
regarding the SONGS settlement

CA

01/26

SO

Intervenor testimony regarding
GAS acquisition expected to be
filed in Maryland

MD

01/28

ES

Responses due for 3-state RFP
in New England

01/28

ED

PSC technical conference on
earnings impact mechanisms
and related items

Consolidated Edison Company of New York
Orange & Rockland

NY

14

01/31

PCG

GT&S rate case decision
expected in January 2016

Pacific Gas & Electric Company

CA

A.13-12-012

02/05

ES

Deadline to file motion to
interene in Northern Pass
proceedings

NH

02/16

ETR

Indian Point Coastal Zone
Management (CZM)

NY

01/11

PCG

01/11

PCG

Trial scheduled for PG&E
criminal case

The NH Site Evaluation Committee
scheduled 5 information sessions on
Northern Pass as it begins its review
The NH Site Evaluation Committee
scheduled 5 information sessions on
Northern Pass as it begins its review
House will work on passing bill for energy
legislation reform - to be reconciled with
Senate
The NH Site Evaluation Committee
scheduled 5 information sessions on
Northern Pass as it begins its review

Hearing begins, ends 1/22
The NH Site Evaluation Committee
scheduled 5 information sessions on
Northern Pass as it begins its review
The NH Site Evaluation Committee
scheduled 5 information sessions on
Northern Pass as it begins its review

I.12 10 013

Consideration of re-opening the
SONGS settlement
MD PSC consideration of SO's proposed
acquisition of GAS
Three-state RFP for clean energy

Supreme Court argument for
CPV Maryland, LLC v. PPL
EnergyPlus, LLC

02/24
03/08

EAI

Criminal case against PG&E related to
the San Bruno explosion

APL-2015-00152
Docket No. 14-623

Pacific Gas & Electric Company

GUGGENHEIM SECURITIES, LLC
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CA

REV technical conference to discuss
Earnings Impact Mechanisms (EIMs), as
well as other topics
Procedural schedule estimates a decision
regarding GT&S revenue requirement in
January 2016
The NH Site Evaluation Committee set a
deadline for anyone wishing to intervene
to file a motion with the commission.
CZM Case NYS reply brief due
Whether state-directed contracts for new
generation build infringes on FERC
jurisdiction on wholesale rates
Criminal case against PG&E related to
the San Bruno explosion

See pages 8 - 9 for analyst certification and important disclosures.

Page 5

Guggenheim's Power & Utilities Daily

January 8, 2016

Upcoming Corporate Access and Client Events
Client-Hosted
Events

State Utilities
Commissioners
Breakfast

Dates
01/20/16

Where
New York, NY

Guggenheim-hosted
event with various
utility commissioners
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Events and meetings
Commissioner Doug Little, Arizona Corporation Commission
Commissioner Travis Kavulla, Montana Public Service Commission
Commissioner Kristine Raper, Idaho Public Utilities Commission
More commissioners and senior management attendees being
added
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Guggenheim Power & Utilities Comp Sheet (As of 01/07/2016)
Regulateds

Target

Current

Price

Diluted

Ticker

Company

Mkt. Cap
($MM)

Rating

Price(1)

Price

Change

Shares

'15E

EPS - Guggenheim
'16E

'17E

'18E CAGR

'15E

'16E

'17E

'18E CAGR

'15E

'16E

'17E

'18E

'15E

'16E

'17E

'18E

AEP

American Electric Power

28,639

Buy

$62

$58.35

6%

489

3.73

3.73

3.92

4.19

4%

3.73

3.71

3.89

4.16

4%

15.6

15.6

14.9

13.9

15.7

15.7

15.0

14.0

ED

Consolidated Edison, Inc.

19,269

Neutral

$59

$65.72

-10%

294

4.00

4.10

4.17

4.33

3%

4.01

4.07

4.18

4.33

3%

16.4

16.0

15.8

15.2

16.4

16.1

15.7

15.2

D

Dominion Resources, Inc.

40,786

Buy

$76

$68.51

11%

585

3.65

3.84

3.99

4.47

7%

3.66

3.85

4.01

4.53

7%

18.8

17.8

17.2

15.3

18.7

17.8

17.1

15.1

DTE

DTE Energy Company

14,128

Buy

$86

$78.72

9%

177

4.85

4.98

5.27

5.66

5%

4.81

4.96

5.28

5.61

5%

16.2

15.8

14.9

13.9

16.4

15.9

14.9

14.0

DUK

Duke Energy Corporation

49,009

Buy

$76

$71.20

7%

707

4.60

4.64

4.95

5.07

3%

4.59

4.70

4.93

5.23

4%

15.5

15.3

14.4

14.0

15.5

15.2

14.4

13.6

EIX

Edison International

18,992

Neutral

$62

$58.29

6%

329

3.81

3.75

4.04

4.31

4%

3.79

3.74

4.04

4.31

4%

15.3

15.5

14.4

13.5

15.4

15.6

14.4

13.5

ES

Eversource Energy

16,221

Buy

$55

$51.14

8%

317

2.82

2.99

3.19

3.44

7%

2.85

3.03

3.22

3.44

7%

18.1

17.1

16.0

14.9

18.0

16.9

15.9

14.9

GXP

Great Plains Energy Inc.

4,205

Buy

$30

$27.24

10%

154

1.40

1.73

1.87

1.98

12%

1.40

1.76

1.84

1.95

12%

19.5

15.7

14.6

13.8

19.4

15.5

14.8

14.0

NEE

NextEra Energy, Inc.

48,210

Buy

$124

$104.70

18%

440

5.66

6.19

6.60

7.04

8%

5.66

6.16

6.52

6.96

7%

18.5

16.9

15.9

14.9

18.5

17.0

16.1

15.1

PCG

PG&E Corporation

25,729

Neutral

$53

$52.46

1%

470

3.02

3.67

3.69

3.91

9%

3.05

3.72

3.71

3.93

9%

17.4

14.3

14.2

13.4

17.2

14.1

14.1

13.3

PNW

Pinnacle West Capital Corp.

7,146

Neutral

$60

$64.47

-7%

111

3.81

4.02

4.18

4.43

5%

3.79

4.00

4.20

4.35

5%

16.9

16.0

15.4

14.6

17.0

16.1

15.4

14.8

PPL

PPL Corporation

22,532

Buy

$37

$33.54

10%

666

2.21

2.33

2.44

2.57

5%

2.21

2.33

2.41

2.53

5%

15.2

14.4

13.7

13.1

15.2

14.4

13.9

13.2

SO

Southern Company

42,693

Neutral

$43

$46.97

-8%

901

2.87

2.97

3.05

3.18

3%

2.87

2.95

3.08

3.21

4%

16.4

15.8

15.4

14.8

16.3

15.9

15.3

14.6

WR

Westar Energy, Inc.

5,967

Buy

$46

$42.24

9%

133

2.21

2.43

2.54

2.64

6%

2.21

2.45

2.55

2.65

6%

19.1

17.4

16.6

16.0

19.1

17.3

16.5

15.9

TE

TECO Energy, Inc.

6,328

Neutral

$28

$26.90

4%

224

1.09

1.18

1.27

1.35

7%

1.10

1.18

1.28

1.34

7%

24.7

22.8

21.2

19.9

24.5

22.8

20.9

20.1

6%

17.1

16.0

15.2

14.4

17.1

16.0

15.3

14.4

13.1

Average (2)

EPS - Consensus

P/E - Guggenheim

6%

P/E - Consensus

Integrateds
ETR

Entergy Corporation

12,048

Neutral

$69

$67.54

2%

180

5.80

5.01

5.12

5.16

-4%

5.77

5.01

5.02

5.17

-4%

11.6

13.5

13.2

13.1

11.7

13.5

13.5

EXC

Exelon Corporation

25,601

Buy

$31

$27.84

11%

864

2.56

2.53

2.63

2.85

4%

2.51

2.54

2.70

2.88

5%

10.9

11.0

10.6

9.8

11.1

10.9

10.3

9.7

FE

FirstEnergy Corp.

13,114

Buy

$39

$31.00

26%

421

2.71

2.87

2.86

2.91

2%

2.70

2.85

2.65

2.71

0%

11.4

10.8

10.8

10.7

11.5

10.9

11.7

11.4

PEG

Public Service Enterprise Group

19,636

Buy

$41

$38.81

6%

508

2.93

2.97

2.93

3.00

1%

2.93

2.93

2.85

3.00

1%

13.2

13.1

13.2

12.9

13.3

13.3

13.6

12.9

1%

11.8

12.1

12.0

11.6

11.9

12.1

12.3

11.8

7%

22.4

21.0

19.6

18.6

22.6

21.0

19.7

18.5

Average

1%

Other
AWK

American Water Works

10,668

Buy

$66

$59.44

11%

180

2.65

2.83

3.03

3.20

6%

2.63

2.83

3.02

3.21

1. Neutral rated companies do not have price targets; target reflects fair equity value per share estimate.

Source: Bloomberg, Guggenheim Securities, LLC.

2. TE (acquisition pending) excluded from group averages.

Regulateds

Current

Ticker

Company

AEP

Consensus Dividend Per Share

Consensus Dividend Yield

Consensus Dividend Payout

Rating

Price

2015E

2016E

2017E

2018E

2015E

2016E

2017E

2018E

2015E

2016E

2017E

2018E

American Electric Power

Buy

$58.35

2.15

2.26

2.36

2.52

3.7%

3.9%

4.0%

4.3%

58%

61%

61%

61%

ED

Consolidated Edison, Inc.

Neutral

$65.72

2.59

2.64

2.70

2.76

3.9%

4.0%

4.1%

4.2%

65%

65%

65%

64%

D

Dominion Resources, Inc.

Buy

$68.51

2.58

2.77

2.98

3.21

3.8%

4.0%

4.3%

4.7%

71%

72%

74%

71%

DTE

DTE Energy Company

Buy

$78.72

2.83

2.97

3.13

3.37

3.6%

3.8%

4.0%

4.3%

59%

60%

59%

60%

DUK

Duke Energy Corporation

Buy

$71.20

3.26

3.38

3.53

3.71

4.6%

4.7%

5.0%

5.2%

71%

72%

72%

71%

EIX

Edison International

Neutral

$58.29

1.68

1.90

2.10

2.20

2.9%

3.3%

3.6%

3.8%

44%

51%

52%

51%

ES

Eversource Energy

Buy

$51.14

1.68

1.79

1.91

2.00

3.3%

3.5%

3.7%

3.9%

59%

59%

59%

58%

GXP

Great Plains Energy Inc.

Buy

$27.24

1.01

1.09

1.16

1.22

3.7%

4.0%

4.3%

4.5%

72%

62%

63%

63%

NEE

NextEra Energy, Inc.

Buy

$104.70

3.07

3.47

3.93

4.48

2.9%

3.3%

3.7%

4.3%

54%

56%

60%

64%

PCG

PG&E Corporation

Neutral

$52.46

1.83

1.93

2.06

2.21

3.5%

3.7%

3.9%

4.2%

60%

52%

55%

56%

PNW

Pinnacle West Capital Corp.

Neutral

$64.47

2.41

2.53

2.66

2.79

3.7%

3.9%

4.1%

4.3%

64%

63%

63%

64%

PPL

PPL Corporation

Buy

$33.54

1.50

1.53

1.57

1.64

4.5%

4.6%

4.7%

4.9%

68%

66%

65%

65%

SO

Southern Company

Neutral

$46.97

2.16

2.23

2.31

2.41

4.6%

4.7%

4.9%

5.1%

75%

75%

75%

75%

WR

Westar Energy, Inc.

Buy

$42.24

1.44

1.51

1.60

1.65

3.4%

3.6%

3.8%

3.9%

65%

62%

63%

62%

TE

TECO Energy, Inc.

Neutral

$26.90

0.90

0.92

0.95

0.96

3.3%

3.4%

3.5%

3.6%

82%

78%

74%

72%

3.7%

3.9%

4.1%

4.3%

64%

64%

64%

64%

Average
Integrateds
ETR

Entergy Corporation

Neutral

$67.54

3.34

3.42

3.49

3.60

4.9%

5.1%

5.2%

5.3%

58%

68%

70%

70%

EXC

Exelon Corporation

Buy

$27.84

1.24

1.25

1.25

1.25

4.5%

4.5%

4.5%

4.5%

49%

49%

46%

43%

FE

FirstEnergy Corp.

Buy

$31.00

1.44

1.44

1.45

1.44

4.6%

4.7%

4.7%

4.6%

53%

51%

55%

53%

PEG

Public Service Enterprise Group

Buy

$38.81

1.56

1.62

1.69

1.81

4.0%

4.2%

4.4%

4.7%

53%

56%

59%

60%

4.5%

4.6%

4.7%

4.8%

53%

56%

58%

57%

2.3%

2.5%

2.6%

2.9%

51%

52%

52%

54%

Average
Other
AWK

American Water Works

Buy

$59.44

urities, LLC.

1.34

1.46

1.56

1.72

Source: Bloomberg, Guggenheim Securities, LLC.
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ANALYST CERTIFICATION
By issuing this research report, each Guggenheim Securities, LLC ("Guggenheim Securities") research analyst whose name appears in this report hereby
certifies that (i) all of the views expressed in this report accurately reflect the research analyst's personal views about any and all of the subject securities or
issuers discussed herein and (ii) no part of the research analyst's compensation was, is, or will be directly or indirectly related to the specific recommendations
or views expressed by the research analyst.

IMPORTANT DISCLOSURES
The research analyst(s) and research associate(s) have received compensation based upon various factors, including quality of research, investor client
feedback, and Guggenheim Securities, LLC's overall revenues, which includes investment banking revenues.
Please refer to this website for company-specific disclosures referenced in this report: https://guggenheimsecurities.bluematrix.com/sellside/
Disclosures.action. Disclosure information is also available from Compliance, 330 Madison Avenue, New York, NY 10017.

RATING DEFINITIONS
BUY (B) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of 10% or more within a 12-month period.
NEUTRAL (N) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of plus 10% or minus 10% within a 12-month period.
No price target is assigned.
SELL (S) - Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 10% or more within a 12-month period.
NR - The investment rating and price target have been temporarily suspended. Such suspensions are in compliance with applicable regulations and/or
Guggenheim Securities, LLC policies.
CS - Coverage Suspended. Guggenheim Securities, LLC has suspended coverage of this company.
NC - Not covered. Guggenheim Securities, LLC does not cover this company.
Restricted - Describes issuers where, in conjunction with Guggenheim Securities, LLC engagement in certain transactions, company policy or applicable
securities regulations prohibit certain types of communications, including investment recommendations.
Monitor - Describes stocks whose company fundamentals and financials are being monitored, and for which no financial projections or opinions on the
investment merits of the company are provided.
Guggenheim Securities, LLC methodology for assigning ratings may include the following: market capitalization, maturity, growth/value, volatility and expected
total return over the next 12 months. The price targets are based on several methodologies, which may include, but are not restricted to, analyses of market
risk, growth rate, revenue stream, discounted cash flow (DCF), EBITDA, EPS, cash flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth, P/CF, P/
FCF, premium (discount)/average group EV/EBITDA, premium (discount)/average group P/E, sum of the parts, net asset value, dividend returns, and return
on equity (ROE) over the next 12 months.
Prior to 12/8/14, Guggenheim Securities, LLC’s BUY, NEUTRAL, and SELL ratings definitions were as follows (no other ratings definitions were changed):
BUY (B) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of 15% or more within a 12-month period.
NEUTRAL (N) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of plus 15% or minus 15% within a 12-month period.
SELL (S) - Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 15% or more within a 12-month period.

RATINGS DISTRIBUTIONS FOR GUGGENHEIM SECURITIES:
IB Serv./ Past 12Mos.
Rating Category

Count

Percent

Count

Percent

Buy

171

60.85%

34

19.88%

Neutral

110

39.15%

3

2.73%

Sell

0

0.00%

0

0.00%

OTHER DISCLOSURES
This research is for our clients and prospective clients only. Other than disclosures relating to Guggenheim Securities and its affiliates, this research is based
on current public information that we consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. We seek to
update our research as appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a periodic basis,
the large majority of reports are published at irregular intervals as appropriate in the research analyst's judgment. Guggenheim Securities conducts a fullservice, integrated investment banking and brokerage business, and one or more of its affiliates conduct an investment management business. Guggenheim
Securities is a member of SIPC (http://www.sipc.org). Our salespeople, traders, and other professionals may provide oral or written market commentary or
trading strategies to our clients and our employees trading for our own account that reflect opinions that are contrary to the opinions expressed in this research.
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Guggenheim Securities or certain of its affiliates conducts an investment management business, trades for its own account, and conducts an investment
business, and may make investment decisions that are inconsistent with the recommendations or views expressed in this research.
We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from time to time have long or short positions in, act as
principal in, and buy or sell, the securities or derivatives, if any, referred to in this research. We and our affiliates also may sell to or buy from customers on a
principal basis the securities described herein. We and our affiliates also do business with, or that relates to, companies covered in Guggenheim Securities’
research, and may have a position in the debt of the company or companies discussed herein.
This research is not an offer to sell or the solicitation of an offer to buy any security. It does not constitute a personal recommendation or take into account
the particular investment objectives, financial situations, or needs of individual clients. Clients should consider whether any advice or recommendation in this
research is suitable for their particular circumstances and, if appropriate, seek professional advice, including tax advice. The price and value of investments
referred to in this research and the income from them may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed,
and a loss of original capital may occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain
investments.
TACTICAL TRADING IDEA DISCLAIMER
Guggenheim Securities, LLC produces "Tactical Trade Ideas" that identify short-term, catalyst-driven trading opportunities impacting companies within the
Firm’s coverage universe. Tactical Trade Ideas may exist on companies in this report and may be contrary to the analyst’s published rating.
Copyright © 2016 by Guggenheim Securities, LLC, ("Guggenheim") a FINRA registered broker-dealer. All rights reserved. The contents of this report are
based upon information or are obtained from sources that Guggenheim generally considers reliable, but Guggenheim makes no representations or warranties
with respect to their accuracy, completeness, timeliness, suitability or otherwise, and assumes no responsibility to update them for subsequent events or
knowledge. Guggenheim is not responsible for your use of this information.
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EXC – MD court upholds Commission’s approval of merger
FE - Residents oppose proposed coal ash disposal site for Bruce Mansfield
FE - OH Commission will hear complaints against 2014 polar vortex pass-through
charges
DTE – Engineers recommend pipeline should be away from water sources
NEE – HI PUC Chairman doesn’t appreciate last minute filings from NEE,
questions their intentions
D/DUK – State water board will hear coal ash plans from D
ISO-NE/EXC – FERC denies rehearing on ISO-NE new entry pricing
NEE – FERC denies incentive ROE for CA transmission projects
EXC – MD court upholds Commission’s approval of merger
• The MD circuit court upheld the MD PSC’s decision to approve EXC’s
acquisition of POM (NC, $25.75) and denied an appeal from the Office of the
People’s Council.
• The petitioners had the support of MD Attorney General Brian Frosh who filed
a friend of the court brief asking that the decision be reconsidered.
• The court ruled that the MD commission properly considered issues brought
up by the appealing party in their decision to approve the merger.
• The DC PSC is expected to make a decision on the settlement proposal in 1Q
2016.
Guggenheim takeaway: As we highlighted in our research, we did not believe
there would be minimal headwinds from the challenge against MD Commission’s
decision. Approval from the DC Commission is the final step in closing the deal.
With respect to the process going forward after the record closes, we believe
a decision will come from the DC Commission in 1Q16. The question remains
whether the settlement will sway two of the three Commissioners for majority
approval. We expect this deal will close.
FE- Residents oppose proposed coal ash disposal site for Bruce Mansfield
• One proposed coal ash disposal site for Bruce Mansfield is in Fayette County,
PA.
• Residents oppose this new site during the public comment period held by the
Department of Environmental Protection for a water discharge permit for the
site.
• PA has ordered the Little Blue Run impoundment, the largest coal ash landfill
in the country, to be closed by Dec. 31, 2016.
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• Another method of waste disposal is to use coal combustions residual materials
(CCR) for closure and reclamation of legacy coal mines. FE would need a
beneficial reuse permit” from the state DEP.
Guggenheim takeaway: Bruce Mansfield will continue to operate given savings
from coal contracts and FE’s Cash Flow Improvement Plan. Although the Little
Blue Run coal ash landfill site is set to close, FE is looking for alternative options
to dispose of the plant’s coal ash.
FE - OH Commission will hear complaints against 2014 polar vortex passthrough charges
• The OH Commission (PUCO) will hear a complaint against FE’s competitive
business over its pass-through charges during the 2014 winter polar vortex.
• FES stated that PUCO does not have jurisdiction over these charges as it is a
“pure contract claim, which is the jurisdiction of Ohio courts.”
• PUCO claims that their “expertise is necessary to interpret the regulations and
statutes that govern” these markets.
Guggenheim takeaway: The extra charges during the polar vortex in 2014 were
charges imposed by PJM. In a similar case, PUCO ruled in November 2015 that,
all in all, competitive retail electric service contracts, “fixed should mean fixed.” We
believe PUCO’s ruling on these charges could be a negative if FE has to refund
its pass-through charges.
DTE – Engineer recommends pipeline should be away from water sources
• A sanitary engineer of Sandusky County posted his concern for the pipeline’s
proximity to water wells to FERC.
• DTE is currently accepting public comment on the path for NEXUS pipeline and
has filed a formal application to FERC.
• The pipeline would run through Ohio counties and pass close to public water
wells in Fremont County.
• NEXUS submitted its FERC application for the ~255 mile, 1.5 Bcf/day pipeline
requesting that a decision be made before 4Q 2016 so that construction could
being in early 2017.
Guggenheim takeaway: We continue to note in our research that we believe
NEXUS will be built according to plan and DTE has been accepting public
comment on the route, and is expected to be completed in 2018. After the line
is built, upsizing to 2.0bcf/day will likely be driven by increases in volume from
additional Utica shale gas producers, as well as markets along the Ohio path, in
our view.
NEE – HI PUC Chairman doesn’t appreciate last minute filings from NEE,
questions their intentions
• Local media reports more tension growing between NEE and Hawaii State
regulators regarding their proposed acquisition of HE (NC, $28.78); highlighting
an opinion attached to recent rulings by the PUC Chairman.
• The Chairman suggests NEE is making it difficult for parties to participate in the
proceeding with last minute changes to terms of the transaction, and expresses
concern with NEE’s disregard of commission orders.
• As a reminder, NEE reached an agreement with the Department of Defense
that would have them withdraw intervenors from NEE’s following more specific
commitments to develop renewables from NEE; the commission accepted
NEE’s additional commitments, however they would not allow the DOD to
withdraw.
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Guggenheim takeaway: We have continuously highlighted our diminishing
confidence in this transaction closing, even as NEE managed to win over some
stakeholders such as the DOD; efforts to appease local opponents only bring
more criticism and the clock is still ticking. The merger agreement includes a
regulatory approval clause that expires in June, and NEE will likely pay the $90mm
break-up fee and walk away, in our view; they could always walk away sooner,
but management is likely honoring their agreement through June.
D/DUK – D’s coal-ash plans to go before VA water board
• As part of an effort to seal a Virginia coal ash pond (and an EPA mandate), D
proposed a plan that would drain water into a nearby creek after it has been
treated to remove pollutants.
• The plan brought opposition from environmental advocates, some alleging
D was already discharging contaminated water and calling for a federal
investigation.
• D emphasizes they are focused on closing ash-ponds as quickly as possible;
they noted the instance concerning contamination was referring to a storm drain
intended to divert water.
• Virginia’s State Water Control Board is considering the approach and could
make a decision when they convene on Thursday this week.
Guggenheim takeaway: Handling coal-ash is a delicate task, considering the
environmental interest and regulatory scrutiny that come with, but we believe D
and DUK are well-equipped to manage; potential investment upside is limited in
our view. Focus has mainly been on DUK’s coal ash strategy in NC thus far, but
we expect interest will grow as plans are put forward. We recently hosted investor
meetings with DUK management that included a tour of the Riverbend coal facility
– see here for additional takeaways from our meetings.
ISO-NE/EXC – FERC denies rehearing on ISO-NE new entry pricing
• FERC reaffirmed the zero-price offer requirement for new resources in ISONE’s capacity auction.
• ISO-NE allows for new resources to lock in capacity prices for six subsequent
delivery years by offering as a price-taker with a price of zero.
• EXC argued that the rule creates two-tiered pricing in that existing resources
could receive lower capacity payments than the new resources if capacity
prices fall in future auctions.
• FERC noted that locking in capacity prices for new resource may “result in
lower cpacaity clearing prices” but that it was a “reasonable balance between
incenting new entry and protecting customers from high prices.”
• ISO-NE’s next capacity auction (FCA 10) is scheduled for Feb. 8.
Guggenheim takeaway: FERC notes that the zero bid offer is an appropriate rule
for ISO-NE to incent new generation build. In a scenario where new generators
bid higher than zero in subsequent options could raise costs according to FERC.
The zero-offer price requirement stands for the upcoming capacity auction.
NEE – FERC denies incentive ROE for CA transmission projects
• FERC denied NEE’s request for a transmission incentive ROE under section
219 that would close the gap between their formula rate and a 10% ROE, if the
base ROE is determined to be less than 10%.
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• NEE filed the request in July 2015 along with other proposals related to
participating in a transmission-owner tariff and implementation protocols for the
CA ISO to calculate revenue requirement.
• The commission accepted and suspended NEE’s proposal for the
transmission-owner tariff to become effective, subject to refund.
• The order is subject to re-hearing and FERC has established a procedural
schedule regarding the proposed ROE.
Guggenheim takeaway: The matter is still subject to re-hearing so not yet clear
how it will ultimately play out. NEE made binding cost commitments to win the
bid for the projects, which would also be the first projects their NEET West
affiliate could construct and put into service. NEE established NEET West to
develop transmission in CA and participate in the CA ISO; the affiliate was recently
awarded the Suncrest Reactive Power Project and a substation project in CA.
While NEE is a well-established project developer, their affiliate is seeking a return
commensurate with the development risk and as well as the potential for unrecoverable costs.
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Key Research
1. Guggenheim's Power & Utilities 2016 Outlook: Liking Utilities but Choose
Wisely with a Return to Stock Picking
2. AEP - BUY - Our Best Idea; Premium Utility Emerging from PPA Noise Stronger,
More Regulated, and Ready to Grow
3. PNW - NEUTRAL - Management Meeting Takeaways: Rate Design; Solar
Remains in Forefront; Potentially Higher CAPEX Outlook
4. GXP - BUY - Mgmt Meeting Takeaways: It’s About Navigating MO Energy
Policy – Unified and on a Better Footing
5. FE - Upgrading to BUY - The Buckeye State Now Fully Investable
6. FE – NEUTRAL – PPA Settlement Forthcoming – Procedural Delay Strong
Signal Inflection Point Nearing
7. EEI Full Recap
8. EIX – NEUTRAL – Quick Take on Revised ALJ Proposal
9. Power Breakfast: Guggenheim-Hosted Utility Commissioner Meetings
10. DUK - BUY - PNY Acquisition: Short-Term Pain for Longer-Term Gain? Devil
Is in the Details
11. PPL - BUY - Mgmt Meeting Takeaways: Underappreciated, Misunderstood;
Discount Good Entry Point; Strategic Moves Could Evolve
12. 3Q Utility Earnings Sneak Peek: EEI Edition
13. NEE - BUY - Constructive Outlook on FL: Strategic Decisions, Less
Contentious Rate Case & More Renewables Expected
14. EXC - BUY - Merger Approval Moving Past Ideology? Parties at the Table,
Enhanced Commitments Could Sway DC Commission
15. DTE - BUY - Management Meeting Takeaways: Reinforced Stance; Midstream
Activities Support Above-Average Growth
16. EXC - Upgrading to BUY- ExGen Now a Free Call Option on Gas, Valuation
Cannot Be Ignored with Recent Sell-Off
17. PEG - BUY - Management Meeting Takeaways: Constructive Meetings—Solid
Regulated Growth, Making Some Moves in Power
18. FE - NEUTRAL - Quick Take: PUCO Staff Submits PPA Positions, Start of a
Settlement Conversation
19. Rising Rates? No Problem – Still Like Utilities, But Now Be More Selective
Given Recent Performance
20. More Uplifting Data Points for AEP and FE
21. Coming Back from Ohio a Buckeye Fan: Upgrading AEP to BUY, FE Nearing
Inflection
22. SO - NEUTRAL - Now Making the Correct Call on Gas? Great Call – We View
Acquiring AGL as Best Strategic Move in Years
23. Evolving Economics of Power & Alternative Energy: Balance of “Power"
Continues to Shift Toward Gas and Renewables
24. EPA Clean Power Plan: Much Ado About Everything
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Links: Guggenheim's Comp Sheet, Forward Commodity Curves for Power
and Utility Modeling
Keys Events Calendar
Date
Ongoing

Ticker Event / Proceeding
AEP

Utility

State

PPA evidentiary hearings

OH

Earliest Day Supreme Court
could issues opinion on DR

01/11

Docket
14-1693-EL-RDR

Description
Proposed settlement regarding PPAs for
Ohio power plants

FERC v. Electric Power
Supply Association

Deadline for criminal prosecutors
to produce evidence supporting Pacific Gas & Electric Company
fines

CA

ES

Northern Pass public information
session (Franklin)

NH

01/13

ES

Northern Pass public information
session (Londonderry)

NH

01/13

DTE

MI House of Representative
legislation session begins

MI

01/14

ES

Northern Pass public information
session (Laconia)

NH

01/14

FE

Evidentiary hearings begin

Ohio Edison Company, Cleveland Electric
Illuminating Company, Toledo Edison Company

OH

14-1297-EL-SSO

01/14

ETR

Open meetings for DCRF rider

ETI

AR

Docket No. 45083

Rider increase reflects incremental
distribution investment

01/19

ETR

Indian Point CZM

NY

APL-2015-00152

CZM Case ETR respondent brief due

01/19

ETR

Hearing

AR

APSC Docket 15-015-U

01/20

ES

Northern Pass public information
session (Coos County)

NH

01/21

ES

Northern Pass public information
session (Lincoln)

NH

01/25

EIX

Next date for potential decision
Southern California Edison
regarding the SONGS settlement

CA

01/26

SO

Intervenor testimony regarding
GAS acquisition expected to be
filed in Maryland

MD

01/28

ES

Responses due for 3-state RFP
in New England

01/28

ED

PSC technical conference on
earnings impact mechanisms
and related items

Consolidated Edison Company of New York
Orange & Rockland

NY

14

01/31

PCG

GT&S rate case decision
expected in January 2016

Pacific Gas & Electric Company

CA

A.13-12-012

02/05

ES

Deadline to file motion to
interene in Northern Pass
proceedings

NH

02/16

ETR

Indian Point Coastal Zone
Management (CZM)

NY

01/11

PCG

01/11

PCG

Trial scheduled for PG&E
criminal case

The NH Site Evaluation Committee
scheduled 5 information sessions on
Northern Pass as it begins its review
The NH Site Evaluation Committee
scheduled 5 information sessions on
Northern Pass as it begins its review
House will work on passing bill for energy
legislation reform - to be reconciled with
Senate
The NH Site Evaluation Committee
scheduled 5 information sessions on
Northern Pass as it begins its review

Hearing begins, ends 1/22
The NH Site Evaluation Committee
scheduled 5 information sessions on
Northern Pass as it begins its review
The NH Site Evaluation Committee
scheduled 5 information sessions on
Northern Pass as it begins its review

I.12 10 013

Consideration of re-opening the
SONGS settlement
MD PSC consideration of SO's proposed
acquisition of GAS
Three-state RFP for clean energy

Supreme Court argument for
CPV Maryland, LLC v. PPL
EnergyPlus, LLC

02/24
03/08

EAI

Criminal case against PG&E related to
the San Bruno explosion

APL-2015-00152
Docket No. 14-623

Pacific Gas & Electric Company

GUGGENHEIM SECURITIES, LLC
Provided for the exclusive use of Reid Bergstrom at Exelon on 29-Aug-2017 03:28 PM.

CA

REV technical conference to discuss
Earnings Impact Mechanisms (EIMs), as
well as other topics
Procedural schedule estimates a decision
regarding GT&S revenue requirement in
January 2016
The NH Site Evaluation Committee set a
deadline for anyone wishing to intervene
to file a motion with the commission.
CZM Case NYS reply brief due
Whether state-directed contracts for new
generation build infringes on FERC
jurisdiction on wholesale rates
Criminal case against PG&E related to
the San Bruno explosion
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Upcoming Corporate Access and Client Events
Client-Hosted
Events

State Utilities
Commissioners
Breakfast

Dates
01/20/16

Where
New York, NY

Guggenheim-hosted
event with various
utility commissioners

GUGGENHEIM SECURITIES, LLC
Provided for the exclusive use of Reid Bergstrom at Exelon on 29-Aug-2017 03:28 PM.

Events and meetings
Commissioner Doug Little, Arizona Corporation Commission
Commissioner Travis Kavulla, Montana Public Service Commission
Commissioner Kristine Raper, Idaho Public Utilities Commission
More commissioners and senior management attendees being
added
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Guggenheim Power & Utilities Comp Sheet (As of 01/08/2016)
Regulateds

Mkt. Cap

P/E - Guggenheim

P/E - Consensus

'15E '16E '17E '18E CAGR

'15E '16E '17E '18E CAGR

'15E '16E '17E '18E

'15E '16E '17E '18E

489

3.73 3.73 3.92 4.19

4%

3.73 3.71 3.89 4.16

4%

15.6 15.6 14.9 13.9

15.6 15.7 15.0 14.0

294

4.00 4.10 4.17 4.33

3%

4.01 4.07 4.18 4.33

3%

16.6 16.2 15.9 15.3

16.6 16.3 15.9 15.3

9%

585

3.65 3.84 3.99 4.47

7%

3.66 3.85 4.01 4.53

7%

19.0 18.1 17.4 15.6

19.0 18.1 17.3 15.3

$78.38

10%

177

4.85 4.98 5.27 5.66

5%

4.81 4.96 5.28 5.61

5%

16.2 15.7 14.9 13.8

16.3 15.8 14.8 14.0

$76

$71.04

7%

707

4.60 4.64 4.95 5.07

3%

4.59 4.70 4.93 5.23

4%

15.4 15.3 14.4 14.0

15.5 15.1 14.4 13.6

Neutral

$62

$58.28

6%

329

3.81 3.75 4.04 4.31

4%

3.79 3.74 4.04 4.31

4%

15.3 15.5 14.4 13.5

15.4 15.6 14.4 13.5

16,120

Buy

$55

$50.82

8%

317

2.82 2.99 3.19 3.44

7%

2.85 3.03 3.22 3.44

7%

18.0 17.0 15.9 14.8

17.9 16.8 15.8 14.8

Great Plains Energy Inc.

4,168

Buy

$30

$27.00

11%

154

1.40 1.73 1.87 1.98 12%

1.40 1.76 1.84 1.95 12%

19.3 15.6 14.4 13.6

19.2 15.3 14.7 13.8

NEE

NextEra Energy, Inc.

48,427

Buy

$124

$105.17

18%

440

5.66 6.19 6.60 7.04

8%

5.66 6.16 6.52 6.96

7%

18.6 17.0 15.9 14.9

18.6 17.1 16.1 15.1

PCG

PG&E Corporation

25,533

Neutral

$53

$52.06

2%

470

3.02 3.67 3.69 3.91

9%

3.05 3.72 3.71 3.93

9%

17.2 14.2 14.1 13.3

17.1 14.0 14.0 13.2

PNW

Pinnacle West Capital Corp.

7,097

Neutral

$60

$64.02

-6%

111

3.81 4.02 4.18 4.43

5%

3.79 4.00 4.20 4.35

5%

16.8 15.9 15.3 14.5

16.9 16.0 15.3 14.7

PPL

PPL Corporation

22,431

Buy

$37

$33.39

11%

666

2.21 2.33 2.44 2.57

5%

2.21 2.33 2.41 2.53

5%

15.1 14.3 13.7 13.0

15.1 14.4 13.9 13.2

SO

Southern Company

42,375

Neutral

$43

$46.62

-8%

901

2.87 2.97 3.05 3.18

3%

2.87 2.95 3.08 3.21

4%

16.2 15.7 15.3 14.7

16.2 15.8 15.1 14.5

WR

Westar Energy, Inc.

5,945

Buy

$46

$42.09

9%

133

2.21 2.43 2.54 2.64

6%

2.21 2.45 2.55 2.65

6%

19.0 17.3 16.6 15.9

19.1 17.2 16.5 15.9

TE

TECO Energy, Inc.

6,276

Neutral

$28

$26.68

5%

224

1.09 1.18 1.27 1.35

7%

1.10 1.18 1.28 1.34

7%

24.5 22.6 21.0 19.8

24.3 22.6 20.8 19.9

6%

6%

17.0 16.0 15.2 14.3

17.0 15.9 15.2 14.4

Ticker

Company

($MM)

AEP

American Electric Power

28,595

ED

Consolidated Edison, Inc.

19,477

D

Dominion Resources, Inc.

41,388

DTE

DTE Energy Company

DUK

Target
(1)

Current

Price

Price

Price

Buy

$62

$58.26

6%

Neutral

$59

$66.43

-11%

Buy

$76

$69.52

14,067

Buy

$86

Duke Energy Corporation

48,899

Buy

EIX

Edison International

18,988

ES

Eversource Energy

GXP

Rating

Diluted

Change Shares

EPS - Guggenheim

Average (2)

EPS - Consensus

Integrateds
ETR

Entergy Corporation

12,045

Neutral

$69

$67.52

2%

180

5.80 5.01 5.12 5.16 -4%

5.79 5.00 5.02 5.17 -4%

11.6 13.5 13.2 13.1

11.7 13.5 13.5 13.1

EXC

Exelon Corporation

25,582

Buy

$31

$27.82

11%

864

2.56 2.53 2.63 2.85

4%

2.51 2.54 2.70 2.88

5%

10.9 11.0 10.6

11.1 10.9 10.3

FE

FirstEnergy Corp.

13,364

Buy

$39

$31.59

23%

421

2.71 2.87 2.86 2.91

2%

2.70 2.85 2.65 2.71

0%

11.7 11.0 11.0 10.9

11.7 11.1 11.9 11.7

PEG

Public Service Enterprise Group

19,439

Buy

$41

$38.42

7%

508

2.93 2.97 2.93 3.00

1%

2.93 2.93 2.85 3.00

1%

13.1 12.9 13.1 12.8

13.1 13.1 13.5 12.8

0%

11.8 12.1 12.0 11.6

11.9 12.2 12.3 11.8

7%

22.5 21.1 19.7 18.6

22.7 21.1 19.8 18.6

Average

1%

9.8

9.7

Other
AWK

American Water Works

10,709

Buy

$66

$59.67

11%

180

2.65 2.83 3.03 3.20

6%

2.63 2.83 3.02 3.21

1. Neutral rated companies do not hav e price targets; target reflects fair equity v alue per share estimate.

Source: Bloomberg, Guggenheim Securities, LLC.

2. TE (acquisition pending) ex cluded from group av erages.

Regulateds

Current

Ticker

Company

AEP

Consensus Dividend Per Share

Consensus Dividend Yield

Consensus Dividend Payout

Rating

Price

2015E

2016E

2017E

2018E

2015E

2016E

2017E

2018E

2015E

2016E

2017E

2018E

American Electric Power

Buy

$58.26

2.15

2.26

2.36

2.52

3.7%

3.9%

4.1%

4.3%

58%

61%

61%

61%

ED

Consolidated Edison, Inc.

Neutral

$66.43

2.59

2.64

2.70

2.76

3.9%

4.0%

4.1%

4.2%

65%

65%

65%

64%

D

Dominion Resources, Inc.

Buy

$69.52

2.58

2.77

2.98

3.21

3.7%

4.0%

4.3%

4.6%

71%

72%

74%

71%

DTE

DTE Energy Company

Buy

$78.38

2.83

2.97

3.13

3.37

3.6%

3.8%

4.0%

4.3%

59%

60%

59%

60%

DUK

Duke Energy Corporation

Buy

$71.04

3.26

3.38

3.53

3.71

4.6%

4.8%

5.0%

5.2%

71%

72%

72%

71%

EIX

Edison International

Neutral

$58.28

1.68

1.90

2.10

2.20

2.9%

3.3%

3.6%

3.8%

44%

51%

52%

51%

ES

Eversource Energy

Buy

$50.82

1.68

1.79

1.91

2.00

3.3%

3.5%

3.8%

3.9%

59%

59%

59%

58%

GXP

Great Plains Energy Inc.

Buy

$27.00

1.01

1.09

1.16

1.22

3.7%

4.0%

4.3%

4.5%

72%

62%

63%

63%

NEE

NextEra Energy, Inc.

Buy

$105.17

3.07

3.47

3.93

4.48

2.9%

3.3%

3.7%

4.3%

54%

56%

60%

64%

PCG

PG&E Corporation

Neutral

$52.06

1.83

1.93

2.06

2.21

3.5%

3.7%

4.0%

4.2%

60%

52%

55%

56%

PNW

Pinnacle West Capital Corp.

Neutral

$64.02

2.41

2.53

2.66

2.79

3.8%

4.0%

4.2%

4.4%

64%

63%

63%

64%

PPL

PPL Corporation

Buy

$33.39

1.50

1.53

1.57

1.64

4.5%

4.6%

4.7%

4.9%

68%

66%

65%

65%

SO

Southern Company

Neutral

$46.62

2.16

2.23

2.31

2.41

4.6%

4.8%

4.9%

5.2%

75%

75%

75%

75%

WR

Westar Energy, Inc.

Buy

$42.09

1.44

1.51

1.60

1.65

3.4%

3.6%

3.8%

3.9%

65%

62%

63%

62%

TE

TECO Energy, Inc.

Neutral

$26.68

0.90

0.92

0.95

0.96

3.4%

3.5%

3.5%

3.6%

82%

78%

74%

72%

3.7%

3.9%

4.1%

4.4%

64%

64%

64%

64%

Average
Integrateds
ETR

Entergy Corporation

Neutral

$67.52

3.34

3.43

3.49

3.60

5.0%

5.1%

5.2%

5.3%

58%

69%

70%

70%

EXC

Exelon Corporation

Buy

$27.82

1.24

1.25

1.25

1.25

4.5%

4.5%

4.5%

4.5%

49%

49%

46%

43%

FE

FirstEnergy Corp.

Buy

$31.59

1.44

1.44

1.45

1.44

4.6%

4.6%

4.6%

4.6%

53%

51%

55%

53%

PEG

Public Service Enterprise Group

Buy

$38.42

1.56

1.62

1.69

1.81

4.1%

4.2%

4.4%

4.7%

53%

56%

59%

60%

4.5%

4.6%

4.7%

4.8%

53%

56%

58%

57%

2.2%

2.4%

2.6%

2.9%

51%

50%

52%

54%

Average
Other
AWK

American Water Works

Buy

$59.67

urities, LLC.

1.34

1.42

1.56

1.72

Source: Bloomberg, Guggenheim Securities, LLC.
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ANALYST CERTIFICATION
By issuing this research report, each Guggenheim Securities, LLC ("Guggenheim Securities") research analyst whose name appears in this report hereby
certifies that (i) all of the views expressed in this report accurately reflect the research analyst's personal views about any and all of the subject securities or
issuers discussed herein and (ii) no part of the research analyst's compensation was, is, or will be directly or indirectly related to the specific recommendations
or views expressed by the research analyst.

IMPORTANT DISCLOSURES
The research analyst(s) and research associate(s) have received compensation based upon various factors, including quality of research, investor client
feedback, and Guggenheim Securities, LLC's overall revenues, which includes investment banking revenues.
Guggenheim Securities, LLC or its affiliates expect(s) to receive or intend(s) to seek compensation for investment banking services from Dominion Resources,
Inc., Duke Energy Corporation, Exelon Corporation, FirstEnergy Corp. and NextEra Energy, Inc. in the next 3 months.
Please refer to this website for company-specific disclosures referenced in this report: https://guggenheimsecurities.bluematrix.com/sellside/
Disclosures.action. Disclosure information is also available from Compliance, 330 Madison Avenue, New York, NY 10017.
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RATING DEFINITIONS
BUY (B) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of 10% or more within a 12-month period.
NEUTRAL (N) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of plus 10% or minus 10% within a 12-month period.
No price target is assigned.
SELL (S) - Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 10% or more within a 12-month period.
NR - The investment rating and price target have been temporarily suspended. Such suspensions are in compliance with applicable regulations and/or
Guggenheim Securities, LLC policies.
CS - Coverage Suspended. Guggenheim Securities, LLC has suspended coverage of this company.
NC - Not covered. Guggenheim Securities, LLC does not cover this company.
Restricted - Describes issuers where, in conjunction with Guggenheim Securities, LLC engagement in certain transactions, company policy or applicable
securities regulations prohibit certain types of communications, including investment recommendations.
Monitor - Describes stocks whose company fundamentals and financials are being monitored, and for which no financial projections or opinions on the
investment merits of the company are provided.
Guggenheim Securities, LLC methodology for assigning ratings may include the following: market capitalization, maturity, growth/value, volatility and expected
total return over the next 12 months. The price targets are based on several methodologies, which may include, but are not restricted to, analyses of market
risk, growth rate, revenue stream, discounted cash flow (DCF), EBITDA, EPS, cash flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth, P/CF, P/
FCF, premium (discount)/average group EV/EBITDA, premium (discount)/average group P/E, sum of the parts, net asset value, dividend returns, and return
on equity (ROE) over the next 12 months.
Prior to 12/8/14, Guggenheim Securities, LLC’s BUY, NEUTRAL, and SELL ratings definitions were as follows (no other ratings definitions were changed):
BUY (B) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of 15% or more within a 12-month period.
NEUTRAL (N) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of plus 15% or minus 15% within a 12-month period.
SELL (S) - Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 15% or more within a 12-month period.

RATINGS DISTRIBUTIONS FOR GUGGENHEIM SECURITIES:
IB Serv./ Past 12Mos.
Rating Category

Count

Percent

Count

Percent

Buy

171

60.85%

34

19.88%

Neutral

110

39.15%

3

2.73%

Sell

0

0.00%

0

0.00%

OTHER DISCLOSURES
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This research is for our clients and prospective clients only. Other than disclosures relating to Guggenheim Securities and its affiliates, this research is based
on current public information that we consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. We seek to
update our research as appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a periodic basis,
the large majority of reports are published at irregular intervals as appropriate in the research analyst's judgment. Guggenheim Securities conducts a fullservice, integrated investment banking and brokerage business, and one or more of its affiliates conduct an investment management business. Guggenheim
Securities is a member of SIPC (http://www.sipc.org). Our salespeople, traders, and other professionals may provide oral or written market commentary or
trading strategies to our clients and our employees trading for our own account that reflect opinions that are contrary to the opinions expressed in this research.
Guggenheim Securities or certain of its affiliates conducts an investment management business, trades for its own account, and conducts an investment
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Electric Utilities
DYN, EXC Ohio Proposals Unlikely to Derail PPA
Settlements
Today’s alternative Ohio power supply offer from Dynegy, as well as Exelon’s
December 30 proposal, are likely to have only a marginally negative impact on
public sentiment and PUCO from AEP and FE’s perspective. We continue to see
PUCO settlement approval as more likely than not, with a small chance of
amendment by the commission, but do not see the DYN or EXC offers as likely to
gain traction, despite seemingly superior economics. A competitive process for
what is essentially a subsidy does not make sense in our view, and would do little
to further the key jobs-retaining element of the AEP and FE deals. More
importantly, an EXC or DYN contract would seem more vulnerable to the retail
vs. wholesale jurisdictional challenge that brought down the 2010-2011 MD and
NJ programs.
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 DYN, EXC offer alternatives to AEP, FE OH PPA settlements: DYN and
EXC appear to have both offered near market-priced contracts to supply power
to OH customers, resulting in headline numbers of $2.0 to 2.5Bn in customer
savings vs. the AEP and FE agreements. DYN has also separately offered to
build 6.3GW of new natural gas fired generation in the state for a similar 8-year
contract. Both DYN offers relate to in-state plants but are more carbon heavy
than the out-of-state nuclear and renewable EXC offer. We see neither as
superior from a combined geographic and carbon perspective vs. FE/AEP.
 Competitive processes don’t apply: The process of procuring power by
regulated wires companies, like the FE and AEP utilities, is currently a
competitive one that generally clears around the price of forward energy plus
capacity. A rationally priced competition would clear at a similar level and
theoretically leave the job-maintaining power plants just as much at risk of
closure.
 Retail vs. wholesale distinction key for legal survival: A EXC or DYN deal
would seemingly be viewed as more of a traditional wholesale power contract
than those crafted by FE and AEP. This would force it to be closer to market
pricing, again removing the subsidy and job-retaining premise of the original
deals.
 Still see FE and AEP settlements as better-positioned vs. NJ/MD: In our
December 22 note, we articulated that although there are many similarities
between NJ/MD and the OH contracts, there are also notable differences that
may allow them to stand up in court. Court challenges will most likely take
years, but we see the U.S. Supreme Court’s upcoming 2Q16 decision on the MD
subsidy as a key event.
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PPL– KY utilities file request for environmental spending on coal ash removal and
new gas generation
ETR – AR utility will have hearing on its rate case settlement Jan. 19
FE/AEP – FE states Dynegy’s alternative plan “misses the point” on its PPA
D – Vepco highlights $9.5bn infrastructure upgrade plan
NEE/EXC – CAISO selects non-incumbent developer to build project
NEE/DUK/SO – Solar debate continues between FL utilities and advocates
DUK – Federal court approves coal ash plans
FE – West Virginia utility’s IRP proposes dual-fired coal plants to meet capacity
shortfall
PPL– KY utilities file request for environmental spending on coal ash
removal and new gas generation
• Louisville Gas and Electric Company ("LG&E") will file for environmental
recovery for closing its remaining coal ash ponds, build a process-water facility
and add mercury control systems for an estimated $316mm.
• Closing the ponds is necessary to meet the EPA’s Coal Combustion Residuals
Rule (CCR) that became effective last year. Additional mercury control systems
are needed for the MATs rule.
• Kentucky Utilities Company ("KU”) is also requesting a Certificate of Public
Necessity and Convenience (CPCN) to close its coal ash ponds, construct
process-water facilities and build the second phase of the Brown landfill for an
estimated cost of $678mm.
• Both plans will request an Environmental Cost Recovery (ECR) tracker
mechanism with a 10% ROE.
• The CPCN and ECR applications are anticipated to be filed on or about January
29, 2016.
• The construction projects are expected to begin in 2016 with construction
through 2023.
Guggenheim takeaway: We believe PPL will most likely receive the
environmental recovery tracker to meet the effective CCR and MATs rules in KY.
As a reminder, the KY utilities have ~$2.2B estimated spend on projects approved
by the KPSC with less than 6 month recovery lag due to the ECR. Through our
forecast period, we estimate an average 9.4% earned ROE for the KY utilities.
ETR – AR utility will have hearing on its rate case settlement Jan. 19
• ETR AR filed a settlement with the AR PSC staff and other parties on a ~
$225mm revenue increase and a 9.75% ROE.
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• ETR AR (EA) will have hearings for the settlement with the AR Commission
starting on Jan 19.
• The Settlement also called for forward test year formula rate plan. ETR
requested that the AR PSC approve the settlement no later than Feb. 24, 2016.
Guggenheim takeaway: Allowance of the formula rate plan and forward test
year in EA’s settlement is a positive, in our view, to allow EA to recover closer to
its allowed ROE. As we have highlighted in our research, EA has been a major
underearner. Through our forecast period, we model an average earned 9.7%
ROE for utility.
FE/AEP – FE states Dynegy’s alternative plan “misses the point” on its PPA
• Dynegy (DYN, NC, $12.24) provided an alternative case to the AEP/FE PPAs.
• FE claims that "Dynegy’s proposal offers few specifics and provides no
assurances that its power plants in the region will continue operating over the
long term.”
• AEP notes that “"There is no basis for Dynegy’s claims of cost savings. They are
suggesting that they can provide generation at a lower cost based on inflated
assumptions that do not reflect current market realities.”
Guggenheim takeaway: Based on meetings we hosted with regulators in Ohio,
we believe PUCO will approve the FE and AEP settlements to maintain jobs, local
investment, and fuel diversity (although getting a little gassier). With approval,
AEP will be one step closer toward fully regulated status – merchant GenCo
divestiture could be next. We believe the settlement for FE will help shore up its
balance sheet and make it look more regulated. For additional takeaways see our
recent note on AEP’s PPA settlement and FE’s PPA settlement.
D – Vepco highlights $9.5bn infrastructure upgrade plan
• D’s VA utility plans to invest ~$2bn per year through 2020 to build generation
and expand/upgrade the electric grid.
• $2.4bn is for distribution, $3.6bn for transmission and substations, and $3.5bn
for new generation and environmental improvements.
Guggenheim takeaway: Utility investment plans will require regulatory approval,
but we would note their VA utility has relatively high demand growth and low rates
that have tracked below inflation; implying customer bills have some headroom
for incremental investment and supporting a more constructive regulatory
proceeding. These plans would be in addition to D’s investment in the Atlantic
Coast Pipeline, a $5bn pipeline being developed with other utilities (45% D), and
we could see even more upside as states decide how they will comply with the
Clean Power Plan.
NEE/EIX/EXC – CAISO selects non-incumbent developer to build project
• CAISO selected LS Power to build the Harry Allen-Eldorado project, a 500kv
transmission interconnection between NV and CA.
• CAISO noted the LS Power subsidiary agreed to build the project with a
$133mm cost cap, the lowest amongst the three bids they considered.
• EXC and NEE also bid on the project.
Guggenheim takeaway: Similar to the Delaney-Colorado River project, which
CASIO awarded to Abengoa (MCE:ABG, NC, $0.41), another transmission
project in the region is awarded to a non-incumbent utility based on cost. That
said, we do recognize LS Power’s established development presence in the
power sector, notably their successful bid to win part of the Artificial Island project
from PEG, and CAISO recognized their participation in similar projects through
GUGGENHEIM SECURITIES, LLC
Provided for the exclusive use of Reid Bergstrom at Exelon on 29-Aug-2017 03:28 PM.
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their affiliates (particularly in Nevada). Other bidders (EXC and NEE) were not
incumbent utilities either, although we recently highlighted collaboration between
NEE and EIX on this project after they lost the aforementioned Delaney-Colorado
project to Abengoa. We are somewhat surprised utilities have not been very
successful with competitive wire bids, but the FERC 1000 bid process is in its
infancy stage. That said, Abengoa has since filed for bankruptcy protection in
Spain however, so it remains to be seen if their project might go back out to bid.
NEE/DUK/SO – Solar debate continues between FL utilities and advocates
• Solar advocates in Florida are urging the state's Supreme Court to reject a
voter referendum supported by utilities, which wouldn’t allow retail customers
with solar to sell excess power to anyone other than their utility.
• The utility-supported referendum actually came after solar advocates put forth
their own referendum that would amend the constitution to allow customers
with <2 MW of solar to sell directly to neighbors.
• Solar advocates argue that language in this proposed referendum is misleading
and should be rejected.
Guggenheim takeaway: Solar growth hasn’t taken off in Florida as it has
elsewhere, partly because the “sunshine state” doesn’t actually have ideal
conditions for solar, but also because FL law only allows utilities to sell electricity.
If there is an opportunity to develop solar in Florida, we believe utilities would
be able to show the most compelling economics to the extent they have existing
property for solar use and grid interconnections. We expect DUK, NEE, and SO
would participate in a solar opportunity. We recently hosted investors in Florida
and solar was a topic of discussion in meetings with NEE and FL commissioners.
While the outlook for distributed solar is bleak in Florida, we believe large-scale
development will be an opportunity for utilities in the state – for additional insight
see our note.
DUK – Federal court approves coal ash plans
• A federal judge approved two environmental compliance plans filed by DUK.
• DUK’s plans include oversight officials, audits, training, and reports focused on
compliance with coal ash-related laws.
Guggenheim takeaway: Following illegal coal ash discharges, DUK reached a
settlement with federal prosecutors that required the utility to submit these plans
in addition to ~$100mm in fines. DUK is removing coal-ash from several facilities
to comply with the Coal Ash Management Act - a delicate task considering the
environmental interest and regulatory scrutiny that come with, but we believe DUK
is well-equipped to manage; potential investment upside is limited, in our view. We
recently hosted investor meetings with DUK management that included a tour of
the Riverbend coal facility – see here for additional takeaways from our meetings.
FE – West Virginia utility’s IRP proposes dual-fired coal plants to meet
capacity shortfall
• FE’s utility Monongahela Power Co. predicts that it will have more than 700MW
capacity shortfall by 2020 and will eventually exceed 850 MW in its 2015 IRP.
• In order to meet this capacity shortfall, the utility proposes to acquire 850 MW
by the 2017/2018 delivery year.
• The utility also claims that preserving coal fired generation and investing in dual
fuel capability with natural gas will help preserve capacity to meet the shortfall
in the most “cost-effective manner.”
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• Retrofitting coal plants to be dual-fuel would cost ~$55-80mm for each unit at
the coal plants. Mon Power estimates $85/MW for Harrison and $140/MW for
Fort Mason plants.
Guggenheim takeaway: While FE did consider the cost of new generation, it
determined that coal remained the least cost option in West Virginia. Dual fired
generation would still use predominately coal to generate energy even if it can
fire natural gas. In our view, new gas fired generation has the lowest levelized
cost when compared to other generation and will continue to grow to meet CPP
compliance. See here for our analysis on levelized cost of energy.
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Key Research
1. Guggenheim's Power & Utilities 2016 Outlook: Liking Utilities but Choose
Wisely with a Return to Stock Picking
2. AEP - BUY - Our Best Idea; Premium Utility Emerging from PPA Noise Stronger,
More Regulated, and Ready to Grow
3. PNW - NEUTRAL - Management Meeting Takeaways: Rate Design; Solar
Remains in Forefront; Potentially Higher CAPEX Outlook
4. GXP - BUY - Mgmt Meeting Takeaways: It’s About Navigating MO Energy
Policy – Unified and on a Better Footing
5. FE - Upgrading to BUY - The Buckeye State Now Fully Investable
6. FE – NEUTRAL – PPA Settlement Forthcoming – Procedural Delay Strong
Signal Inflection Point Nearing
7. EEI Full Recap
8. EIX – NEUTRAL – Quick Take on Revised ALJ Proposal
9. Power Breakfast: Guggenheim-Hosted Utility Commissioner Meetings
10. DUK - BUY - PNY Acquisition: Short-Term Pain for Longer-Term Gain? Devil
Is in the Details
11. PPL - BUY - Mgmt Meeting Takeaways: Underappreciated, Misunderstood;
Discount Good Entry Point; Strategic Moves Could Evolve
12. 3Q Utility Earnings Sneak Peek: EEI Edition
13. NEE - BUY - Constructive Outlook on FL: Strategic Decisions, Less
Contentious Rate Case & More Renewables Expected
14. EXC - BUY - Merger Approval Moving Past Ideology? Parties at the Table,
Enhanced Commitments Could Sway DC Commission
15. DTE - BUY - Management Meeting Takeaways: Reinforced Stance; Midstream
Activities Support Above-Average Growth
16. EXC - Upgrading to BUY- ExGen Now a Free Call Option on Gas, Valuation
Cannot Be Ignored with Recent Sell-Off
17. PEG - BUY - Management Meeting Takeaways: Constructive Meetings—Solid
Regulated Growth, Making Some Moves in Power
18. FE - NEUTRAL - Quick Take: PUCO Staff Submits PPA Positions, Start of a
Settlement Conversation
19. Rising Rates? No Problem – Still Like Utilities, But Now Be More Selective
Given Recent Performance
20. More Uplifting Data Points for AEP and FE
21. Coming Back from Ohio a Buckeye Fan: Upgrading AEP to BUY, FE Nearing
Inflection
22. SO - NEUTRAL - Now Making the Correct Call on Gas? Great Call – We View
Acquiring AGL as Best Strategic Move in Years
23. Evolving Economics of Power & Alternative Energy: Balance of “Power"
Continues to Shift Toward Gas and Renewables
24. EPA Clean Power Plan: Much Ado About Everything
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Links: Guggenheim's Comp Sheet, Forward Commodity Curves for Power
and Utility Modeling
Keys Events Calendar
Date

Ticker Event / Proceeding

Ongoing

AEP

01/13

ES

01/13

DTE

01/14

Utility

State

Docket

Proposed settlement regarding PPAs for
Ohio power plants

PPA evidentiary hearings

OH

Northern Pass public information
session (Londonderry)

NH

MI House of Representative
legislation session begins

MI

ES

Northern Pass public information
session (Laconia)

NH

01/14

FE

Evidentiary hearings begin

Ohio Edison Company, Cleveland Electric
Illuminating Company, Toledo Edison Company

OH

14-1297-EL-SSO

01/14

ETR

Open meetings for DCRF rider

ETI

AR

Docket No. 45083

Rider increase reflects incremental
distribution investment

01/19

ETR

Indian Point CZM

NY

APL-2015-00152

CZM Case ETR respondent brief due

01/19

ETR

Hearing

EAI

AR

APSC Docket 15-015-U

01/20

EXC

DC Commission Open Meetiing

POM

DC

DC119

01/20

ES

Northern Pass public information
session (Coos County)

NH

01/21

ES

Northern Pass public information
session (Lincoln)

NH

01/25

EIX

Next date for potential decision
Southern California Edison
regarding the SONGS settlement

CA

The NH Site Evaluation Committee
scheduled 5 information sessions on
Northern Pass as it begins its review
House will work on passing bill for energy
legislation reform - to be reconciled with
Senate
The NH Site Evaluation Committee
scheduled 5 information sessions on
Northern Pass as it begins its review

I.12 10 013

01/26

SO

Intervenor testimony regarding
GAS acquisition expected to be
filed in Maryland

01/28

ES

Responses due for 3-state RFP
in New England

01/28

ED

PSC technical conference on
earnings impact mechanisms
and related items

Consolidated Edison Company of New York
Orange & Rockland

NY

14

01/31

PCG

GT&S rate case decision
expected in January 2016

Pacific Gas & Electric Company

CA

A.13-12-012

02/05

ES

Deadline to file motion to
interene in Northern Pass
proceedings

NH

02/16

ETR

Indian Point Coastal Zone
Management (CZM)

NY

02/24
03/08

PCG

Supreme Court argument for
Trial scheduled for PG&E

Hearing begins, ends 1/22
Remaining open meeting scheduled in
Jan.
The NH Site Evaluation Committee
scheduled 5 information sessions on
Northern Pass as it begins its review
The NH Site Evaluation Committee
scheduled 5 information sessions on
Northern Pass as it begins its review

Federal Energy
Regulatory Commission
v. Electric Power Supply

Next date for Supreme Court to
issue DR opinion

01/25

14-1693-EL-RDR

Description

Consideration of re-opening the
SONGS settlement
Opinion on whether FERC has autority
over pricing DR in wholesale rates
MD PSC consideration of SO's proposed
acquisition of GAS

MD

Three-state RFP for clean energy

Pacific Gas & Electric Company

GUGGENHEIM SECURITIES, LLC
Provided for the exclusive use of Reid Bergstrom at Exelon on 29-Aug-2017 03:28 PM.

CA

0101

APL-2015-00152
Docket No. 14-623

REV technical conference to discuss
Earnings Impact Mechanisms (EIMs), as
well as other topics
Procedural schedule estimates a decision
regarding GT&S revenue requirement in
January 2016
The NH Site Evaluation Committee set a
deadline for anyone wishing to intervene
to file a motion with the commission.
CZM Case NYS reply brief due
Whether state-directed contracts for new
Criminal case against PG&E related to
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Upcoming Corporate Access and Client Events
Client-Hosted
Events

State Utilities
Commissioners
Breakfast

Dates
01/20/16

Where
New York, NY

Guggenheim-hosted
event with various
utility commissioners

GUGGENHEIM SECURITIES, LLC
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Events and meetings
Commissioner Doug Little, Arizona Corporation Commission
Commissioner Travis Kavulla, Montana Public Service Commission
Commissioner Kristine Raper, Idaho Public Utilities Commission
More commissioners and senior management attendees being
added
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Guggenheim Power & Utilities Comp Sheet (As of 01/12/2016)
Regulateds

Target

Current

Price

Diluted

Ticker

Company

Mkt. Cap
($MM)

Rating

Price(1)

Price

Change

Shares

'15E

EPS - Guggenheim
'16E

'17E

'18E CAGR

'15E

EPS - Consensus
'16E

'17E

'18E CAGR

'15E

'16E

'17E

'18E

'15E

'16E

'17E

'18E

AEP

American Electric Power

28,551

Buy

$62

$58.17

7%

489

3.73

3.73

3.92

4.19

4%

3.73

3.71

3.89

4.18

4%

15.6

15.6

14.8

13.9

15.6

15.7

14.9

13.9

ED

Consolidated Edison, Inc.

19,204

Neutral

$59

$65.50

-10%

294

4.00

4.10

4.17

4.33

3%

4.01

4.07

4.18

4.33

3%

16.4

16.0

15.7

15.1

16.4

16.1

15.7

15.1

D

Dominion Resources, Inc.

41,019

Buy

$76

$68.90

10%

585

3.65

3.84

3.99

4.47

7%

3.66

3.85

4.01

4.53

7%

18.9

17.9

17.3

15.4

18.8

17.9

17.2

15.2

DTE

DTE Energy Company

14,286

Buy

$86

$79.60

8%

177

4.85

4.98

5.27

5.66

5%

4.81

4.95

5.28

5.61

5%

16.4

16.0

15.1

14.1

16.5

16.1

15.1

14.2

DUK

Duke Energy Corporation

49,058

Buy

$76

$71.27

7%

707

4.60

4.64

4.95

5.07

3%

4.58

4.70

4.93

5.23

4%

15.5

15.4

14.4

14.1

15.6

15.2

14.4

13.6

EIX

Edison International

19,353

Neutral

$62

$59.40

4%

329

3.81

3.75

4.04

4.31

4%

3.79

3.74

4.04

4.31

4%

15.6

15.8

14.7

13.8

15.7

15.9

14.7

13.8

ES

Eversource Energy

16,215

Buy

$55

$51.12

8%

317

2.82

2.99

3.19

3.44

7%

2.85

3.03

3.22

3.44

7%

18.1

17.1

16.0

14.9

18.0

16.9

15.9

14.9

GXP

Great Plains Energy Inc.

4,117

Buy

$30

$26.67

12%

154

1.40

1.73

1.87

1.98

12%

1.40

1.76

1.84

1.95

12%

19.1

15.4

14.3

13.5

19.0

15.1

14.5

13.7

NEE

NextEra Energy, Inc.

48,523

Buy

$124

$105.38

18%

440

5.66

6.19

6.60

7.04

8%

5.66

6.16

6.52

6.96

7%

18.6

17.0

16.0

15.0

18.6

17.1

16.2

15.1

PCG

PG&E Corporation

25,778

Neutral

$53

$52.56

1%

470

3.02

3.67

3.69

3.91

9%

3.05

3.72

3.71

3.93

9%

17.4

14.3

14.2

13.4

17.2

14.1

14.2

13.4

PNW

Pinnacle West Capital Corp.

7,061

Neutral

$60

$63.70

-6%

111

3.81

4.02

4.18

4.43

5%

3.79

3.99

4.19

4.35

5%

16.7

15.8

15.2

14.4

16.8

15.9

15.2

14.6

PPL

PPL Corporation

22,539

Buy

$37

$33.55

10%

666

2.21

2.33

2.44

2.57

5%

2.21

2.32

2.41

2.53

5%

15.2

14.4

13.8

13.1

15.2

14.4

13.9

13.2

SO

Southern Company

42,220

Neutral

$43

$46.45

-7%

901

2.87

2.97

3.05

3.18

3%

2.87

2.95

3.08

3.21

4%

16.2

15.6

15.2

14.6

16.2

15.7

15.1

14.5

WR

Westar Energy, Inc.

5,869

Buy

$46

$41.55

11%

133

2.21

2.43

2.54

2.64

6%

2.21

2.45

2.55

2.65

6%

18.8

17.1

16.4

15.7

18.8

17.0

16.3

15.7

TE

TECO Energy, Inc.

6,344

Neutral

$28

$26.97

4%

224

1.09

1.18

1.27

1.35

7%

1.10

1.18

1.28

1.34

7%

24.7

22.9

21.2

20.0

24.5

22.9

21.0

20.1

6%

17.0

16.0

15.2

14.3

17.0

15.9

15.2

14.4

13.2

Average (2)

6%

P/E - Guggenheim

P/E - Consensus

Integrateds
ETR

Entergy Corporation

12,202

Neutral

$69

$68.40

1%

180

5.80

5.01

5.12

5.16

-4%

5.81

4.99

5.02

5.17

-4%

11.8

13.7

13.4

13.3

11.8

13.7

13.6

EXC

Exelon Corporation

25,693

Buy

$31

$27.94

11%

864

2.56

2.53

2.63

2.85

4%

2.51

2.54

2.70

2.88

5%

10.9

11.0

10.6

9.8

11.1

11.0

10.3

9.7

FE

FirstEnergy Corp.

13,613

Buy

$39

$32.18

21%

421

2.71

2.87

2.86

2.91

2%

2.70

2.83

2.65

2.71

0%

11.9

11.2

11.3

11.1

11.9

11.4

12.2

11.9

PEG

Public Service Enterprise Group

19,530

Buy

$41

$38.60

6%

508

2.93

2.97

2.93

3.00

1%

2.92

2.92

2.85

3.00

1%

13.2

13.0

13.2

12.9

13.2

13.2

13.5

12.9

0%

11.9

12.2

12.1

11.7

12.0

12.3

12.4

11.9

7%

22.7

21.3

19.9

18.8

22.9

21.3

19.9

18.8

Average

1%

Other
AWK

American Water Works

10,802

Buy

$66

$60.19

10%

180

2.65

2.83

3.03

3.20

6%

2.63

2.83

3.02

3.21

1. Neutral rated companies do not have price targets; target reflects fair equity value per share estimate.

Source: Bloomberg, Guggenheim Securities, LLC.

2. TE (acquisition pending) excluded from group averages.

Regulateds

Current

Ticker

Company

AEP

Consensus Dividend Per Share

Consensus Dividend Yield

Consensus Dividend Payout

Rating

Price

2015E

2016E

2017E

2018E

2015E

2016E

2017E

2018E

2015E

2016E

2017E

2018E

American Electric Power

Buy

$58.17

2.15

2.26

2.36

2.52

3.7%

3.9%

4.1%

4.3%

58%

61%

61%

60%

ED

Consolidated Edison, Inc.

Neutral

$65.50

2.59

2.64

2.70

2.76

3.9%

4.0%

4.1%

4.2%

65%

65%

65%

64%

D

Dominion Resources, Inc.

Buy

$68.90

2.58

2.77

2.98

3.21

3.7%

4.0%

4.3%

4.7%

71%

72%

74%

71%

DTE

DTE Energy Company

Buy

$79.60

2.83

2.97

3.13

3.37

3.6%

3.7%

3.9%

4.2%

59%

60%

59%

60%

DUK

Duke Energy Corporation

Buy

$71.27

3.26

3.38

3.53

3.71

4.6%

4.7%

5.0%

5.2%

71%

72%

72%

71%

EIX

Edison International

Neutral

$59.40

1.69

1.90

2.10

2.20

2.8%

3.2%

3.5%

3.7%

45%

51%

52%

51%

ES

Eversource Energy

Buy

$51.12

1.68

1.79

1.91

2.00

3.3%

3.5%

3.7%

3.9%

59%

59%

59%

58%

GXP

Great Plains Energy Inc.

Buy

$26.67

1.01

1.09

1.16

1.22

3.8%

4.1%

4.3%

4.6%

72%

62%

63%

63%

NEE

NextEra Energy, Inc.

Buy

$105.38

3.07

3.47

3.93

4.48

2.9%

3.3%

3.7%

4.3%

54%

56%

60%

64%

PCG

PG&E Corporation

Neutral

$52.56

1.83

1.93

2.06

2.21

3.5%

3.7%

3.9%

4.2%

60%

52%

55%

56%

PNW

Pinnacle West Capital Corp.

Neutral

$63.70

2.42

2.53

2.66

2.79

3.8%

4.0%

4.2%

4.4%

64%

63%

63%

64%

PPL

PPL Corporation

Buy

$33.55

1.50

1.53

1.57

1.64

4.5%

4.6%

4.7%

4.9%

68%

66%

65%

65%

SO

Southern Company

Neutral

$46.45

2.16

2.23

2.31

2.41

4.7%

4.8%

5.0%

5.2%

75%

75%

75%

75%

WR

Westar Energy, Inc.

Buy

$41.55

1.44

1.51

1.60

1.65

3.5%

3.6%

3.9%

4.0%

65%

62%

63%

62%

TE

TECO Energy, Inc.

Neutral

$26.97

0.90

0.92

0.95

0.96

3.3%

3.4%

3.5%

3.6%

82%

78%

74%

72%

3.7%

3.9%

4.1%

4.4%

64%

64%

64%

64%

Average
Integrateds
ETR

Entergy Corporation

Neutral

$68.40

3.34

3.43

3.49

3.60

4.9%

5.0%

5.1%

5.3%

58%

69%

70%

70%

EXC

Exelon Corporation

Buy

$27.94

1.24

1.25

1.25

1.25

4.4%

4.5%

4.5%

4.5%

49%

49%

46%

43%

FE

FirstEnergy Corp.

Buy

$32.18

1.44

1.44

1.45

1.44

4.5%

4.5%

4.5%

4.5%

53%

51%

55%

53%

PEG

Public Service Enterprise Group

Buy

$38.60

1.56

1.62

1.69

1.81

4.0%

4.2%

4.4%

4.7%

53%

56%

59%

60%

4.5%

4.5%

4.6%

4.7%

53%

56%

58%

57%

2.2%

2.4%

2.6%

2.9%

51%

50%

52%

54%

Average
Other
AWK

American Water Works

Buy

$60.19

rities, LLC.

1.34

1.42

1.56

1.72

Source: Bloomberg, Guggenheim Securities, LLC.
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ANALYST CERTIFICATION
By issuing this research report, each Guggenheim Securities, LLC ("Guggenheim Securities") research analyst whose name appears in this report hereby
certifies that (i) all of the views expressed in this report accurately reflect the research analyst's personal views about any and all of the subject securities or
issuers discussed herein and (ii) no part of the research analyst's compensation was, is, or will be directly or indirectly related to the specific recommendations
or views expressed by the research analyst.

IMPORTANT DISCLOSURES
The research analyst(s) and research associate(s) have received compensation based upon various factors, including quality of research, investor client
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19.65%
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3
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0
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EXC – EXC acquires Blustern Wind Project in OK
• EXC purchased a 198 MW wind project from RES located in OK. Construction
is scheduled to be completed at the end of 2016.
• The Bluestern Wind Project has a PPA with Google (GOOG, NC, $698.45)
Guggenheim takeaway: As we highlighted in our research, the Great Plains
states should continue to rapidly develop wind given the extension of the PTC
and the high capacity factors achieved in the region. EXC has over 1,500 MW of
wind generation and continues to develop more projects.
PEG – PSEG acquires two solar projects, increasing portfolio to 215 MW
• PSEG Solar Source announced it has acquired two solar projects from juwi Inc:
a 3.9MW facility in Livermore, California, and a 62.7MW site in Millard County,
Utah.
• Together the projects cost $110mm and will increase PSEG’s solar portfolio to
214.6 MW.
• PSEG Solar Source has 14 utility solar projects in 10 states now including Utah,
Maryland, Arizona, California, Delaware, Florida, Ohio, Texas, Vermont and
New Jersey.
Guggenheim takeaway: While the solar business is a small portion of PSEG
Power, we believe it has the potential to grow with additional projects, especially
with the extension of the ITC. Other utilities such as ED, DUK, and SO are also
growing their contracted solar portfolio.
Solar – DOE funds research into solar energy storage
• The U.S. Department of Energy announced granting $18mm to six projects
that will use energy storage and distributed generation technologies to back up
solar installations.
• The DOE SunShot Initiative was created in 2011 with the goal of making solar
cost-competitive with other forms of electricity.
• As solar costs come down, the lack of affordable ways to store solar energy for
later use has become the lynchpin to more widespread adoption.
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• One of the six grants was given to EXC in the amount of $4mm to use smart
inverters for solar PV and battery storage systems.
Guggenheim takeaway:As highlighted in our research on the levelized cost of
energy, solar generation has significantly declined in recent years. Battery storage
technology will help with the intermittent nature of solar, allowing the stored energy
to be dispatched at all hours. See our note here for further analysis on the levelized
cost of all generating technologies.
TE – FERC approves Emera acquisition of TECO
• Emera (EMA.TO, NC, CAD42.66) announced that FERC approved the
acquisition of TECO, finding the transaction is consistent with the public
interest.
• EMA announced its acquisition of TECO on September 4, 2015. Shareholders
approved the acquisition on December 3, 2015.
• The $10.4B acquisition includes ~$3.9B in debt.
• The merger is still subject to approval by the NM Commission. EMA expects
the acquisition to close by mid-2016.
Guggenheim takeaway: The acquisition of TECO is strategic for Emera to grow
its exposure to natural gas investment and its reach into the U.S. utility space,
potentially investing upstream as allowed in FL. We expect minimal overhangs
with TE’s acquisition and Emera expects the acquisitions to close by mid-2016.
ES – Locals want ES to bury more portions of the Northern Pass
Transmission line
• Interested parties at a Site Evaluation Committee hearing for the Northern Pass
Transmission project want ES to bury more portions of the line in Coos County.
• The currently proposed route would bury 8 miles in the county.
• Over 200 people attended the hearing on Wednesday.
Guggenheim takeaway: ES suggested there are other ways to reduce NPT’s
visual impact (e.g., different type of tower), but has previously noted that burying
the line would make the project economically unfeasible. We would expect local
parties to take interest in any large infrastructure project of this nature, especially
during public sessions such as this; we don’t anticipate enough opposition to set
the project back though. As a reminder, the Site Evaluation Committee recently
approved ES’s application for review despite opposition from New England Power
Generators and the Society for the Protection of NH Forests (parties that would
likely make progress more difficult for ES, in our view).
DUK – NC PUC denies request for hearings on Western Carolinas
Modernization Project
• The NC PUC denied a request from non-profit groups for evidentiary hearings
on DUK’s $1.1bn Western Carolinas Modernization Project.
• NC WARN and The Climate Times argue the application should be denied
because the PUC can’t evaluate the project in the 45-day window.
• NC PUC staff notes they never indicated inability to conduct an investigation
within the time frame.
• DUK requested a certificate of public convenience and necessity to replace
their 379MW Asheville coal plant with two 280MW CCGTs.
Guggenheim takeaway: We recently highlighted modifications DUK made to
its Western Carolinas Modernization Plan (including additional energy efficiency
and renewables), which have managed to garner local support. As a reminder,
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DUK’s ~$1bn Western Carolinas Modernization Plan is intended to address the
company’s expectation for demand in their Western region to grow more than
15% over the next decade.
ES – Utilities request approval of contracts to support New England gas
pipeline
• National Grid (NGG, NC, $65.82) electric utility subsidiaries have filed for MA
DPU approval of two 20-year contracts for capacity on the Access Northeast
pipeline, and two 20-year contracts on the Northeast Energy Direct pipeline.
• ES electric utility subsidiaries previously requested approval for two 20-year
contracts for capacity on Access Northeast.
Guggenheim takeaway: ES is developing the Access Northeast project, a gas
pipeline that would be supported by contracts with electric utilities securing fuel
for their power plants; a variation to the manner in which gas LDC traditionally
contract for pipeline capacity. Much of the gas capacity in New England is secured
under firm contract by gas LDCs to meet heating demand, so a cold winter reduces
the supply of gas available to fuel power plants. Limited gas supplies during a
cold winter can challenge electric reliability and result in volatile prices as we
experienced during the polar vortex.

GUGGENHEIM SECURITIES, LLC
Provided for the exclusive use of Reid Bergstrom at Exelon on 29-Aug-2017 03:28 PM.

See pages 9 - 12 for analyst certification and important disclosures.

Page 3

Guggenheim's Power & Utilities Daily

January 21, 2016

Links
• Guggenheim's Comp Sheet
• Forward Commodity Curves for Power and Utility Modeling
Key Research
1. Guggenheim's Power & Utilities 2016 Outlook: Liking Utilities but Choose
Wisely with a Return to Stock Picking
2. AEP - BUY - Our Best Idea; Premium Utility Emerging from PPA Noise Stronger,
More Regulated, and Ready to Grow
3. PNW - NEUTRAL - Management Meeting Takeaways: Rate Design; Solar
Remains in Forefront; Potentially Higher CAPEX Outlook
4. GXP - BUY - Mgmt Meeting Takeaways: It’s About Navigating MO Energy
Policy – Unified and on a Better Footing
5. FE - Upgrading to BUY - The Buckeye State Now Fully Investable
6. FE – NEUTRAL – PPA Settlement Forthcoming – Procedural Delay Strong
Signal Inflection Point Nearing
7. EEI Full Recap
8. EIX – NEUTRAL – Quick Take on Revised ALJ Proposal
9. Power Breakfast: Guggenheim-Hosted Utility Commissioner Meetings
10. DUK - BUY - PNY Acquisition: Short-Term Pain for Longer-Term Gain? Devil
Is in the Details
11. PPL - BUY - Mgmt Meeting Takeaways: Underappreciated, Misunderstood;
Discount Good Entry Point; Strategic Moves Could Evolve
12. 3Q Utility Earnings Sneak Peek: EEI Edition
13. NEE - BUY - Constructive Outlook on FL: Strategic Decisions, Less
Contentious Rate Case & More Renewables Expected
14. EXC - BUY - Merger Approval Moving Past Ideology? Parties at the Table,
Enhanced Commitments Could Sway DC Commission
15. DTE - BUY - Management Meeting Takeaways: Reinforced Stance; Midstream
Activities Support Above-Average Growth
16. EXC - Upgrading to BUY- ExGen Now a Free Call Option on Gas, Valuation
Cannot Be Ignored with Recent Sell-Off
17. PEG - BUY - Management Meeting Takeaways: Constructive Meetings—Solid
Regulated Growth, Making Some Moves in Power
18. FE - NEUTRAL - Quick Take: PUCO Staff Submits PPA Positions, Start of a
Settlement Conversation
19. Rising Rates? No Problem – Still Like Utilities, But Now Be More Selective
Given Recent Performance
20. More Uplifting Data Points for AEP and FE
21. Coming Back from Ohio a Buckeye Fan: Upgrading AEP to BUY, FE Nearing
Inflection
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22. SO - NEUTRAL - Now Making the Correct Call on Gas? Great Call – We View
Acquiring AGL as Best Strategic Move in Years
23. Evolving Economics of Power & Alternative Energy: Balance of “Power"
Continues to Shift Toward Gas and Renewables
24. EPA Clean Power Plan: Much Ado About Everything
Keys Events Calendar
Date

Ticker Event / Proceeding

Utility

State

Ongoing

AEP

Ongoing

FE

Evidentiary hearings

01/21

ES

Northern Pass public information
session (Lincoln)

NH

01/25

EIX

Next date for potential decision
Southern California Edison
regarding the SONGS settlement

CA

PPA evidentiary hearings
Ohio Edison Company, Cleveland Electric
Illuminating Company, Toledo Edison Company

Docket

Description

OH

14-1693-EL-RDR

OH

14-1297-EL-SSO

Proposed settlement regarding PPAs for
Ohio power plants

The NH Site Evaluation Committee
scheduled 5 information sessions on
Northern Pass as it begins its review
Consideration of re-opening the
SONGS settlement

I.12 10 013
Federal Energy
Regulatory Commission
v. Electric Power Supply

01/25

Next date for Supreme Court to
issue DR opinion

01/26

SO

Intervenor testimony regarding
GAS acquisition expected to be
filed in Maryland

01/28

ES

Responses due for 3-state RFP
in New England

01/28

ED

PSC technical conference on
earnings impact mechanisms
and related items

Consolidated Edison Company of New York
Orange & Rockland

NY

14

01/31

PCG

GT&S rate case decision
expected in January 2016

Pacific Gas & Electric Company

CA

A.13-12-012

02/05

ES

Deadline to file motion to
interene in Northern Pass
proceedings

NH

02/16

ETR

Indian Point Coastal Zone
Management (CZM)

NY

Opinion on whether FERC has autority
over pricing DR in wholesale rates
MD PSC consideration of SO's proposed
acquisition of GAS

MD

Three-state RFP for clean energy

02/24

Supreme Court argument for
CPV Maryland, LLC v. PPL
EnergyPlus, LLC

02/24

NEE

FPSC hearing on Duval-Raven
transmission project

Florida Power & Light

FL

03/22

PCG

Trial scheduled for PG&E
criminal case

Pacific Gas & Electric Company

CA

APL-2015-00152
14-623
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REV technical conference to discuss
Earnings Impact Mechanisms (EIMs), as
well as other topics
Procedural schedule estimates a decision
regarding GT&S revenue requirement in
January 2016
The NH Site Evaluation Committee set a
deadline for anyone wishing to intervene
to file a motion with the commission.

150263-EI

CZM Case NYS reply brief due
Whether state-directed contracts for new
generation build infringes on FERC
jurisdiction on wholesale rates
FPSC hearing on the proposed $71mm
Duval-Raven transmission line
Criminal case against PG&E related to
the San Bruno explosion
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Upcoming Corporate Access and Client Events
Upcoming
Corporate Access

Dates

Regions

Confirmed Management Attendees

DUK

TBA

TBA

TBA

SO

TBA

TBA

TBA

EIX

TBA

TBA

TBA

DTE

TBA

TBA

TBA

ED

TBA

TBA

TBA

AWK

TBA

TBA

TBA

ES

TBA

TBA

TBA

FE

TBA

TBA

TBA

PNW

TBA

TBA

TBA

GXP

TBA

TBA

TBA

WR

TBA

TBA

TBA

EXC

TBA

TBA

TBA

ETR

TBA

TBA

TBA

MORE TO BE ADDED
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Guggenheim Power & Utilities Comp Sheet (As of 01/19/2016)
Regulateds

Target

Current

Price

Diluted

Ticker

Company

Mkt. Cap
($MM)

Rating

Price(1)

Price

Change

Shares

'15E

EPS - Guggenheim
'16E

'17E

'18E CAGR

'15E

EPS - Consensus
'16E

'17E

'18E CAGR

'15E

'16E

'17E

'18E

'15E

'16E

'17E

'18E

AEP

American Electric Power

29,238

Buy

$62

$59.57

4%

489

3.73

3.73

3.92

4.19

4%

3.73

3.71

3.89

4.17

4%

16.0

16.0

15.2

14.2

16.0

16.1

15.3

14.3

ED

Consolidated Edison, Inc.

20,048

Neutral

$59

$69.07

-15%

294

4.00

4.10

4.17

4.33

3%

4.01

4.08

4.19

4.33

3%

17.3

16.8

16.6

16.0

17.2

16.9

16.5

16.0

D

Dominion Resources, Inc.

41,019

Buy

$76

$69.90

9%

585

3.65

3.84

3.99

4.47

7%

3.66

3.85

4.01

4.53

7%

19.2

18.2

17.5

15.6

19.1

18.1

17.4

15.4

DTE

DTE Energy Company

14,572

Buy

$86

$82.23

5%

177

4.85

4.98

5.27

5.66

5%

4.81

4.95

5.28

5.60

5%

17.0

16.5

15.6

14.5

17.1

16.6

15.6

14.7

DUK

Duke Energy Corporation

49,799

Buy

$76

$73.16

4%

707

4.60

4.64

4.95

5.07

3%

4.58

4.69

4.92

5.20

4%

15.9

15.8

14.8

14.4

16.0

15.6

14.9

14.1

EIX

Edison International

19,402

Neutral

$62

$60.12

3%

329

3.81

3.75

4.04

4.31

4%

3.78

3.74

4.04

4.31

4%

15.8

16.0

14.9

13.9

15.9

16.1

14.9

14.0

ES

Eversource Energy

16,453

Buy

$55

$52.59

5%

317

2.82

2.99

3.19

3.44

7%

2.84

3.02

3.22

3.44

7%

18.6

17.6

16.5

15.3

18.5

17.4

16.4

15.3

GXP

Great Plains Energy Inc.

4,187

Buy

$30

$27.24

10%

154

1.40

1.73

1.87

1.98

12%

1.40

1.76

1.84

1.95

12%

19.5

15.7

14.6

13.8

19.4

15.4

14.8

14.0

NEE

NextEra Energy, Inc.

49,642

Buy

$124

$107.81

15%

440

5.66

6.19

6.60

7.04

8%

5.66

6.16

6.52

6.96

7%

19.0

17.4

16.3

15.3

19.1

17.5

16.5

15.5

PCG

PG&E Corporation

25,970

Neutral

$53

$52.98

0%

470

3.02

3.67

3.69

3.91

9%

3.05

3.73

3.71

3.93

9%

17.5

14.4

14.4

13.5

17.4

14.2

14.3

13.5

PNW

Pinnacle West Capital Corp.

7,149

Neutral

$60

$64.88

-8%

111

3.81

4.02

4.18

4.43

5%

3.79

3.99

4.19

4.35

5%

17.0

16.1

15.5

14.6

17.1

16.2

15.5

14.9

PPL

PPL Corporation

22,351

Buy

$37

$33.63

10%

666

2.21

2.33

2.44

2.57

5%

2.21

2.32

2.41

2.53

5%

15.2

14.4

13.8

13.1

15.2

14.5

14.0

13.3

SO

Southern Company

43,184

Neutral

$43

$47.94

-10%

901

2.87

2.97

3.05

3.18

3%

2.88

2.95

3.08

3.21

4%

16.7

16.1

15.7

15.1

16.7

16.2

15.6

15.0

WR

Westar Energy, Inc.

5,890

Buy

$46

$41.71

10%

133

2.21

2.43

2.54

2.64

6%

2.21

2.45

2.55

2.65

6%

18.9

17.2

16.4

15.8

18.9

17.0

16.3

15.7

TE

TECO Energy, Inc.

6,364

Neutral

$28

$27.09

3%

224

1.09

1.18

1.27

1.35

7%

1.10

1.18

1.27

1.34

7%

24.9

23.0

21.3

20.1

24.7

23.0

21.3

20.2

6%

17.4

16.3

15.6

14.7

17.4

16.3

15.6

14.7

13.3

Average (2)

6%

P/E - Guggenheim

P/E - Consensus

Integrateds
ETR

Entergy Corporation

12,218

Neutral

$69

$68.87

0%

180

5.80

5.01

5.12

5.16

-4%

5.83

5.01

5.02

5.16

-4%

11.9

13.7

13.5

13.3

11.8

13.8

13.7

EXC

Exelon Corporation

25,463

Buy

$31

$27.64

12%

864

2.56

2.53

2.63

2.85

4%

2.52

2.55

2.70

2.90

5%

10.8

10.9

10.5

9.7

11.0

10.9

10.2

9.5

FE

FirstEnergy Corp.

13,480

Buy

$39

$32.49

20%

421

2.71

2.87

2.86

2.91

2%

2.69

2.84

2.66

2.73

0%

12.0

11.3

11.4

11.2

12.1

11.4

12.2

11.9

PEG

Public Service Enterprise Group

20,097

Buy

$41

$39.83

3%

508

2.93

2.97

2.93

3.00

1%

2.93

2.92

2.85

3.00

1%

13.6

13.4

13.6

13.3

13.6

13.6

14.0

13.3

1%

12.1

12.4

12.2

11.9

12.1

12.4

12.5

12.0

7%

23.0

21.6

20.1

19.1

23.2

21.6

20.2

19.0

Average

1%

Other
AWK

American Water Works

10,942

Buy

$66

$61.01

8%

180

2.65

2.83

3.03

3.20

6%

2.63

2.83

3.02

3.21

1. Neutral rated companies do not have price targets; target reflects fair equity value per share estimate.

Source: Bloomberg, Guggenheim Securities, LLC.

2. TE (acquisition pending) excluded from group averages.

Regulateds

Current

Ticker

Company

AEP

Consensus Dividend Per Share

Consensus Dividend Yield

Consensus Dividend Payout

Rating

Price

2015E

2016E

2017E

2018E

2015E

2016E

2017E

2018E

2015E

2016E

2017E

2018E

American Electric Power

Buy

$59.57

2.15

2.26

2.36

2.52

3.6%

3.8%

4.0%

4.2%

58%

61%

61%

60%

ED

Consolidated Edison, Inc.

Neutral

$69.07

2.58

2.65

2.71

2.76

3.7%

3.8%

3.9%

4.0%

64%

65%

65%

64%

D

Dominion Resources, Inc.

Buy

$69.90

2.58

2.77

2.98

3.21

3.7%

4.0%

4.3%

4.6%

71%

72%

74%

71%

DTE

DTE Energy Company

Buy

$82.23

2.83

2.97

3.13

3.37

3.4%

3.6%

3.8%

4.1%

59%

60%

59%

60%

DUK

Duke Energy Corporation

Buy

$73.16

3.26

3.38

3.53

3.71

4.5%

4.6%

4.8%

5.1%

71%

72%

72%

71%

EIX

Edison International

Neutral

$60.12

1.69

1.91

2.11

2.20

2.8%

3.2%

3.5%

3.7%

45%

51%

52%

51%

ES

Eversource Energy

Buy

$52.59

1.67

1.79

1.91

2.01

3.2%

3.4%

3.6%

3.8%

59%

59%

59%

59%

GXP

Great Plains Energy Inc.

Buy

$27.24

1.01

1.09

1.16

1.22

3.7%

4.0%

4.3%

4.5%

72%

62%

63%

63%

NEE

NextEra Energy, Inc.

Buy

$107.81

3.07

3.47

3.92

4.48

2.8%

3.2%

3.6%

4.2%

54%

56%

60%

64%

PCG

PG&E Corporation

Neutral

$52.98

1.83

1.93

2.05

2.21

3.4%

3.6%

3.9%

4.2%

60%

52%

55%

56%

PNW

Pinnacle West Capital Corp.

Neutral

$64.88

2.42

2.53

2.66

2.79

3.7%

3.9%

4.1%

4.3%

64%

63%

63%

64%

PPL

PPL Corporation

Buy

$33.63

1.50

1.53

1.57

1.64

4.5%

4.5%

4.7%

4.9%

68%

66%

65%

65%

SO

Southern Company

Neutral

$47.94

2.16

2.23

2.31

2.41

4.5%

4.7%

4.8%

5.0%

75%

75%

75%

75%

WR

Westar Energy, Inc.

Buy

$41.71

1.44

1.51

1.60

1.65

3.5%

3.6%

3.8%

4.0%

65%

62%

63%

62%

TE

TECO Energy, Inc.

Neutral

$27.09

0.90

0.92

0.95

0.96

3.3%

3.4%

3.5%

3.5%

82%

78%

74%

72%

3.6%

3.8%

4.0%

4.3%

64%

64%

64%

64%

Average
Integrateds
ETR

Entergy Corporation

Neutral

$68.87

3.35

3.43

3.49

3.60

4.9%

5.0%

5.1%

5.2%

57%

69%

70%

70%

EXC

Exelon Corporation

Buy

$27.64

1.24

1.25

1.25

1.25

4.5%

4.5%

4.5%

4.5%

49%

49%

46%

43%

FE

FirstEnergy Corp.

Buy

$32.49

1.44

1.44

1.45

1.44

4.4%

4.4%

4.5%

4.4%

53%

51%

54%

53%

PEG

Public Service Enterprise Group

Buy

$39.83

1.56

1.62

1.69

1.81

3.9%

4.1%

4.3%

4.6%

53%

56%

59%

60%

4.4%

4.5%

4.6%

4.7%

53%

56%

57%

56%

2.2%

2.3%

2.6%

2.8%

51%

51%

52%

54%

Average
Other
AWK

American Water Works

Buy

$61.01

rities, LLC.

1.34

1.43

1.58

1.72

Source: Bloomberg, Guggenheim Securities, LLC.

GUGGENHEIM SECURITIES, LLC
Provided for the exclusive use of Reid Bergstrom at Exelon on 29-Aug-2017 03:28 PM.

See pages 9 - 12 for analyst certification and important disclosures.
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Guggenheim Power & Utilities Comp Sheet (As of 01/20/2016)
Regulateds

Target

Current

Price

Diluted

Ticker

Company

Mkt. Cap
($MM)

Rating

Price(1)

Price

Change

Shares

'15E

EPS - Guggenheim
'16E

'17E

'18E CAGR

'15E

'16E

'17E

'18E CAGR

'15E

'16E

'17E

'18E

'15E

'16E

'17E

'18E

AEP

American Electric Power

28,374

Buy

$62

$57.92

7%

489

3.73

3.73

3.92

4.19

4%

3.73

3.71

3.89

4.17

4%

15.5

15.5

14.8

13.8

15.5

15.6

14.9

13.9

ED

Consolidated Edison, Inc.

20,010

Neutral

$59

$68.25

-14%

294

4.00

4.10

4.17

4.33

3%

4.01

4.08

4.19

4.33

3%

17.1

16.6

16.4

15.8

17.0

16.7

16.3

15.8

D

Dominion Resources, Inc.

40,667

Buy

$76

$68.73

11%

585

3.65

3.84

3.99

4.47

7%

3.66

3.85

4.01

4.53

7%

18.8

17.9

17.2

15.4

18.8

17.8

17.1

15.2

DTE

DTE Energy Company

14,337

Buy

$86

$80.19

7%

177

4.85

4.98

5.27

5.66

5%

4.81

4.95

5.28

5.60

5%

16.5

16.1

15.2

14.2

16.7

16.2

15.2

14.3

DUK

Duke Energy Corporation

48,934

Buy

$76

$71.42

6%

707

4.60

4.64

4.95

5.07

3%

4.58

4.69

4.92

5.20

4%

15.5

15.4

14.4

14.1

15.6

15.2

14.5

13.7

EIX

Edison International

19,138

Neutral

$62

$59.01

5%

329

3.81

3.75

4.04

4.31

4%

3.78

3.74

4.04

4.31

4%

15.5

15.7

14.6

13.7

15.6

15.8

14.6

13.7

ES

Eversource Energy

16,162

Buy

$55

$51.15

8%

317

2.82

2.99

3.19

3.44

7%

2.84

3.02

3.22

3.44

7%

18.1

17.1

16.0

14.9

18.0

16.9

15.9

14.9

GXP

Great Plains Energy Inc.

4,049

Buy

$30

$26.41

14%

154

1.40

1.73

1.87

1.98

12%

1.40

1.76

1.84

1.95

12%

18.9

15.3

14.1

13.3

18.8

15.0

14.3

13.5

NEE

NextEra Energy, Inc.

48,417

Buy

$124

$105.31

18%

440

5.66

6.19

6.60

7.04

8%

5.66

6.16

6.52

6.96

7%

18.6

17.0

16.0

15.0

18.6

17.1

16.1

15.1

PCG

PG&E Corporation

25,052

Neutral

$53

$51.29

3%

470

3.02

3.67

3.69

3.91

9%

3.05

3.73

3.71

3.93

9%

17.0

14.0

13.9

13.1

16.8

13.8

13.8

13.0

PNW

Pinnacle West Capital Corp.

7,023

Neutral

$60

$63.62

-6%

111

3.81

4.02

4.18

4.43

5%

3.79

3.99

4.19

4.35

5%

16.7

15.8

15.2

14.4

16.8

15.9

15.2

14.6

PPL

PPL Corporation

21,945

Buy

$37

$32.80

13%

666

2.21

2.33

2.44

2.57

5%

2.21

2.32

2.41

2.53

5%

14.8

14.1

13.4

12.8

14.8

14.1

13.6

13.0

SO

Southern Company

42,720

Neutral

$43

$47.16

-9%

901

2.87

2.97

3.05

3.18

3%

2.88

2.95

3.08

3.21

4%

16.4

15.9

15.5

14.8

16.4

16.0

15.3

14.7

WR

Westar Energy, Inc.

5,741

Buy

$46

$40.71

13%

133

2.21

2.43

2.54

2.64

6%

2.21

2.45

2.55

2.65

6%

18.4

16.8

16.0

15.4

18.4

16.6

15.9

15.4

TE

TECO Energy, Inc.

6,316

Neutral

$28

$26.92

4%

224

1.09

1.18

1.27

1.35

7%

1.10

1.18

1.27

1.34

7%

24.7

22.8

21.2

19.9

24.5

22.9

21.1

20.1

6%

17.0

15.9

15.2

14.3

17.0

15.9

15.2

14.3

12.9

Average (2)

EPS - Consensus

6%

P/E - Guggenheim

P/E - Consensus

Integrateds
ETR

Entergy Corporation

11,786

Neutral

$69

$66.56

4%

180

5.80

5.01

5.12

5.16

-4%

5.83

5.01

5.02

5.16

-4%

11.5

13.3

13.0

12.9

11.4

13.3

13.3

EXC

Exelon Corporation

24,387

Buy

$31

$26.78

16%

864

2.56

2.53

2.63

2.85

4%

2.52

2.55

2.70

2.90

5%

10.5

10.6

10.2

9.4

10.6

10.5

9.9

9.2

FE

FirstEnergy Corp.

13,106

Buy

$39

$31.12

25%

421

2.71

2.87

2.86

2.91

2%

2.69

2.84

2.66

2.73

0%

11.5

10.8

10.9

10.7

11.6

11.0

11.7

11.4

PEG

Public Service Enterprise Group

19,520

Buy

$41

$38.97

5%

508

2.93

2.97

2.93

3.00

1%

2.93

2.92

2.85

3.00

1%

13.3

13.1

13.3

13.0

13.3

13.3

13.7

13.0

1%

11.7

12.0

11.8

11.5

11.7

12.0

12.1

11.6

7%

22.9

21.4

20.0

18.9

23.1

21.4

20.1

18.9

Average

1%

Other
AWK

American Water Works

10,847

Buy

$66

$60.62

9%

180

2.65

2.83

3.03

3.20

6%

2.63

2.83

3.02

3.21

1. Neutral rated companies do not have price targets; target reflects fair equity value per share estimate.

Source: Bloomberg, Guggenheim Securities, LLC.

2. TE (acquisition pending) excluded from group averages.

Regulateds

Current

Ticker

Company

AEP

Consensus Dividend Per Share

Consensus Dividend Yield

Consensus Dividend Payout

Rating

Price

2015E

2016E

2017E

2018E

2015E

2016E

2017E

2018E

2015E

2016E

2017E

2018E

American Electric Power

Buy

$57.92

2.15

2.26

2.36

2.52

3.7%

3.9%

4.1%

4.3%

58%

61%

61%

60%

ED

Consolidated Edison, Inc.

Neutral

$68.25

2.58

2.65

2.71

2.76

3.8%

3.9%

4.0%

4.0%

64%

65%

65%

64%

D

Dominion Resources, Inc.

Buy

$68.73

2.58

2.77

2.98

3.21

3.8%

4.0%

4.3%

4.7%

71%

72%

74%

71%

DTE

DTE Energy Company

Buy

$80.19

2.83

2.97

3.13

3.37

3.5%

3.7%

3.9%

4.2%

59%

60%

59%

60%

DUK

Duke Energy Corporation

Buy

$71.42

3.26

3.38

3.53

3.71

4.6%

4.7%

4.9%

5.2%

71%

72%

72%

71%

EIX

Edison International

Neutral

$59.01

1.69

1.91

2.11

2.20

2.9%

3.2%

3.6%

3.7%

45%

51%

52%

51%

ES

Eversource Energy

Buy

$51.15

1.67

1.79

1.91

2.01

3.3%

3.5%

3.7%

3.9%

59%

59%

59%

59%

GXP

Great Plains Energy Inc.

Buy

$26.41

1.01

1.09

1.16

1.22

3.8%

4.1%

4.4%

4.6%

72%

62%

63%

63%

NEE

NextEra Energy, Inc.

Buy

$105.31

3.07

3.47

3.92

4.48

2.9%

3.3%

3.7%

4.3%

54%

56%

60%

64%

PCG

PG&E Corporation

Neutral

$51.29

1.83

1.93

2.05

2.21

3.6%

3.8%

4.0%

4.3%

60%

52%

55%

56%

PNW

Pinnacle West Capital Corp.

Neutral

$63.62

2.42

2.53

2.66

2.79

3.8%

4.0%

4.2%

4.4%

64%

63%

63%

64%

PPL

PPL Corporation

Buy

$32.80

1.50

1.53

1.57

1.64

4.6%

4.7%

4.8%

5.0%

68%

66%

65%

65%

SO

Southern Company

Neutral

$47.16

2.16

2.23

2.31

2.41

4.6%

4.7%

4.9%

5.1%

75%

75%

75%

75%

WR

Westar Energy, Inc.

Buy

$40.71

1.44

1.51

1.60

1.65

3.5%

3.7%

3.9%

4.1%

65%

62%

63%

62%

TE

TECO Energy, Inc.

Neutral

$26.92

0.90

0.92

0.95

0.96

3.3%

3.4%

3.5%

3.6%

82%

78%

74%

72%

3.7%

3.9%

4.1%

4.4%

64%

64%

64%

64%

Average
Integrateds
ETR

Entergy Corporation

Neutral

$66.56

3.35

3.43

3.49

3.60

5.0%

5.2%

5.2%

5.4%

57%

69%

70%

70%

EXC

Exelon Corporation

Buy

$26.78

1.24

1.25

1.25

1.25

4.6%

4.7%

4.7%

4.7%

49%

49%

46%

43%

FE

FirstEnergy Corp.

Buy

$31.12

1.44

1.44

1.45

1.44

4.6%

4.6%

4.7%

4.6%

53%

51%

54%

53%

PEG

Public Service Enterprise Group

Buy

$38.97

1.56

1.62

1.69

1.81

4.0%

4.2%

4.3%

4.7%

53%

56%

59%

60%

4.6%

4.7%

4.7%

4.8%

53%

56%

57%

56%

2.2%

2.4%

2.6%

2.8%

51%

51%

52%

54%

Average
Other
AWK

American Water Works

Buy

$60.62

rities, LLC.

1.34

1.43

1.58

1.72

Source: Bloomberg, Guggenheim Securities, LLC.

GUGGENHEIM SECURITIES, LLC
Provided for the exclusive use of Reid Bergstrom at Exelon on 29-Aug-2017 03:28 PM.

See pages 9 - 12 for analyst certification and important disclosures.

Page 8

Guggenheim's Power & Utilities Daily

January 21, 2016

ANALYST CERTIFICATION
By issuing this research report, each Guggenheim Securities, LLC ("Guggenheim Securities") research analyst whose name appears in this report hereby
certifies that (i) all of the views expressed in this report accurately reflect the research analyst's personal views about any and all of the subject securities or
issuers discussed herein and (ii) no part of the research analyst's compensation was, is, or will be directly or indirectly related to the specific recommendations
or views expressed by the research analyst.

IMPORTANT DISCLOSURES
The research analyst(s) and research associate(s) have received compensation based upon various factors, including quality of research, investor client
feedback, and Guggenheim Securities, LLC's overall revenues, which includes investment banking revenues.
Guggenheim Securities, LLC or its affiliates expect(s) to receive or intend(s) to seek compensation for investment banking services from Duke Energy
Corporation, Eversource Energy, Exelon Corporation, Public Service Enterprise Group Inc. and TECO Energy, Inc. in the next 3 months.
Please refer to this website for company-specific disclosures referenced in this report: https://guggenheimsecurities.bluematrix.com/sellside/
Disclosures.action. Disclosure information is also available from Compliance, 330 Madison Avenue, New York, NY 10017.
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RATING DEFINITIONS
BUY (B) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of 10% or more within a 12-month period.
NEUTRAL (N) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of plus 10% or minus 10% within a 12-month period.
No price target is assigned.
SELL (S) - Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 10% or more within a 12-month period.
NR - The investment rating and price target have been temporarily suspended. Such suspensions are in compliance with applicable regulations and/or
Guggenheim Securities, LLC policies.
CS - Coverage Suspended. Guggenheim Securities, LLC has suspended coverage of this company.
NC - Not covered. Guggenheim Securities, LLC does not cover this company.
Restricted - Describes issuers where, in conjunction with Guggenheim Securities, LLC engagement in certain transactions, company policy or applicable
securities regulations prohibit certain types of communications, including investment recommendations.
Monitor - Describes stocks whose company fundamentals and financials are being monitored, and for which no financial projections or opinions on the
investment merits of the company are provided.
Guggenheim Securities, LLC methodology for assigning ratings may include the following: market capitalization, maturity, growth/value, volatility and expected
total return over the next 12 months. The price targets are based on several methodologies, which may include, but are not restricted to, analyses of market
risk, growth rate, revenue stream, discounted cash flow (DCF), EBITDA, EPS, cash flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth, P/CF, P/
FCF, premium (discount)/average group EV/EBITDA, premium (discount)/average group P/E, sum of the parts, net asset value, dividend returns, and return
on equity (ROE) over the next 12 months.
Prior to 12/8/14, Guggenheim Securities, LLC’s BUY, NEUTRAL, and SELL ratings definitions were as follows (no other ratings definitions were changed):
BUY (B) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of 15% or more within a 12-month period.
NEUTRAL (N) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of plus 15% or minus 15% within a 12-month period.
SELL (S) - Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 15% or more within a 12-month period.

RATINGS DISTRIBUTIONS FOR GUGGENHEIM SECURITIES:
IB Serv./ Past 12Mos.
Rating Category

Count

Percent

Count

Percent

Buy

175

61.62%

34

19.43%

Neutral

109

38.38%

3

2.75%

Sell

0

0.00%

0

0.00%

OTHER DISCLOSURES
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This research is for our clients and prospective clients only. Other than disclosures relating to Guggenheim Securities and its affiliates, this research is based
on current public information that we consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. We seek to
update our research as appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a periodic basis,
the large majority of reports are published at irregular intervals as appropriate in the research analyst's judgment. Guggenheim Securities conducts a fullservice, integrated investment banking and brokerage business, and one or more of its affiliates conduct an investment management business. Guggenheim
Securities is a member of SIPC (http://www.sipc.org). Our salespeople, traders, and other professionals may provide oral or written market commentary or
trading strategies to our clients and our employees trading for our own account that reflect opinions that are contrary to the opinions expressed in this research.
Guggenheim Securities or certain of its affiliates conducts an investment management business, trades for its own account, and conducts an investment
business, and may make investment decisions that are inconsistent with the recommendations or views expressed in this research.
We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from time to time have long or short positions in, act as
principal in, and buy or sell, the securities or derivatives, if any, referred to in this research. We and our affiliates also may sell to or buy from customers on a
principal basis the securities described herein. We and our affiliates also do business with, or that relates to, companies covered in Guggenheim Securities’
research, and may have a position in the debt of the company or companies discussed herein.
This research is not an offer to sell or the solicitation of an offer to buy any security. It does not constitute a personal recommendation or take into account
the particular investment objectives, financial situations, or needs of individual clients. Clients should consider whether any advice or recommendation in this
research is suitable for their particular circumstances and, if appropriate, seek professional advice, including tax advice. The price and value of investments
referred to in this research and the income from them may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed,
and a loss of original capital may occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain
investments.
TACTICAL TRADING IDEA DISCLAIMER
Guggenheim Securities, LLC produces "Tactical Trade Ideas" that identify short-term, catalyst-driven trading opportunities impacting companies within the
Firm’s coverage universe. Tactical Trade Ideas may exist on companies in this report and may be contrary to the analyst’s published rating.
Copyright © 2016 by Guggenheim Securities, LLC, ("Guggenheim") a FINRA registered broker-dealer. All rights reserved. The contents of this report are
based upon information or are obtained from sources that Guggenheim generally considers reliable, but Guggenheim makes no representations or warranties
with respect to their accuracy, completeness, timeliness, suitability or otherwise, and assumes no responsibility to update them for subsequent events or
knowledge. Guggenheim is not responsible for your use of this information.
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Guggenheim's Power and Utilities Daily: CPP, D, DUK, SO, FE, AEP, AWK, ED,
EXC, ETR
What's New?

January 22, 2016

SHAHRIAR POURREZA, CFA

CPP – Court of Appeals denies stay of Clean Power Plan
ED/EXC/ETR – NY PSC approves $5.3B clean energy fund
D/DUK/SO – Forest Service rejects Atlantic Coast pipeline route through national
forests in VA and W. VA
DUK – Duke files for merger of Piedmont approval to Tennessee Commission
FERC – FERC Commissioner will not seek reappointment in June
FE/AEP – The Office of the Ohio Consumers’ Counsel asks lawmakers to
examine Ohio utility regulation concerns
AWK – AWK files rate case in Illinois

ANALYST

212 518 5862
shahriar.pourreza@guggenheimpartners.com

CPP – Court of Appeals denies stay of Clean Power Plan
• The DC Circuit Court of Appeals on Thursday denied requests by states and
industry to stay the Clean Power Plan.
• The federal appeals court will hear merits of the case on June 2, and potentnial
for oral arguments to continue on June 3.
• The DC Circuit also ordered parties to submit a proposed briefing schedule that
would allow initial briefs to be submitted by April 15 and final briefs by April 22.
Guggenheim takeaway: As we highlighted in our research, getting the court to
issue a stay of EPA’s Clean Power Plan is generally an uphill battle. We note a stay
of MATs was not granted either. Regardless of potential delays in the court case,
we believe states will submit State Implementation Plans to be in compliance with
CPP in 2022.
ED/EXC/ETR – NY PSC approves $5.3B clean energy fund
• NY PSC approved a $5.3B clean energy fund directed at electric and gas
utilities to develop energy efficiency programs.
• The fund will support: existing solar program and green bank, as well as
research to address barriers in energy efficiency, and market development.
• The PSC also expanded the scope of its renewable programs to include NY
Governor’s directive to meet 50% renewables by 2030.
• The PSC will develop a framework by June on the possibility of requiring utilities
to procure a share of zero emission credits to support nuclear units.
Guggenheim takeaway: As we highlighted in our research, we believe the NY
PSC would adopt the NY Governor’s goal of trying to keep upstate nuclear, e.g.
ETR’s Fitzpatrick and EXC’s Ginna. In his state of the state address, he requested
to have nuclear as a bridge and to switch away from coal. We believe these
initiatives help to achieve Clean Power Plan incentives, and could be a positive
for ED to develop transmission for increased renewables in the state.
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D/DUK/SO – Forest Service rejects Atlantic Coast pipeline route through
national forests in VA and W. VA
• The National Forest Service determined that the proposed Atlantic Coast
Pipeline (ACP) did not meet the minimum requirements for passing through
areas in the Monongahela and George Washington national forests.
• The Forest Service has requested that Atlantic Coast provide additional
information on new routes.
• The Forest Service said new alternative routes must be developed so that
it complies with a conservation agreement for the Cow Knob salamander
and avoid Cheat Mountain and Back Allegheny Mountain in the Monongahela
National Forest and Shenandoah Mountain in the George Washington National
Forest.
Guggenheim takeaway: Another hiccup for ACP, although we would expect
issues such as this to surface with an infrastructure development this size. At this
juncture we still expect D to keep schedule on track.
DUK – Duke files for merger of Piedmont approval to Tennessee
• DUK and PNY (PNY, NC, $58.00) filed their proposed merger with the
Tennessee Regulatory Authority (TRA).
• The companies indicated merging would not increase rates in TN.
• The companies request the TRA approve the merger before April 30, 2016.
Guggenheim takeaway:As we highlighted in our research, we believe there are
limited hurdles for this transaction. DUK expects the transaction to close in 4Q16
and we don’t anticipate any unordinary pushback. See our note here for analysis
on the merger.
FERC – FERC Commissioner will not seek reappointment in June
• FERC Commissioner Tony Clark announced that he will not seek
reappointment when his term expires in June 2016.
• Commissioner Tony Clark said he may serve beyond the end of his term if a
replacement has not yet been confirmed. He is the only Republican of four
FERC commissioners.
• Commissioner Tony Clark joined the commission in 2012.
Guggenheim takeaway: FERC has become a very restrictive body of oversight
from an investor and even re-regulated market standpoint. Changes in regime
are welcome.
FE/AEP – The Office of the Ohio Consumers’ Counsel asks lawmakers to
examine Ohio utility regulation concerns
• The governing board of the Office of the Ohio Consumers' Counsel released a
report on the state of investor-owned utilities in Ohio.
• The report stated that the problem is in how Ohio regulates the electric industry.
• The report also proposes that a 15-member task force be created to examine
the issue and propose reforms that will be submitted to the General Assembly
no later than Dec. 15.
• The report addresses customer dissatisfaction, and also presents the
difficulties investor-owned-utilities face in OH.
Guggenheim takeaway: This report acts as commentary on the state of utilities in
OH in light of the pending hearings on FE and AEP’s PPA settlements. The report
highlights complaints and generally negative sentiment on the state of electricity
GUGGENHEIM SECURITIES, LLC
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markets in OH. As we highlight in our research, while there have been alternative
plans submitted by IPPs and claims for litigation, we believe PUCO will approve
the PPAs. See here for our takeaways on AEP PPA and FE PPA.
AWK – AWK files rate case in Illinois
• AWK is filing a $40mm revenue increase in its rate case. Rates from this rate
case will be effective January 2017.
• Illinois American Water will have invested ~$342mm in water and sewer
infrastructure from 2013 to 2017.
• The primary driver for the revenue increase is on water and system
investments.
Guggenheim takeaway: We note that this is the first rate case IL American Water
has filed since 2012 and we do not expect the revenue increase to be contentious.
American Water has historically settled on their rate cases.
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Links
• Guggenheim's Comp Sheet
• Forward Commodity Curves for Power and Utility Modeling
Key Research
1. Guggenheim's Power & Utilities 2016 Outlook: Liking Utilities but Choose
Wisely with a Return to Stock Picking
2. AEP - BUY - Our Best Idea; Premium Utility Emerging from PPA Noise Stronger,
More Regulated, and Ready to Grow
3. PNW - NEUTRAL - Management Meeting Takeaways: Rate Design; Solar
Remains in Forefront; Potentially Higher CAPEX Outlook
4. GXP - BUY - Mgmt Meeting Takeaways: It’s About Navigating MO Energy
Policy – Unified and on a Better Footing
5. FE - Upgrading to BUY - The Buckeye State Now Fully Investable
6. FE – NEUTRAL – PPA Settlement Forthcoming – Procedural Delay Strong
Signal Inflection Point Nearing
7. EEI Full Recap
8. EIX – NEUTRAL – Quick Take on Revised ALJ Proposal
9. Power Breakfast: Guggenheim-Hosted Utility Commissioner Meetings
10. DUK - BUY - PNY Acquisition: Short-Term Pain for Longer-Term Gain? Devil
Is in the Details
11. PPL - BUY - Mgmt Meeting Takeaways: Underappreciated, Misunderstood;
Discount Good Entry Point; Strategic Moves Could Evolve
12. 3Q Utility Earnings Sneak Peek: EEI Edition
13. NEE - BUY - Constructive Outlook on FL: Strategic Decisions, Less
Contentious Rate Case & More Renewables Expected
14. EXC - BUY - Merger Approval Moving Past Ideology? Parties at the Table,
Enhanced Commitments Could Sway DC Commission
15. DTE - BUY - Management Meeting Takeaways: Reinforced Stance; Midstream
Activities Support Above-Average Growth
16. EXC - Upgrading to BUY- ExGen Now a Free Call Option on Gas, Valuation
Cannot Be Ignored with Recent Sell-Off
17. PEG - BUY - Management Meeting Takeaways: Constructive Meetings—Solid
Regulated Growth, Making Some Moves in Power
18. FE - NEUTRAL - Quick Take: PUCO Staff Submits PPA Positions, Start of a
Settlement Conversation
19. Rising Rates? No Problem – Still Like Utilities, But Now Be More Selective
Given Recent Performance
20. More Uplifting Data Points for AEP and FE
21. Coming Back from Ohio a Buckeye Fan: Upgrading AEP to BUY, FE Nearing
Inflection
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22. SO - NEUTRAL - Now Making the Correct Call on Gas? Great Call – We View
Acquiring AGL as Best Strategic Move in Years
23. Evolving Economics of Power & Alternative Energy: Balance of “Power"
Continues to Shift Toward Gas and Renewables
24. EPA Clean Power Plan: Much Ado About Everything
Keys Events Calendar
Date

Ticker Event / Proceeding

Utility

Ongoing

AEP

Ongoing

FE

Evidentiary hearings

01/25

EIX

Next date for potential decision
Southern California Edison
regarding the SONGS settlement

State

PPA evidentiary hearings
Ohio Edison Company, Cleveland Electric
Illuminating Company, Toledo Edison Company

OH

14-1693-EL-RDR

OH

14-1297-EL-SSO

CA

I.12 10 013
Federal Energy
Regulatory Commission
v. Electric Power Supply

Next date for Supreme Court to
issue DR opinion

01/25

Docket

01/26

SO

Intervenor testimony regarding
GAS acquisition expected to be
filed in Maryland

01/28

ES

Responses due for 3-state RFP
in New England

01/28

ED

PSC technical conference on
earnings impact mechanisms
and related items

Consolidated Edison Company of New York
Orange & Rockland

NY

14

01/31

PCG

GT&S rate case decision
expected in January 2016

Pacific Gas & Electric Company

CA

A.13-12-012

02/05

ES

Deadline to file motion to
interene in Northern Pass
proceedings

NH

02/16

ETR

Indian Point Coastal Zone
Management (CZM)

NY

Consideration of re-opening the
SONGS settlement
Opinion on whether FERC has autority
over pricing DR in wholesale rates
MD PSC consideration of SO's proposed
acquisition of GAS

MD

Three-state RFP for clean energy

Supreme Court argument for
CPV Maryland, LLC v. PPL
EnergyPlus, LLC

02/24

Description
Proposed settlement regarding PPAs for
Ohio power plants

APL-2015-00152
14-623

02/24

NEE

FPSC hearing on Duval-Raven
transmission project

Florida Power & Light

FL

03/22

PCG

Trial scheduled for PG&E
criminal case

Pacific Gas & Electric Company

CA

GUGGENHEIM SECURITIES, LLC
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150263-EI

REV technical conference to discuss
Earnings Impact Mechanisms (EIMs), as
well as other topics
Procedural schedule estimates a decision
regarding GT&S revenue requirement in
January 2016
The NH Site Evaluation Committee set a
deadline for anyone wishing to intervene
to file a motion with the commission.
CZM Case NYS reply brief due
Whether state-directed contracts for new
generation build infringes on FERC
jurisdiction on wholesale rates
FPSC hearing on the proposed $71mm
Duval-Raven transmission line
Criminal case against PG&E related to
the San Bruno explosion
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Upcoming Corporate Access and Client Events
Upcoming
Corporate Access

Dates

Regions

Confirmed Management Attendees

DUK

TBA

TBA

TBA

SO

TBA

TBA

TBA

EIX

TBA

TBA

TBA

DTE

TBA

TBA

TBA

ED

TBA

TBA

TBA

AWK

TBA

TBA

TBA

ES

TBA

TBA

TBA

FE

TBA

TBA

TBA

PNW

TBA

TBA

TBA

GXP

TBA

TBA

TBA

WR

TBA

TBA

TBA

EXC

TBA

TBA

TBA

ETR

TBA

TBA

TBA

PPL

TBA

TBA

TBA

PEG

TBA

TBA

TBA

AEP

TBA

TBA

TBA

MORE TO BE ADDED
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Guggenheim Power & Utilities Comp Sheet (As of 01/21/2016)
Regulateds

Target

Current

Price

Diluted

Ticker

Company

Mkt. Cap
($MM)

Rating

Price(1)

Price

Change

Shares

'15E

EPS - Guggenheim
'16E

'17E

'18E CAGR

'15E

EPS - Consensus
'16E

'17E

'18E CAGR

'15E

'16E

'17E

'18E

'15E

'16E

'17E

'18E

AEP

American Electric Power

28,291

Buy

$62

$57.64

8%

489

3.73

3.73

3.92

4.19

4%

3.73

3.71

3.89

4.17

4%

15.5

15.5

14.7

13.8

15.5

15.5

14.8

13.8

ED

Consolidated Edison, Inc.

19,846

Neutral

$59

$67.69

-13%

294

4.00

4.10

4.17

4.33

3%

4.01

4.08

4.19

4.33

3%

16.9

16.5

16.2

15.6

16.9

16.6

16.1

15.6

D

Dominion Resources, Inc.

40,774

Buy

$76

$68.49

11%

585

3.65

3.84

3.99

4.47

7%

3.65

3.85

4.01

4.53

7%

18.8

17.8

17.2

15.3

18.8

17.8

17.1

15.1

DTE

DTE Energy Company

14,223

Buy

$86

$79.25

9%

177

4.85

4.98

5.27

5.66

5%

4.80

4.95

5.28

5.60

5%

16.3

15.9

15.0

14.0

16.5

16.0

15.0

14.2

DUK

Duke Energy Corporation

48,934

Buy

$76

$71.09

7%

707

4.60

4.64

4.95

5.07

3%

4.58

4.69

4.92

5.20

4%

15.5

15.3

14.4

14.0

15.5

15.2

14.4

13.7

EIX

Edison International

19,132

Neutral

$62

$58.72

6%

329

3.81

3.75

4.04

4.31

4%

3.78

3.74

4.04

4.31

4%

15.4

15.7

14.5

13.6

15.5

15.7

14.5

13.6

ES

Eversource Energy

16,044

Buy

$55

$50.58

9%

317

2.82

2.99

3.19

3.44

7%

2.84

3.02

3.22

3.44

7%

17.9

16.9

15.9

14.7

17.8

16.7

15.7

14.7

GXP

Great Plains Energy Inc.

4,066

Buy

$30

$26.34

14%

154

1.40

1.73

1.87

1.98

12%

1.40

1.76

1.84

1.95

12%

18.8

15.2

14.1

13.3

18.8

14.9

14.3

13.5

NEE

NextEra Energy, Inc.

48,367

Buy

$124

$105.04

18%

440

5.66

6.19

6.60

7.04

8%

5.66

6.16

6.52

6.96

7%

18.6

17.0

15.9

14.9

18.6

17.1

16.1

15.1

PCG

PG&E Corporation

25,249

Neutral

$53

$51.48

3%

470

3.02

3.67

3.69

3.91

9%

3.05

3.73

3.71

3.93

9%

17.0

14.0

14.0

13.2

16.9

13.8

13.9

13.1

PNW

Pinnacle West Capital Corp.

7,012

Neutral

$60

$63.26

-5%

111

3.81

4.02

4.18

4.43

5%

3.79

3.99

4.19

4.35

5%

16.6

15.7

15.1

14.3

16.7

15.8

15.1

14.5

PPL

PPL Corporation

22,324

Buy

$37

$33.23

11%

666

2.21

2.33

2.44

2.57

5%

2.21

2.32

2.41

2.53

5%

15.0

14.3

13.6

12.9

15.0

14.3

13.8

13.1

SO

Southern Company

42,547

Neutral

$43

$46.81

-8%

901

2.87

2.97

3.05

3.18

3%

2.88

2.95

3.08

3.21

4%

16.3

15.8

15.3

14.7

16.3

15.8

15.2

14.6

WR

Westar Energy, Inc.

5,704

Buy

$46

$40.38

14%

133

2.21

2.43

2.54

2.64

6%

2.21

2.45

2.55

2.65

6%

18.3

16.6

15.9

15.3

18.3

16.5

15.8

15.2

TE

TECO Energy, Inc.

6,349

Neutral

$28

$26.99

4%

224

1.09

1.18

1.27

1.35

7%

1.10

1.18

1.28

1.34

7%

24.8

22.9

21.3

20.0

24.6

22.9

21.1

20.1

6%

16.9

15.9

15.1

14.3

16.9

15.8

15.1

14.3

12.9

Average (2)

6%

P/E - Guggenheim

P/E - Consensus

Integrateds
ETR

Entergy Corporation

11,895

Neutral

$69

$66.68

3%

180

5.80

5.01

5.12

5.16

-4%

5.83

5.01

5.02

5.16

-4%

11.5

13.3

13.0

12.9

11.4

13.3

13.3

EXC

Exelon Corporation

25,214

Buy

$31

$27.42

13%

864

2.56

2.53

2.63

2.85

4%

2.52

2.55

2.70

2.90

5%

10.7

10.8

10.4

9.6

10.9

10.8

10.2

9.5

FE

FirstEnergy Corp.

13,241

Buy

$39

$31.30

25%

421

2.71

2.87

2.86

2.91

2%

2.69

2.85

2.66

2.73

0%

11.5

10.9

10.9

10.8

11.6

11.0

11.7

11.5

PEG

Public Service Enterprise Group

19,778

Buy

$41

$39.09

5%

508

2.93

2.97

2.93

3.00

1%

2.93

2.92

2.85

3.00

1%

13.3

13.2

13.3

13.0

13.4

13.4

13.7

13.0

1%

11.8

12.1

11.9

11.6

11.8

12.1

12.2

11.7

7%

22.7

21.3

19.9

18.8

22.9

21.3

19.9

18.8

Average

1%

Other
AWK

American Water Works

10,813

Buy

$66

$60.25

10%

180

2.65

2.83

3.03

3.20

6%

2.63

2.83

3.02

3.21

1. Neutral rated companies do not have price targets; target reflects fair equity value per share estimate.

Source: Bloomberg, Guggenheim Securities, LLC.

2. TE (acquisition pending) excluded from group averages.

Regulateds

Current

Ticker

Company

AEP

Consensus Dividend Per Share

Consensus Dividend Yield

Consensus Dividend Payout

Rating

Price

2015E

2016E

2017E

2018E

2015E

2016E

2017E

2018E

2015E

2016E

2017E

2018E

American Electric Power

Buy

$57.64

2.15

2.26

2.36

2.52

3.7%

3.9%

4.1%

4.4%

58%

61%

61%

60%

ED

Consolidated Edison, Inc.

Neutral

$67.69

2.58

2.65

2.71

2.76

3.8%

3.9%

4.0%

4.1%

64%

65%

65%

64%

D

Dominion Resources, Inc.

Buy

$68.49

2.58

2.77

2.98

3.21

3.8%

4.0%

4.3%

4.7%

71%

72%

74%

71%

DTE

DTE Energy Company

Buy

$79.25

2.83

2.97

3.13

3.37

3.6%

3.7%

3.9%

4.2%

59%

60%

59%

60%

DUK

Duke Energy Corporation

Buy

$71.09

3.26

3.38

3.53

3.71

4.6%

4.8%

5.0%

5.2%

71%

72%

72%

71%

EIX

Edison International

Neutral

$58.72

1.69

1.91

2.11

2.20

2.9%

3.2%

3.6%

3.8%

45%

51%

52%

51%

ES

Eversource Energy

Buy

$50.58

1.67

1.79

1.91

2.01

3.3%

3.5%

3.8%

4.0%

59%

59%

59%

59%

GXP

Great Plains Energy Inc.

Buy

$26.34

1.01

1.09

1.16

1.22

3.8%

4.1%

4.4%

4.6%

72%

62%

63%

63%

NEE

NextEra Energy, Inc.

Buy

$105.04

3.07

3.47

3.92

4.48

2.9%

3.3%

3.7%

4.3%

54%

56%

60%

64%

PCG

PG&E Corporation

Neutral

$51.48

1.83

1.93

2.05

2.21

3.5%

3.7%

4.0%

4.3%

60%

52%

55%

56%

PNW

Pinnacle West Capital Corp.

Neutral

$63.26

2.42

2.53

2.66

2.79

3.8%

4.0%

4.2%

4.4%

64%

63%

63%

64%

PPL

PPL Corporation

Buy

$33.23

1.50

1.53

1.57

1.64

4.5%

4.6%

4.7%

4.9%

68%

66%

65%

65%

SO

Southern Company

Neutral

$46.81

2.16

2.23

2.31

2.41

4.6%

4.8%

4.9%

5.1%

75%

75%

75%

75%

WR

Westar Energy, Inc.

Buy

$40.38

1.44

1.51

1.60

1.65

3.6%

3.7%

4.0%

4.1%

65%

62%

63%

62%

TE

TECO Energy, Inc.

Neutral

$26.99

0.90

0.92

0.94

0.96

3.3%

3.4%

3.5%

3.6%

82%

78%

74%

72%

3.7%

3.9%

4.1%

4.4%

64%

64%

64%

64%

Average
Integrateds
ETR

Entergy Corporation

Neutral

$66.68

3.35

3.43

3.49

3.60

5.0%

5.1%

5.2%

5.4%

57%

69%

70%

70%

EXC

Exelon Corporation

Buy

$27.42

1.24

1.25

1.25

1.25

4.5%

4.6%

4.6%

4.6%

49%

49%

46%

43%

FE

FirstEnergy Corp.

Buy

$31.30

1.44

1.44

1.45

1.44

4.6%

4.6%

4.6%

4.6%

53%

51%

54%

53%

PEG

Public Service Enterprise Group

Buy

$39.09

1.56

1.62

1.69

1.81

4.0%

4.2%

4.3%

4.6%

53%

56%

59%

60%

4.5%

4.6%

4.7%

4.8%

53%

56%

57%

56%

2.2%

2.4%

2.6%

2.9%

51%

51%

52%

54%

Average
Other
AWK

American Water Works

Buy

$60.25

rities, LLC.

1.34

1.43

1.58

1.72

Source: Bloomberg, Guggenheim Securities, LLC.

GUGGENHEIM SECURITIES, LLC
Provided for the exclusive use of Reid Bergstrom at Exelon on 29-Aug-2017 03:28 PM.

See pages 8 - 9 for analyst certification and important disclosures.

Page 7

Guggenheim's Power & Utilities Daily

January 22, 2016

ANALYST CERTIFICATION
By issuing this research report, each Guggenheim Securities, LLC ("Guggenheim Securities") research analyst whose name appears in this report hereby
certifies that (i) all of the views expressed in this report accurately reflect the research analyst's personal views about any and all of the subject securities or
issuers discussed herein and (ii) no part of the research analyst's compensation was, is, or will be directly or indirectly related to the specific recommendations
or views expressed by the research analyst.

IMPORTANT DISCLOSURES
The research analyst(s) and research associate(s) have received compensation based upon various factors, including quality of research, investor client
feedback, and Guggenheim Securities, LLC's overall revenues, which includes investment banking revenues.
Please refer to this website for company-specific disclosures referenced in this report: https://guggenheimsecurities.bluematrix.com/sellside/
Disclosures.action. Disclosure information is also available from Compliance, 330 Madison Avenue, New York, NY 10017.

RATING DEFINITIONS
BUY (B) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of 10% or more within a 12-month period.
NEUTRAL (N) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of plus 10% or minus 10% within a 12-month period.
No price target is assigned.
SELL (S) - Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 10% or more within a 12-month period.
NR - The investment rating and price target have been temporarily suspended. Such suspensions are in compliance with applicable regulations and/or
Guggenheim Securities, LLC policies.
CS - Coverage Suspended. Guggenheim Securities, LLC has suspended coverage of this company.
NC - Not covered. Guggenheim Securities, LLC does not cover this company.
Restricted - Describes issuers where, in conjunction with Guggenheim Securities, LLC engagement in certain transactions, company policy or applicable
securities regulations prohibit certain types of communications, including investment recommendations.
Monitor - Describes stocks whose company fundamentals and financials are being monitored, and for which no financial projections or opinions on the
investment merits of the company are provided.
Guggenheim Securities, LLC methodology for assigning ratings may include the following: market capitalization, maturity, growth/value, volatility and expected
total return over the next 12 months. The price targets are based on several methodologies, which may include, but are not restricted to, analyses of market
risk, growth rate, revenue stream, discounted cash flow (DCF), EBITDA, EPS, cash flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth, P/CF, P/
FCF, premium (discount)/average group EV/EBITDA, premium (discount)/average group P/E, sum of the parts, net asset value, dividend returns, and return
on equity (ROE) over the next 12 months.
Prior to 12/8/14, Guggenheim Securities, LLC’s BUY, NEUTRAL, and SELL ratings definitions were as follows (no other ratings definitions were changed):
BUY (B) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of 15% or more within a 12-month period.
NEUTRAL (N) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of plus 15% or minus 15% within a 12-month period.
SELL (S) - Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 15% or more within a 12-month period.

RATINGS DISTRIBUTIONS FOR GUGGENHEIM SECURITIES:
IB Serv./ Past 12Mos.
Rating Category

Count

Percent

Count

Percent

Buy

175

61.62%

34

19.43%

Neutral

109

38.38%

3

2.75%

Sell

0

0.00%

0

0.00%

OTHER DISCLOSURES
This research is for our clients and prospective clients only. Other than disclosures relating to Guggenheim Securities and its affiliates, this research is based
on current public information that we consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. We seek to
update our research as appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a periodic basis,
the large majority of reports are published at irregular intervals as appropriate in the research analyst's judgment. Guggenheim Securities conducts a fullservice, integrated investment banking and brokerage business, and one or more of its affiliates conduct an investment management business. Guggenheim
Securities is a member of SIPC (http://www.sipc.org). Our salespeople, traders, and other professionals may provide oral or written market commentary or
trading strategies to our clients and our employees trading for our own account that reflect opinions that are contrary to the opinions expressed in this research.
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Guggenheim Securities or certain of its affiliates conducts an investment management business, trades for its own account, and conducts an investment
business, and may make investment decisions that are inconsistent with the recommendations or views expressed in this research.
We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from time to time have long or short positions in, act as
principal in, and buy or sell, the securities or derivatives, if any, referred to in this research. We and our affiliates also may sell to or buy from customers on a
principal basis the securities described herein. We and our affiliates also do business with, or that relates to, companies covered in Guggenheim Securities’
research, and may have a position in the debt of the company or companies discussed herein.
This research is not an offer to sell or the solicitation of an offer to buy any security. It does not constitute a personal recommendation or take into account
the particular investment objectives, financial situations, or needs of individual clients. Clients should consider whether any advice or recommendation in this
research is suitable for their particular circumstances and, if appropriate, seek professional advice, including tax advice. The price and value of investments
referred to in this research and the income from them may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed,
and a loss of original capital may occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain
investments.
TACTICAL TRADING IDEA DISCLAIMER
Guggenheim Securities, LLC produces "Tactical Trade Ideas" that identify short-term, catalyst-driven trading opportunities impacting companies within the
Firm’s coverage universe. Tactical Trade Ideas may exist on companies in this report and may be contrary to the analyst’s published rating.
Copyright © 2016 by Guggenheim Securities, LLC, ("Guggenheim") a FINRA registered broker-dealer. All rights reserved. The contents of this report are
based upon information or are obtained from sources that Guggenheim generally considers reliable, but Guggenheim makes no representations or warranties
with respect to their accuracy, completeness, timeliness, suitability or otherwise, and assumes no responsibility to update them for subsequent events or
knowledge. Guggenheim is not responsible for your use of this information.

GUGGENHEIM SECURITIES, LLC
Provided for the exclusive use of Reid Bergstrom at Exelon on 29-Aug-2017 03:28 PM.

See pages 8 - 9 for analyst certification and important disclosures.

Page 9

Contact Information

Locations

NEW YORK SALES & TRADING DESK
212 292 4700

NEW YORK
330 Madison Avenue
New York, NY 10017

DALLAS
1717 McKinney Avenue
Suite 870

NASHVILLE
104 Woodmont Blvd
Suite 203

EQUITY TRADING DESK
212 292 4701

WASHINGTON, DC
1055 Thomas Jefferson Street, NW
Suite 450
Washington, DC 20007

Dallas, TX 75202

Nashville, TN 37205

SAN FRANCISCO
50 California Street
Suite 1515

BOSTON
500 Boylston Street, 13th Floor

San Francisco, CA 94111

RICHMOND
919 East Main Street
Suite 1605
Richmond, VA 23219

MEDIA INQUIRIES
310 367 6567
EMAIL
general@guggenheimpartners.com

Boston, MA 02116

Guggenheim Equity Research
AEROSPACE & DEFENSE
Roman Schweizer, Analyst
roman.schweizer@guggenheimpartners.com
202 747 9471
ENERGY: EXPLORATION & PRODUCTION,
OIL SERVICES & EQUIPMENT
Subash Chandra, CFA, Analyst
subash.chandra@guggenheimpartners.com
212 918 8771
Marshall Coltrain, Associate
marshall.coltrain@guggenheimpartners.com
212 518 9904
Michael LaMotte, Analyst
michael.lamotte@guggenheimpartners.com
972 638 5502
Eric Loyet, CFA, Associate
eric.w.loyet@guggenheimpartners.com
212 518 9782
ENERGY: POWER & UTILITIES
Shahriar Pourreza, CFA, Analyst
shahriar.pourreza@guggenheimpartners.com
212 518 5862
FINANCIAL SERVICES: INVESTMENT
COMPANIES, COMMUNITY &
REGIONAL BANKS, SPECIALTY FINANCE
Taylor Brodarick, Analyst
taylor.brodarick@guggenheimpartners.com
212 293 2820
FINANCIAL SERVICES: COMMUNITY &
REGIONAL BANKS, PAYMENTS & CREDIT
SERVICES
David Darst, Analyst
david.darst@guggenheimpartners.com
615 208 1224
Ryan Strain, Associate
ryan.strain@guggenheimpartners.com
615 208 1226

FINANCIAL SERVICES: SUPER REGIONAL,
UNIVERSAL BANKS & BROKERS, PAYMENT
& CREDIT SERVICES, SPECIALTY FINANCE
Eric Wasserstrom, Analyst
eric.wasserstrom@guggenheimpartners.com
212 823 6571
Jeff Cantwell, Associate
jeffrey.cantwell@guggenheimpartners.com
212 823 6543
HEALTHCARE: BIOPHARMACEUTICALS
Tony Butler, Analyst
tony.butler@guggenheimpartners.com
212 823 6540
Kaitlin Sandor, Associate
kaitlin.sandor@guggenheimpartners.com
212 518 9868
HEALTHCARE: BIOTECHNOLOGY
Bill Tanner, Analyst
william.tanner@guggenheimpartners.com
212 518 9012
Matthew Lillis, Associate
matthew.lillis@guggenheimpartners.com
617 859 4618
HEALTHCARE: SPECIALTY PHARMA
Louise Chen, Analyst
louise.chen@guggenheimpartners.com
212 381 4195
Brandon Folkes, Analyst
brandon.folkes@guggenheimpartners.com
212 518 9976
Zenah Hasan, Associate
zenah.hasan@guggenheimpartners.com
212 918 8754
RETAIL & CONSUMER: CONSUMABLES;
FOOD & DRUG
John Heinbockel, Analyst
john.heinbockel@guggenheimpartners.com
212 381 4135
Steven Forbes, Analyst
steven.forbes@guggenheimpartners.com
212 381 4188
Jerry Sullivan, Associate
jerry.sullivan@guggenheimpartners.com
212 518 9548

GUGGENHEIM SECURITIES, LLC
Provided for the exclusive use of Reid Bergstrom at Exelon on 29-Aug-2017 03:28 PM.

RETAIL & CONSUMER: RESTAURANTS
Matthew DiFrisco, Analyst
matthew.difrisco@guggenheimpartners.com
212 823 6599
Matthew Kirschner, Associate
matthew.kirschner@guggenheimpartners.com
212 518 5859
RETAIL & CONSUMER: SOFTLINES
Howard Tubin, Analyst
howard.tubin@guggenheimpartners.com
212 823 6558
TMT: DATA & COMMUNICATION
INFRASTRUCTURE
Ryan Hutchinson, Analyst
ryan.hutchinson@guggenheimpartners.com
415 852 6458
Nate Cunningham, Associate
nathaniel.cunningham@guggenheimpartners.com
212 823 6597
Taylor Reiners, Associate
taylor.reiners@guggenheimpartners.com
212 518 9552
TMT: INTERNET
Jake Fuller, Analyst
jake.fuller@guggenheimpartners.com
212 518 9013
Mickey Gallagher, Associate
michael.gallagher@guggenheimpartners.com
212 823 6562
TMT: MEDIA & ENTERTAINMENT,
CABLE & SATELLITE TV
Michael Morris, Analyst
michael.morris@guggenheimpartners.com
804 253 8025
Curry Baker, Associate
curry.baker@guggenheimpartners.com
804 253 8029
Case Taylor, Associate
case.taylor@guggenheimpartners.com
804 253 8053

People. Ideas. Success.

Guggenheim's Power & Utilities Daily
Guggenheim's Power and Utilities Daily: NEE, ED, EXC, ES, DTE, DUK

What's New?
NEE/ED – Mountain Valley Pipeline secures ED as customer
ES – Importing hydro from Canada top of MA Governor’s list
EXC – Environmental groups asks MD Appeals court to weigh in on PSC approval
of merger
DUK –Piedmont shareholders approve DUK acquisition
DTE – Opponents to NEXUS seek support from OH Senator
ES – Solar Company cuts jobs as net-metering program limit in New Hampshire
reached

January 25, 2016

SHAHRIAR POURREZA, CFA

ANALYST

212 518 5862
shahriar.pourreza@guggenheimpartners.com

NEE/ED – Mountain Valley Pipeline secures ED as customer
• NEE announced that ED will have a 12.5% ownership interest in Mountain
Valley Pipeline (MVP).
• ED has also agreed to be a customer of natural gas shipped through MVP.
• MVP requires FERC approval, as it will be a natural gas pipeline crossing West
Virginia to the Transco pipeline in Virginia.
• MVP filed their formal application with FERC in October 2015, requesting
authorization to construct the pipeline.
• Construction is expected to begin in late 2016, with in-service targeted for
4Q18.
Guggenheim takeaway: The Mountain Valley Pipeline will transport ~2Bcf/day
of Marcellus and Utica gas to markets in Mid/South Atlantic regions. Through the
application, FERC is asked to certify public convenience and necessity of MVP,
including safety, water resources, and other environmental consideration. Project
moving right along.
ES – Solar Company cuts jobs as net-metering program limit in New
Hampshire reached
• SunRay Solar Inc. fired a third of its employees after ES announced the netmetering limit was reached.
• ES announced that the net-metering program limit has been reached and that
new applicants for NH’s net-metering program would be placed on a wait list.
• ES is working with the Legislature on a proposal to raise existing net metering
limit, or “cap,” and to ask state regulators to develop a more permanent solution
in addressing cost shift.
• Projects on the wait list, will receive a credit or payment that is based on the
wholesale market energy price in ISO-NE for exported energy.
Guggenheim takeaway: As the ongoing discussion on net-metering rates
continues, ES has established a wait list in NH that will put new customers under
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the lower, wholesale rate compensation (instead of retail rates). Legislation to
address net-metering and to expand the cap is currently under discussion.
EXC – Environmental groups asks MD Appeals court to weigh in on PSC
approval of merger
• The Sierra Club and Chesapeake Climate Action Network have appealed the
Circuit Court for Queen Anne's County’s decision to deny a request to vacate
or remand the MD PSC’s order.
• The MD PSC had conditionally approved EXC and POM (NC, $26.26) merger
in May 2015, with a 3-2 decision.
• The non-profit law organization Earthjustice filed the appeal on Jan. 21 asking
the MD Court of Special Appeals to weigh in on the case.
Guggenheim takeaway: We believe the appeal could create some noise, but will
not likely overturn the MD PSC’s decision to approve the merger. As a reminder,
EXC has a settlement pending approval from the DC Commission, which is the
last regulatory hurdle for the merger to be approved. The settlement will most
likely swing a majority of the DC Commission and be approved in 1Q16, in our
view. Likely deal approval in February.
DUK –Piedmont shareholders approve DUK acquisition
• PNY (PNY, NC, $57.97) shareholders voted to approve the acquisition on Jan
22.
• The companies filed their proposed merger with the Tennessee Regulatory
Authority (TRA) to transfer Piedmont's Tennessee operating license on Jan.
15, 2016.
Guggenheim takeaway: As we highlighted in our research, we believe there are
limited hurdles for this transaction. DUK expects the transaction to close in 4Q16
and we don’t anticipate any unordinary pushback. See our note here for analysis
on the merger.
DTE – Opponents to NEXUS seek support from OH Senator
• Opponents to the NEXUS pipeline have been in conversation with staffers of
an OH senator.
• The group requested to have NEXUS re-routed so that it will not cut across
Median and Stark counties in OH.
Guggenheim takeaway: As we continue to highlight in our research, we believe
the NEXUS pipeline will be built according to its schedule. While landowners
continue to oppose NEXUS' route, we believe there are limited hurdles for the
pipeline to be built. As a reminder, NEXUS submitted its FERC application for the
~255 mile, 1.5 Bcf/day pipeline, requesting that a decision be made before 4Q
2016 so that construction could being in early 2017.
ES – Importing hydro from Canada top of MA Governor’s list
• In the MA Governor’s State of the Commonwealth’s address, he urged
lawmakers to pass legislation requiring utilities enter into long-term contracts
with hydropower in Canada.
• The MA Governor noted that only hydropower was the most cost effective
solution as ~10,000 MW of capacity is expected to retire in the next few years.
• The Governor is seeking to import Canadian hydro to reduce New England’s
emissions and its dependence on natural gas.
Guggenheim takeaway: ES’s Northern Pass transmission line, which proposes
to deliver 1,000 MW of hydro power to New England is in the process of finalizing
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a route. With the Governor’s support of hydro power, we believe the project
will remain on track. As a reminder, the Site Evaluation Committee recently
approved ES’s application for review despite opposition from New England Power
Generators and the Society for the Protection of NH Forests (parties that would
likely make progress more difficult for ES, in our view).
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Links
• Guggenheim's Comp Sheet
• Forward Commodity Curves for Power and Utility Modeling
Key Research
1. Guggenheim's Power & Utilities 2016 Outlook: Liking Utilities but Choose
Wisely with a Return to Stock Picking
2. AEP - BUY - Our Best Idea; Premium Utility Emerging from PPA Noise Stronger,
More Regulated, and Ready to Grow
3. PNW - NEUTRAL - Management Meeting Takeaways: Rate Design; Solar
Remains in Forefront; Potentially Higher CAPEX Outlook
4. GXP - BUY - Mgmt Meeting Takeaways: It’s About Navigating MO Energy
Policy – Unified and on a Better Footing
5. FE - Upgrading to BUY - The Buckeye State Now Fully Investable
6. FE – NEUTRAL – PPA Settlement Forthcoming – Procedural Delay Strong
Signal Inflection Point Nearing
7. EEI Full Recap
8. EIX – NEUTRAL – Quick Take on Revised ALJ Proposal
9. Power Breakfast: Guggenheim-Hosted Utility Commissioner Meetings
10. DUK - BUY - PNY Acquisition: Short-Term Pain for Longer-Term Gain? Devil
Is in the Details
11. PPL - BUY - Mgmt Meeting Takeaways: Underappreciated, Misunderstood;
Discount Good Entry Point; Strategic Moves Could Evolve
12. 3Q Utility Earnings Sneak Peek: EEI Edition
13. NEE - BUY - Constructive Outlook on FL: Strategic Decisions, Less
Contentious Rate Case & More Renewables Expected
14. EXC - BUY - Merger Approval Moving Past Ideology? Parties at the Table,
Enhanced Commitments Could Sway DC Commission
15. DTE - BUY - Management Meeting Takeaways: Reinforced Stance; Midstream
Activities Support Above-Average Growth
16. EXC - Upgrading to BUY- ExGen Now a Free Call Option on Gas, Valuation
Cannot Be Ignored with Recent Sell-Off
17. PEG - BUY - Management Meeting Takeaways: Constructive Meetings—Solid
Regulated Growth, Making Some Moves in Power
18. FE - NEUTRAL - Quick Take: PUCO Staff Submits PPA Positions, Start of a
Settlement Conversation
19. Rising Rates? No Problem – Still Like Utilities, But Now Be More Selective
Given Recent Performance
20. More Uplifting Data Points for AEP and FE
21. Coming Back from Ohio a Buckeye Fan: Upgrading AEP to BUY, FE Nearing
Inflection
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22. SO - NEUTRAL - Now Making the Correct Call on Gas? Great Call – We View
Acquiring AGL as Best Strategic Move in Years
23. Evolving Economics of Power & Alternative Energy: Balance of “Power"
Continues to Shift Toward Gas and Renewables
24. EPA Clean Power Plan: Much Ado About Everything
Keys Events Calendar
Date

Ticker Event / Proceeding

Utility

Ongoing

AEP

Ongoing

FE

Evidentiary hearings

01/25

EIX

Next date for potential decision
Southern California Edison
regarding the SONGS settlement

State

PPA evidentiary hearings
Ohio Edison Company, Cleveland Electric
Illuminating Company, Toledo Edison Company

OH

14-1693-EL-RDR

OH

14-1297-EL-SSO

CA

I.12 10 013
Federal Energy
Regulatory Commission
v. Electric Power Supply

Next date for Supreme Court to
issue DR opinion

01/25

Docket

01/26

SO

Intervenor testimony regarding
GAS acquisition expected to be
filed in Maryland

01/28

ES

Responses due for 3-state RFP
in New England

01/28

ED

PSC technical conference on
earnings impact mechanisms
and related items

Consolidated Edison Company of New York
Orange & Rockland

NY

14

01/31

PCG

GT&S rate case decision
expected in January 2016

Pacific Gas & Electric Company

CA

A.13-12-012

02/05

ES

Deadline to file motion to
interene in Northern Pass
proceedings

NH

02/16

ETR

Indian Point Coastal Zone
Management (CZM)

NY

Consideration of re-opening the
SONGS settlement
Opinion on whether FERC has autority
over pricing DR in wholesale rates
MD PSC consideration of SO's proposed
acquisition of GAS

MD

Three-state RFP for clean energy

Supreme Court argument for
CPV Maryland, LLC v. PPL
EnergyPlus, LLC

02/24

Description
Proposed settlement regarding PPAs for
Ohio power plants

APL-2015-00152
14-623

02/24

NEE

FPSC hearing on Duval-Raven
transmission project

Florida Power & Light

FL

03/22

PCG

Trial scheduled for PG&E
criminal case

Pacific Gas & Electric Company

CA
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REV technical conference to discuss
Earnings Impact Mechanisms (EIMs), as
well as other topics
Procedural schedule estimates a decision
regarding GT&S revenue requirement in
January 2016
The NH Site Evaluation Committee set a
deadline for anyone wishing to intervene
to file a motion with the commission.
CZM Case NYS reply brief due
Whether state-directed contracts for new
generation build infringes on FERC
jurisdiction on wholesale rates
FPSC hearing on the proposed $71mm
Duval-Raven transmission line
Criminal case against PG&E related to
the San Bruno explosion
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Guggenheim Corporate Non-deal Roadshow Participants
Upcoming
Corporate Access

Dates

Regions

Confirmed Management Attendees

DUK

TBA

TBA

TBA

SO

TBA

TBA

TBA

EIX

TBA

TBA

TBA

DTE

TBA

TBA

TBA

ED

TBA

TBA

TBA

AWK

TBA

TBA

TBA

ES

TBA

TBA

TBA

FE

TBA

TBA

TBA

PNW

TBA

TBA

TBA

GXP

TBA

TBA

TBA

WR

TBA

TBA

TBA

EXC

TBA

TBA

TBA

ETR

TBA

TBA

TBA

PPL

TBA

TBA

TBA

PEG

TBA

TBA

TBA

AEP

TBA

TBA

TBA

MORE TO BE ADDED

GUGGENHEIM SECURITIES, LLC
Provided for the exclusive use of Reid Bergstrom at Exelon on 29-Aug-2017 03:28 PM.

See pages 8 - 9 for analyst certification and important disclosures.

Page 6

Guggenheim's Power & Utilities Daily

January 25, 2016

Guggenheim Power & Utilities Comp Sheet (As of 01/22/2016)
Regulateds

Target

Current

Price

Diluted

Ticker

Company

Mkt. Cap
($MM)

Rating

Price(1)

Price

Change

Shares

'15E

EPS - Guggenheim
'16E

'17E

'18E CAGR

'15E

'16E

'17E

'18E CAGR

'15E

'16E

'17E

'18E

'15E

'16E

'17E

'18E

AEP

American Electric Power

28,728

Buy

$62

$58.53

6%

489

3.73

3.73

3.92

4.19

4%

3.72

3.71

3.90

4.17

4%

15.7

15.7

14.9

14.0

15.7

15.8

15.0

14.0

ED

Consolidated Edison, Inc.

19,928

Neutral

$59

$67.97

-13%

294

4.00

4.10

4.17

4.33

3%

4.02

4.08

4.19

4.33

3%

17.0

16.6

16.3

15.7

16.9

16.7

16.2

15.7

D

Dominion Resources, Inc.

41,531

Buy

$76

$69.76

9%

585

3.65

3.84

3.99

4.47

7%

3.65

3.85

4.01

4.53

7%

19.1

18.2

17.5

15.6

19.1

18.1

17.4

15.4

DTE

DTE Energy Company

14,597

Buy

$86

$81.33

6%

177

4.85

4.98

5.27

5.66

5%

4.79

4.95

5.28

5.60

5%

16.8

16.3

15.4

14.4

17.0

16.4

15.4

14.5

DUK

Duke Energy Corporation

49,684

Buy

$76

$72.18

5%

707

4.60

4.64

4.95

5.07

3%

4.58

4.69

4.92

5.20

4%

15.7

15.6

14.6

14.2

15.8

15.4

14.7

13.9

EIX

Edison International

19,461

Neutral

$62

$59.73

4%

329

3.81

3.75

4.04

4.31

4%

3.78

3.73

4.04

4.31

4%

15.7

15.9

14.8

13.9

15.8

16.0

14.8

13.9

ES

Eversource Energy

16,361

Buy

$55

$51.58

7%

317

2.82

2.99

3.19

3.44

7%

2.84

3.02

3.22

3.44

7%

18.3

17.3

16.2

15.0

18.2

17.1

16.0

15.0

GXP

Great Plains Energy Inc.

4,157

Buy

$30

$26.93

11%

154

1.40

1.73

1.87

1.98

12%

1.40

1.76

1.84

1.95

12%

19.2

15.6

14.4

13.6

19.2

15.3

14.6

13.8

NEE

NextEra Energy, Inc.

49,085

Buy

$124

$106.60

16%

440

5.66

6.19

6.60

7.04

8%

5.66

6.16

6.52

6.96

7%

18.8

17.2

16.2

15.1

18.8

17.3

16.3

15.3

PCG

PG&E Corporation

25,680

Neutral

$53

$52.36

1%

470

3.02

3.67

3.69

3.91

9%

3.05

3.73

3.71

3.93

9%

17.3

14.3

14.2

13.4

17.2

14.1

14.1

13.3

PNW

Pinnacle West Capital Corp.

7,105

Neutral

$60

$64.10

-6%

111

3.81

4.02

4.18

4.43

5%

3.79

3.99

4.19

4.35

5%

16.8

15.9

15.3

14.5

16.9

16.0

15.3

14.7

PPL

PPL Corporation

22,848

Buy

$37

$34.01

9%

666

2.21

2.33

2.44

2.57

5%

2.21

2.32

2.40

2.53

5%

15.4

14.6

13.9

13.2

15.4

14.6

14.2

13.4

SO

Southern Company

43,038

Neutral

$43

$47.35

-9%

901

2.87

2.97

3.05

3.18

3%

2.87

2.95

3.08

3.21

4%

16.5

15.9

15.5

14.9

16.5

16.1

15.4

14.8

WR

Westar Energy, Inc.

5,885

Buy

$46

$41.66

10%

133

2.21

2.43

2.54

2.64

6%

2.20

2.45

2.55

2.65

6%

18.9

17.1

16.4

15.8

18.9

17.0

16.3

15.7

TE

TECO Energy, Inc.

6,361

Neutral

$28

$27.04

4%

224

1.09

1.18

1.27

1.35

7%

1.10

1.18

1.28

1.34

7%

24.8

22.9

21.3

20.0

24.6

23.0

21.2

20.2

6%

17.2

16.2

15.4

14.5

17.2

16.1

15.4

14.5

13.4

Average (2)

EPS - Consensus

6%

P/E - Guggenheim

P/E - Consensus

Integrateds
ETR

Entergy Corporation

12,261

Neutral

$69

$68.73

0%

180

5.80

5.01

5.12

5.16

-4%

5.84

5.01

5.02

5.14

-4%

11.9

13.7

13.4

13.3

11.8

13.7

13.7

EXC

Exelon Corporation

25,775

Buy

$31

$28.03

11%

864

2.56

2.53

2.63

2.85

4%

2.52

2.55

2.70

2.90

5%

10.9

11.1

10.7

9.8

11.1

11.0

10.4

9.7

FE

FirstEnergy Corp.

13,656

Buy

$39

$32.28

21%

421

2.71

2.87

2.86

2.91

2%

2.69

2.85

2.68

2.73

0%

11.9

11.2

11.3

11.1

12.0

11.3

12.1

11.8

PEG

Public Service Enterprise Group

20,173

Buy

$41

$39.87

3%

508

2.93

2.97

2.93

3.00

1%

2.92

2.92

2.85

3.00

1%

13.6

13.4

13.6

13.3

13.6

13.6

14.0

13.3

1%

12.1

12.4

12.2

11.9

12.1

12.4

12.5

12.0

7%

23.6

22.1

20.6

19.5

23.8

22.1

20.7

19.5

Average

1%

Other
AWK

American Water Works

11,206

Buy

$66

$62.44

6%

180

2.65

2.83

3.03

3.20

6%

2.63

2.83

3.02

3.21

1. Neutral rated companies do not have price targets; target reflects fair equity value per share estimate.

Source: Bloomberg, Guggenheim Securities, LLC.

2. TE (acquisition pending) excluded from group averages.

Regulateds

Current

Ticker

Company

AEP

Consensus Dividend Per Share

Consensus Dividend Yield

Consensus Dividend Payout

Rating

Price

2015E

2016E

2017E

2018E

2015E

2016E

2017E

2018E

2015E

2016E

2017E

2018E

American Electric Power

Buy

$58.53

2.15

2.26

2.36

2.52

3.7%

3.9%

4.0%

4.3%

58%

61%

61%

60%

ED

Consolidated Edison, Inc.

Neutral

$67.97

2.59

2.64

2.70

2.76

3.8%

3.9%

4.0%

4.1%

64%

65%

64%

64%

D

Dominion Resources, Inc.

Buy

$69.76

2.58

2.77

2.98

3.21

3.7%

4.0%

4.3%

4.6%

71%

72%

74%

71%

DTE

DTE Energy Company

Buy

$81.33

2.83

2.97

3.13

3.37

3.5%

3.6%

3.8%

4.1%

59%

60%

59%

60%

DUK

Duke Energy Corporation

Buy

$72.18

3.26

3.38

3.53

3.71

4.5%

4.7%

4.9%

5.1%

71%

72%

72%

71%

EIX

Edison International

Neutral

$59.73

1.69

1.90

2.10

2.20

2.8%

3.2%

3.5%

3.7%

45%

51%

52%

51%

ES

Eversource Energy

Buy

$51.58

1.67

1.79

1.91

2.01

3.2%

3.5%

3.7%

3.9%

59%

59%

59%

59%

GXP

Great Plains Energy Inc.

Buy

$26.93

1.01

1.09

1.16

1.22

3.8%

4.0%

4.3%

4.5%

72%

62%

63%

63%

NEE

NextEra Energy, Inc.

Buy

$106.60

3.07

3.47

3.92

4.48

2.9%

3.3%

3.7%

4.2%

54%

56%

60%

64%

PCG

PG&E Corporation

Neutral

$52.36

1.83

1.93

2.05

2.21

3.5%

3.7%

3.9%

4.2%

60%

52%

55%

56%

PNW

Pinnacle West Capital Corp.

Neutral

$64.10

2.42

2.53

2.66

2.79

3.8%

4.0%

4.1%

4.4%

64%

63%

63%

64%

PPL

PPL Corporation

Buy

$34.01

1.50

1.53

1.57

1.64

4.4%

4.5%

4.6%

4.8%

68%

66%

65%

65%

SO

Southern Company

Neutral

$47.35

2.16

2.23

2.31

2.41

4.6%

4.7%

4.9%

5.1%

75%

76%

75%

75%

WR

Westar Energy, Inc.

Buy

$41.66

1.44

1.51

1.60

1.65

3.5%

3.6%

3.8%

4.0%

65%

62%

63%

62%

TE

TECO Energy, Inc.

Neutral

$27.04

0.90

0.92

0.94

0.96

3.3%

3.4%

3.5%

3.6%

82%

78%

74%

72%

3.7%

3.9%

4.1%

4.3%

65%

64%

64%

64%

Average
Integrateds
ETR

Entergy Corporation

Neutral

$68.73

3.35

3.43

3.49

3.60

4.9%

5.0%

5.1%

5.2%

57%

69%

70%

70%

EXC

Exelon Corporation

Buy

$28.03

1.24

1.25

1.25

1.25

4.4%

4.5%

4.5%

4.5%

49%

49%

46%

43%

FE

FirstEnergy Corp.

Buy

$32.28

1.44

1.44

1.45

1.44

4.5%

4.5%

4.5%

4.5%

53%

51%

54%

53%

PEG

Public Service Enterprise Group

Buy

$39.87

1.56

1.62

1.69

1.81

3.9%

4.1%

4.2%

4.5%

53%

56%

59%

60%

4.4%

4.5%

4.6%

4.7%

53%

56%

57%

57%

2.1%

2.3%

2.5%

2.8%

51%

51%

52%

54%

Average
Other
AWK

American Water Works

Buy

$62.44

rities, LLC.

1.34

1.43

1.58

1.72

Source: Bloomberg, Guggenheim Securities, LLC.
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ANALYST CERTIFICATION
By issuing this research report, each Guggenheim Securities, LLC ("Guggenheim Securities") research analyst whose name appears in this report hereby
certifies that (i) all of the views expressed in this report accurately reflect the research analyst's personal views about any and all of the subject securities or
issuers discussed herein and (ii) no part of the research analyst's compensation was, is, or will be directly or indirectly related to the specific recommendations
or views expressed by the research analyst.

IMPORTANT DISCLOSURES
The research analyst(s) and research associate(s) have received compensation based upon various factors, including quality of research, investor client
feedback, and Guggenheim Securities, LLC's overall revenues, which includes investment banking revenues.
Please refer to this website for company-specific disclosures referenced in this report: https://guggenheimsecurities.bluematrix.com/sellside/
Disclosures.action. Disclosure information is also available from Compliance, 330 Madison Avenue, New York, NY 10017.

RATING DEFINITIONS
BUY (B) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of 10% or more within a 12-month period.
NEUTRAL (N) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of plus 10% or minus 10% within a 12-month period.
No price target is assigned.
SELL (S) - Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 10% or more within a 12-month period.
NR - The investment rating and price target have been temporarily suspended. Such suspensions are in compliance with applicable regulations and/or
Guggenheim Securities, LLC policies.
CS - Coverage Suspended. Guggenheim Securities, LLC has suspended coverage of this company.
NC - Not covered. Guggenheim Securities, LLC does not cover this company.
Restricted - Describes issuers where, in conjunction with Guggenheim Securities, LLC engagement in certain transactions, company policy or applicable
securities regulations prohibit certain types of communications, including investment recommendations.
Monitor - Describes stocks whose company fundamentals and financials are being monitored, and for which no financial projections or opinions on the
investment merits of the company are provided.
Guggenheim Securities, LLC methodology for assigning ratings may include the following: market capitalization, maturity, growth/value, volatility and expected
total return over the next 12 months. The price targets are based on several methodologies, which may include, but are not restricted to, analyses of market
risk, growth rate, revenue stream, discounted cash flow (DCF), EBITDA, EPS, cash flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth, P/CF, P/
FCF, premium (discount)/average group EV/EBITDA, premium (discount)/average group P/E, sum of the parts, net asset value, dividend returns, and return
on equity (ROE) over the next 12 months.
Prior to 12/8/14, Guggenheim Securities, LLC’s BUY, NEUTRAL, and SELL ratings definitions were as follows (no other ratings definitions were changed):
BUY (B) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of 15% or more within a 12-month period.
NEUTRAL (N) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of plus 15% or minus 15% within a 12-month period.
SELL (S) - Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 15% or more within a 12-month period.

RATINGS DISTRIBUTIONS FOR GUGGENHEIM SECURITIES:
IB Serv./ Past 12Mos.
Rating Category

Count

Percent

Count

Percent

Buy

175

61.62%

34

19.43%

Neutral

109

38.38%

3

2.75%

Sell

0

0.00%

0

0.00%

OTHER DISCLOSURES
This research is for our clients and prospective clients only. Other than disclosures relating to Guggenheim Securities and its affiliates, this research is based
on current public information that we consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. We seek to
update our research as appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a periodic basis,
the large majority of reports are published at irregular intervals as appropriate in the research analyst's judgment. Guggenheim Securities conducts a fullservice, integrated investment banking and brokerage business, and one or more of its affiliates conduct an investment management business. Guggenheim
Securities is a member of SIPC (http://www.sipc.org). Our salespeople, traders, and other professionals may provide oral or written market commentary or
trading strategies to our clients and our employees trading for our own account that reflect opinions that are contrary to the opinions expressed in this research.
GUGGENHEIM SECURITIES, LLC
Provided for the exclusive use of Reid Bergstrom at Exelon on 29-Aug-2017 03:28 PM.
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Guggenheim Securities or certain of its affiliates conducts an investment management business, trades for its own account, and conducts an investment
business, and may make investment decisions that are inconsistent with the recommendations or views expressed in this research.
We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from time to time have long or short positions in, act as
principal in, and buy or sell, the securities or derivatives, if any, referred to in this research. We and our affiliates also may sell to or buy from customers on a
principal basis the securities described herein. We and our affiliates also do business with, or that relates to, companies covered in Guggenheim Securities’
research, and may have a position in the debt of the company or companies discussed herein.
This research is not an offer to sell or the solicitation of an offer to buy any security. It does not constitute a personal recommendation or take into account
the particular investment objectives, financial situations, or needs of individual clients. Clients should consider whether any advice or recommendation in this
research is suitable for their particular circumstances and, if appropriate, seek professional advice, including tax advice. The price and value of investments
referred to in this research and the income from them may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed,
and a loss of original capital may occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain
investments.
TACTICAL TRADING IDEA DISCLAIMER
Guggenheim Securities, LLC produces "Tactical Trade Ideas" that identify short-term, catalyst-driven trading opportunities impacting companies within the
Firm’s coverage universe. Tactical Trade Ideas may exist on companies in this report and may be contrary to the analyst’s published rating.
Copyright © 2016 by Guggenheim Securities, LLC, ("Guggenheim") a FINRA registered broker-dealer. All rights reserved. The contents of this report are
based upon information or are obtained from sources that Guggenheim generally considers reliable, but Guggenheim makes no representations or warranties
with respect to their accuracy, completeness, timeliness, suitability or otherwise, and assumes no responsibility to update them for subsequent events or
knowledge. Guggenheim is not responsible for your use of this information.
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Contact Information

Locations

NEW YORK SALES & TRADING DESK
212 292 4700

NEW YORK
330 Madison Avenue
New York, NY 10017

DALLAS
1717 McKinney Avenue
Suite 870

NASHVILLE
104 Woodmont Blvd
Suite 203

EQUITY TRADING DESK
212 292 4701

WASHINGTON, DC
1055 Thomas Jefferson Street, NW
Suite 450
Washington, DC 20007

Dallas, TX 75202

Nashville, TN 37205

SAN FRANCISCO
50 California Street
Suite 1515

BOSTON
500 Boylston Street, 13th Floor

San Francisco, CA 94111

RICHMOND
919 East Main Street
Suite 1605
Richmond, VA 23219

MEDIA INQUIRIES
310 367 6567
EMAIL
general@guggenheimpartners.com

Boston, MA 02116

Guggenheim Equity Research
AEROSPACE & DEFENSE
Roman Schweizer, Analyst
roman.schweizer@guggenheimpartners.com
202 747 9471
ENERGY: EXPLORATION & PRODUCTION,
OIL SERVICES & EQUIPMENT
Subash Chandra, CFA, Analyst
subash.chandra@guggenheimpartners.com
212 918 8771
Marshall Coltrain, Associate
marshall.coltrain@guggenheimpartners.com
212 518 9904
Michael LaMotte, Analyst
michael.lamotte@guggenheimpartners.com
972 638 5502
Eric Loyet, CFA, Associate
eric.w.loyet@guggenheimpartners.com
212 518 9782
ENERGY: POWER & UTILITIES
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shahriar.pourreza@guggenheimpartners.com
212 518 5862
FINANCIAL SERVICES: INVESTMENT
COMPANIES, COMMUNITY &
REGIONAL BANKS, SPECIALTY FINANCE
Taylor Brodarick, Analyst
taylor.brodarick@guggenheimpartners.com
212 293 2820
FINANCIAL SERVICES: COMMUNITY &
REGIONAL BANKS, PAYMENTS & CREDIT
SERVICES
David Darst, Analyst
david.darst@guggenheimpartners.com
615 208 1224
Ryan Strain, Associate
ryan.strain@guggenheimpartners.com
615 208 1226
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& CREDIT SERVICES, SPECIALTY FINANCE
Eric Wasserstrom, Analyst
eric.wasserstrom@guggenheimpartners.com
212 823 6571
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jeffrey.cantwell@guggenheimpartners.com
212 823 6543
HEALTHCARE: BIOPHARMACEUTICALS
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tony.butler@guggenheimpartners.com
212 823 6540
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kaitlin.sandor@guggenheimpartners.com
212 518 9868
HEALTHCARE: BIOTECHNOLOGY
Bill Tanner, Analyst
william.tanner@guggenheimpartners.com
212 518 9012
Matthew Lillis, Associate
matthew.lillis@guggenheimpartners.com
617 859 4618
HEALTHCARE: SPECIALTY PHARMA
Louise Chen, Analyst
louise.chen@guggenheimpartners.com
212 381 4195
Brandon Folkes, Analyst
brandon.folkes@guggenheimpartners.com
212 518 9976
Zenah Hasan, Associate
zenah.hasan@guggenheimpartners.com
212 918 8754
RETAIL & CONSUMER: CONSUMABLES;
FOOD & DRUG
John Heinbockel, Analyst
john.heinbockel@guggenheimpartners.com
212 381 4135
Steven Forbes, Analyst
steven.forbes@guggenheimpartners.com
212 381 4188
Jerry Sullivan, Associate
jerry.sullivan@guggenheimpartners.com
212 518 9548
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RETAIL & CONSUMER: RESTAURANTS
Matthew DiFrisco, Analyst
matthew.difrisco@guggenheimpartners.com
212 823 6599
Matthew Kirschner, Associate
matthew.kirschner@guggenheimpartners.com
212 518 5859
RETAIL & CONSUMER: SOFTLINES
Howard Tubin, Analyst
howard.tubin@guggenheimpartners.com
212 823 6558
TMT: DATA & COMMUNICATION
INFRASTRUCTURE
Ryan Hutchinson, Analyst
ryan.hutchinson@guggenheimpartners.com
415 852 6458
Nate Cunningham, Associate
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Supreme Court Sides With Demand Response; No Fair Value
Impacts
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Vital Statistics
Market Cap (USD Mil)

25,775

52-Week High (USD)

38.25

52-Week Low (USD)

25.09

52-Week Total Return %

-21.4

We are reaffirming our fair value estimates and our moat
and moat trend ratings for U.S. power producers and
diversified utilities after the U.S. Supreme Court issued a
6-2 decision effectively supporting the Federal Energy
Regulatory Commission's Order No. 745.

YTD Total Return %

0.9

Last Fiscal Year End

31 Dec 2014

The decision on its face appears to be a win for demand
response providers and a loss for power producers such as
NRG Energy, Dynegy, and Calpine. However, we think the
actual impact on energy and capacity prices will be muted.
Near-term capacity prices might go down, but energy prices
should go up since demand response has much higher
marginal costs than conventional generation. We expect
the trade-off to be mostly neutral.

Price/Earnings
EV/EBITDA
EV/EBIT
Free Cash Flow Yield %
Dividend Yield %

5-Yr Forward Revenue CAGR %

0.80

Valuation Summary and Forecasts
2013

2014

2015(E)

2016(E)

11.0
7.3
11.6
4.0
5.3

15.5
9.5
16.7
-5.1
3.3

11.4
7.3
11.8
3.1
4.2

11.7
7.2
11.8
-1.4
4.2

Financial Summary and Forecasts (USD Mil)
Fiscal Year:

Revenue
Revenue YoY %
EBIT

Ultimately we think demand response market saturation will
be the limiting factor. As demand response gains market
share, capacity values will go down. This will erode the
profitability for new demand response entrants since
demand response providers typically receive more than 90%
of their revenue from capacity payments.

9.9

Price/Fair Value

Fiscal Year:

Despite the Supreme Court win, demand response faces
other challenges. Mid-Atlantic grid operator PJM is
implementing rule changes that hurt the economics of
demand response and should boost margins for
conventional generators. We expect little change in the
amount of demand response that clears the 2019-20 base
capacity auction and are maintaining our long-term outlook.
Demand response participation might even drop if PJM
continues to make rule changes recommended by the market
monitor. This would be a benefit for conventional
generators.

3.5

5-Yr Forward EPS CAGR %

EBIT YoY %
Net Income, Adjusted

2013

2014

2015(E)

2016(E)

24,888

27,429

22,762

25,184

6.0

10.2

-17.0

10.6

3,656

3,096

3,821

3,826

53.6

-15.3

23.4

0.1

2,150

2,065

2,125

2,065

Net Income YoY %

-7.9

-4.0

2.9

-2.9

Diluted EPS

2.50

2.39

2.46

2.39

Diluted EPS YoY %

-12.3

-4.4

2.9

-3.0

Free Cash Flow

1,500

305

1,364

136

Free Cash Flow YoY %

-22.5

-79.7

347.7

-90.0

Historical/forecast data sources are Morningstar Estimates and may reflect adjustments.

Profile
Exelon's regulated distribution utilities deliver power and gas to 7.8 million
customers at Commonwealth Edison (Illinois), PECO (Pennsylvania), and
Baltimore Gas & Electric (Maryland). Exelon also owns 11 nuclear plants
and 35 gigawatts of generation capacity throughout North America,
producing 22% of U.S. nuclear power and 4% of all U.S. electricity. Exelon
also is the largest power retailer in the U.S., serving about 150 terawatt
hours of load. In March 2012, Exelon bought Constellation Energy for $7
billion.

Independent power producers and diversified utilities are
trading at a significant discount to our fair value estimates,
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and the Supreme Court's ruling has no material impact on
our long-term thesis. We believe the market reaction was
overly pessimistic to the ruling and presents a buying
opportunity for those with the appropriate risk appetite. We
highlight Dynegy and Exelon as those with the most
exposure to PJM. Calpine, FirstEnergy, NRG Energy, and
Public Service Enterprise Group also have material levels of
generation in PJM.
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Morningstar Analyst Forecasts
Financial Summary and Forecasts
Fiscal Year Ends in December

Forecast

Growth (% YoY)

Revenue
EBIT
EBITDA
Net Income
Diluted EPS
Earnings Before Interest, after Tax
Free Cash Flow

Profitability

Operating Margin %
EBITDA Margin %
Net Margin %
Free Cash Flow Margin %
ROIC %
Adjusted ROIC %
Return on Assets %
Return on Equity %

Leverage

Debt/Capital
Total Debt/EBITDA
EBITDA/Interest Expense

3-Year
Hist. CAGR

2012

2013

2014

2015

2016

5-Year
Proj. CAGR

13.2
-11.6
-2.4
-9.3
-16.9
-7.3
-19.5

24.1
-46.9
-26.7
-15.6
-31.5
-43.1
231.6

6.0
53.6
36.3
-7.9
-12.3
-13.1
-22.5

10.2
-15.3
-6.9
-4.0
-4.4
61.0
-79.7

-17.0
23.4
15.0
2.9
2.9
-30.3
347.7

10.6
0.1
1.7
-2.9
-3.0
-7.4
-90.0

3.5
13.9
10.1
10.0
9.9
-1.0
59.1

3-Year
Hist. Avg

2012

2013

2014

2015

2016

5-Year
Proj. Avg

12.0
20.4
8.7
5.1
2.2
2.3
2.0
7.1

10.1
18.1
9.9
8.2
1.6
1.7
1.7
6.4

14.7
23.3
8.6
6.0
2.5
2.7
2.2
7.7

11.3
19.7
7.5
1.1
2.5
2.7
2.0
7.1

16.8
27.3
9.3
6.0
5.2
5.4
2.4
9.0

15.2
25.1
8.2
0.5
5.2
5.4
2.3
8.3

16.4
25.9
9.0
5.5
5.7
6.0
2.7
9.4

3-Year
Hist. Avg

2012

2013

2014

2015

2016

5-Year
Proj. Avg

0.48
4.06
4.65

0.47
4.60
4.59

0.47
3.46
4.28

0.49
4.12
5.08

0.49
3.71
6.23

0.48
3.73
6.06

0.47
3.42
6.27

Valuation Summary and Forecasts
Price/Fair Value
Price/Earnings
EV/EBITDA
EV/EBIT
Free Cash Flow Yield %
Dividend Yield %

Discounted Cash Flow Valuation

2013

2014

2015(E)

2016(E)

0.65
11.0
7.3
11.6
4.0
5.3

0.90
15.5
9.5
16.7
-5.1
3.3

—
11.4
7.3
11.8
3.1
4.2

—
11.7
7.2
11.8
-1.4
4.2

Key Valuation Drivers
Cost of Equity %
Pre-Tax Cost of Debt %
Weighted Average Cost of Capital %
Long-Run Tax Rate %
Stage II EBI Growth Rate %
Stage II Investment Rate %
Perpetuity Year

9.0
5.8
7.1
37.0
3.0
33.3
15

Additional estimates and scenarios available for download at http://select.morningstar.com.

USD Mil

Firm Value
(%)

Per Share
Value

Present Value Stage I
Present Value Stage II
Present Value Stage III

6,148
15,608
28,162

12.3
31.3
56.4

7.11
18.05
32.56

Total Firm Value

49,918

100.0

57.72

1,878
-22,272
—
-789

—
—
—
—

2.17
-25.75
—
-0.91

28,736

—

33.22

Cash and Equivalents
Debt
Preferred Stock
Other Adjustments
Equity Value

Projected Diluted Shares
Fair Value per Share (USD)

865
—

The data in the table above represent base-case forecasts in the company’s reporting
currency as of the beginning of the current year. Our fair value estimate may differ from the
equity value per share shown above due to our time value of money adjustment and in cases
where probability-weighted scenario analysis is performed.
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Morningstar Analyst Forecasts
Income Statement (USD Mil)
Fiscal Year Ends in December

Forecast
2012

2013

2014

2015

2016

Revenue

23,489

24,888

27,429

22,762

25,184

Cost of Goods Sold
Gross Profit

10,157
13,332

10,724
14,164

13,003
14,426

7,756
15,006

10,000
15,184

Selling, General & Administrative Expenses
Other Operating Expense (Income)
Other Operating Expense (Income)
Depreciation & Amortization (if reported separately)
Operating Income (ex charges)

7,961
1,019
91
1,881
2,380

7,270
1,095
-10
2,153
3,656

8,568
1,154
-706
2,314
3,096

7,594
1,191
—
2,400
3,821

7,635
1,223
—
2,500
3,826

Restructuring & Other Cash Charges
Impairment Charges (if reported separately)
Other Non-Cash (Income)/Charges
Operating Income (incl charges)

—
—
—
2,380

—
—
—
3,656

—
—
—
3,096

—
—
—
3,821

—
—
—
3,826

Interest Expense
Interest Income
Pre-Tax Income

928
346
1,798

1,356
473
2,773

1,065
455
2,486

999
350
3,172

1,044
300
3,082

627

1,044

666

1,047

1,017

—
—
—
-11
1,160

—
—
—
-10
1,719

—
—
—
-197
1,623

—
—
—
—
2,125

—
—
—
—
2,065

819
1.42

860
2.00

864
1.88

864
2.46

866
2.39

2,334
2.85

2,150
2.50

2,065
2.39

2,125
2.46

2,065
2.39

2.10

1.46

1.24

1.24

1.24

6,459
4,261

7,435
5,809

6,964
5,410

6,221
6,221

6,326
6,326

Income Tax Expense
Other After-Tax Cash Gains (Losses)
Other After-Tax Non-Cash Gains (Losses)
(Minority Interest)
(Preferred Dividends)
Net Income
Weighted Average Diluted Shares Outstanding
Diluted Earnings Per Share
Adjusted Net Income
Diluted Earnings Per Share (Adjusted)
Dividends Per Common Share
EBITDA
Adjusted EBITDA
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Morningstar Analyst Forecasts
Balance Sheet (USD Mil)
Fiscal Year Ends in December

Forecast
2012

2013

2014

2015

2016

Cash and Equivalents
Investments
Accounts Receivable
Inventory
Deferred Tax Assets (Current)
Other Short Term Assets
Current Assets

1,486
—
4,226
1,014
131
3,276
10,133

1,609
—
4,156
1,105
573
2,694
10,137

1,878
—
4,709
1,603
244
3,663
12,097

3,024
—
3,991
701
—
2,900
10,616

2,138
—
4,140
877
—
2,900
10,055

Net Property Plant, and Equipment
Goodwill
Other Intangibles
Deferred Tax Assets (Long-Term)
Other Long-Term Operating Assets
Long-Term Non-Operating Assets
Total Assets

45,186
2,625
—
58
8,346
12,206
78,554

47,330
2,625
—
—
7,835
11,997
79,924

52,087
2,672
—
—
6,076
13,882
86,814

55,087
2,672
—
—
6,000
13,882
88,257

57,712
2,672
—
—
6,000
13,882
90,321

2,648
1,257
58
3,821
7,784

2,600
1,850
40
3,238
7,728

3,056
2,262
—
3,444
8,762

1,870
2,262
—
3,500
7,632

2,192
2,262
—
3,500
7,954

Long-Term Debt
Deferred Tax Liabilities (Long-Term)
Other Long-Term Operating Liabilities
Long-Term Non-Operating Liabilities
Total Liabilities

18,346
11,551
3,981
15,075
56,737

18,271
12,905
4,388
13,692
56,984

20,010
13,019
4,550
16,340
62,681

20,810
13,200
4,600
16,340
62,582

21,310
13,400
4,600
16,340
63,604

Preferred Stock
Common Stock
Additional Paid-in Capital
Retained Earnings (Deficit)
(Treasury Stock)
Other Equity
Shareholder's Equity

87
16,632
—
9,893
-2,327
-2,574
21,711

—
16,741
—
10,358
-2,327
-1,847
22,925

—
16,709
—
10,910
-2,327
-2,491
22,801

—
16,709
30
11,963
-2,327
-2,000
24,375

—
16,709
80
12,955
-2,327
-2,000
25,417

Minority Interest
Total Equity

106
21,817

15
22,940

1,332
24,133

1,300
25,675

1,300
26,717

Accounts Payable
Short-Term Debt
Deferred Tax Liabilities (Current)
Other Short-Term Liabilities
Current Liabilities
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Morningstar Analyst Forecasts
Cash Flow (USD Mil)
Forecast

Fiscal Year Ends in December
2012

2013

2014

2015

2016

Net Income

1,171

1,729

1,820

2,125

2,065

Depreciation
Amortization
Stock-Based Compensation
Impairment of Goodwill
Impairment of Other Intangibles
Deferred Taxes
Other Non-Cash Adjustments

4,079
—
—
—
—
615
894

3,779
—
—
—
—
119
261

3,868
—
—
—
—
502
1,514

2,400
—
—
—
—
425
—

2,500
—
—
—
—
200
—

(Increase) Decrease in Accounts Receivable
(Increase) Decrease in Inventory
Change in Other Short-Term Assets
Increase (Decrease) in Accounts Payable
Change in Other Short-Term Liabilities
Cash From Operations

243
26
-265
-632
—
6,131

-97
-100
742
-90
—
6,343

-318
-380
-2,758
209
—
4,457

718
902
763
-1,186
56
6,203

-149
-175
—
322
—
4,762

(Capital Expenditures)
Net (Acquisitions), Asset Sales, and Disposals
Net Sales (Purchases) of Investments
Other Investing Cash Flows
Cash From Investing

-5,789
-21
—
1,234
-4,576

-5,395
—
—
1
-5,394

-6,077
-386
—
1,864
-4,599

-5,400
—
—
126
-5,274

-5,125
—
—
—
-5,125

Common Stock Issuance (or Repurchase)
Common Stock (Dividends)
Short-Term Debt Issuance (or Retirement)
Long-Term Debt Issuance (or Retirement)
Other Financing Cash Flows
Cash From Financing

72
-1,716
-197
882
-126
-1,085

47
-1,249
332
466
-422
-826

35
-1,065
122
1,918
-599
411

30
-1,072
—
800
-32
-274

50
-1,073
—
500
—
-523

—
470

—
123

—
269

491
1,146

—
-886

Exchange Rates, Discontinued Ops, etc. (net)
Net Change in Cash
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Unless stated otherwise, this Research Report was
prepared by the person(s) noted in their capacity as Equity
Analysts employed by Morningstar, Inc., or one of its
affiliates. This Report has not been made available to the
issuer of the relevant financial products prior to publication.

Conflicts of Interest:

The Morningstar Rating for stocks identifies stocks trading
at a discount or premium to their intrinsic value. Five-star
stocks sell for the biggest risk-adjusted discount whereas
one-star stocks trade at premiums to their intrinsic value.
Based on a fundamentally focused methodology and a
robust, standardized set of procedures and core valuation
tools used by Morningstar's Equity Analysts, four key
components drive the Morningstar Rating: 1. Assessment
of the firm's economic moat, 2. Estimate of the stock's fair
value, 3. Uncertainty around that fair value estimate, and 4.
Current market price. Further information on Morningstar's
methodology is available from http://global.morningstar.
com/equitydisclosures.

-Equity Analysts are required to comply with the CFA
Institute's Code of Ethics and Standards of Professional
Conduct.

This Report is current as of the date on the Report until it is
replaced, updated or withdrawn. This Report may be
withdrawn or changed at any time as other information
becomes available to us. This Report will be updated if
events affecting the Report materially change.

-No material interests are held by Morningstar or the Equity
Analyst in the financial products that are the subject of the
Reports.

-Equity Analysts’ compensation is derived from
Morningstar's overall earnings and consists of salary, bonus
and in some cases restricted stock.
-Equity Analysts do not have authority over Morningstar's
investment management group's business arrangements
nor allow employees from the investment management
group to participate or influence the analysis or opinion
prepared by them. Morningstar will not receive any direct
benefit from the publication of this Report.
- Morningstar does not receive commissions for providing
research and does not charge companies to be rated.
-Equity Analysts use publicly available information.
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Bulls Say
ONuclear power plants run year-round, produce
electricity at low costs and generate large profits
even with currently depressed power prices.
OHigher natural gas and coal prices, rising
electricity demand and environmental regulations
help Exelon more than any other utility because of
its large nuclear fleet.
OIf gas and power prices remain low for many
years, Exelon's move to invest in retail and
regulated businesses will preserve value.
Bears Say
OExelon's performance in part is driven by
volatile power prices that fluctuate based on
natural gas prices, coal prices, and regional
electricity demand.
OThe Constellation and Pepco acquisitions dilute
Exelon's economic moat by adding more no-moat
retail business and narrow moat distribution
earnings.
OMany of Exelon's growth projects come with
regulated or contracted returns, reducing
shareholders' leverage to a rebound in power
markets.

Supreme Court Sides With Demand Response; No Fair Value Impacts
Travis Miller, Analyst, 06 October 2015

Investment Thesis

Andrew Bischof, CFA, Analyst, 25 January 2016

As the largest nuclear power plant owner in the U.S.,
Exelon has long been a profit machine and an
industry-leading source of shareholder value creation. But
power prices have crashed hard since their 2008 highs
and appear stuck at current levels for at least the next
two years. The drop in Eastern U.S. gas and coal prices
have made those generation sources more competitive.

Analyst Note

That has resulted in a sharp drop in Exelon's returns, a
41% cut in the dividend in 2013, and a shift in strategy to
increase contributions from its countercyclical retail
supply and regulated distribution businesses. It acquired
Constellation Energy in 2012 for $8 billion and made a $12
billion bid for Pepco in April 2014, both including debt.
Management's political negotiations appear to have
revived the deal in Washington, D.C., where regulators
had rejected it in August 2015. We now expect it has a
75% chance of closing. Exelon has received all other
regulatory approvals.
Even with increased earnings diversification, Exelon can't
escape its overwhelming leverage to Eastern and
Midwestern U.S. power prices, which drive almost half
of earnings. The low operating costs and clean emission
profile of its nuclear fleet make Exelon the utilities sector's
biggest winner if our outlook for higher power prices and
tighter fossil fuel environmental regulations materialize.
Exelon's world-class operating efficiency ensures it can
realize that upside. However, persistently low margins are
making it difficult to justify continued investment in some
of its nuclear plants. Even though we think there is
long-term value in these plants, Exelon might choose to
close some plants to preserve cash flow. This would
reduce Exelon's upside.

We are reaffirming our fair value estimates and our moat
and moat trend ratings for U.S. power producers and
diversified utilities after the U.S. Supreme Court issued a
6-2 decision effectively supporting the Federal Energy
Regulatory Commission's Order No. 745.
The decision on its face appears to be a win for demand
response providers and a loss for power producers such
as NRG Energy, Dynegy, and Calpine. However, we think
the actual impact on energy and capacity prices will be
muted. Near-term capacity prices might go down, but
energy prices should go up since demand response has
much higher marginal costs than conventional generation.
We expect the trade-off to be mostly neutral.
Despite the Supreme Court win, demand response faces
other challenges. Mid-Atlantic grid operator PJM is
implementing rule changes that hurt the economics of
demand response and should boost margins for
conventional generators. We expect little change in the
amount of demand response that clears the 2019-20 base
capacity auction and are maintaining our long-term
outlook. Demand response participation might even drop
if PJM continues to make rule changes recommended by
the market monitor. This would be a benefit for
conventional generators.
Ultimately we think demand response market saturation
will be the limiting factor. As demand response gains
market share, capacity values will go down. This will erode
the profitability for new demand response entrants since
demand response providers typically receive more than
90% of their revenue from capacity payments.

Economic Moat
We estimate Exelon's regulated distribution utilities will
contribute about half of consolidated earnings by 2016,
up from just 20% in 2008. Illinois state legislation in 2011
significantly improved the incentives for growth
investment by introducing formula rates, annual true-ups
and adjusted allowed returns. Excluding Pepco, we think
the regulated utilities can grow earnings 10% annually
the next three years.

Travis Miller, Analyst, 06 October 2015

Considering Exelon's full suite of businesses, we think it
earns a narrow economic moat.
Nuclear generation in general still has wide-moat
characteristics, with returns on capital above costs of
capital for the foreseeable future. However, that spread
between long-term returns on capital and Exelon's cost of
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capital have shrunk based on our midcycle outlook for
power prices in the eastern U.S. Exelon's increasing
diversification into narrow- and no-moat businesses
together with the shrinking returns at its nuclear
generation business supports our narrow moat rating.
Nuclear generation's wide-moat economics are based on
two primary competitive advantages. First, nuclear plants
take more than seven years to site and build, cost several
billion dollars, and typically face community opposition.
These are significant barriers to entry, giving operators an
effective low-cost monopoly in a given region. Exelon's
large fleet gives it scale advantages that allow it to add
capacity at its plants at a fraction of the cost and risk of
a greenfield project. It is unlikely a competitor would be
able to earn sufficient returns on capital by building a
nuclear plant in close proximity to any of Exelon's plants.
Second, no other reliable power generation source can
match the cost or scale of a nuclear plant. Nuclear plants'
low variable costs and low greenhouse gas emissions
relative to competing fossil fuel power generation sources
like coal and natural gas reduce substitution threats.
Renewable energy, with effectively no marginal costs, has
depressed wholesale power prices and hurt Exelon's
returns on capital in some of its regions. We believe this
is a market distortion that fails to recognize the value of
Exelon's nuclear fleet reliability relative to intermittent
renewable energy.
As long as electricity remains a critical energy source in
the U.S. and nuclear investment requirements remain near
current levels, we expect nuclear plants will maintain a
low-cost advantage and generate high returns on capital.
To monetize this competitive advantage, Exelon must
continue to have access to wholesale power markets. Any
reregulation of its generation fleet would shrink its moat.
In addition, nuclear generation must maintain regulatory
and political support in the U.S. and states where Exelon
operates. If that support erodes, it could affect the
economics of routine maintenance investments and lead
to plant shutdowns as we've seen elsewhere in the U.S.
and overseas.

We believe Exelon's regulated distribution utilities have
narrow economic moats. Regulatory caps on profits
offsets the service territory monopolies and network
efficient scale advantages. Utility regulation in the U.S.
aims to fix customer rates at levels that ensure capital
providers earn fair returns on their investments while
keeping customer costs as low as possible. We believe
this regulatory compact ensures Exelon's utilities will earn
at least their costs of capital in the long run.
We believe Exelon's retail supply business has no
economic moat. Retail power and gas markets are highly
competitive with virtually no barriers to entry, switching
costs or product differentiation. Although customer
relationships can be sticky, retailers mostly end up
competing on price.

Valuation
Travis Miller, Analyst, 06 October 2015

We are reaffirming our $35 per share fair value estimate
after raising our probability of the Pepco acquisition
closing to 75% from 25% as a result of an agreement the
companies reportedly reached with the Washington, D.C.,
mayor's office on Oct. 6. Although we think the deal is
value-dilutive, it is too small to have a material impact on
our fair value estimate. Exelon's $27.25-per-share cash
offer represents a 30% premium to our $21 per share
standalone fair value estimate for Pepco.
We continue to believe it is more likely than not that Exelon
will retire the three nuclear plants that did not clear the
2018-19 PJM base capacity auction--Quad Cities (Ill.),
Oyster Creek (N.J.), and Three Mile Island (Pa.)--as well
as the Clinton (Ill.) plant. We now assume a 50%
probability that the Byron (Ill.) plant will retire given it
cleared the 2018-19 capacity auction. These closures
represent about 25% of Exelon's current nuclear capacity.
Lower operating costs and capital expenditures partially
offset the lost gross margin from these plants, making
them cash flow-neutral in the near term.
We continue to forecast mostly flat consolidated earnings
through 2016, excluding contributions from Pepco. On a
midcycle basis, we assume Exelon earns $3.80 per share
and Exelon Generation earns $3.9 billion EBITDA. This is
50% higher than our 2017 trough mark-to-market EBITDA
estimate for Exelon Generation.
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Our midcycle earnings forecast at Exelon Generation is
based on a $4/mcf midcycle Henry Hub gas price, a
negative $0.60/mcf gas basis for PJM West, and heat
rates across all regions 10% above current 2017 forward
heat rates. At the retail business, we assume 8%
long-term normalized gross margins and 1% annual
volume growth beyond 2015.

state and federal regulatory risk that all distribution and
transmission utilities face. Illinois and Maryland are two
historically tough regulatory environments, and punitive
rate decisions could have a material impact on earnings
and growth.

Management
Travis Miller, Analyst, 06 October 2015

We assume all three regulated utilities earn average 10%
returns on equity starting in 2016.
We assume a 9% cost of equity and a 7.1% cost of capital.
Our cost of equity assumption is in line with the 9% rate
of return we expect investors to demand of a diversified
equity portfolio. A 2.25% long-term inflation outlook
underpins our capital cost assumptions.

Risk
Travis Miller, Analyst, 06 October 2015

Investors should pay the most attention to political
developments that would re-regulate competitive
electricity markets in the Midwest and Mid-Atlantic. Even
though sharp increases in power prices would result in an
earnings windfall for Exelon, it could lead politicians and
regulators to pursue price caps as they did when markets
first deregulated. Although we think this is unlikely in the
current environment, it could have a substantial negative
impact on our fair value estimate. If market power prices
are capped or regulated, Exelon loses its primary profit
source.

We give Exelon's management team a Standard
stewardship rating. Since Exelon's earnings are at the
mercy of wholesale power market ups and downs, we
don't see much link between Exelon's recent
underperformance and management's capabilities.
President and CEO Chris Crane and Executive Chairman
Mayo Shattuck III have focused growth investment on the
regulated utilities, continuing a strategic shift that former
CEO and Chairman John Rowe made before his departure
in 2013. Crane's biggest move so far is the $12 billion
(including debt) Pepco acquisition in 2015. This will
increase Exelon's share of regulated utilities earnings and
dilute shareholders' exposure to wholesale power
markets. Management has shown strong conviction in the
value of the deal based on their efforts to gain support for
the deal from all parties, particularly in Washington, D.C.
Crane also faces tough decisions related to flagging profits
at several of Exelon's nuclear plants. We wouldn't be
surprised if Crane decides to close some plants absent
significant public policy support.

As the nation's largest wholesale generator and retail
supplier, Exelon's competitive edge requires Eastern U.S.
power markets to remain deregulated. In the decade
following deregulation, rate caps, and other regulations
limited Exelon's profits. Those are gone, and lower power
prices have eased concerns about reregulation. But we
expect politicians and regulators will continue to monitor
customers' utility bills and could intervene if power prices
skyrocket.

We're particularly impressed by management's nuclear
fleet operations, the one thing it can control. Crane led
the generation segment to world-class results in his five
years as COO, and that performance has continued with
Crane as CEO. Exelon's nuclear capacity factors routinely
approach 94% across its nuclear fleet. The rest of the
nuclear industry averages in the mid-80% range. Exelon's
operational excellence preserves the value-creation
opportunities available if power prices rise.

Reregulation also would destroy Exelon's retail business.
Although that business is still a relatively small source of
consolidated earnings, it would eliminate Exelon's
effective hedge against its generation fleet, potentially
leading to more volatile earnings.

The Constellation acquisition reshaped the board along
with the executive suite. The postmerger addition of four
former Constellation board members and the retirement
of five legacy Exelon board members, including Rowe,
leaves only two of the 16 members who were on the board
when Exelon formed in 2000. In addition, Shattuck has
become the largest insider shareholder. He owned 3.8
million shares or vested options as of January 2015.

As Exelon's regulated utilities generate a greater share
of earnings, investors will be subject more acutely to the
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Analyst Notes Archive
Supreme Court Sides With Demand Response; No
Fair Value Impacts
Andrew Bischof, CFA, Analyst, 25 January 2016

We are reaffirming our fair value estimates and our moat
and moat trend ratings for U.S. power producers and
diversified utilities after the U.S. Supreme Court issued a
6-2 decision effectively supporting the Federal Energy
Regulatory Commission's Order No. 745.
The decision on its face appears to be a win for demand
response providers and a loss for power producers such
as NRG Energy, Dynegy, and Calpine. However, we think
the actual impact on energy and capacity prices will be
muted. Near-term capacity prices might go down, but
energy prices should go up since demand response has
much higher marginal costs than conventional generation.
We expect the trade-off to be mostly neutral.
Despite the Supreme Court win, demand response faces
other challenges. Mid-Atlantic grid operator PJM is
implementing rule changes that hurt the economics of
demand response and should boost margins for
conventional generators. We expect little change in the
amount of demand response that clears the 2019-20 base
capacity auction and are maintaining our long-term
outlook. Demand response participation might even drop
if PJM continues to make rule changes recommended by
the market monitor. This would be a benefit for
conventional generators.
Ultimately we think demand response market saturation
will be the limiting factor. As demand response gains
market share, capacity values will go down. This will
erode the profitability for new demand response entrants
since demand response providers typically receive more
than 90% of their revenue from capacity payments.

Management reiterated it will withdraw its offer to
acquire Pepco if Washington, D.C., regulators do not
approve the transaction by March 4, 2016. We continue
to incorporate in our fair value estimates a 75% probability
of the deal closing as proposed. D.C. regulators' written
approval for rehearing suggested they expect to rule
within that time frame. We expect Exelon will be able to
close the deal immediately following approval.
The most-favored-states contingencies in other states'
approvals would take effect after the deal closed and thus
are not an impediment to the deal closing. Exelon would
file with those states to offer customer benefits
comparable with those offered in D.C. We don't expect
this to be material to our assessment of the transaction
or our fair value estimate for Exelon, which includes $1
per share of dilution from the deal.
Management pushed out the start of its full $0.15-$0.20
earnings per share run-rate accretion to 2019 from 2017
initially. Apart from the closing delay, management said
the 2017-18 reduction was based on Pepco's
reassessment of its near-term outlook for earned returns.
At this point, most of the earnings accretion should come
from the extra leverage Exelon will use. We expect it will
take two to three years of operational improvements on
Exelon's side before it can achieve more constructive
regulatory outcomes.
Management estimated the deal could be $0.25 per share
earnings-accretive by 2020 if Pepco can achieve a 9%
earned return on equity. We think this is a stretch, but
even an 8% achieved ROE could make the deal
value-neutral relative to our previous stand-alone
forecasts for Pepco.
Exelon Still Awaiting Power Market Upside and
Pepco Acquisition Approvals
Travis Miller, Analyst, 30 October 2015

Management Meeting: Exelon Sticks to March 4
Drop-Dead Date for Pepco Deal
Travis Miller, Analyst, 11 November 2015

We are reaffirming our $35 and $26 fair value estimates
for Exelon and Pepco Holdings, respectively, after meeting
with Exelon's senior management at the Edison Electric
Institute Financial Conference in Hollywood, Florida. Our
narrow moat and stable moat trend ratings for both
companies are unchanged.

We are reaffirming our $35 fair value estimate and narrow
economic moat and stable moat trend ratings for Exelon
after the firm reported adjusted earnings of $0.83 per
share in the third quarter, up from $0.78 per share in the
third quarter of 2014. Management raised its full-year
earnings guidance range $0.05 per share to $2.40-$2.60,
in line with our full-year outlook.
Management noted Exelon's retail-wholesale combination
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was a meaningful contributor to the higher quarterly and
year-to-date earnings, amplified by last year's Integrys
acquisition. We've long believed Exelon's retail-wholesale
combination and scale can be value-accretive for
shareholders, and it appears to be paying off, albeit at
still a small level. Favorable weather for Exelon's
regulated utilities was a key reason for higher earnings
in the quarter. On a weather-normalized basis, we expect
capital investment and recent rate activity in Pennsylvania
and Maryland to be the key earnings growth driver in
2016-18.
Estimated 2015-17 gross margin for Exelon Generation
climbed during the quarter primarily due to above-market
hedges. Management now projects $7.8 billion gross
margin in 2016 and 2017 with a 2017 upside near $9.0
billion based on hedging about half of its projected
generation. We think this is a good position given our
bullish power market outlook. Management also
announced its intention to delay its nuclear plant
retirement decision until next year. We continue to
assume a high likelihood that it retires four plants by 2018
based on current market conditions.
Management now expects to close the Pepco acquisition
in the first quarter of 2016. We continue to incorporate
$1 per share fair value dilution. On Oct. 28, the D.C.
commission accepted Exelon-Pepco's appeal and said it
expects to make a decision in less than 150 days,
suggesting mid-March.
Pepco Reports Third-Quarter Earnings; Acquisition
by Exelon Likely to Close Early Next Year
Charles Fishman, Analyst, 26 October 2015

We are reiterating our $35 per share fair value estimate
for Exelon and $26 fair value estimate for Pepco after
Pepco reported third-quarter earnings. Our narrow moat
and stable moat trend ratings are also unchanged for both
companies.
Pepco reported operating earnings of $0.33 per share
versus $0.46 in the same period last year. Earnings were
negatively affected by higher operations and maintenance
expense, implementation costs associated with a new
customer information system, increased transmission
revenue reserves related to a return on equity challenge
and higher property taxes.
We continue to believe Exelon's proposed acquisition of

Pepco has a 75% chance of gaining approval of the Public
Service Commission of the District of Columbia and being
completed following the agreement with Washington,
D.C., Mayor Muriel Bowser. We expect the D.C.
commission to approve Exelon and Pepco's request to
reopen the merger proceeding in their meeting on Oct. 28.
Assuming the D.C. commission does reopen the
proceeding, briefings would not be completed until late
December. Therefore, we would not expect the merger to
close until early 2016.
Although the merger appears to be on track in D.C., it is
unclear whether the proceedings will be reopened in
Delaware, New Jersey, and Maryland, jurisdictions that
have already approved the transaction. The commitments
Exelon made to these states to obtain approval are subject
to most-favored-nation clauses and may need to be
enhanced.
Our stand-alone fair value estimate for Pepco remains $21
per share, a 23% discount to Exelon's $27.25 cash offer.
Despite this premium, the deal as proposed on a
probability-adjusted basis is too small to have a material
impact on our Exelon fair value estimate.
Exelon Reaches Agreement With D.C. Mayor to
Acquire Pepco
Charles Fishman, Analyst, 06 October 2015

We are reiterating our $35 fair value estimate for Exelon
and raising our fair value estimate for Pepco Holdings to
$26 per share from $23 per share following the
announcement by Washington, D.C., Mayor Muriel
Bowser's office that they had reached an agreement with
Exelon for its proposed acquisition of Pepco. Exelon has
now agreed to invest $78 million in the D.C. electric utility
system, up from the $14 million it previously proposed.
Based on the proposed agreement, we now believe the
merger has a better than 75% chance of gaining approval
of the Public Service Commission of the District of
Columbia and being completed. We had previously
handicapped the chances of the merger closing at only
25% following the Aug. 25, 2015, outright rejection of
Exelon's offer without the PSC providing any solutions for
gaining approval. Exelon and Pepco have received all other
regulatory approvals although there are some outstanding
legal challenges to the conditional approval of the
Maryland Public Service Commission that we expect to be
dismissed.
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impact on our Exelon fair value estimate.
Our stand-alone fair value estimate for Pepco remains $21
per share, a 23% discount to Exelon's $27.25 cash offer.
Despite this premium, the deal as proposed on a
probability-adjusted basis is too small to have a material
impact on our Exelon fair value estimate.
Pepco and Exelon Refile With D.C. Commission but
Offer No Sweeteners
Charles Fishman, Analyst, 30 September 2015

We are reiterating our $35 fair value estimate for Exelon
and $23 fair value estimate for Pepco following the firms'
filing for reconsideration of their proposed merger to the
District of Columbia Public Service Commission. We are
maintaining our narrow moat and stable moat trend
ratings for both. The filing asserts the merger is in the
public interest and the original decision contained
numerous errors of law and fact. The companies did not
propose any new financial incentives.
We continue to believe that the merger has a 25% chance
of closing. Since the D.C. PSC did not provide alternatives
to correct its concerns in the original decision, we think
the commission is unlikely to reverse itself without any
sweeteners. If the companies do offer additional benefits
to D.C. customers, the conditional approvals by Delaware,
Maryland, and New Jersey will be reopened.
Most-favored-nations clauses in these agreements allow
for the same incremental benefits, increasing the cost to
Exelon of completing the merger. Although incremental
customer benefits could be small for the D.C. jurisdiction,
making concessions across all of Pepco's service
territories could ruin the economics of the merger.
The D.C. commission has 30 days to respond. If it denies
the request for rehearing or does not respond, Pepco and
Exelon could appeal the decision to the D.C. Court of
Appeals. The Washington Post has reported that D.C.
Mayor Muriel Bowser has been subject to intense
lobbying by business groups favoring the merger and
public demonstrations opposing the merger. The Post
reported that private negotiations are taking place in the
mayor's office trying to determine if a revamped deal is
possible.
Our stand-alone fair value estimate for Pepco remains $21
per share, a 23% discount to Exelon's $27.25 cash offer.
Despite this premium, the deal as proposed on a
probability-adjusted basis is too small to have a material

Exelon Postpones Nuclear Plant Retirement
Decision; No Fair Value Impact
Travis Miller, Analyst, 10 September 2015

We are reaffirming our $35 per share fair value estimate
for Exelon after management announced it will delay a
decision whether to close at least three of its struggling
nuclear plants. We recently incorporated into our fair value
estimate and financial projections the assumption that it
was more likely than not that Exelon would close those
three plants in 2018. We also assume a 50% likelihood
that Exelon will close its Byron (Illinois) nuclear plant in
2019.
Results of the recent 2016-18 PJM transitional capacity
auctions and management's decision to delay potential
retirements do not change our assumptions that those
plants ultimately will close, absent significant energy
market or public policy changes. The Quad Cities (Illinois),
Three Mile Island (Pennsylvania), and Oyster Creek (New
Jersey) plants are obligated to run at least through
mid-2018, and the Byron plant is obligated to run through
mid-2019 based on results from PJM's recent capacity
auctions.
The key development for Exelon in last week's 2017-18
transitional capacity auction was that the Quad Cities and
Byron plants cleared and are now obligated to run. Neither
cleared PJM's 2017-18 base capacity auction last year at
$120/megawatt-day but did clear last week's capacity
performance transitional auction at $151.50/MW-day.
Including those plants and the uplift for the rest of the
fleet adds about $400 million of EBITDA in 2017-18.
The Clinton (Illinois) plant is the fourth that we assume
will close by 2018. It is not part of PJM. It is obligated to
run at least through 2016 as part of the Mid-Continent
ISO. Exelon continues to lobby Illinois politicians to adopt
a subsidy-like scheme that would improve the economics
for its six Illinois nuclear plants. We do not include any
benefits from policy changes in our fair value estimate.
D.C. Commission Rejects Pepco-Exelon Merger;
Lowering Pepco Fair Value Estimate
Charles Fishman, Analyst, 26 August 2015

We are lowering our fair value estimate of Pepco Holdings
Inc. to $23 per share from $27 per share, following the
decision by the Public Service Commission of the District
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of Columbia to deny the merger with Exelon Corp, which
caused Pepco shares to close down 16.5% on Tuesday.
At the time of the merger in April 2014, we had believed
the transaction would be value-dilutive for Exelon, and
we are reviewing our $35 per share fair value estimate.
We note that Exelon shares were down almost 7% on
Tuesday, on which day the overall market and utilities
were also weak. Our narrow moat and stable moat trend
are unchanged for both companies.
Exelon and Pepco issued a joint press release indicating
that they were reviewing their options and will respond
once the process is complete. A summary of the decision
indicated that the D.C. commission did not believe the
merger would provide sufficient benefits to customers or
guarantees for improvements in reliability. The
commission was also concerned that under the new
management structure Pepco would become "a
second-tier company in a much larger corporation whose
primary interest is not in distribution, but in generation."
The full decision is due Wednesday, and the companies
have 30 days to appeal the decision.
We were surprised by the decision, as we had believed
the most difficult regulatory hurdle would be in Maryland.
Pepco and Exelon agreed to stringent conditions and
additional customer benefits imposed by the Maryland
Public Service Commission on May 18. We thought the
commission in D.C., the last jurisdiction needed to approve
the deal, would agree to similar conditions. They did not.
Our new fair value estimate assumes that there is now
only a 25% chance of the transaction being restructured
to satisfy the D.C. regulators. If the deal is abandoned,
our standalone fair value estimate for Pepco is $21 per
share.
PJM Auction Results In Line With Our Forecast in
First Auction With Capacity Performance Inclusion

reaffirming our fair value estimates, moat ratings, and
moat trend ratings for all utilities we cover, as we are
maintaining our midcycle capacity assumptions.
Capacity revenue provides significant pretax earnings for
our independent power producers and diversified utilities
for any one auction year. Dynegy in our opinion is the
largest winner from strong base capacity results, as half
of its generation is now in PJM. For every $100/MW-day
change in capacity prices, we estimate that Dynegy
benefits $385 million in pretax earnings. Exelon's fleet
also benefited from a strong clearing in the
Commonwealth Edison, or COMED, locational deliverability
area, or LDA, with CP clearing at $215/MW-day and
$200/MW-day for base generation capacity. However, we
do not believe that Exelon's Illinois Quad Cities and Byron
nuclear units cleared the auction at these prices. Based
on recent management commentary, we continue to
expect Exelon to close these two plants by the end of 2016,
with a final decision expected in September. Public Service
Enterprise Group, or PSEG, also benefits from strong base
results for the second year in a row, with base capacity
clearing in the Eastern Mid-Atlantic Area Council, or
EMAAC, LDA clearing at $210/MW-day for base
generation and $225/MW-day for CP. The premium
clearing price in the PSEG region shows the competitive
advantage of PSEG's fleet and supports our positive moat
trend. Higher capacity prices also benefit Calpine,
FirstEnergy, and NRG Energy.
Upcoming PJM Capacity Auction Could Prove
Disappointing
Andrew Bischof, CFA, Analyst, 17 August 2015

We are reaffirming our fair value estimates and our moat
and moat trend ratings for our independent power
producers and diversified utilities ahead of the upcoming
2018/19 Planning Year auction for Capacity Performance,
or CP. The capacity auction is currently under way, with
results posted Aug. 21.

Andrew Bischof, CFA, Analyst, 24 August 2015

Capacity prices across most of the 13-state PJM
Interconnection region cleared at $165/MW-day for
capacity performance, or CP, and $150/MW-day for base
generation for 2018-19. This is comparable to
$120/MW-day for last year's 2017-18 results, in which
there was no separate CP auction. The results are in line
with our auction expectations, in which we previously
expected CP to clear at $150/MW-day and base capacity
at $140/MW-day for the 2018-19 auction. We are

In June, the Federal Energy Regulatory Commission
approved the proposal from PJM Interconnection to
implement CP in its 2018/19 base residual auction, which
PJM began on Aug. 10. CP increases the marginal capacity
cost for marginal generators, but the bullish impact should
be less than the market expects. We maintain our previous
estimate that the combination of CP, reduced impact from
demand response, and increased confidence of marginal
generators to raise prices will cause CP to clear at $150
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per megawatt-day and base capacity at $140/MW-day
for the 2018-19 auction.
We believe that previous auctions already priced in
existing non-CP performance penalties, such as those a
generator must pay if it cannot deliver energy during
reserve shortages. CP is a further-reaching, stricter
penalty structure for nonperformance outside of reserve
shortages. Although generators participating in CP will
not be constrained by their avoidable cost rates this year,
which will allow generation to offer up to net cost of new
entry times the balancing ratio, we suspect that few
generators will raise offer prices for this reason alone.
We also highlight the possible expected increase in dark
spreads over the 2018–19 time frame due to the large
increase in LNG exports over this time period; this could
add downside pressure to capacity offers from coal
generation in PJM.
EPA's Final Carbon Rules Positive for Clean
Generation and Transmission, Negative for Coal
Charles Fishman, Analyst, 03 August 2015

The Environmental Protection Agency's final Clean Power
Plan announced on Aug. 3 offers what we consider a mix
of moderate positive and negative changes for utilities
from the draft proposal issued in June 2014.
We are reaffirming our fair value estimates, moats, and
moat trend ratings for all utilities, but we do not include
explicit impacts from the CPP in our forecasts or fair value
estimates. We think the rules will face stiff legal and
political opposition and could change significantly. If the
rules do take effect as written, beneficiaries should be
low-carbon power producers such as Exelon, NextEra
Energy, and Calpine; and electric transmission developers
like wide moat ITC Holdings.
For coal miners and railroads, we are reaffirming our fair
value estimates and moat ratings. Coal volumes are
already facing near-term weakness from MATS-related
plant closures. We forecast coal demand to stabilize as
natural gas prices rise and the surviving coal fleet remains
economical. CPP could force another wave of closures that
would add additional pressure on coal, but the magnitude,
timing, and legality remain uncertain. Furthermore,
state-specific goals will impact the various coal basins
differently. With lawsuits likely and some states vowing
noncompliance, we do not think CPP in its current form
will survive to full implementation.

The final rule extends the start of the compliance period
to 2022 from 2020 but boosts the emissions reduction
target to 32% from 2005 levels versus 30% in the draft.
We still think the timeline is the biggest challenge given
the planning and construction requirements to meet the
target. Southern Company and SCANA should benefit from
changes that give their home states more credit for their
new nuclear projects.
We don't think the rules are strict enough to save Exelon's
three Illinois nuclear plants we think are more likely than
not to retire. We recently cut our Exelon fair value estimate
to $35 per share from $37.
Exelon's Three Distressed Nuclear Plants Likely to
Go Dark; Cutting Fair Value Estimate
Travis Miller, Analyst, 31 July 2015

We are cutting our fair value estimate to $35 per share
from $37 to reflect our assumption that it is more likely
than not that Exelon will close its Byron, Quad Cities, and
Clinton nuclear plants by the end of 2016, representing
25% of its nuclear capacity. We are reaffirming our narrow
moat rating and stable moat trend.
On July 29, Exelon management said it was discussing
the plants' long-term viability with the board and plans to
make a retirement decision in September. This presumably
will come after grid operator PJM announces results from
the 2018-19 Base Residual Auction on Aug. 21 and
incremental auctions for 2016-17 (Aug. 31) and 2017-18
(Sept. 9). We agree with management that these auction
clearing prices likely will not be high enough to justify
keeping the plants running past 2016. Quad Cities and
Byron failed to clear the 2017-18 BRA last year. Clinton is
not part of PJM.
These plants are value-accretive based on our bullish
long-term fundamental view of Eastern U.S. power prices.
However, market prices remain 20% below our midcycle
forecast. Management said the plants have been free cash
flow negative for several years. Retiring the plants has no
material impact on our 2017 cash flow estimates because
of their challenged economics, but it reduces our
consolidated midcycle EBITDA estimate to $8.7 billion
from $9.2 billion. Our midcycle consolidated EPS estimate
drops 10% to $3.80. We assume Exelon has sufficient
reserves for decommissioning.
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The only lifesaver is the Low Carbon Portfolio Standard
legislation in Illinois, which would give the plants financial
benefits similar to renewable energy. The legislation
failed to pass the regular session in May. We don't expect
it to pass during the state's so-called veto session in
November. Our understanding is that Exelon won't be able
to reverse the retirement decision after November.
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10-Year

10.2
-15.6
-6.0
-14.8
-0.9
-24.0

12.9
-11.6
-20.6
-16.1
6.6
0.1

9.6
-8.2
-14.4
-10.0
6.5
-4.0

6.6
-1.0
-3.7
-0.1
6.4
-2.5

Quarterly Revenue & EPS
Revenue (Mil)
Mar
Jun
2015
8,830.0 6,514.0
2014
7,237.0 6,024.0
2013
6,082.0 6,141.0
2012
4,686.0 5,954.0
Earnings Per Share ()
2015
0.80
0.74
2014
0.10
0.60
2013
-0.01
0.57
2012
0.28
0.33

Revenue Growth Year On Year %
Sep
7,401.0
6,912.0
6,502.0
6,565.0

Dec
Total
—
—
7,256.0 27,429.0
6,163.0 24,888.0
6,284.0 23,489.0

22.0
19.0

17.7
8.1

6.3

0.69
1.15
0.86
0.35

—
0.02
0.58
0.44

—
1.88
2.00
1.42

-1.0
2013

7.1

-1.9

-1.9
2014
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Morningstar Equity Research Methodology
Fundamental Analysis
At Morningstar, we believe buying shares of superior
businesses at a discount and allowing them to compound over time is the surest way to create wealth in
the stock market. The long-term fundamentals of businesses, such as cash flow, competition, economic cycles, and stewardship, are our primary focus. Occasionally, this approach causes our recommendations to
appear out of step with the market, but willingness to
be contrarian is an important source of outperformance and a benefit of Morningstar’s independence.
Our analysts conduct primary research to inform our
views on each firm’s moat, fair value and uncertainty.

Fundamental Economic
Fair Value
Moat Rating Estimate
Analysis

Uncertainty
Assessment

QQQQQ
QQQQ
QQQ
QQ
Q
Star
Rating

Economic Moat
The economic moat concept is a cornerstone of Morningstar’s investment philosophy and is used to distinguish high-quality companies with sustainable competitive advantages. An economic moat is a structural
feature that allows a firm to sustain excess returns
over a long period of time. Without a moat, a company’s profits are more susceptible to competition. Companies with narrow moats are likely to achieve normalized excess returns beyond 10 years while wide-moat
companies are likely to sustain excess returns beyond
20 years. The longer a firm generates economic profits,
the higher its intrinsic value. We believe lower-quality
no-moat companies will see their returns gravitate to-

ward the firm’s cost of capital more quickly than companies with moats will. We have identified five sources of
economic moats: intangible assets, switching costs,
network effect, cost advantage, and efficient scale.

Fair Value Estimate
Our analyst-driven fair value estimate is based primarily on Morningstar’s proprietary three-stage discounted
cash flow model. We also use a variety of supplementary fundamental methods to triangulate a company’s
worth, such as sum-of-the-parts, multiples, and yields,
among others. We’re looking well beyond next quarter
to determine the cash-generating ability of a company’s
assets because we believe the market price of a security will migrate toward the firm’s intrinsic value over
time. Economic moats are not only an important sorting
mechanism for quality in our framework, but the designation also directly contributes to our estimate of a
company’s intrinsic value through sustained excess returns on invested capital.

Uncertainty Rating
The Morningstar Uncertainty Rating demonstrates our
assessment of a firm’s cash flow predictability, or valuation risk. From this rating, we determine appropriate
margins of safety: The higher the uncertainty, the wider
the margin of safety around our fair value estimate before our recommendations are triggered. Our uncertainty ratings are low, medium, high, very high, and extreme. With each uncertainty rating is a corresponding
set of price/fair value ratios that drive our recommendations: Lower price/fair value ratios (<1.0) lead to positive recommendations, while higher price/fair value

Economic Moat
C O M PE T I T I V E F O R C E S

WIDE

Moat Sources:

Intangible
Assets

NARROW

NONE

Switching
Costs

COMPANY PROFITABILITY

Network
Effect

Cost
Advantage
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Morningstar Equity Research Methodology
ratios (>1.0) lead to negative recommendations. In very
rare cases, the fair value estimate for a firm is so unpredictable that a margin of safety cannot be properly
estimated. For these firms, we use a rating of extreme.
Very high and extreme uncertainty companies tend to
have higher risk and volatility.

Quantitatively Driven Valuations
To complement our analysts’ work, we produce Quantitative Ratings for a much larger universe of companies.
These ratings are generated by statistical models that
are meant to divine the relationships between Morningstar’s analyst-driven ratings and key financial data
points. Consequently, our quantitative ratings are directly analogous to our analyst-driven ratings.
Quantitative Fair Value Estimate (QFVE): The QFVE is
analogous to Morningstar’s fair value estimate for
stocks. It represents the per-share value of the equity
of a company. The QFVE is displayed in the same currency as the company’s last close price.
Valuation: The valuation is based on the ratio of a company’s quantitative fair value estimate to its last close price.

Understanding Differences Between Analyst
and Quantitative Valuations
If our analyst-driven ratings did not sometimes differ
from our quantitative ratings, there would be little value in producing both. Differences occur because our
quantitative ratings are essentially a highly sophisticated analysis of the analyst-driven ratings of comparable companies. If a company is unique and has few
comparable companies, the quantitative model will
have more trouble assigning correct ratings, while an
analyst will have an easier time recognizing the true
characteristics of the company. On the other hand, the
quantitative models incorporate new data efficiently
and consistently. Empirically, we find quantitative ratings and analyst-driven ratings to be equally powerful
predictors of future performance. When the analystdriven rating and the quantitative rating agree, we find
the ratings to be much more predictive than when they
differ. In this way, they provide an excellent second
opinion for each other. When the ratings differ, it may
be wise to follow the analyst’s rating for a truly unique
company with its own special situation, and follow the
quantitative rating when a company has several reasonable comparable companies and relevant information is flowing at a rapid pace.

Quantitative Uncertainty: This rating describes our level of uncertainty about the accuracy of our quantitative
fair value estimate. In this way it is analogous to Morningstar’s fair value uncertainty ratings.
Quantitative Economic Moat: The quantitative moat
rating is analogous to Morningstar’s analyst-driven
economic moat rating in that both are meant to describe the strength of a firm’s competitive position.

Uncertainty Rating
Price/Fair Value
2.00
Q

1.75

175%

1.50
1.25
1.00
0.75

155%
125%
95%

QQ

135%
105%
80%

125%

115%

110%

QQQ

90%

85%

80%

70%
60%

0.50

50%

QQQQ
QQQQQ

0.25
Low
Uncertainty Rating

Medium

High

Very High
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Exelon Corp EXC (XNYS)
Morningstar Rating

Last Price

Fair Value Estimate

Price/Fair Value

Dividend Yield %

Market Cap (Bil)

Industry

Stewardship

QQQQ

28.03 USD

35.00 USD

0.80

4.42

25.78

Utilities - Diversified

Standard

22 Jan 2016

22 Jan 2016

22 Jan 2016

22 Jan 2016

Unless stated otherwise, this Research Report was
prepared by the person(s) noted in their capacity as
Equity Analysts employed by Morningstar, Inc., or one
of its affiliates. This Report has not been made available
to the issuer of the relevant financial products prior to
publication.
The Morningstar Rating for stocks identifies stocks
trading at a discount or premium to their intrinsic value.
Five-star stocks sell for the biggest risk-adjusted
discount whereas one-star stocks trade at premiums to
their intrinsic value. Based on a fundamentally focused
methodology and a robust, standardized set of
procedures and core valuation tools used by
Morningstar's Equity Analysts, four key components
drive the Morningstar Rating: 1. Assessment of the
firm's economic moat, 2. Estimate of the stock's fair
value, 3. Uncertainty around that fair value estimate,
and 4. Current market price. Further information on
Morningstar's methodology is available from
http://global.morningstar.com/equitydisclosures.
This Report is current as of the date on the Report until
it is replaced, updated or withdrawn. This Report may
be withdrawn or changed at any time as other
information becomes available to us. This Report will
be updated if events affecting the Report materially
change.
Conflicts of Interest:
-No material interests are held by Morningstar or the
Equity Analyst in the financial products that are the
subject of the Reports.
-Equity Analysts are required to comply with the CFA
Institute's Code of Ethics and Standards of Professional
Conduct.
-Equity Analysts’ compensation is derived from
Morningstar's overall earnings and consists of salary,
bonus and in some cases restricted stock.
-Equity Analysts do not have authority over
Morningstar's investment management group's
business arrangements nor allow employees from the
investment management group to participate or
influence the analysis or opinion prepared by them.
Morningstar will not receive any direct benefit from the

publication of this Report.
- Morningstar does not receive commissions for
providing research and does not charge companies to
be rated.
-Equity Analysts use publicly available information.
-Morningstar may provide the product issuer or its
related entities with services or products for a fee and
on an arms’ length basis including software products
and licenses, research and consulting services, data
services, licenses to republish our ratings and research
in their promotional material, event sponsorship and
website advertising.
-Further information on Morningstar's conflict of
interest policies is available from http://global.mornin
gstar.com/equitydisclosures.
If you wish to obtain further information regarding
previous Reports and recommendations and our
services, please contact your local Morningstar office.
Unless otherwise provided in a separate agreement,
you may use this Report only in the country in which the
Morningstar distributor is based. Unless stated
otherwise, the original distributor of this document is
Morningstar Inc. Redistribution, in any capacity, is
prohibited without permission. The information, data,
analyses and opinions presented herein do not
constitute investment advice; are provided solely for
informational purposes and therefore are not an offer

to buy or sell a security; and are not warranted to be
correct, complete or accurate, nor may they be
construed as a representation regarding the legality of
investing in the security/ies concerned, under the
applicable investment or similar laws or regulations of
any person or entity accessing this report. The opinions
expressed are as of the date written and are subject to
change without notice. Except as otherwise required
by law, Morningstar, its affiliates, and their officers,
directors and employees shall not be responsible or
liable for any trading decisions, damages or other
losses resulting from, or related to, the information,
data, analyses or opinions or their use. You should seek
the advice of your financial, legal, tax, business and/or
other consultant, and read all relevant issue documents
pertaining to the security/ies concerned, including
without limitation, the detailed risks involved in the
investment, before making an investment decision.
Please note that investments in securities are subject
to market and other risks and there is no assurance or
guarantee that the intended investment objectives will
be achieved. Past performance of a security may or may
not be sustained in future and is no indication of future
performance. As the price / value / interest rate of a
security fluctuates, the value of your investments in the
said security, and in the income, if any, derived
therefrom may go up or down.
For Recipients in Australia: This report has been
authorized by the Head of Equity and Credit Research,
Asia Pacific, Morningstar Australasia Pty Limited and
is circulated pursuant to RG 79.26(f) as a full
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Exelon Corp EXC (XNYS)
Morningstar Rating

Last Price

Fair Value Estimate

Price/Fair Value

Dividend Yield %

Market Cap (Bil)

Industry

Stewardship

QQQQ

28.03 USD

35.00 USD

0.80

4.42

25.78

Utilities - Diversified

Standard

22 Jan 2016

22 Jan 2016

22 Jan 2016

22 Jan 2016

restatement of an original report (by the named
Morningstar analyst) which has already been broadly
distributed. To the extent the report contains general
advice it has been prepared without reference to your
objectives, financial situation or needs. You should
consider the advice in light of these matters and, if
applicable, the relevant Product Disclosure Statement
before making any decision to invest. Refer to our
Financial Services Guide (FSG) for more information at
www.morningstar.com.au/fsg.pdf.
For Recipients in Hong Kong: The research is distributed
by Morningstar Investment Management Asia Limited,
which is regulated by the Hong Kong Securities and
Futures Commission to provide services to professional
investors only. Neither Morningstar Investment
Management Asia Limited, nor its representatives, are
acting or will be deemed to be acting as an investment
advisor to any recipients of this information unless
expressly agreed to by Morningstar Investment
Management Asia Limited. For enquiries regarding this
research, please contact a Morningstar Investment
Management Asia Limited Licensed Representative at
http://global.morningstar.com/equitydisclosures.
For Recipients in India: This research on securities [as
defined in clause (h) of Section 2 of the Securities
Contracts (Regulation) Act, 1956], such research being
referred to for the purpose of this document as
“Investment Research”, is issued by Morningstar
Investment Adviser India Private Limited.
Morningstar Investment Adviser India Private Limited
is registered with the Securities and Exchange Board
of India under the SEBI (Investment Advisers)
Regulations, 2013, vide Registration number INA000001357,
dated March 27, 2014, and in compliance of the
aforesaid regulations and the SEBI (Research Analysts)
Regulations, 2014, it carries on the business activities
of investment advice and research. Morningstar
Investment Adviser India Private Limited has not been
the subject of any disciplinary action by SEBI or any
other legal/regulatory body. Morningstar Investment
Adviser India Private Limited is a wholly owned
subsidiary of Morningstar Associates LLC, which is a
part of the Morningstar Investment Management group
of Morningstar, Inc., and Morningstar, Inc. is a leading
provider of independent investment research that offers
an extensive line of products and services for individual

investors, financial advisors, asset managers, and
retirement plan providers and sponsors. In India,
Morningstar Investment Adviser India Private Limited
has only one associate, viz., Morningstar India Private
Limited, and this company predominantly carries on the
business activities of providing data input, data
transmission and other data related services, financial
data analysis, software development etc.
The author/creator of this Investment Research
(“Research Analyst”) or his/her associates or his/her
relatives does/do not have (i) any financial interest in
the subject company; (ii) any actual/beneficial
ownership of one per cent or more securities of the
subject company, at the end of the month immediately
preceding the date of publication of this Investment
Research; and (iii) any other material conflict of interest
at the time of publication of this Investment Research.
The Research Analyst or his/her associates or his/her
relatives has/have not received any (i) compensation
from the subject company in the past twelve months;
(ii) compensation for products or services from the
subject company in the past twelve months; and (iii)
compensation or other material benefits from the
subject company or third party in connection with this
Investment Research. Also, the Research Analyst has
not served as an officer, director or employee of the
subject company.
The terms and conditions on which Morningstar
Investment Adviser India Private Limited offers
Investment Research to clients, varies from client to
client, and are spelt out in detail in the respective client
agreement.
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Supreme Court upholds FERC authority over Demand Response compensation
This morning the Supreme Court issued a split decision (6-2) upholding FERC
Order 745 and reversing the US Court of Appeals for the District of Columbia
2014 order. Today’s decision upholds the FERC’s ability to regulate the
compensation of demand response in wholesale energy markets. The lower
court had argued that the FERC had overstepped its jurisdictional boundaries
because Order 745 directly regulated the retail electricity market (state’s
jurisdiction). The majority disagreed, concluding that Order 745 affects
wholesale electricity rates and that the FERC had not regulated retail sales.

Caroline Bone, CFA

Decision can be read as modest negative for merchant generators
We view today’s Supreme Court decision as a modest negative (foregone
positive) for merchant generators as a vacated Order 745 could have had
positive implications for pricing in the next PJM capacity auction (May 2016).
Demand response has represented 7-9% of cleared resources in the last two
PJM capacity market auctions. While Order 745 never directly concerned the
compensation of DR in capacity markets, it certainly raised questions over the
legality of FERC’s jurisdiction over demand response in general. Today’s
decision ensures that demand response can continue participating as currently
conceived in capacity markets, such as PJM’s.
Implications for Supreme Court’s review of state intervention cases?
Today’s split decision is also likely to be dissected by parties curious about
how the Supreme Court will eventually rule on Hughes vs. Talen Energy
Marketing and CPV Maryland vs. Talen Energy Marketing. These cases
stemmed from a Maryland PSC order that compelled its utilities to enter into a
“contract for differences” for certain in-state new generation that won a
competitive RFP. CPV’s St. Charles power plant won the RFP and was
awarded a contract for differences. PPL Energy (now Talen) and other
merchant generators sued, arguing that this contract represented an illegal
state intervention in setting wholesale power prices, a right reserved for the
FERC under the Federal Power Act. The 4th Circuit Court agreed and ruled
that the contracts were illegal. The Supreme Court’s eventual ruling could
have implications for future state regulatory actions, particularly the pending
AEP and FE PPA deals in Ohio. We believe the ultimate decision in Hughes vs.
TLN and CPV vs. TLN remains uncertain. On the one hand, the Court argues
today that the FERC has the authority and duty to ensure that rules or practices
affecting wholesale rates are just and reasonable. However, the Court notes
that there are limits to the FERC’s jurisdiction to rules or practices that
“directly” affect the wholesale rate. The Court also notes in another section
that the FERC may not regulate “within-state wholesale sales.”

Lauren Duke

Associate Analyst
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Focus stocks
Exelon (EXC.N),USD28.03 Buy Price Target
USD35.00
Dynegy Inc. (DYN.N),USD11.17 Buy Price Target
USD21.00
Calpine (CPN.N),USD14.51 Hold Price Target
USD18.00
FirstEnergy (FE.N),USD32.28 Hold Price Target
USD37.00
NRG Energy (NRG.N),USD9.93 Buy Price Target
USD18.00
PSEG (PEG.N),USD39.87 Hold Price Target
USD44.00
Talen Energy (TLN.N),USD6.91 Hold Price Target
USD7.00
American Electric Power (AEP.N),USD58.53 Buy
Price Target USD63.00
Source: Deutsche Bank
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Model updates: AEP, ETR, EXC, FE, PEG

SECTOR: Power and Utilities

January 26, 2016

We are updating estimates for AEP, ETR, EXC, FE, and PEG as we mark
our integrated utility models to the 1/14/16 forward curves.

SHAHRIAR�POURREZA,�CFA

ANALYST
212 518 5862

shahriar.pourreza@guggenheimpartners.com

AEP. Our 2015/'16/'17/'18 EPS estimates for AEP are updated to
$3.70/3.70/3.93/4.21 from $3.73/3.73/3.92/4.19.
ETR. Our 2015/'16/'17/'18 EPS estimates for ETR are updated to
$5.79/4.98/5.08/5.14 from $5.80/5.01/5.12/5.16
EXC. Our 2015/'16/'17/'18 EPS estimates for EXC are updated to
$2.56/2.49/2.61/2.85 from $2.56/2.53/2.63/2.85.
FE. Our 2015/'16/'17/'18 EPS estimates for FE are updated to
$2.69/2.76/2.86/2.92 from $2.71/2.87/2.86/2.91.
PEG. Our 2015/'16/'17/'18 EPS estimates for PEG are updated to
$2.94/2.95/2.92/3.00 from $2.93/2.97/2.93/3.00.

Price

Market

Ticker

Share

Cap(M)

Current

Rating

AEP

$57.75

$28,345

Buy

ETR

$67.58

$12,055

EXC

$27.16

FE
PEG

Previous

Price�Target
Current

Previous

Current�EPS

Previous�EPS

2015

2016

2017

2015

2016

2017

$62.00

3.70E

3.70E

3.93E

3.73E

3.73E

3.92E

Neutral

NA

5.79E

4.98E

5.08E

5.80E

5.01E

5.12E

$24,975

Buy

$31.00

2.56E

2.49E

2.61E

—

2.53E

2.63E

$31.82

$13,461

Buy

$39.00

2.69E

2.76E

2.86E

2.71E

2.87E

—

$38.98

$19,722

Buy

$41.00

2.94E

2.95E

2.92E

2.93E

2.97E

2.93E
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Model updates: AEP, ETR, EXC, FE, PEG

SECTOR: POWER AND UTILITIES

January 26, 2016

AMERICAN ELECTRIC POWER
INCOME STATEMENT - Quarterly ($MM)

INCOME STATEMENT - Quarterly ($MM)

Total operating revenue

1Q15A 2Q15A 3Q15A 4Q15E
3,483
4,708 3,941 4,436

1Q16E
4,479

2Q16E
4,464

3Q16E
4,525

4Q16E
4,522

1Q17E
4,612

2Q17E
4,605

3Q17E
4,684

4Q17E
4,673

1Q18E
4,754

2Q18E
4,744

3Q18E
4,818

4Q18E
4,804

2015E 2016E 2017E 2018E
2014A
17,020 16,569 17,990 18,574 19,121
4,272
2,086

Fuel and other cosumables for generation1,071
718
Purchased electricity for resale
Purchases from AEP affiliates
1,789
Fuel and purchased power

756
601

955
731

1,357

1,686

1,003

1,734

1,713

1,745

1,727

1,793

1,774

1,803

1,791

1,827

1,807

1,837

1,825

6,358

5,835

6,918

7,162

7,297

Gross margin

2,919

2,584

2,751

2,480

2,745

2,751

2,780

2,796

2,819

2,831

2,881

2,882

2,927

2,937

2,981

2,979

10,662

10,734

11,072

11,413

11,824

Other operation
Maintenance
Other operating expense (gain)
D&A
Taxes other than income
EBIT

746
294
505
250
1,124

695
333
506
242
808

691
312
535
248
967

849
386
466
221
557

702
255
477
243
1,067

815
325
479
245
888

763
280
482
246
1,010

948
384
484
247
732

703
258
494
250
1,114

816
328
497
252
940

764
282
499
253
1,083

950
386
502
254
790

712
260
512
257
1,186

824
330
514
258
1,010

772
285
516
260
1,148

958
389
518
261
854

3,225
1,361
1,929
915
3,232

2,981
1,325
2,012
960
3,456

3,228
1,244
1,922
981
3,697

3,232
1,254
1,991
1,009
3,926

3,266
1,263
2,060
1,036
4,198

3
9
34
(224)
631

2
1
33
(221)
783

(4)
42
(234)
362

4
22
(245)
848

4
22
(248)
666

4
22
(250)
786

4
22
(252)
506

4
22
(257)
883

4
22
(260)
706

4
22
(262)
847

4
22
(265)
551

4
22
(269)
943

4
22
(271)
765

4
22
(274)
901

4
22
(276)
604

7
33
103
(885)
2,490

3
18
140
(901)
2,716

17
86
(995)
2,806

17
86
(1,043)
2,987

17
86
(1,090)
3,212

36%
225
25

35%
275
12

35%
127
-

35%
297
-

35%
233
-

35%
275
-

35%
177
-

35%
309
-

35%
247
-

35%
296
-

35%
193
-

35%
330
-

35%
268
-

35%
315
-

35%
211
-

38%
942
90

35%
959
61

35%
982
-

35%
1,045
-

35%
1,124
-

551
492
$1.12

433
492
$0.88

511
493
$1.04

329
493
$0.67

574
494
$1.16

459
494
$0.93

550
495
$1.11

358
495
$0.72

613
496
$1.24

497
496
$1.00

586
497
$1.18

393
497
$0.79

-

-

4
1,634
489
$3.34

4
1,814
491
$3.70

1,824
493
$3.70

1,941
494
$3.93

2,088
496
$4.21

0
551
$1.12

0
433
$0.88

0
511
$1.04

0
329
$0.67

0
574
$1.16

0
459
$0.93

0
550
$1.11

0
358
$0.72

0
613
$1.24

0
497
$1.00

0
586
$1.18

0
393
$0.79

(41)
1,675
$3.43

0
1,814
$3.70

0
1,824
$3.70

0
1,941
$3.93

0
2,088
$4.21

Interest and other non-operating income
Carrying costs income
AFUDC equity
Interest expense
Earnings before taxes

1
8
30
(223)
940

35%
Tax rate
333
Income tax expense/(benefit)
Equity earnings of unconsolidated affiliates 24
Disc ops
Extraordinary items net of tax
Income attributable to noncontrolling interests2
Preferred dividend
629
Net income
490
Diluted shares
$1.28
EPS

-

-

1
430
490
$0.88

1
520
491
$1.06

235
491
$0.48

0
629
$1.28

0
430
$0.88

0
520
$1.06

0
235
$0.48

Non-recurring items net of tax
Recurring net income
Recurring EPS

Source: Guggenheim Securities, LLC estimates.
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ENTERGY CORP
CONSOLIDATED FINANCIALS
INCOME STATEMENT
Income Statement
Revenues

1QA
2,920

2QA
2,713

3QA
3,371

4QE
2,770

2015E
11,775

1QE
2,892

2QE
2,816

3QE
3,435

4QE
2,787

2016E
11,930

1QE
2,846

2QE
2,770

3QE
3,454

4QE
2,760

2017E
11,830

1QE
2,884

2QE
2,844

3QE
3,509

4QE
2,816

2018E
12,053

Utility
Competitive
Parent, other & elimination
EBITDA

732
260
(42)
950

741
33
(44)
730

979
131
(41)
1,069

913
58
(40)
931

3,365
482
(167)
3,680
13%

782
129
(44)
866

816
90
(42)
865

1,074
121
(42)
1,153

674
83
(42)
715

3,345
424
(169)
3,600
12%

805
99
(46)
858

838
78
(44)
873

1,102
130
(44)
1,188

696
73
(44)
725

3,441
380
(178)
3,644
10%

849
70
(46)
873

881
71
(44)
908

1,150
110
(44)
1,216

739
65
(44)
760

3,618
316
(178)
3,757
8%

Utility
Competitive
Parent, other & elimination
EBIT
Recurring EBIT

458
163
(42)
579

461
(31)
(44)
386

701
38
(41)
697

644
(42)
(43)
559

2,264
128
(171)
2,221
2,227

496
32
(45)
484

524
(6)
(43)
475

784
25
(43)
766

392
(13)
(43)
336

2,196
38
(174)
2,061
2,061

508
15
(48)
475

534
(6)
(46)
482

799
46
(46)
800

397
(11)
(45)
341

2,238
44
(184)
2,097
2,097

539
(15)
(48)
475

563
(10)
(46)
508

834
29
(46)
818

422
(16)
(45)
361

2,359
(12)
(184)
2,162
2,162

Utility
Competitive
Parent, other & elimination
Net income, reported
Recurring net income

223
124
(48)
299
302

200
(4)
(47)
149
149

360
32
(51)
341
341

322
(14)
(59)
248
248

1,105
137
(205)
1,037
1,040

222
41
(50)
213
213

238
8
(48)
198
198

403
23
(48)
378
378

151
4
(48)
107
107

1,016
74
(195)
896
896

224
32
(48)
208
208

239
10
(46)
203
203

407
39
(46)
399
399

148
7
(46)
109
109

1,018
87
(186)
919
919

237
13
(48)
202
202

251
8
(46)
213
213

423
28
(46)
405
405

158
4
(46)
116
116

1,069
52
(186)
935
935

Utility
Competitive
Parent, other & elimination
Recurring EPS

$1.23
$0.71
($0.27)
$1.68

$1.11
($0.02)
($0.26)
$0.83

$2.01
$0.18
($0.29)
$1.90

$1.79
($0.08)
($0.33)
$1.38

$6.14
$0.79
($1.14)
$5.79

$1.24
$0.23
($0.28)
$1.19

$1.33
$0.04
($0.27)
$1.10

$2.24
$0.13
($0.27)
$2.10

$0.84
$0.02
($0.27)
$0.59

$5.65
$0.41
($1.08)
$4.98

$1.24
$0.18
($0.26)
$1.15

$1.32
$0.05
($0.26)
$1.12

$2.25
$0.21
($0.26)
$2.21

$0.82
$0.04
($0.25)
$0.60

$5.62
$0.48
($1.03)
$5.08

$1.31
$0.07
($0.26)
$1.11

$1.38
$0.04
($0.25)
$1.17

$2.32
$0.15
($0.25)
$2.22

$0.86
$0.02
($0.25)
$0.63

$5.87
$0.29
($1.02)
$5.14

Source: Guggenheim Securities, LLC estimates.
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EXELON MODEL
CONSOLIDATED FINANCIALS

January 26, 2016

5

5

5

5

5

6

6

6

6

6

7

7

7

7

7

7

7

7

7

7

1QA

2QA

3QA

4QE

2015E

1QE

2QE

3QE

4QE

2016E

1QE

2QE

3QE

4QE

2017E

1QE

2QE

3QE

4QE

2018E

1QA
8,636

2QA
6,507

3QA
7,532

4QE
4,849

2015E
27,524

1QE
6,098

2QE
5,501

3QE
5,462

4QE
5,439

2016E
22,499

1QE
6,317

2QE
5,672

3QE
5,714

4QE
5,736

2017E
23,439

1QE
6,519

2QE
5,863

3QE
5,833

4QE
5,952

2018E
24,166

4,477
2,069
610
304
7,460
1
1,177

2,663
2,001
602
294
5,560
947

3,291
1,996
606
310
6,203
(1)
1,328

1,612
1,520
625
162
3,919
24
953

12,043
7,586
2,443
1,070
23,142
24
4,405

2,169
1,674
633
265
4,741
32
1,388

1,823
1,674
641
265
4,403
31
1,129

1,739
1,674
649
265
4,327
24
1,159

1,801
1,674
656
265
4,397
29
1,071

7,533
6,696
2,579
1,060
17,868
116
4,747

2,345
1,683
665
269
4,962
30
1,385

1,957
1,683
674
269
4,583
14
1,103

1,821
1,683
683
269
4,456
27
1,285

1,899
1,683
692
269
4,543
28
1,221

8,022
6,731
2,716
1,075
18,543
99
4,995

2,382
1,692
699
272
5,045
41
1,516

1,973
1,692
706
272
4,642
40
1,261

1,862
1,692
712
272
4,538
39
1,333

1,978
1,692
719
272
4,661
22
1,313

8,195
6,766
2,836
1,089
18,886
143
5,423

(1,127)
(93)
(1,220)
3,186
890
2,295
5
9
2,281
(19)
2,300

(346)
25
(321)
1,067
361
705
3
702
702

(352)
25
(327)
802
264
538
3
535
535

(358)
25
(333)
826
274
552
3
549
549

(363)
25
(338)
733
238
494
3
491
491

(1,419)
100
(1,319)
3,427
1,137
2,290
12
2,278
2,278

(366)
25
(341)
1,044
353
691
3
688
688

(369)
25
(344)
759
253
506
3
503
503

(372)
25
(347)
938
313
625
3
622
622

(375)
25
(350)
871
289
582
3
579
579

(1,482)
100
(1,382)
3,612
1,209
2,404
12
2,392
2,392

(374)
(374)
1,141
384
757
3
754
754

(374)
(374)
886
290
596
3
593
593

(374)
(374)
959
316
643
3
640
640

(374)
(374)
939
316
623
3
620
620

INCOME STATEMENT

Operating revenues
Operating expenses
Fuel & purchased power
Operating and maintenance
Depreciation and amortization
Taxes other than income
Total operating expenses
Equity in earnings of unconsolidated affiliates
Operating income
Other income and deductions
Interest expense
Other income and deductions
Total other income and deductions
Income before income taxes
Income taxes
Net income
Earnings attributable to noncontrolling interests
Preferred dividends
Adjusted earnings
Adjustments
GAAP earnings

(256)
31
(225)
952
299
653
38
615
(78)
693

(259)
118
(141)
806
286
520
9
3
508
(85)
593

(253)
(242)
(495)
833
115
718
(42)
3
757
128
629

(359)
(359)
595
190
404
3
401
16
385

Weighted average shares outstanding
Basic
Diluted

862
867

860
864

913
915

913
915

887
890

913
915

913
915

913
915

913
915

913
915

913
915

913
915

913
915

913
915

913
915

913
915

913
915

913
915

913
915

913
915

Adjusted EPS
GAAP EPS

0.71
0.80

0.59
0.69

0.83
0.69

0.44
0.42

2.56
2.58

0.77
0.77

0.58
0.58

0.60
0.60

0.54
0.54

2.49
2.49

0.75
0.75

0.55
0.55

0.68
0.68

0.63
0.63

2.61
2.61

0.82
0.82

0.65
0.65

0.70
0.70

0.68
0.68

2.85
2.85

(1,498)
(1,498)
3,925
1,305
2,620
12
2,608
2,608

Source: Guggenheim Securities, LLC estimates.
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FIRST ENERGY
CONSOLIDATED FINANCIALS
INCOME STATEMENT

2012A

2013A

1QA

2QA

3QA

4Q

2014A

1QA

2QE

3QE

4QE

2015E

1QE

2QE

3QE

4QE

2016E

1QE

2QE

3QE

4QE

2017E

1QE

2QE

3QE

4QE

2018E

2012A

2013A

1QA

2QA

3QA

4Q

2014A

1Q

2Q

3Q

4Q

2015E

1Q

2Q

3Q

4Q

2016E

1Q

2Q

3Q

4Q

2017E

1Q

2Q

3Q

4Q

2018E

Operating Revenue
Total Operating Revenues
'
Expenses
Fuel
Purchased Power
Gross Margin
Other Operating Expense
Pension MTM
Depreciation
Amortization of new regulatory assets
General Taxes
Impairment / Other
RTEP cost assumption
Merger Synergies
Total Other Operating Expenses
'
OPERATING INCOME
Other Income & Deductions
EBIT
EBITDA (Non GAAP)
Interest Expense
Capitalized Interest
Interest Expense - Net
EBT
Income Taxes
Effective Tax Rate
Earnings Available to Parent
Less: Non-controlling interest income (loss)
Accounting Adjustments (after tax)
Earnings - GAAP
Non GAAP Adjustments
Operating Earnings
'
Operating EPS Diluted

15,758

14,931

4,189

3,496

3,888

3,483

15,056

3,897

3,465

4,123

3,472

14,957

3,960

3,562

3,693

3,338

14,553

3,826

3,435

3,768

3,396

14,424

3,876

3,472

3,796

3,421

14,564

617
1,455
2,117
1,182

550
1,083
1,863
1,021

544
1,188
2,156
858

383
989
2,093
916

482
1,209
2,432
850

473
811
2,188
805

447
813
2,302
1,003

366
947
2,380
924

363
859
2,115
832

339
837
2,258
962

360
974
2,435
894

355
885
2,156
812

343
859
2,270
945

364
999
2,434
883

358
908
2,155
808

328
110
236

404
50
276

341
50
249

345
50
244

348
50
231

352
50
260

348
50
244

352
50
244

356
50
244

359
50
244

357
50
248

361
50
248

365
50
248

368
50
248

1,719

1,571

1,440

0
0
1,677

0
0
1,539

1,524

0
0
1,535

0
0
1,756

0
0
1,641

0
0
1,553

0
0
1,494

0
0
1,713

0
0
1,608

0
0
1,543

0
0
1,465

1,427
3,720
9,278
3,739
0
1,415
200
975
0
0
0
6,329

377
1,050
2,449
1,052

322
59
242

1,657
3,615
9,280
3,875
0
1,386
200
983
0
0
0
6,444

373
1,024
2,429
1,071

319
32
269

1,851
4,122
8,984
3,628
0
1,373
251
1,023
0
0
0
6,275

481
996
2,482
1,116

308
35
239

2,280
4,716
8,060
3,962
835
1,220
12
962
0
0
0
6,991

513
1,113
2,271
1,057

302
20
228

569
990
1,924
901
835
316
(15)
224

0
0
1,707

0
0
1,604

0
0
1,546

0
0
1,474

1,441
3,815
9,308
3,689
0
1,451
200
991
0
0
0
6,331

726

661

827

621

2,835

716

651

891

691

2,949

742

666

888

681

2,977

5
731
1,117

4
666
1,056

0
827
1,225

5
627
1,024

16
2,851
4,422

9
725
1,114

8
659
1,053

4
895
1,297

9
700
1,100

30
2,979
4,565

16
758
1,149

15
681
1,077

11
899
1,303

16
697
1,099

59
3,036
4,628

2,471
4,692
8,595
3,747
609
1,146
259
985
(327)
0
0
6,419

2,496
3,956
8,479
3,596
(256)
1,205
539
979
795
0
0
6,858

2,176

1,621

398

292

716

(337)

1,069

594

554

908

653

2,709

77
2,253
4,200

(98)
1,523
4,252

15
413
704

28
320
754

16
732
1,099

5
(332)
608

64
1,133
3,165

17
611
983

(3)
551
973

(28)
880
1,367

(14)
639
1,107

(28)
2,681
4,430

(1,001)
72
(929)
1,324

(1,014)
75
(939)
584

(265)
22
(243)
170

(262)
32
(230)
90

(275)
28
(247)
485

(271)
29
(242)
(574)

(1,073)
111
(962)
171

(279)
34
(245)
366

(282)
33
(249)
302

(285)
26
(259)
621

(269)

(1,115)
93
(1,022)
1,658

(267)

(270)

(273)

(276)

(283)

(284)

(286)

(284)

(285)

(286)

(270)
395

(273)
554

(276)
351

(281)
443

(283)
376

(284)
611

(286)
415

(1,134)
0
(1,134)
1,845

(283)

(267)
464

(1,087)
0
(1,087)
1,764

(281)

(269)
369

(283)
475

(284)
398

(285)
614

(286)
411

(1,138)
0
(1,138)
1,898

(553)
42%
771

(201)
34%
383

(48)
28%
122

(26)
29%
64

(152)
31%
333

268
47%
(306)

42
-25%
213

(144)
39%
222

(115)
38%
187

(226)
36%
395

(135)
36%
235

(620)
37%
1,039

(169)
37%
295

(144)
37%
252

(179)
37%
375

(103)
37%
248

(594)
34%
1,170

(150)
34%
293

(125)
34%
251

(212)
34%
399

(139)
34%
275

(626)
34%
1,219

(161)
34%
313

(133)
34%
265

(213)
34%
401

(138)
34%
273

(645)
34%
1,253

(9)
0
392
878
1,270

0
86
208
(46)
162

0
0
64
140
204

333
40
373

(306)
644
338

222
38
260

187
38
225

395
21
416

235

0
0
1,039
97
1,136

295

252

375

248

0
0
1,170
0
1,170

293

251

399

275

0
0
1,219
0
1,219

313

265

401

273

0
0
1,253
0
1,253

$0.48

$0.89

$0.61

$0.53

$0.98

$0.55

1
0
770
620
1,390
$3.32

$3.03

294
(28)
271

$0.39

0
0
2,261

$0.80

0
86
299
778
1,077
$2.56

235

$2.69

295

252

375

248

$0.70

$0.59

$0.89

$0.58

$2.76

293

251

399

275

$0.69

$0.59

$0.94

$0.65

$2.86

313

265

401

273

$0.73

$0.62

$0.94

$0.64

$2.92

Source: Guggenheim Securities, LLC estimates.
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PSEG
CONSOLIDATED FINANCIALS

INCOME STATEMENT
1Q15A
Operating revenues
Energy costs
O&M
D&A
Taxes other than income
Total operating expenses
Operating Income
Equity in Income of Affiliates
Other income (net)
Impairments
Interest expense
EBT
Income taxes
Income from Cont Ops
Disc Ops (net of tax)
Net Income
Preferred stock dividend
NI Available to Common
Weighted diluted shares
EPS
GAAP EBITDA
Adjusted EBITDA
NDT and other gains / losses
Mark to market
PSE&G extraordinary items
Holdings extraordinary items
Co. defined operating earnings
Co. defined operating EPS

3,135
(1,094)
(663)
(330)
(2,087)
1,048
3
36
(5)
(98)
984
(398)
586
586
586
508
1.15

2Q15A
2,314
(668)
(761)
(317)
(1,746)
568
4
66
(10)
(97)
531
(186)
345
345
345
508
0.68

3Q15A
2,688
(815)
(746)
(313)
(1,874)
814
3
33
(30)
(96)
724
(285)
439
439
439
508
0.86

4Q15E
2,316
(809)
(756)
(312)
(1,877)
439
2
31
(119)
353
(123)
229
229
229
508
0.45

1Q16E
3,183
(1,246)
(814)
(345)
(2,406)
778
0
28
(121)
685
(240)
445
445
445
508
0.88

2Q16E
2,506
(795)
(757)
(332)
(1,884)
621
0
28
(124)
526
(184)
342
342
342
508
0.67

3Q16E
2,926
(995)
(748)
(329)
(2,072)
854
0
28
(126)
757
(265)
492
492
492
508
0.97

4Q16E
2,570
(979)
(817)
(339)
(2,134)
436
0
28
(129)
335
(117)
218
218
218
508
0.43

1Q17E
3,413
(1,497)
(815)
(364)
(2,675)
738
0
51
(131)
658
(230)
428
428
428
508
0.84

2Q17E
2,680
(978)
(758)
(351)
(2,087)
593
0
51
(133)
511
(179)
332
332
332
508
0.65

3Q17E
3,189
(1,234)
(746)
(348)
(2,328)
861
0
51
(135)
777
(272)
505
505
505
508
0.99

4Q17E
2,787
(1,184)
(823)
(357)
(2,364)
423
0
51
(137)
337
(118)
219
219
219
508
0.43

1Q18E

2Q18E

3Q18E

3,482
(1,547)
(815)
(382)
(2,744)
739
0
51
(139)
650
(228)
423
423
423
508
0.83

2,726
(1,001)
(755)
(369)
(2,125)
601
0
51
(141)
510
(179)
332
332
332
508
0.65

3,353
(1,300)
(766)
(367)
(2,432)
921
0
51
(144)
829
(290)
539
539
539
508
1.06

4Q18E
2,902
(1,242)
(830)
(376)
(2,448)
454
0
51
(146)
359
(126)
233
233
233
508
0.46

2015E

2016E

2017E

2018E

10,453
(3,386)
(2,926)
(1,272)
(7,584)
2,869
12
166
(45)
(410)
2,592
(992)
1,599
1,599
1,599
508
3.15

11,185
(4,015)
(3,136)
(1,346)
(8,496)
2,689
1
113
(500)
2,303
(806)
1,497
1,497
1,497
508
2.95

12,069
(4,894)
(3,142)
(1,419)
(9,454)
2,615
1
203
(536)
2,284
(799)
1,484
1,484
1,484
508
2.92

12,464
(5,090)
(3,166)
(1,494)
(9,749)
2,714
1
203
(570)
2,348
(822)
1,526
1,526
1,526
508
3.00

1,412
1,317

945
922

1,133
1,075

783
783

1,151
1,151

982
982

1,212
1,212

803
803

1,152
1,152

995
995

1,260
1,260

831
831

1,172
1,172

1,021
1,021

1,339
1,339

881
881

4,273
4,096

4,149
4,149

4,238
4,238

4,413
4,413

2
55
529
1.04

(14)
28
331
0.65

-

229
0.45

445
0.88

342
0.67

492
0.97

218
0.43

428
0.84

332
0.65

505
0.99

219
0.43

423
0.83

332
0.65

539
1.06

233
0.46

(12)
119
1,492
2.94

1,497
2.95

1,484
2.92

1,526
3.00

35
404
0.80

Source: Guggenheim Securities, LLC estimates.
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ANALYST CERTIFICATION
By issuing this research report, each Guggenheim Securities, LLC ("Guggenheim Securities") research analyst whose name appears in this report hereby
certifies that (i) all of the views expressed in this report accurately reflect the research analyst's personal views about any and all of the subject securities or
issuers discussed herein and (ii) no part of the research analyst's compensation was, is, or will be directly or indirectly related to the specific recommendations
or views expressed by the research analyst.

IMPORTANT DISCLOSURES
The research analyst(s) and research associate(s) have received compensation based upon various factors, including quality of research, investor client
feedback, and Guggenheim Securities, LLC's overall revenues, which includes investment banking revenues.
Guggenheim Securities, LLC or its affiliates expect(s) to receive or intend(s) to seek compensation for investment banking services from American Electric
Power Co., Inc., FirstEnergy Corp., Entergy Corporation, Exelon Corporation and Public Service Enterprise Group Inc. in the next 3 months.
Please refer to this website for company-specific disclosures referenced in this report: https://guggenheimsecurities.bluematrix.com/sellside/
Disclosures.action. Disclosure information is also available from Compliance, 330 Madison Avenue, New York, NY 10017.
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RATING DEFINITIONS
BUY (B) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of 10% or more within a 12-month period.
NEUTRAL (N) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of plus 10% or minus 10% within a 12-month period.
No price target is assigned.
SELL (S) - Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 10% or more within a 12-month period.
NR - The investment rating and price target have been temporarily suspended. Such suspensions are in compliance with applicable regulations and/or
Guggenheim Securities, LLC policies.
CS - Coverage Suspended. Guggenheim Securities, LLC has suspended coverage of this company.
NC - Not covered. Guggenheim Securities, LLC does not cover this company.
Restricted - Describes issuers where, in conjunction with Guggenheim Securities, LLC engagement in certain transactions, company policy or applicable
securities regulations prohibit certain types of communications, including investment recommendations.
Monitor - Describes stocks whose company fundamentals and financials are being monitored, and for which no financial projections or opinions on the
investment merits of the company are provided.
Guggenheim Securities, LLC methodology for assigning ratings may include the following: market capitalization, maturity, growth/value, volatility and expected
total return over the next 12 months. The price targets are based on several methodologies, which may include, but are not restricted to, analyses of market
risk, growth rate, revenue stream, discounted cash flow (DCF), EBITDA, EPS, cash flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth, P/CF, P/
FCF, premium (discount)/average group EV/EBITDA, premium (discount)/average group P/E, sum of the parts, net asset value, dividend returns, and return
on equity (ROE) over the next 12 months.
Prior to 12/8/14, Guggenheim Securities, LLC’s BUY, NEUTRAL, and SELL ratings definitions were as follows (no other ratings definitions were changed):
BUY (B) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of 15% or more within a 12-month period.
NEUTRAL (N) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of plus 15% or minus 15% within a 12-month period.
SELL (S) - Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 15% or more within a 12-month period.

RATINGS DISTRIBUTIONS FOR GUGGENHEIM SECURITIES:
IB Serv./ Past 12Mos.
Rating Category

Count

Percent

Count

Percent

Buy

175

61.62%

34

19.43%

Neutral

109

38.38%

3

2.75%

Sell

0

0.00%

0

0.00%
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OTHER DISCLOSURES
This research is for our clients and prospective clients only. Other than disclosures relating to Guggenheim Securities and its affiliates, this research is based
on current public information that we consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. We seek to
update our research as appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a periodic basis,
the large majority of reports are published at irregular intervals as appropriate in the research analyst's judgment. Guggenheim Securities conducts a fullservice, integrated investment banking and brokerage business, and one or more of its affiliates conduct an investment management business. Guggenheim
Securities is a member of SIPC (http://www.sipc.org). Our salespeople, traders, and other professionals may provide oral or written market commentary or
trading strategies to our clients and our employees trading for our own account that reflect opinions that are contrary to the opinions expressed in this research.
Guggenheim Securities or certain of its affiliates conducts an investment management business, trades for its own account, and conducts an investment
business, and may make investment decisions that are inconsistent with the recommendations or views expressed in this research.
We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from time to time have long or short positions in, act as
principal in, and buy or sell, the securities or derivatives, if any, referred to in this research. We and our affiliates also may sell to or buy from customers on a
principal basis the securities described herein. We and our affiliates also do business with, or that relates to, companies covered in Guggenheim Securities’
research, and may have a position in the debt of the company or companies discussed herein.
This research is not an offer to sell or the solicitation of an offer to buy any security. It does not constitute a personal recommendation or take into account
the particular investment objectives, financial situations, or needs of individual clients. Clients should consider whether any advice or recommendation in this
research is suitable for their particular circumstances and, if appropriate, seek professional advice, including tax advice. The price and value of investments
referred to in this research and the income from them may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed,
and a loss of original capital may occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain
investments.
TACTICAL TRADING IDEA DISCLAIMER
Guggenheim Securities, LLC produces "Tactical Trade Ideas" that identify short-term, catalyst-driven trading opportunities impacting companies within the
Firm’s coverage universe. Tactical Trade Ideas may exist on companies in this report and may be contrary to the analyst’s published rating.
Copyright © 2016 by Guggenheim Securities, LLC, ("Guggenheim") a FINRA registered broker-dealer. All rights reserved. The contents of this report are
based upon information or are obtained from sources that Guggenheim generally considers reliable, but Guggenheim makes no representations or warranties
with respect to their accuracy, completeness, timeliness, suitability or otherwise, and assumes no responsibility to update them for subsequent events or
knowledge. Guggenheim is not responsible for your use of this information.

GUGGENHEIM SECURITIES, LLC
Provided for the exclusive use of Reid Bergstrom at Exelon on 29-Aug-2017 03:28 PM.

See pages 7 - 10 for analyst certification and important disclosures. Page 10

Contact Information

Locations

NEW YORK SALES & TRADING DESK
212 292 4700

NEW YORK
330 Madison Avenue
New York, NY 10017

DALLAS
1717 McKinney Avenue
Suite 870

NASHVILLE
104 Woodmont Blvd
Suite 203

EQUITY TRADING DESK
212 292 4701

WASHINGTON, DC
1055 Thomas Jefferson Street, NW
Suite 450
Washington, DC 20007

Dallas, TX 75202

Nashville, TN 37205

SAN FRANCISCO
50 California Street
Suite 1515

BOSTON
500 Boylston Street, 13th Floor

San Francisco, CA 94111

RICHMOND
919 East Main Street
Suite 1605
Richmond, VA 23219

MEDIA INQUIRIES
310 367 6567
EMAIL
general@guggenheimpartners.com

Boston, MA 02116

Guggenheim Equity Research
AEROSPACE & DEFENSE
Roman Schweizer, Analyst
roman.schweizer@guggenheimpartners.com
202 747 9471
ENERGY: EXPLORATION & PRODUCTION,
OIL SERVICES & EQUIPMENT
Subash Chandra, CFA, Analyst
subash.chandra@guggenheimpartners.com
212 918 8771
Marshall Coltrain, Associate
marshall.coltrain@guggenheimpartners.com
212 518 9904
Michael LaMotte, Analyst
michael.lamotte@guggenheimpartners.com
972 638 5502
Eric Loyet, CFA, Associate
eric.w.loyet@guggenheimpartners.com
212 518 9782
ENERGY: POWER & UTILITIES
Shahriar Pourreza, CFA, Analyst
shahriar.pourreza@guggenheimpartners.com
212 518 5862
FINANCIAL SERVICES: INVESTMENT
COMPANIES, COMMUNITY &
REGIONAL BANKS, SPECIALTY FINANCE
Taylor Brodarick, Analyst
taylor.brodarick@guggenheimpartners.com
212 293 2820
FINANCIAL SERVICES: COMMUNITY &
REGIONAL BANKS, PAYMENTS & CREDIT
SERVICES
David Darst, Analyst
david.darst@guggenheimpartners.com
615 208 1224
Ryan Strain, Associate
ryan.strain@guggenheimpartners.com
615 208 1226

FINANCIAL SERVICES: SUPER REGIONAL,
UNIVERSAL BANKS & BROKERS, PAYMENT
& CREDIT SERVICES, SPECIALTY FINANCE
Eric Wasserstrom, Analyst
eric.wasserstrom@guggenheimpartners.com
212 823 6571
Jeff Cantwell, Associate
jeffrey.cantwell@guggenheimpartners.com
212 823 6543
HEALTHCARE: BIOPHARMACEUTICALS
Tony Butler, Analyst
tony.butler@guggenheimpartners.com
212 823 6540
Kaitlin Sandor, Associate
kaitlin.sandor@guggenheimpartners.com
212 518 9868
HEALTHCARE: BIOTECHNOLOGY
Bill Tanner, Analyst
william.tanner@guggenheimpartners.com
212 518 9012
Matthew Lillis, Associate
matthew.lillis@guggenheimpartners.com
617 859 4618
HEALTHCARE: SPECIALTY PHARMA
Louise Chen, Analyst
louise.chen@guggenheimpartners.com
212 381 4195
Brandon Folkes, Analyst
brandon.folkes@guggenheimpartners.com
212 518 9976
Zenah Hasan, Associate
zenah.hasan@guggenheimpartners.com
212 918 8754
RETAIL & CONSUMER: CONSUMABLES;
FOOD & DRUG
John Heinbockel, Analyst
john.heinbockel@guggenheimpartners.com
212 381 4135
Steven Forbes, Analyst
steven.forbes@guggenheimpartners.com
212 381 4188
Jerry Sullivan, Associate
jerry.sullivan@guggenheimpartners.com
212 518 9548

GUGGENHEIM SECURITIES, LLC
Provided for the exclusive use of Reid Bergstrom at Exelon on 29-Aug-2017 03:28 PM.

RETAIL & CONSUMER: RESTAURANTS
Matthew DiFrisco, Analyst
matthew.difrisco@guggenheimpartners.com
212 823 6599
Matthew Kirschner, Associate
matthew.kirschner@guggenheimpartners.com
212 518 5859
RETAIL & CONSUMER: SOFTLINES
Howard Tubin, Analyst
howard.tubin@guggenheimpartners.com
212 823 6558
TMT: DATA & COMMUNICATION
INFRASTRUCTURE
Ryan Hutchinson, Analyst
ryan.hutchinson@guggenheimpartners.com
415 852 6458
Nate Cunningham, Associate
nathaniel.cunningham@guggenheimpartners.com
212 823 6597
Taylor Reiners, Associate
taylor.reiners@guggenheimpartners.com
212 518 9552
TMT: INTERNET
Jake Fuller, Analyst
jake.fuller@guggenheimpartners.com
212 518 9013
Mickey Gallagher, Associate
michael.gallagher@guggenheimpartners.com
212 823 6562
TMT: MEDIA & ENTERTAINMENT,
CABLE & SATELLITE TV
Michael Morris, Analyst
michael.morris@guggenheimpartners.com
804 253 8025
Curry Baker, Associate
curry.baker@guggenheimpartners.com
804 253 8029
Case Taylor, Associate
case.taylor@guggenheimpartners.com
804 253 8053

People. Ideas. Success.

Guggenheim's Power & Utilities Daily
Guggenheim's Power and Utilities Daily: SO, D, EXC, ETR, ES, AWK, GXP, CPP,
MISO
What's New?

January 27, 2016

SHAHRIAR POURREZA, CFA

EXC/ETR – NY PSC details plan to create “bridge” to save certain nuclear plants
SO – Southern utilities challenge EPA New Source Rule
D – Legislation proposed in VA would make RPS mandatory
CPP – 29 states and agencies appeal stay denial of Clean Power Plan to Supreme
Court
MISO – Low natural gas price driving generation changes in MISO
ES – ISO-NE sees continued need for gas pipelines despite low gas prices
GXP – MO wants separate CPP charge on utility bills
AWK – American Water IL acquires Dana/Long Point/Reading/Ancona Public
Water District Water System

ANALYST

212 518 5862
shahriar.pourreza@guggenheimpartners.com

EXC/ETR – NY PSC details plan to create “bridge” to save certain nuclear
plants
• Staff of the NY PSC released a white paper with details on how the state
can achieve the NY Governor’s goals to have 50% of electricity generated by
renewables by 2030 (Clean Energy Standard).
• Staff recommended a tiered approach for utilities to acquire increasing amounts
of renewable sources. Utilities can comply by trading renewable trading credits,
or with nuclear “zero emission credits.”
• Tier 1 covers new renewable generation, Tier 2 is for existing renewable
generation, and Tier 3 is for existing nuclear plants.
• Only “qualifying” nuclear plants will be eligible for support payments and "must
have an in-service date of January 1, 2015, or earlier, be facing financial
difficulty as determined by a Staff examination of the books and records of the
facility, operating pursuant to a fully renewed license by the [Nuclear Regulatory
Commission] until 2029 or beyond, and consistent with any other federal and
state authorizations."
• Staff highlighted EXC’s Ginna and Nine Mile Point as well as ETR’s Fitzpatrick
that have economic pressures.
Guggenheim takeaway: The NY PSC’s qualifications for saving nuclear
excludes Indian Point as it does not have a fully renewed license by the NRC
and is in a legal suit with the State over Water Quality Certification and Coastal
Zone Management. As we have highlighted in our research, the NY Governor has
been vocal about shutting down Indian Point and saving upstate nuclear. EXC
has noted that the implementation timeline proposed is reasonable and that the
economics of the proposal is “critical.” In our view, the plan may not be enough to
keep Fitzpatrick from retiring in late 2016 or early 2017. Net-net, positive for EXC;
negative for other merchant Genco’s. We continue to see signs that legislation
mandates are providing a much needed lifeline for nuclear.
SO – Southern utilities challenge EPA New Source Rule
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• Alabama Power, Georgia Power, Gulf Power, Mississippi Power, and Southern
Power (all subsidiaries of SO) filed against the EPA’s New Source Rule for
carbon emissions in court.
• The rule aims to reduce emissions from new or modified power plants; in line
with the EPA’s broader Clean Power Plan to reduce emissions under the Clean
Air Act.
• The southern utilities claim the new rule is arbitrary and against the law.
Guggenheim takeaway: The new rule sets emissions standards close to those
of a modern CCGT, requiring carbon capture and sequestration for coal plants –
a feature SO has been working on adding to their Kemper plant in Mississippi,
which has struggled with schedule delays and cost overruns. SO’s utilities also
challenged the EPA’s broader Clean Power Plan, stressing the retirement of coal
generation that would result. This will be a tough battle to win.
D – Legislation proposed in VA would make RPS mandatory
• Legislation proposed in VA would convert the voluntary renewable portfolio
standard to a mandatory program for utilities.
• VA’s voluntary RPS calls for 15% renewable by 2025; S.B. 761 would require
utilities to invest in solar, wind, and energy efficiency to meet objectives.
Guggenheim takeaway: VEPCO, D’s VA utility, has already committed to
renewable development in recent months, in light of environmental regulation and
in partnership with the state. Last year, VEPCO announced plans to develop at
least 400MW of solar by 2020, with the state of VA agreeing to off-take 110MW of
solar from the utility last month. The utility has also sought bids for offshore wind
in VA. Net-net, positive for D.
CPP– 29 states and agencies appeal stay denial of Clean Power Plan to
Supreme Court
• 29 states asked for an immediate stay of the Clean Power Plan alleging that
the rule is contract to the Clean Air Act.
• On Jan. 21, the U.S. Court of Appeals denied a request for the stay of the Clean
Power Plan. The Court established that the petitioners had failed to show that
“irreparable harm" would occur while the legal validity of the rule was decided.
• Oral arguments at the U.S. Court of Appeals for legal validity of CPP will begin
June 2.
• The 29 states appealing to the Supreme Court will need at least four Justices
who want to consider the case in order to hear on CPP.
Guggenheim takeaway: Similar to the path of MATs, states are attempting to
challenge the CPP at the Supreme Court. As we have highlighted in our research,
even if the legality of CPP continued to be debated, states will file a State
Implementation Plan (SIP) to comply with CPP. We note that utilities and states
are working towards compliance even if the state is suing against CPP.
MISO – Low natural gas price driving generation changes in MISO
• The Markets Committee of the Board of Directors meeting indicated cheap gas
caused increased natural gas generation dispatch trends in Dec. 2015.
• Dispatch trends in December 2015 favored gas-fired generators over coal-fired
units throughout MISO. Capacity factors for coal-fired resources fell to 45% in
December 2015, down from 60% the prior year.
• Gas generation, which is concentrated in MISO South, led to reversed regional
transfer flows South-to-North.
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• The Markets Committee was concerned that continuing market trends may
impact MISO’s reliability.
Guggenheim takeaway:As we continue to highlight in our research, we believe
natural gas generation will grow as coal retirements occur. Our analysis shows
that natural gas shows the most compelling economics and will displace coal,
which could affect reliability and fuel diversity concerns in the region. In our
view, MISO’s capacity market in its current form is unlikely to keep economically
challenged baseload coal from retiring. See our economic analysis of energy
generation economics here.
ES – ISO-NE sees continued need for gas pipelines despite low gas prices
• Local media highlighted continued need for gas pipelines seen by ISO-NE,
despite low gas prices.
• ISO-NE referred to continued spikes in prices experienced when demand is
high in the winter, and notes more gas is likely needed to account for coal and
nuclear retirement.
Guggenheim takeaway: Much of the gas capacity in New England is secured
under firm contract by gas LDCs to meet heating demand, so a cold winter
reduces the supply of gas available to fuel power plants. Limited gas supplies
during a cold winter can challenge electric reliability and result in volatile prices as
we experienced during the polar vortex. ES is developing the Access Northeast
project, a gas pipeline that would be supported by contracts with electric utilities
securing fuel for their power plants; a variation to the manner in which gas LDC
traditionally contract for pipeline capacity.
GXP – MO wants separate CPP charge on utility bills
• Missouri utility bills are broken down into base charge, a fuel adjustment
charge, and municipal taxes.
• The state senator has written bill S. 687, which would require electric utilities to
track expenses related to the Clean Power Plan and itemize them on customer
bills beginning Jan. 1 the following year.
• MO will still file a State Implementation plan by the Sept. 6 deadline and will
request a 2-year extension as allowed.
Guggenheim takeaway: As we have highlighted in our research, we expect
states to file an SIP even though they are suing against CPP. The Senator’s bill
to separate out CPP costs in a customer’s bill could be another tactic to raise
protest against CPP.
AWK – American Water IL acquires Dana/Long Point/Reading/Ancona
Public Water District Water System
• Illinois American Water acquires Dana/Long Point/Reading/Ancona Public
Water District (Water District) water system for $1.075mm.
• The acquisition was approved on Dec. 16, 2015 and the sale closed on Jan.
26, 2016.
• The acquisition will add ~150 customers to the company’s customer base in IL.
Guggenheim takeaway: The majority of growth in its regulated business
is in water acquisitions. We believe AWK will continue to have acquisition
opportunities, targeting municipalities that are capital-constrained in states with
favorable regulatory constructs.
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Links
• Guggenheim's Comp Sheet
• Forward Commodity Curves for Power and Utility Modeling
Key Research
1. Quick Take: Surprise - Supreme Court Sides with FERC over Demand
Response
2. Power Breakfast Part Deux: Guggenheim-Hosted Utility Commissioner
Meetings
3. Guggenheim's Power & Utilities 2016 Outlook: Liking Utilities but Choose
Wisely with a Return to Stock Picking
4. AEP - BUY - Our Best Idea; Premium Utility Emerging from PPA Noise Stronger,
More Regulated, and Ready to Grow
5. PNW - NEUTRAL - Management Meeting Takeaways: Rate Design; Solar
Remains in Forefront; Potentially Higher CAPEX Outlook
6. GXP - BUY - Mgmt Meeting Takeaways: It’s About Navigating MO Energy
Policy – Unified and on a Better Footing
7. FE - Upgrading to BUY - The Buckeye State Now Fully Investable
8. FE – NEUTRAL – PPA Settlement Forthcoming – Procedural Delay Strong
Signal Inflection Point Nearing
9. EEI Full Recap
10. EIX – NEUTRAL – Quick Take on Revised ALJ Proposal
11. Power Breakfast: Guggenheim-Hosted Utility Commissioner Meetings
12. DUK - BUY - PNY Acquisition: Short-Term Pain for Longer-Term Gain? Devil
Is in the Details
13. PPL - BUY - Mgmt Meeting Takeaways: Underappreciated, Misunderstood;
Discount Good Entry Point; Strategic Moves Could Evolve
14. 3Q Utility Earnings Sneak Peek: EEI Edition
15. NEE - BUY - Constructive Outlook on FL: Strategic Decisions, Less
Contentious Rate Case & More Renewables Expected
16. EXC - BUY - Merger Approval Moving Past Ideology? Parties at the Table,
Enhanced Commitments Could Sway DC Commission
17. DTE - BUY - Management Meeting Takeaways: Reinforced Stance; Midstream
Activities Support Above-Average Growth
18. EXC - Upgrading to BUY- ExGen Now a Free Call Option on Gas, Valuation
Cannot Be Ignored with Recent Sell-Off
19. PEG - BUY - Management Meeting Takeaways: Constructive Meetings—Solid
Regulated Growth, Making Some Moves in Power
20. FE - NEUTRAL - Quick Take: PUCO Staff Submits PPA Positions, Start of a
Settlement Conversation
21. Rising Rates? No Problem – Still Like Utilities, But Now Be More Selective
Given Recent Performance
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22. More Uplifting Data Points for AEP and FE
23. Coming Back from Ohio a Buckeye Fan: Upgrading AEP to BUY, FE Nearing
Inflection
24. SO - NEUTRAL - Now Making the Correct Call on Gas? Great Call – We View
Acquiring AGL as Best Strategic Move in Years
25. Evolving Economics of Power & Alternative Energy: Balance of “Power"
Continues to Shift Toward Gas and Renewables
26. EPA Clean Power Plan: Much Ado About Everything
Keys Events Calendar
Date

Ticker Event / Proceeding

Utility

State

Docket

Ongoing

AEP

Ongoing

FE

Evidentiary hearings

01/28

ES

Responses due for 3-state RFP
in New England

01/28

ED

PSC technical conference on
earnings impact mechanisms
and related items

Consolidated Edison Company of New York
Orange & Rockland

NY

14

01/31

PCG

GT&S rate case decision
expected in January 2016

Pacific Gas & Electric Company

CA

A.13-12-012

02/05

ES

Deadline to file motion to
interene in Northern Pass
proceedings

NH

02/16

ETR

Indian Point Coastal Zone
Management (CZM)

NY

PPA evidentiary hearings
Ohio Edison Company, Cleveland Electric
Illuminating Company, Toledo Edison Company

OH

14-1693-EL-RDR

OH

14-1297-EL-SSO

Proposed settlement regarding PPAs for
Ohio power plants

Three-state RFP for clean energy

Supreme Court argument for
CPV Maryland, LLC v. PPL
EnergyPlus, LLC

02/24

Description

APL-2015-00152
14-623

02/24

NEE

FPSC hearing on Duval-Raven
transmission project

Florida Power & Light

FL

03/22

PCG

Trial scheduled for PG&E
criminal case

Pacific Gas & Electric Company

CA

GUGGENHEIM SECURITIES, LLC
Provided for the exclusive use of Reid Bergstrom at Exelon on 29-Aug-2017 03:28 PM.

150263-EI

REV technical conference to discuss
Earnings Impact Mechanisms (EIMs), as
well as other topics
Procedural schedule estimates a decision
regarding GT&S revenue requirement in
January 2016
The NH Site Evaluation Committee set a
deadline for anyone wishing to intervene
to file a motion with the commission.
CZM Case NYS reply brief due
Whether state-directed contracts for new
generation build infringes on FERC
jurisdiction on wholesale rates
FPSC hearing on the proposed $71mm
Duval-Raven transmission line
Criminal case against PG&E related to
the San Bruno explosion
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Guggenheim Corporate Non-deal Roadshow Participants
Upcoming
Corporate Access

Dates

Regions

Confirmed Management Attendees

DUK

TBA

TBA

TBA

SO

TBA

TBA

TBA

EIX

TBA

TBA

TBA

DTE

TBA

TBA

TBA

ED

TBA

TBA

TBA

AWK

TBA

TBA

TBA

ES

TBA

TBA

TBA

FE

TBA

TBA

TBA

PNW

TBA

TBA

TBA

GXP

TBA

TBA

TBA

WR

TBA

TBA

TBA

EXC

TBA

TBA

TBA

ETR

TBA

TBA

TBA

PPL

TBA

TBA

TBA

PEG

TBA

TBA

TBA

AEP

TBA

TBA

TBA

MORE TO BE ADDED

GUGGENHEIM SECURITIES, LLC
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Guggenheim Power & Utilities Comp Sheet (As of 01/26/2016)
As of

1/26/2016

Regulateds

Mkt. Cap

P/E - Guggenheim

P/E - Consensus

'15E '16E '17E '18E CAGR

'15E '16E '17E '18E CAGR

'15E '16E '17E '18E

'15E '16E '17E '18E

489

3.70 3.70 3.93 4.21

4%

3.72 3.71 3.90 4.17

4%

15.7 15.7 14.8 13.8

15.7 15.7 14.9 14.0

294

4.00 4.10 4.17 4.33

3%

4.01 4.07 4.18 4.32

2%

17.0 16.6 16.3 15.7

16.9 16.7 16.3 15.8

9%

585

3.65 3.84 3.99 4.47

7%

3.65 3.85 4.00 4.50

7%

19.1 18.2 17.5 15.6

19.1 18.1 17.4 15.5

$81.70

5%

177

4.85 4.98 5.27 5.66

5%

4.79 4.95 5.28 5.60

5%

16.8 16.4 15.5 14.4

17.0 16.5 15.5 14.6

$76

$72.22

5%

707

4.60 4.64 4.95 5.07

3%

4.58 4.68 4.92 5.19

4%

15.7 15.6 14.6 14.2

15.8 15.4 14.7 13.9

Neutral

$62

$60.70

2%

329

3.81 3.75 4.04 4.31

4%

3.78 3.72 4.03 4.29

4%

15.9 16.2 15.0 14.1

16.0 16.3 15.1 14.1

16,535

Buy

$55

$52.15

5%

317

2.82 2.99 3.19 3.44

7%

2.84 3.01 3.21 3.43

7%

18.5 17.4 16.3 15.2

18.4 17.3 16.3 15.2

Great Plains Energy Inc.

4,123

Buy

$30

$26.71

12%

154

1.40 1.73 1.87 1.98 12%

1.40 1.76 1.84 1.95 12%

19.1 15.4 14.3 13.5

19.1 15.1 14.5 13.7

NEE

NextEra Energy, Inc.

48,896

Buy

$124

$106.56

16%

440

5.66 6.19 6.60 7.04

8%

5.66 6.15 6.52 6.94

7%

18.8 17.2 16.1 15.1

18.8 17.3 16.3 15.4

PCG

PG&E Corporation

25,587

Neutral

$53

$52.14

2%

470

3.02 3.67 3.69 3.91

9%

3.05 3.73 3.71 3.92

9%

17.3 14.2 14.1 13.3

17.1 14.0 14.0 13.3

PNW

Pinnacle West Capital Corp.

7,094

Neutral

$60

$64.00

-6%

111

3.81 4.02 4.18 4.43

5%

3.79 3.99 4.20 4.36

5%

16.8 15.9 15.3 14.4

16.9 16.0 15.3 14.7

PPL

PPL Corporation

22,791

Buy

$37

$33.83

9%

666

2.21 2.33 2.44 2.57

5%

2.21 2.33 2.40 2.53

5%

15.3 14.5 13.9 13.2

15.3 14.5 14.1 13.4

SO

Southern Company

43,311

Neutral

$43

$47.58

-10%

901

2.87 2.97 3.05 3.18

3%

2.87 2.95 3.08 3.20

4%

16.6 16.0 15.6 15.0

16.6 16.1 15.5 14.9

WR

Westar Energy, Inc.

5,844

Buy

$46

$41.37

11%

133

2.21 2.43 2.54 2.64

6%

2.20 2.45 2.56 2.65

6%

18.7 17.0 16.3 15.7

18.8 16.9 16.2 15.6

TE

TECO Energy, Inc.

6,363

Neutral

$28

$27.05

4%

224

1.09 1.18 1.27 1.35

7%

1.10 1.17 1.28 1.35

7%

24.8 22.9 21.3 20.0

24.6 23.0 21.1 20.1

6%

6%

17.2 16.2 15.4 14.5

17.3 16.1 15.4 14.6

Ticker

Company

($MM)

AEP

American Electric Power

28,566

ED

Consolidated Edison, Inc.

20,037

D

Dominion Resources, Inc.

41,596

DTE

DTE Energy Company

DUK

Target
(1)

Current

Price

Price

Price

Buy

$62

$58.20

7%

Neutral

$59

$67.99

-13%

Buy

$76

$69.72

14,663

Buy

$86

Duke Energy Corporation

49,763

Buy

EIX

Edison International

19,725

ES

Eversource Energy

GXP

Average

Rating

Diluted

Change Shares

EPS - Guggenheim

(2)

EPS - Consensus

Integrateds
ETR

Entergy Corporation

12,255

Neutral

$69

$68.70

0%

180

5.79 4.98 5.08 5.14 -4%

5.84 5.00 5.02 5.14 -4%

11.9 13.8 13.5 13.4

11.8 13.7 13.7 13.4

EXC

Exelon Corporation

25,656

Buy

$31

$27.84

11%

864

2.56 2.49 2.61 2.85

4%

2.52 2.54 2.70 2.90

5%

10.9 11.2 10.7

11.1 10.9 10.3

FE

FirstEnergy Corp.

13,571

Buy

$39

$32.08

22%

421

2.69 2.76 2.86 2.92

3%

2.69 2.85 2.68 2.73

0%

11.9 11.6 11.2 11.0

11.9 11.2 12.0 11.7

PEG

Public Service Enterprise Group

19,950

Buy

$41

$39.38

4%

508

2.94 2.95 2.92 3.00

1%

2.92 2.92 2.85 3.00

1%

13.4 13.3 13.5 13.1

13.5 13.5 13.8 13.1

1%

12.0 12.5 12.2 11.8

12.1 12.3 12.5 12.0

7%

23.5 22.0 20.6 19.5

23.7 22.1 20.6 19.4

Average

1%

9.8

9.6

Other
AWK

American Water Works

11,190

Buy

$66

$62.35

6%

180

2.65 2.83 3.03 3.20

6%

2.63 2.83 3.02 3.21

1. Neutral rated companies do not hav e price targets; target reflects fair equity v alue per share estimate.

Source: Bloomberg, Guggenheim Securities, LLC.

2. TE (acquisition pending) ex cluded from group av erages.

Regulateds

Current

Consensus Dividend Per Share

Consensus Dividend Yield

Consensus Dividend Payout

Rating

Price

2015E 2016E 2017E 2018E

2015E 2016E 2017E 2018E

2015E 2016E 2017E 2018E

American Electric Power

Buy

$58.20

2.15

2.26

2.36

2.52

3.7%

3.9%

4.1%

4.3%

58%

61%

61%

60%

Consolidated Edison, Inc.

Neutral

$67.99

2.59

2.64

2.70

2.76

3.8%

3.9%

4.0%

4.1%

64%

65%

65%

64%

D

Dominion Resources, Inc.

Buy

$69.72

2.58

2.78

2.98

3.21

3.7%

4.0%

4.3%

4.6%

71%

72%

75%

71%

DTE

DTE Energy Company

Buy

$81.70

2.83

2.97

3.13

3.37

3.5%

3.6%

3.8%

4.1%

59%

60%

59%

60%

DUK

Duke Energy Corporation

Buy

$72.22

3.26

3.38

3.53

3.71

4.5%

4.7%

4.9%

5.1%

71%

72%

72%

72%

EIX

Edison International

Neutral

$60.70

1.69

1.90

2.10

2.20

2.8%

3.1%

3.5%

3.6%

45%

51%

52%

51%

ES

Eversource Energy

Buy

$52.15

1.67

1.79

1.91

2.01

3.2%

3.4%

3.7%

3.9%

59%

59%

60%

59%

GXP

Great Plains Energy Inc.

Buy

$26.71

1.01

1.09

1.16

1.22

3.8%

4.1%

4.3%

4.6%

72%

62%

63%

63%

NEE

NextEra Energy, Inc.

Buy

$106.56

3.07

3.47

3.92

4.46

2.9%

3.3%

3.7%

4.2%

54%

56%

60%

64%

PCG

PG&E Corporation

Neutral

$52.14

1.83

1.93

2.05

2.21

3.5%

3.7%

3.9%

4.2%

60%

52%

55%

56%

PNW

Pinnacle West Capital Corp.

Neutral

$64.00

2.42

2.53

2.66

2.79

3.8%

4.0%

4.2%

4.4%

64%

63%

63%

64%

PPL

PPL Corporation

Buy

$33.83

1.50

1.53

1.57

1.64

4.4%

4.5%

4.6%

4.8%

68%

66%

65%

65%

SO

Southern Company

Neutral

$47.58

2.16

2.23

2.31

2.41

4.5%

4.7%

4.8%

5.1%

75%

76%

75%

75%

WR

Westar Energy, Inc.

Buy

$41.37

1.44

1.51

1.60

1.65

3.5%

3.7%

3.9%

4.0%

65%

62%

63%

62%

TE

TECO Energy, Inc.

Neutral

$27.05

0.90

0.92

0.94

0.96

3.3%

3.4%

3.5%

3.5%

82%

79%

74%

71%

3.7%

3.9%

4.1%

4.3%

65%

64%

64%

64%

Ticker

Company

AEP
ED

Average
Integrateds
ETR

Entergy Corporation

Neutral

$68.70

3.35

3.43

3.49

3.60

4.9%

5.0%

5.1%

5.2%

57%

69%

70%

70%

EXC

Exelon Corporation

Buy

$27.84

1.24

1.25

1.25

1.25

4.5%

4.5%

4.5%

4.5%

49%

49%

46%

43%

FE

FirstEnergy Corp.

Buy

$32.08

1.44

1.44

1.45

1.44

4.5%

4.5%

4.5%

4.5%

53%

51%

54%

53%

PEG

Public Service Enterprise Group

Buy

$39.38

1.56

1.62

1.69

1.81

4.0%

4.1%

4.3%

4.6%

53%

56%

59%

60%

4.4%

4.5%

4.6%

4.7%

53%

56%

57%

57%

2.1%

2.3%

2.5%

2.8%

51%

51%

52%

54%

Average
Other
AWK

American Water Works

Buy

$62.35

ities, LLC.

1.34

1.43

1.58

1.72

Source: Bloomberg, Guggenheim Securities, LLC.
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ANALYST CERTIFICATION
By issuing this research report, each Guggenheim Securities, LLC ("Guggenheim Securities") research analyst whose name appears in this report hereby
certifies that (i) all of the views expressed in this report accurately reflect the research analyst's personal views about any and all of the subject securities or
issuers discussed herein and (ii) no part of the research analyst's compensation was, is, or will be directly or indirectly related to the specific recommendations
or views expressed by the research analyst.

IMPORTANT DISCLOSURES
The research analyst(s) and research associate(s) have received compensation based upon various factors, including quality of research, investor client
feedback, and Guggenheim Securities, LLC's overall revenues, which includes investment banking revenues.
Please refer to this website for company-specific disclosures referenced in this report: https://guggenheimsecurities.bluematrix.com/sellside/
Disclosures.action. Disclosure information is also available from Compliance, 330 Madison Avenue, New York, NY 10017.

RATING DEFINITIONS
BUY (B) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of 10% or more within a 12-month period.
NEUTRAL (N) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of plus 10% or minus 10% within a 12-month period.
No price target is assigned.
SELL (S) - Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 10% or more within a 12-month period.
NR - The investment rating and price target have been temporarily suspended. Such suspensions are in compliance with applicable regulations and/or
Guggenheim Securities, LLC policies.
CS - Coverage Suspended. Guggenheim Securities, LLC has suspended coverage of this company.
NC - Not covered. Guggenheim Securities, LLC does not cover this company.
Restricted - Describes issuers where, in conjunction with Guggenheim Securities, LLC engagement in certain transactions, company policy or applicable
securities regulations prohibit certain types of communications, including investment recommendations.
Monitor - Describes stocks whose company fundamentals and financials are being monitored, and for which no financial projections or opinions on the
investment merits of the company are provided.
Guggenheim Securities, LLC methodology for assigning ratings may include the following: market capitalization, maturity, growth/value, volatility and expected
total return over the next 12 months. The price targets are based on several methodologies, which may include, but are not restricted to, analyses of market
risk, growth rate, revenue stream, discounted cash flow (DCF), EBITDA, EPS, cash flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth, P/CF, P/
FCF, premium (discount)/average group EV/EBITDA, premium (discount)/average group P/E, sum of the parts, net asset value, dividend returns, and return
on equity (ROE) over the next 12 months.
Prior to 12/8/14, Guggenheim Securities, LLC’s BUY, NEUTRAL, and SELL ratings definitions were as follows (no other ratings definitions were changed):
BUY (B) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of 15% or more within a 12-month period.
NEUTRAL (N) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of plus 15% or minus 15% within a 12-month period.
SELL (S) - Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 15% or more within a 12-month period.

RATINGS DISTRIBUTIONS FOR GUGGENHEIM SECURITIES:
IB Serv./ Past 12Mos.
Rating Category

Count

Percent

Count

Percent

Buy

176

61.97%

35

19.89%

Neutral

108

38.03%

3

2.78%

Sell

0

0.00%

0

0.00%

OTHER DISCLOSURES
This research is for our clients and prospective clients only. Other than disclosures relating to Guggenheim Securities and its affiliates, this research is based
on current public information that we consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. We seek to
update our research as appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a periodic basis,
the large majority of reports are published at irregular intervals as appropriate in the research analyst's judgment. Guggenheim Securities conducts a fullservice, integrated investment banking and brokerage business, and one or more of its affiliates conduct an investment management business. Guggenheim
Securities is a member of SIPC (http://www.sipc.org). Our salespeople, traders, and other professionals may provide oral or written market commentary or
trading strategies to our clients and our employees trading for our own account that reflect opinions that are contrary to the opinions expressed in this research.
GUGGENHEIM SECURITIES, LLC
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Guggenheim Securities or certain of its affiliates conducts an investment management business, trades for its own account, and conducts an investment
business, and may make investment decisions that are inconsistent with the recommendations or views expressed in this research.
We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from time to time have long or short positions in, act as
principal in, and buy or sell, the securities or derivatives, if any, referred to in this research. We and our affiliates also may sell to or buy from customers on a
principal basis the securities described herein. We and our affiliates also do business with, or that relates to, companies covered in Guggenheim Securities’
research, and may have a position in the debt of the company or companies discussed herein.
This research is not an offer to sell or the solicitation of an offer to buy any security. It does not constitute a personal recommendation or take into account
the particular investment objectives, financial situations, or needs of individual clients. Clients should consider whether any advice or recommendation in this
research is suitable for their particular circumstances and, if appropriate, seek professional advice, including tax advice. The price and value of investments
referred to in this research and the income from them may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed,
and a loss of original capital may occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain
investments.
TACTICAL TRADING IDEA DISCLAIMER
Guggenheim Securities, LLC produces "Tactical Trade Ideas" that identify short-term, catalyst-driven trading opportunities impacting companies within the
Firm’s coverage universe. Tactical Trade Ideas may exist on companies in this report and may be contrary to the analyst’s published rating.
Copyright © 2016 by Guggenheim Securities, LLC, ("Guggenheim") a FINRA registered broker-dealer. All rights reserved. The contents of this report are
based upon information or are obtained from sources that Guggenheim generally considers reliable, but Guggenheim makes no representations or warranties
with respect to their accuracy, completeness, timeliness, suitability or otherwise, and assumes no responsibility to update them for subsequent events or
knowledge. Guggenheim is not responsible for your use of this information.
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Contact Information

Locations

NEW YORK SALES & TRADING DESK
212 292 4700

NEW YORK
330 Madison Avenue
New York, NY 10017

DALLAS
1717 McKinney Avenue
Suite 870

NASHVILLE
104 Woodmont Blvd
Suite 203

EQUITY TRADING DESK
212 292 4701

WASHINGTON, DC
1055 Thomas Jefferson Street, NW
Suite 450
Washington, DC 20007

Dallas, TX 75202

Nashville, TN 37205

SAN FRANCISCO
50 California Street
Suite 1515

BOSTON
500 Boylston Street, 13th Floor

San Francisco, CA 94111

RICHMOND
919 East Main Street
Suite 1605
Richmond, VA 23219

MEDIA INQUIRIES
310 367 6567
EMAIL
general@guggenheimpartners.com

Boston, MA 02116

Guggenheim Equity Research
AEROSPACE & DEFENSE
Roman Schweizer, Analyst
roman.schweizer@guggenheimpartners.com
202 747 9471
ENERGY: EXPLORATION & PRODUCTION,
OIL SERVICES & EQUIPMENT
Subash Chandra, CFA, Analyst
subash.chandra@guggenheimpartners.com
212 918 8771
Marshall Coltrain, Associate
marshall.coltrain@guggenheimpartners.com
212 518 9904
Michael LaMotte, Analyst
michael.lamotte@guggenheimpartners.com
972 638 5502
Eric Loyet, CFA, Associate
eric.w.loyet@guggenheimpartners.com
212 518 9782
ENERGY: POWER & UTILITIES
Shahriar Pourreza, CFA, Analyst
shahriar.pourreza@guggenheimpartners.com
212 518 5862
FINANCIAL SERVICES: INVESTMENT
COMPANIES, COMMUNITY &
REGIONAL BANKS, SPECIALTY FINANCE
Taylor Brodarick, Analyst
taylor.brodarick@guggenheimpartners.com
212 293 2820
FINANCIAL SERVICES: COMMUNITY &
REGIONAL BANKS, PAYMENTS & CREDIT
SERVICES
David Darst, Analyst
david.darst@guggenheimpartners.com
615 208 1224
Ryan Strain, Associate
ryan.strain@guggenheimpartners.com
615 208 1226

FINANCIAL SERVICES: SUPER REGIONAL,
UNIVERSAL BANKS & BROKERS, PAYMENT
& CREDIT SERVICES, SPECIALTY FINANCE
Eric Wasserstrom, Analyst
eric.wasserstrom@guggenheimpartners.com
212 823 6571
Jeff Cantwell, Associate
jeffrey.cantwell@guggenheimpartners.com
212 823 6543
HEALTHCARE: BIOPHARMACEUTICALS
Tony Butler, Analyst
tony.butler@guggenheimpartners.com
212 823 6540
Kaitlin Sandor, Associate
kaitlin.sandor@guggenheimpartners.com
212 518 9868
HEALTHCARE: BIOTECHNOLOGY
Bill Tanner, Analyst
william.tanner@guggenheimpartners.com
212 518 9012
Matthew Lillis, Associate
matthew.lillis@guggenheimpartners.com
617 859 4618
HEALTHCARE: SPECIALTY PHARMA
Louise Chen, Analyst
louise.chen@guggenheimpartners.com
212 381 4195
Brandon Folkes, Analyst
brandon.folkes@guggenheimpartners.com
212 518 9976
Zenah Hasan, Associate
zenah.hasan@guggenheimpartners.com
212 918 8754
RETAIL & CONSUMER: CONSUMABLES;
FOOD & DRUG
John Heinbockel, Analyst
john.heinbockel@guggenheimpartners.com
212 381 4135
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Exelon Corporation

EXC - BUY - Model Update

February 1, 2016

• We are updating our EXC model to account for negative weather and bonus
depreciation impact for 4Q/2015 FY.
• Valuation: Our $31 price target is based on a sum-of-the-parts analysis. We
assign ~$13/share for ExGen using a 5.3x weighted average EV/EBITDA
applied to ExGen’s various assets. We assign $23/share for the regulated
utilities combined based on our 2018E EPS of $1.57 applied to a 14.5x
regulated utility multiple. Subtracting out ~$3 in parent drag, we then apply a
one-year discount to arrive at our 12-month price target.

SHAHRIAR POURREZA, CFA

EXC BUY
ESTIMATE CHANGES
SHARE�PRICE
PRICE TARGET
EPS ($)
(FY Dec)

• Risks: Commodity price risk: If natural gas prices fall (rise), wholesale power
prices will likely fall (rise), limiting (raising) Power margins. EXC is still
inherently a long natural gas call with gas the marginal price setter in PJM.
The remaining risks center on the regulated utilities and transmission assets,
which encompass traditional risk factors inherent with all utilities including: (1)
rate case risk, (2) lower CapEx outlook, and (3) interest rate changes above
what we account for in our regression model.

ANALYST

shahriar.pourreza@guggenheimpartners.com 212 518 5862

2015
Prior

$29.57
$31.00

1Q

2Q

3Q

4Q

FY

0.71

0.59

0.83

0.37E

2.49E

—

—

—

0.44E

2.56E

0.77E

0.59E

0.61E

0.54E

2.51E

—

0.58E

0.60E

—

2.49E

0.75E

0.55E

0.68E

0.63E

2.61E

P/E
2016
Prior

11.9x

P/E
2017

11.8x

P/E

11.3x

Market Data
Price

$29.57

52-Week Range

$25.09 - $37.25

Market Cap (M)

$27,192

ADV (3 mo; 000)
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5
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3
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3
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277
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3
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3
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3
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3
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3
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3
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310
612
3
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INCOME STATEMENT

Operating revenues
Operating expenses
Fuel & purchased power
Operating and maintenance
Depreciation and amortization
Taxes other than income
Total operating expenses
Equity in earnings of unconsolidated affiliates
Operating income
Other income and deductions
Interest expense
Other income and deductions
Total other income and deductions
Income before income taxes
Income taxes
Net income
Earnings attributable to noncontrolling interests
Preferred dividends
Adjusted earnings
Adjustments
GAAP earnings

(256)
31
(225)
952
299
653
38
615
(78)
693

(259)
118
(141)
806
286
520
9
3
508
(85)
593

(253)
(242)
(495)
833
115
718
(42)
3
757
128
629

(359)
(359)
499
155
344
3
341
16
325

Weighted average shares outstanding
Basic
Diluted

862
867

860
864

913
915

913
915

887
890

913
915

913
915

913
915

913
915

913
915

913
915

913
915

913
915

913
915

913
915

913
915

913
915

913
915

913
915

913
915

Adjusted EPS

0.71

0.59

0.83

0.37

2.49

0.77

0.59

0.61

0.54

2.51

0.75

0.55

0.68

0.63

2.61

0.83

0.65

0.70

0.67

2.85

(1,568)
(1,568)
3,918
1,303
2,615
12
2,603
2,603

Source: Guggenheim Securities, LLC estimates.
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ANALYST CERTIFICATION
By issuing this research report, each Guggenheim Securities, LLC ("Guggenheim Securities") research analyst whose name appears in this report hereby
certifies that (i) all of the views expressed in this report accurately reflect the research analyst's personal views about any and all of the subject securities or
issuers discussed herein and (ii) no part of the research analyst's compensation was, is, or will be directly or indirectly related to the specific recommendations
or views expressed by the research analyst.

IMPORTANT DISCLOSURES
The research analyst(s) and research associate(s) have received compensation based upon various factors, including quality of research, investor client
feedback, and Guggenheim Securities, LLC's overall revenues, which includes investment banking revenues.
Guggenheim Securities, LLC or its affiliates expect(s) to receive or intend(s) to seek compensation for investment banking services from Exelon Corporation
in the next 3 months.
Please refer to this website for company-specific disclosures referenced in this report: https://guggenheimsecurities.bluematrix.com/sellside/
Disclosures.action. Disclosure information is also available from Compliance, 330 Madison Avenue, New York, NY 10017.

RATING DEFINITIONS
BUY (B) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of 10% or more within a 12-month period.
NEUTRAL (N) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of plus 10% or minus 10% within a 12-month period.
No price target is assigned.
SELL (S) - Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 10% or more within a 12-month period.
NR - The investment rating and price target have been temporarily suspended. Such suspensions are in compliance with applicable regulations and/or
Guggenheim Securities, LLC policies.
CS - Coverage Suspended. Guggenheim Securities, LLC has suspended coverage of this company.
NC - Not covered. Guggenheim Securities, LLC does not cover this company.
Restricted - Describes issuers where, in conjunction with Guggenheim Securities, LLC engagement in certain transactions, company policy or applicable
securities regulations prohibit certain types of communications, including investment recommendations.
Monitor - Describes stocks whose company fundamentals and financials are being monitored, and for which no financial projections or opinions on the
investment merits of the company are provided.
Guggenheim Securities, LLC methodology for assigning ratings may include the following: market capitalization, maturity, growth/value, volatility and expected
total return over the next 12 months. The price targets are based on several methodologies, which may include, but are not restricted to, analyses of market
risk, growth rate, revenue stream, discounted cash flow (DCF), EBITDA, EPS, cash flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth, P/CF, P/
FCF, premium (discount)/average group EV/EBITDA, premium (discount)/average group P/E, sum of the parts, net asset value, dividend returns, and return
on equity (ROE) over the next 12 months.
Prior to 12/8/14, Guggenheim Securities, LLC’s BUY, NEUTRAL, and SELL ratings definitions were as follows (no other ratings definitions were changed):
GUGGENHEIM SECURITIES, LLC
Provided for the exclusive use of Reid Bergstrom at Exelon on 29-Aug-2017 03:28 PM.
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BUY (B) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of 15% or more within a 12-month period.
NEUTRAL (N) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of plus 15% or minus 15% within a 12-month period.
SELL (S) - Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 15% or more within a 12-month period.

RATINGS DISTRIBUTIONS FOR GUGGENHEIM SECURITIES:
IB Serv./ Past 12Mos.
Rating Category

Count

Percent

Count

Percent

Buy

179

61.94%

36

20.11%

Neutral

110

38.06%

3

2.73%

Sell

0

0.00%

0

0.00%

OTHER DISCLOSURES
This research is for our clients and prospective clients only. Other than disclosures relating to Guggenheim Securities and its affiliates, this research is based
on current public information that we consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. We seek to
update our research as appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a periodic basis,
the large majority of reports are published at irregular intervals as appropriate in the research analyst's judgment. Guggenheim Securities conducts a fullservice, integrated investment banking and brokerage business, and one or more of its affiliates conduct an investment management business. Guggenheim
Securities is a member of SIPC (http://www.sipc.org). Our salespeople, traders, and other professionals may provide oral or written market commentary or
trading strategies to our clients and our employees trading for our own account that reflect opinions that are contrary to the opinions expressed in this research.
Guggenheim Securities or certain of its affiliates conducts an investment management business, trades for its own account, and conducts an investment
business, and may make investment decisions that are inconsistent with the recommendations or views expressed in this research.
We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from time to time have long or short positions in, act as
principal in, and buy or sell, the securities or derivatives, if any, referred to in this research. We and our affiliates also may sell to or buy from customers on a
principal basis the securities described herein. We and our affiliates also do business with, or that relates to, companies covered in Guggenheim Securities’
research, and may have a position in the debt of the company or companies discussed herein.
This research is not an offer to sell or the solicitation of an offer to buy any security. It does not constitute a personal recommendation or take into account
the particular investment objectives, financial situations, or needs of individual clients. Clients should consider whether any advice or recommendation in this
research is suitable for their particular circumstances and, if appropriate, seek professional advice, including tax advice. The price and value of investments
referred to in this research and the income from them may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed,
and a loss of original capital may occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain
investments.
TACTICAL TRADING IDEA DISCLAIMER
Guggenheim Securities, LLC produces "Tactical Trade Ideas" that identify short-term, catalyst-driven trading opportunities impacting companies within the
Firm’s coverage universe. Tactical Trade Ideas may exist on companies in this report and may be contrary to the analyst’s published rating.
Copyright © 2016 by Guggenheim Securities, LLC, ("Guggenheim") a FINRA registered broker-dealer. All rights reserved. The contents of this report are
based upon information or are obtained from sources that Guggenheim generally considers reliable, but Guggenheim makes no representations or warranties
with respect to their accuracy, completeness, timeliness, suitability or otherwise, and assumes no responsibility to update them for subsequent events or
knowledge. Guggenheim is not responsible for your use of this information.
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Deutsche Bank
Markets Research
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Industry

Utilities & Power

Utilities and Power

Date

2 February 2016

Industry Update
Jonathan Arnold

DB Utilities & Power Access - Four
Upcoming Events

Research Analyst
(+1) 212 250-3182
jonathan.arnold@db.com

Four upcoming DB Utilities & Power corporate access events
We wanted to highlight four upcoming DB Utilities & Power Corporate Access
Events in one place in case you have missed them. All of these events will be
on a request basis and interest should be expressed to your DB Sales contact
or to our team directly.

Abe Azar

February 11 – Long-Term Power Forecasts with SNL’s Steve Piper
On February 11 we will be hosting a client lunch in New York with Steve Piper,
Director of Energy Research at SNL Energy. Mr. Piper manages strategic
research and forecasting for SNL Energy’s clients and was previously
managing director of Power Forecasting at Platts. We look forward to hearing
perspectives on power, gas and coal pricing fundamentals in context of SNL’s
most recent quarterly forecast update released in January.
March 29-30 – Texas Power Field Trip

Austin on 3/29: PUCT (Chairman Nelson, Commissioner Anderson),
ERCOT (TBC), Stratus Energy


Houston on 3/30: Calpine (CPN), Dynegy (DYN), NRG Energy (NRG),
Navasota (independent developer)

Our Texas agenda is still being finalized but we will begin in Austin late
morning on March 29 and finish in Houston on the afternoon of March 30.
Look for full details shortly and in the meantime interested clients can express
interest directly via email to Jonathan Arnold (jonathan.arnold@db.com) or
Abe Azar (abe.azar@db.com).
April 4-6 – California Utilities & Power Field Trip

San Diego on 4/4: Sempra Energy (SRE)


Los Angeles and San Francisco on 4/5: Edison International (EIX), CPUC
(President Picker, Commissioner Florio), dinner with Sunrun (RUN)



San Francisco on 4/6: PG&E Corp. (PCG), Office of Ratepayer Advocates
(ORA) and The Utility Reform Network (TURN).

Caroline Bone, CFA

Research Associate Associate Analyst
(+1) 212 250-7274 (+1) 212 250-8253
abe.azar@db.com caroline.bone@db.com
Lauren Duke
Associate Analyst
(+1) 212 250-8204
lauren.duke@db.com
Focus stocks
Exelon (EXC.N),USD30.00 Buy Price Target
USD35.00
Calpine (CPN.N),USD15.26 Hold Price Target
USD18.00
Dynegy Inc. (DYN.N),USD11.93 Buy Price Target
USD21.00
NRG Energy (NRG.N),USD10.71 Buy Price Target
USD18.00
Talen Energy (TLN.N),USD7.06 Hold Price Target
USD7.00
PG&E Corp (PCG.N),USD55.46 Hold Price Target
USD58.50
Edison International (EIX.N),USD62.23 Buy Price
Target USD65.00
Source: Deutsche Bank

May 9-10 – DB Clean Tech, Utilities & Power Conference
Lastly, we will shortly go live with invitations to our 2016 Clean Tech, Utilities
& Power Conference which this year will be held at the Park Plaza Hotel in
New York City on May 9-10. The format will be one-on-ones and small group
meetings with panel discussions planned for the lunch hours on both days.
Look for further details and registration in your inbox over the coming days.

________________________________________________________________________________________________________________
Deutsche Bank Securities Inc.
The views expressed above accurately reflect the personal views of the authors about the subject companies and
its(their) securities. The authors have not and will not receive any compensation for providing a specific
recommendation or view. Deutsche Bank does and seeks to do business with companies covered in its research
reports. As a result, investors should be aware that the firm may have a conflict of interest that could affect the
objectivity of this report. Investors should consider this report as only a single factor in making their investment
decision. Prices are current as of the end of the previous trading session unless otherwise indicated and are sourced
from local exchanges via Reuters, Bloomberg and other vendors. FOR OTHER IMPORTANT DISCLOSURES PLEASE
VISIT http://gm.db.com/ger/disclosure/DisclosureDirectory.eqsr; MCI (P) 124/04/2015.
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Michael S. Worms

(EXC-NYSE)
Rating:
Target Price:
Price (3-Feb):

Market Perform
$32.00
Total Return: 5%
$31.61

212-885-4031

BMO Capital Markets Corp.
michael.worms@bmo.com
Barbara Coletti / Jeffrey Drotar
BMO Capital Markets Corp.
239-908-9531 / 212-885-4012
barbara.coletti@bmo.com / jeffrey.drotar@bmo.com

Boosts Dividend 2.5%; POM Deal Still in Question
Exelon Corporation (EXC)
Price: High,Low,Close(US$)

Event

4.5

45

Exelon reported 4Q15 operating EPS of $0.38 versus $0.48 in 4Q14. 2015 EPS of
$2.49 fell short of our and consensus estimates of $2.52. EPS for EXC’s three
utilities were flat in 4Q15 versus 4Q14 at $0.26, reflecting rate increases at BGE that
were offset by unfavorable weather at PECO and ComEd. ExGen’s 4Q15 EPS
declined $0.12 to $0.27 largely due to nuclear refueling outages, increased costs
from the timing of nuclear projects, and higher depreciation. ExGen gross margin
guidance for 2016 was unchanged at $7,800 million, while 2017/18 guidance was
revised higher by $50 million each year to $7,850 million/$7,900 million.
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EXC introduced 2016 operating EPS guidance of $2.40-$2.70, driven primarily
by rate increases at both PECO and ComEd, offset by higher O&M at BGE and
lower earnings at ExGen due to normalized load margins and higher
decommissioning costs. Management announced a 2.5% annual increase in the
dividend for the next three years beginning in June; it remains committed to
fully funding the dividend from regulated utility earnings by 2018 with a
minimum payout of 65%-70%. EXC reiterated its intent to withdraw its offer to
acquire POM if it does not receive approval from the DC Commission by
3/4/16, and it then would begin the process of debt reduction (~$1.9 billion) and
equity buybacks (~$1.6 billion) related to pre-financing the deal. EXC continues
to evaluate the viability of its nuclear assets in Illinois and indicated that despite
the support from capacity prices in PJM, weak power prices have put Quad
Cities out of the money, while Clinton remains cash flow/earnings negative.
EXC will work with state legislators this spring, but indicated that it remains
committed to shutting down troubled plants if a solution is not found.

Valuation & Recommendation
We are raising our 2016/17 EPS estimates to $2.57 and $2.64 from $2.52 and
$2.61 as we update our model for current forwards and updated hedging
disclosures. We maintain our Market Perform rating and $32 SOTP price target,
based on a 15x 2017E P/E for the regulated utilities and 8x 2017E EV/EBITDA
multiple for ExGen.
Annual EPS
2016E $2.52 to $2.57
2017E $2.61 to $2.64
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40

Impact & Analysis

Changes

Earnings/Share(US$)

0

100

2011

2012

2013

2014

2015

0

Last Data Point: February 2, 2016

(FY-Dec.)
EPS
P/E

2014A
$2.39

2015A
$2.49

2016E
$2.57↑
12.3x

2017E
$2.64↑
12.0x

CFPS
P/CFPS

- $0.16

- $2.18

- $2.13↓
na

- $1.84
na

Rev. ($mm)
EV ($mm)
EBITDA ($mm)
EV/EBITDA

$27,429
$42,084
$5,865
7.2x

$22,090
$46,850
$6,758
6.9x

$22,519
$52,981
$7,325
7.2x

$23,358
$56,528
$7,720
7.3x

Quarterly EPS
2014A
2015A
2016E

Q1
$0.62
$0.71
na

Q2
$0.51
$0.59
na

Q3
$0.78
$0.83
na

Q4
$0.48
$0.38
na

Dividend
Book Value
Shares O/S (mm)
Float O/S (mm)
Wkly Vol (000s)
Net Debt ($mm)

$1.24
$25.51
861.0
855.5
37,445
$18,039

Yield
Price/Book
Mkt. Cap (mm)
Float Cap (mm)
Wkly $ Vol (mm)
Next Rep. Date

3.9%
1.2x
$27,216
$27,042
$1,166
na

Notes: All values in US$
First Call Mean Estimates: EXELON CORP (US$) 2015E: $2.53;
2016E: $2.52; 2017E: $2.64

Annual CFPS
2016E -$1.40 to -$2.13
2017E na to -$1.84
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Key Takeaways From the Conference Call


EXC reaffirmed its 3-5% EPS growth expectations through 2018, including 7-9% growth
at the utilities.



While its Constellation business recorded higher realized margins in 2015, reflecting
lower cost to serve and strong performance of the generation fleet, EXC expects this
business’s cost to serve and portfolio management to normalize in 2016.



ExGen earnings will decline in 2016 due to more normalized margins and higher
decommissioning costs, which will be only partially offset by fewer planned nuclear
refueling outages and cost management improvements. The cost management reductions
will likely offset inflationary pressures.



Bonus depreciation will have a negative $0.09 per share impact on earnings in 2016,
including $0.06/share at ExGen and $0.03/share at ComEd. Should the acquisition of
POM be approved, it is likely that bonus depreciation will have a further negative impact
in 2016. Cash flow, however, is estimated to improve by some $625 million in 2016.



ExGen’s free cash flow over the 2016-18 period is now estimated at $5.35 billion; $3.2
billion after growth capex.



Cost management initiatives are expected to produce $0.13-$0.18 per share of benefits
beginning in 2018. EXC expects that about 35%, or $0.04-$0.06/share of savings, could
be achieved by year-end 2016.

Exhibit 1: 2015 Actual Results vs. 2016 EXC Guidance and BMO Estimates (US$/share)

2015 Actual
BGE
$0.31
PECO
$0.43
ComEd
$0.48
ExGen
$1.40
HoldCo
-$0.13
Consolidated EXC
$2.49

2016 Guidance
$0.25-$0.35
$0.40-$0.50
$0.50-$0.60
$1.25-$1.35
-$0.05
$2.40-$2.70

BMO 2016
Estimates
$0.31
$0.46
$0.55
$1.30
-$0.05
$2.57

Source: BMO Capital Markets estimates, company data

Primary drivers for 2016 estimated earnings include:


BGE: higher O&M expenses for storms and bad debt, partially offset by higher

distribution rates


PECO: higher distribution rates, partially offset by higher O&M expenses for storms and

bad debt
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ComEd: increased capital investments in transmission and distribution



ExGen: normalized load optimization in 2016
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Companies mentioned (priced as of the close on February 3, 2016):

Pepco Holdings Inc. (POM, $26.64, Not Rated)
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Incom e Statem ent
Revenues
Fuel and purchased power
Operating, maintenance and other
Restructuring, Other etc.
EBITDA
Depreciation and amortization
EBIT
Equity in earnings of affiliates
Interest income & Other
Interest expense
Other income/(expense)
EBT
Income tax expense
Income from continuing ops.
Extraordinary items – net of tax
Discontinued operations – net of tax
Dividends on preferred stock
Minority interest
Net Income
Average shares outstanding (diluted)
GAAP Reported EPS (diluted)
Reconciliation to adjusted earnings/diluted share
EPS (ongoing)
EPS (Consensus)

Cash Flow Statem ent

Exelon
2014

2015E

$27,429
-$13,003
-$9,722
$0
$5,865
-$2,314
$3,551
$706
$0
-$1,065
$455
$2,486
-$666
$1,820
$0
$0
$0
-$197
$1,623
864
$1.88
$0.52
$2.39

$22,090
-$6,634
-$9,861
$0
$6,758
-$2,413
$4,345
$706
$8
-$1,216
$449
$3,129
-$837
$2,292
$0
$0
$0
-$12
$2,280
900
$2.53
$0.00
$2.53

2016E

2017E

$22,519 $23,358
-$6,359
-$6,690
-$10,016 -$10,140
$0
$0
$7,325
$7,720
-$2,605
-$2,798
$4,721
$4,922
$706
$706
$23
$33
-$1,452
-$1,554
$452
$454
$3,268
$3,368
-$891
-$925
$2,378
$2,443
$0
$0
$0
$0
$0
$0
-$12
-$12
$2,366
$2,431
921
921
$2.57
$2.64
$0.00
$0.00
$2.57
$2.64
$2.52
$2.64

Stock Data
Year-end/Latest stock price
Year-end/Latest shares o/s (mm)
Year-end/Latest market cap. ($ mm)
Book value per share
Dividend per share
Dividend payout ratio
Dividend yield
% Regulated ongoing income
FCF (after div.)
FCF/share
FCF yield

Leverage Ratios
Cov erage ratios
Interest coverage
EBIT interest coverage
EBITDA interest coverage
Debt service coverage
Lev erage ratios
Net debt to EBITDA
Total debt to EBITDA

2014

2015E

2016E

2017E

$37.08
864.0
$32,037
$27.93
$1.24
51.8%
3.34%
20%
-$1,207
-$0.16
-0.44%

$27.77
899.8
$24,987
$29.62
$1.24
48.9%
4.47%
20%
-$3,074
-$2.18
-7.86%

$30.14
921.3
$27,769
$30.00
$1.26
49.2%
4.19%
21%
-$3,109
-$2.13
-7.07%

$30.14
921.3
$27,769
$30.64
$1.29
49.1%
4.30%
22%
-$2,848
-$1.84
-6.09%

2014

2015E

2016E

2017E

1.9x
3.3x
5.5x
0.6x

1.9x
3.6x
5.6x
0.6x

1.6x
3.3x
5.0x
0.4x

1.6x
3.2x
5.0x
0.3x

3.4x
3.8x

3.2x
4.2x

3.4x
4.4x

3.7x
4.3x

2014

2015E

2016E

2017E

EPS and EBITDA Sum m ary

2014

2015E

2016E

2017E

Net income
Depreciation and amortization
Changes in working capital
Cash flow from operations

$1,820
$3,868
-$1,231
$4,457

$2,292
$2,413
$103
$4,808

$2,378
$2,605
$128
$5,110

$2,443
$2,798
-$6
$5,235

Capital expense (net of asset sales)
Cash flow from inv esting

-$4,599
-$4,599

-$6,772
-$6,772

-$7,074
-$7,074

-$6,926
-$6,926

Ongoing EPS
Comed
PECO
BGE
Exelon Generation
Corporate/Other
Consolidated Ongoing EPS

$0.47
$0.41
$0.23
$1.34
-$0.06
$2.39

$0.52
$0.43
$0.30
$1.39
-$0.10
$2.53

$0.55
$0.46
$0.31
$1.30
-$0.05
$2.57

$0.57
$0.48
$0.33
$1.31
-$0.05
$2.64

Common stock
Dividends paid
Net debt borrowal/(repayment)1
Other financings
Cash flow from financing
Net cash flow

$0
-$1,065
$2,040
-$564
$411
$269

$2,013
-$1,110
$5,765
-$541
$6,126
$4,162

$0
-$1,145
$4,220
-$228
$2,847
$883

$0
-$1,157
$740
-$688
-$1,105
-$2,796

EBITDA
Comed
PECO
BGE
Exelon Generation
Corporate/Other
Consolidated EBITDA

$1,684
$815
$828
$2,549
-$11
$5,865

$1,809
$869
$976
$2,908
$196
$6,758

$1,988
$950
$1,034
$3,001
$353
$7,325

$2,147
$1,003
$1,089
$3,143
$339
$7,720

Valuation & Other Metrics

2014

2015E

2016E

2017E

P/E
P/E - discount(-)/premium(+) to peer group
P/E - discount(-)/premium(+) to industry
EV/EBITDA
Price/Book value
ROE
ROA
ROIC

15.5x

11.0x
-30%
-33%
6.9x
0.9x
8.6%
2.4%
4.2%

11.7x
-27%
-28%
7.2x
1.0x
8.6%
2.4%
4.0%

11.4x
-25%
-27%
7.3x
1.0x
8.7%
2.4%
4.0%

Balance Sheet
Assets
Cash and cash equivalents
Accounts receivable
Inventories
Other current assets
Total current assets
Net fixed assets
Intangibles & other assets
Total assets

2014

2015E

2016E

2017E

$2,149
$4,709
$1,603
$3,636
$12,097
$52,087
$22,630
$86,814

$6,311
$4,709
$1,603
$3,636
$16,259
$56,343
$22,630
$95,232

$7,183
$4,709
$1,603
$3,636
$17,131
$60,684
$22,630
$100,445

$4,375
$4,709
$1,603
$3,636
$14,323
$64,818
$22,630
$101,771

8.9x
1.3x
7.5%
2.1%
3.9%

Liabilities
Capital Structure
2014
Accounts payable
$3,056
$3,056
$3,056
$3,056
Total Debt (excl. securitized debt)
48.0%
Short-term debt
$2,262
$2,827
$4,777
$5,617
Total debt
48.0%
Other current liabilities
$3,444
$3,444
$3,444
$3,444
Long-term debt
43.1%
Short-term debt
4.9%
Total current liabilities
$8,762
$9,327
$11,277 $12,117
Long-term debt
$20,010 $25,348 $27,618 $27,518
Securitized debt
0.0%
Deferred credits & other liabilities
$33,909 $33,909 $33,909 $33,909
Preferred
0.0%
Adjusted Equity
52.0%
Total long-term liabilities
$53,919 $59,257 $61,527 $61,427
100.00%
Stockholders' equity
$24,133 $26,649 $27,641 $28,228
Preferred stock
$0
$0
$0
$0
Total common equity
$24,133 $26,649 $27,641 $28,228
Total liabilities
$86,814 $95,232 $100,445 $101,771
Source: Company data and BMO Capital Markets estimates. Note: 1 Debt includes securitized debt, if any. 2 All figures in $ million except per share.
Note: 2015 financials not updated pending release of 2015 10-K
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2015E

2016E

2017E

51.4%
51.4%
46.2%
5.2%
0.0%
0.0%
48.6%
100.00%

54.0%
54.0%
46.0%
8.0%
0.0%
0.0%
46.0%
100.00%

54.0%
54.0%
44.8%
9.2%
0.0%
0.0%
46.0%
100.00%
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Exelon Corporation (EXC)
Target Price(US$)
Share Price(US$)

Quarterly Price (US$)
40
80

80

60

60

40

40

20

20

EXC Relative to S&P 500
EXC Relative to Electric Utilities

35

35

30

30

25

25

20

20
EXC Relative to S&P 500
EXC Relative to Electric Utilities

140

250

250

200

200

150

40

140

120

120

150

100

100

100

100

80

80

50

50
1995

2000

2005

2010

Revenue / Share - (US$)
Price / Revenue

40

60

2015

2
0
EPS (4 Qtr Trailing) - (US$)
Price / Earnings

FYE
(Dec.)

EPS
US$

1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014

1.21
1.27
1.17
0.63
1.33
1.59
1.90
2.25
2.42
2.61
2.77
3.09
3.22
4.32
4.20
4.12
4.06
4.16
2.85
2.50
2.39

Range*:
Current*

2000

2005

P/E
Hi - Lo
12.9
12.0
13.9
20.9
15.9
15.9
18.7
15.8
11.8
12.8
16.2
18.6
19.8
20.1
21.9
14.3
12.8
10.9
15.6
15.1
16.3

9.8
9.3
9.6
14.9
7.1
9.7
8.4
8.6
7.8
8.8
11.1
13.2
15.9
13.6
9.8
9.3
0.0
9.4
10.0
10.7
11.1

21.9

0.0

2.61

Growth(%):
5 Year:
-8.5
10 Year:
-1.7
20 Year:
3.7

11.3

DPS
US$
0.77
0.83
0.88
0.90
0.50
0.50
0.50
0.91
0.88
0.96
1.26
1.60
1.60
1.76
2.03
2.10
2.10
2.10
2.10
1.24
1.24

1.24

Yield%
Hi - Lo
6.5
7.0
7.8
9.6
5.3
3.3
3.1
4.7
4.6
4.2
4.1
3.9
3.1
3.0
4.9
5.5
2.1E6
5.4
7.4
4.7
4.7

5.0
5.5
5.4
6.8
2.4
2.0
1.4
2.6
3.1
2.9
2.8
2.8
2.5
2.0
2.2
3.6
4.0
4.6
4.7
3.3
3.2

>100

1.4

4.2

2015

2.2
2.0
BMO 2016FY EPS ( Dec 15 = 2.52 US$)
First Call 2016FY Cons.EPS ( Jan 16 = 2.52 US$)

2.5

0

2.5

2.0

BV
US$

P/B
Hi - Lo

64
65
75
>100
38
31
26
41
36
37
45
52
50
41
48
51
52
50
74
50
52

9.7
10.2
10.4
6.1
6.8
4.9
11.3
12.8
12.0
13.0
14.1
13.7
14.9
15.3
16.8
19.2
20.5
21.7
25.1
26.5
26.3

1.6
1.5
1.6
2.2
3.1
5.2
3.1
2.8
2.4
2.6
3.2
4.2
4.3
5.7
5.5
3.1
2.5
2.1
1.8
1.4
1.5

1.2
1.2
1.1
1.5
1.4
3.1
1.4
1.5
1.6
1.8
2.2
3.0
3.4
3.8
2.5
2.0
0.0
1.8
1.1
1.0
1.0

5.7

0.0

48

25.5

* Current EPS is the 4 Quarter Trailing to Q3/2015.
* Valuation metrics are based on high and low for the fiscal year.
* Range indicates the valuation range for the period presented above.
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2.4

2.2

Payout
%

-10.0
-2.5
2.1

60

2.4

40

2010

2015

2.0

20
1995

2014

BMO 2015FY EPS ( Dec 15 = 2.53 US$)
First Call 2015FY Cons.EPS ( Jan 16 = 2.52 US$)

4

20

5

2013

1.2

2013

ROE
%

2014

2015

2.0

EXC - Rating as of 12-Mar-09 = Mkt

13
11
8
20
27
23
19
19
21
20
22
23
29
26
23
20
20
12
10
9

10

5.9
6.4
4.7

Last Price ( February 2, 2016): $30.14
Sources: IHS Global Insight, Thomson Reuters, BMO Capital Markets.
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To U.K. Residents: In the UK this document is published by BMO Capital Markets Limited which is authorised and regulated by the Financial Conduct
Authority. The contents hereof are intended solely for the use of, and may only be issued or passed on to, (I) persons who have professional experience
in matters relating to investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the
“Order”) or (II) high net worth entities falling within Article 49(2)(a) to (d) of the Order (all such persons together referred to as “relevant persons”).
The contents hereof are not intended for the use of and may not be issued or passed on to retail clients.
Unauthorized reproduction, distribution, transmission or publication without the prior written consent of BMO Capital Markets is strictly prohibited.
Click here for data vendor disclosures when referenced within a BMO Capital Markets research document.
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Outperform

EXC: Attractive Value Play--Reiterate Outperform
 Summary. We reiterate our Outperform rating and increase our 12-18 month
valuation range to $37-39/sh from $32-34/sh to reflect both positive adjustments
to our utility EPS outlook and higher peer group multiples. We are adjusting our
16-18E EPS to/from $2.55/$2.62, $2.75/$2.77 & $3.00/$2.85 (our outlook
includes POM). We continue to believe EXC shares offer one of the more
compelling risk/reward opportunities in the electric universe. On a P/E basis,
shares trade at 25-30% discounts to the universe on our 16-18E EPS. While
EXC’s risk profile is higher than the peer group given power market exposure, we
believe the discount reflects too much pessimism around the prospects and value
of the company’s nuclear fleet. On a present value (PV) basis, we believe EXC is
worth $36-37/sh - or 15-20% higher than the current share price – comprised of
$26/sh for Utility/Parent and $10-11/sh for ExGen.
 Valuation Assumptions. Key assumptions underlying our PV estimate of $3637/sh. (1) Utility/Parent: we apply a P/E multiple of 15.5X to our 18E EPS of
$1.67 to arrive at a PV of $26/sh – we use our 18E EPS because that is the first
year when we believe POM will begin to meaningfully add to EXC’s EPS (POM is
estimated to be $0.20-0.25 accretive to our Utility/Parent EPS and $0.12
accretive to consolidated EPS). (2) ExGen: our $10-11/sh is based on a DCF
methodology that contemplates an average remaining life for the nuclear fleet of
20-25 years and average cash flow generation of $1.5B (assuming $1B of nongrowth related capex).
 The Nuclear Question. While the POM acquisition continues to be a lingering
issue (with an estimated valuation implication of $2/sh), we think EXC’s potential
upside case largely rests on investors’ perception of the nuclear fleet’s value. Our
positive rating is largely predicated on our belief that (the high majority of)
ExGen’s nuclear fleet would be afforded sufficient revenues either via energy,
capacity or some other type of payments to allow the units to remain in service
well into the 2030’s. At this point, we do not buy into the notion that a
combination of renewables/battery storage would begin to force baseload nuclear
off the grid within the next 10 years - which we believe is what the current share
price embeds.
 Other Updates. EXC’s Board approved 2.5% annual dividend increases over
the next three years beginning with the June payment. In addition, management
initiated 2016 EPS guidance of $2.40-2.70 (excl. POM) and affirmed the 3-5%
annual growth rate during the period 2016-18 despite headwinds from bonus
depreciation. We lowered our 16E & 17E, which largely reflects the impact of
bonus depreciation. Our higher 18E EPS reflects a positive reassessment of
Utility earnings power after updating our model.
Valuation Range: $37.00 to $39.00 from $32.00 to $34.00
Our $37-39/sh valuation range is premised on a sum-of-the-parts analysis (1)
Utility & Parent value of $27/sh (based on a P/E multiple of 16.0-16.5X our 2018E
of $1.67) and (2) $10-11/sh for ExGen using a DCF analysis. Risks include
commodity price sensitivity and unfavorable regulatory/policy developments.
Investment Thesis:
Our Outperform rating is largely premised on our belief that the share price
undervalues ExGen's nuclear fleet. Other positive features include above average
utility rate base growth prospects and strong nuclear operational track record.

Please see page 3 for rating definitions, important disclosures
and required analyst certifications
All estimates/forecasts are as of 02/03/16 unless otherwise stated.
Wells Fargo Securities, LLC does and seeks to do business with companies
covered in its research reports. As a result, investors should be aware that
the firm may have a conflict of interest that could affect the objectivity of the
report and investors should consider this report as only a single factor in
making their investment decision.

Sector: Diversified Electric Utilities
Market Weight
Earnings Estimate Revised Down
2015A
EPS
Q1 (Mar.)
Q2 (June)
Q3 (Sep.)
Q4 (Dec.)
FY
CY
FY P/EPS
Rev.(MM)

$0.71
0.59
0.83
0.38
$2.49
$2.49
12.6x
$27,429

2016E
Curr.
Prior
$0.65
0.60
0.75
0.55
$2.55
2.62
$2.55
12.3x
$20,668

2017E
Curr. Prior
NE
NE
NE
NE
NE
NE
NE
NE
$2.75
2.77
$2.75
11.4x
$21,075

Source: Company Data, Wells Fargo Securities, LLC estimates, and Reuters
NA = Not Available, NC = No Change, NE = No Estimate, NM = Not Meaningful
V = Volatile, = Company is on the Priority Stock List

Ticker
Price (02/03/2016)
52-Week Range:
Shares Outstanding: (MM)
Market Cap.: (MM)
S&P 500:
Avg. Daily Vol.:
Dividend/Yield:
LT Debt: (MM)
LT Debt/Total Cap.:
ROE:
3-5 Yr. Est. Growth Rate:
CY 2016 Est. P/EPS-to-Growth:
Last Reporting Date:

EXC
$31.39
$25-37
861.2
$27,033.9
1,907.74
7,624,870
$1.24/4.0%
$22,786.0
46.9%
9.0%
4.0%
3.1x
02/03/2016
Before Open

Source: Company Data, Wells Fargo Securities, LLC estimates, and Reuters
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WELLS FARGO SECURITIES, LLC
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Company Description:
Exelon Corporation was formed in October 2000 through the merger of Unicom, which was the parent
company of Commonwealth Edison (ComEd) and PECO Energy (PECO). The company's business segments
include independent power production (Exelon Generation) and Energy Delivery (ComEd and PECO). Exelon
Generation owns approximately 25,000 MW of unregulated electric generating capacity, primarily located in
Illinois and Pennsylvania. The company's 17,000 MW nuclear fleet is the largest in the nation. Generation
currently accounts for approximately 70% of EXC's overall earnings. The Energy Delivery businesses serve
roughly 3.8 million electric distribution customers in Northern Illinois (ComEd) and approximately 1.6 million
electric and 0.5 million natural gas distribution customers in Southeastern Pennsylvania (PECO).
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Additional Information Available Upon Request
I certify that:
1) All views expressed in this research report accurately reflect my personal views about any and all of the subject securities or
issuers discussed; and
2) No part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed
by me in this research report.
 Wells Fargo Securities, LLC maintains a market in the common stock of Exelon Corporation.
 Wells Fargo Securities, LLC or its affiliates managed or comanaged a public offering of securities for Exelon Corporation within

the past 12 months.
 Wells Fargo Securities, LLC or its affiliates intends to seek or expects to receive compensation for investment banking services in

the next three months from Exelon Corporation.
 Wells Fargo Securities, LLC or its affiliates received compensation for investment banking services from Exelon Corporation in

the past 12 months.
 Exelon Corporation currently is, or during the 12-month period preceding the date of distribution of the research report was, a

client of Wells Fargo Securities, LLC. Wells Fargo Securities, LLC provided investment banking services to Exelon Corporation.
 Wells Fargo Securities, LLC or its affiliates has a significant financial interest in Exelon Corporation.
 Wells Fargo Securities, LLC or its affiliates intends to seek or expects to receive compensation for investment banking services in

the next three months from an affiliate of Exelon Corporation.
 Wells Fargo Securities, LLC or its affiliates managed or co-managed a public offering of securities for an affiliate of Exelon

Corporation within the past 12 months.
 Wells Fargo Securities, LLC or its affiliates received compensation for investment banking services from an affiliate of Exelon

Corporation in the past 12 months.
EXC: Risks include commodity price sensitivity and unfavorable regulatory/policy developments.
Wells Fargo Securities, LLC does not compensate its research analysts based on specific investment banking transactions.
Wells Fargo Securities, LLC’s research analysts receive compensation that is based upon and impacted by the overall profitability
and revenue of the firm, which includes, but is not limited to investment banking revenue.

STOCK RATING
1=Outperform: The stock appears attractively valued, and we believe the stock's total return will exceed that of the market over the
next 12 months. BUY
2=Market Perform: The stock appears appropriately valued, and we believe the stock's total return will be in line with the market
over the next 12 months. HOLD
3=Underperform: The stock appears overvalued, and we believe the stock's total return will be below the market over the next 12
months. SELL

SECTOR RATING
O=Overweight: Industry expected to outperform the relevant broad market benchmark over the next 12 months.
M=Market Weight: Industry expected to perform in-line with the relevant broad market benchmark over the next 12 months.
U=Underweight: Industry expected to underperform the relevant broad market benchmark over the next 12 months.

VOLATILITY RATING
V = A stock is defined as volatile if the stock price has fluctuated by +/-20% or greater in at least 8 of the past 24 months or if the
analyst expects significant volatility. All IPO stocks are automatically rated volatile within the first 24 months of trading.
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As of: February 3, 2016
44% of companies covered by Wells Fargo Securities, LLC
Equity Research are rated Outperform.

Wells Fargo Securities, LLC has provided investment banking
services for 38% of its Equity Research Outperform-rated
companies.

55% of companies covered by Wells Fargo Securities, LLC
Equity Research are rated Market Perform.

Wells Fargo Securities, LLC has provided investment banking
services for 30% of its Equity Research Market Perform-rated
companies.

1% of companies covered by Wells Fargo Securities, LLC
Equity Research are rated Underperform.

Wells Fargo Securities, LLC has provided investment banking
services for 7% of its Equity Research Underperform-rated
companies.

Important Disclosure for International Clients
EEA – The securities and related financial instruments described herein may not be eligible for sale in all jurisdictions or to certain
categories of investors. For recipients in the EEA, this report is distributed by Wells Fargo Securities International Limited
(“WFSIL”). WFSIL is a U.K. incorporated investment firm authorized and regulated by the Financial Conduct Authority. For the
purposes of Section 21 of the UK Financial Services and Markets Act 2000 (“the Act”), the content of this report has been approved
by WFSIL a regulated person under the Act. WFSIL does not deal with retail clients as defined in the Markets in Financial
Instruments Directive 2007. The FCA rules made under the Financial Services and Markets Act 2000 for the protection of retail
clients will therefore not apply, nor will the Financial Services Compensation Scheme be available. This report is not intended for,
and should not be relied upon by, retail clients.
Australia – Wells Fargo Securities, LLC is exempt from the requirements to hold an Australian financial services license in respect
of the financial services it provides to wholesale clients in Australia. Wells Fargo Securities, LLC is regulated under U.S. laws which
differ from Australian laws. Any offer or documentation provided to Australian recipients by Wells Fargo Securities, LLC in the
course of providing the financial services will be prepared in accordance with the laws of the United States and not Australian laws.
Canada – This report is distributed in Canada by Wells Fargo Securities Canada, Ltd., a registered investment dealer in Canada and
member of the Investment Industry Regulatory Organization of Canada (IIROC) and Canadian Investor Protection Fund (CIPF).
Wells Fargo Securities, LLC’s research analysts may participate in company events such as site visits but are generally prohibited
from accepting payment or reimbursement by the subject companies for associated expenses unless pre-authorized by members of
Research Management.
Hong Kong – This report is issued and distributed in Hong Kong by Wells Fargo Securities Asia Limited (“WFSAL”), a Hong Kong
incorporated investment firm licensed and regulated by the Securities and Futures Commission of Hong Kong (“the SFC”) to carry
on types 1, 4, 6 and 9 regulated activities (as defined in the Securities and Futures Ordinance (Cap. 571 of The Laws of Hong Kong),
“the SFO”). This report is not intended for, and should not be relied on by, any person other than professional investors (as defined
in the SFO). Any securities and related financial instruments described herein are not intended for sale, nor will be sold, to any
person other than professional investors (as defined in the SFO). The author or authors of this report is or are not licensed by the
SFC. Professional investors who receive this report should direct any queries regarding its contents to Mark Jones at WFSAL (email:
wfsalresearch@wellsfargo.com ).
Japan – This report is distributed in Japan by Wells Fargo Securities (Japan) Co., Ltd, registered with the Kanto Local Finance
Bureau to conduct broking and dealing of type 1 and type 2 financial instruments and agency or intermediary service for entry into
investment advisory or discretionary investment contracts. This report is intended for distribution only to professional investors
(Tokutei Toushika) and is not intended for, and should not be relied upon by, ordinary customers (Ippan Toushika).
The ratings stated on the document are not provided by rating agencies registered with the Financial Services Agency of Japan
(JFSA) but by group companies of JFSA-registered rating agencies. These group companies may include Moody’s Investors Services
Inc., Standard & Poor’s Rating Services and/or Fitch Ratings. Any decisions to invest in securities or transactions should be made
after reviewing policies and methodologies used for assigning credit ratings and assumptions, significance and limitations of the
credit ratings stated on the respective rating agencies’ websites.
About Wells Fargo Securities
Wells Fargo Securities is the trade name for the capital markets and investment banking services of Wells Fargo & Company and its
subsidiaries, including but not limited to Wells Fargo Securities, LLC, a U.S. broker-dealer registered with the U.S. Securities and
Exchange Commission and a member of NYSE, FINRA, NFA and SIPC, Wells Fargo Prime Services, LLC, a member of FINRA, NFA
and SIPC, Wells Fargo Securities Canada, Ltd., a member of IIROC and CIPF, Wells Fargo Bank, N.A. and Wells Fargo Securities
International Limited, authorized and regulated by the Financial Conduct Authority.
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This report is for your information only and is not an offer to sell, or a solicitation of an offer to buy, the securities or instruments
named or described in this report. Interested parties are advised to contact the entity with which they deal, or the entity that
provided this report to them, if they desire further information. The information in this report has been obtained or derived from
sources believed by Wells Fargo Securities, LLC, to be reliable, but Wells Fargo Securities, LLC does not represent that this
information is accurate or complete. Any opinions or estimates contained in this report represent the judgment of
Wells Fargo Securities, LLC, at this time, and are subject to change without notice. For the purposes of the U.K. Financial Conduct
Authority's rules, this report constitutes impartial investment research. Each of Wells Fargo Securities, LLC and
Wells Fargo Securities International Limited is a separate legal entity and distinct from affiliated banks. Copyright © 2016
Wells Fargo Securities, LLC.

SECURITIES: NOT FDIC-INSURED/NOT BANK-GUARANTEED/MAY LOSE VALUE
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ENERGY: Electric Utilities
NYSE: EXC

Exelon Corporation (Sector Weight)
EXC - ALERT: 4Q15 Results/Guidance in Line, Dividend Growth Announced
Paul T. Ridzon / (216) 689-0270 / pridzon@key.com
John Barta / (216) 689-3386 / john_j_barta@key.com

Key Investment Points

February 2, 2016 Close: $30.14
4Q15 Ongoing EPS: $0.38 vs. $0.48 in 4Q14 / Consensus of $0.38/ KBCM of $0.35
Initial Take: We expect a neutral to positive response to in line 4Q results and 2016 guidance aligned with expectations, bolstered by a
commitment to 2.5% dividend hikes for the next three years. We note 4Q results include a tax benefit, which could dampen views.
2015 KBCM EPS Estimate: $2.50 (Consensus: $2.51)
2016 KBCM EPS Estimate: $2.55 (Consensus: $2.53)
Guidance: The Company initiated full-year EPS guidance in the range of $2.40-$2.70 with 1Q16 guidance of $0.60-$0.70 per share vs.
expectations and 1Q15 of $0.71.
Highlights:
●

●

Results were in line with consensus expectations, and above our estimate. Relative to our estimate, PECO and Generation results were
higher than our forecast. Generation results include a $0.04 benefit from settling tax positions.
Generation segment ongoing earnings fell ($0.15 vs. $0.27 million) due to project timing (-$0.03), higher outage days (-$0.05) and higher
depreciation (-$0.02), a tax settlement (+$0.04), higher shares (-$0.02) and other (-$0.04).
❍

●

●

●

EXC Generation is substantially hedged for 2016 at 90-93%, 60-63% hedged in 2017 and 28-31% hedged in 2018.

ComEd ongoing results were flat ($0.09 million vs. $0.09 million) from the impact of mild weather (-$0.02) and increased rate base (+$0.02).
Heating degree days fell 26.8% compared to 4Q14 and were 25.1% below normal. Deliveries fell 4.9%. Weather normalized deliveries
fell 2.2%.
PECO ongoing results fell ($0.09 vs. $0.11), primarily due to weather (-$0.03) partly offset by lower uncollectibles (+$0.01). Electric
deliveries fell 5.9% (rose 0.2% on a weather normalized basis). Gas deliveries fell 22.8% (up 1.6% on a weather normalized basis) on
higher transport volumes. HDDs were down 34.5% vs. the prior year and were 39.9% below normal.
BGE earnings rose ($0.08 vs. $0.06 in the prior year) due to increased rates and transmission earnings. BGE has revenue decoupling,
so weather minimally impacts earnings.

11:00 a.m. ET Conference Call #: (800) 690-3108 ID#: 97958810
We will be focused on:
●
●
●
●

Nuclear plant subsidization.
Commentary around POM acquisition and approvals.
Cost cutting opportunities.
Outlook for nuclear assets.

For analyst certification and important disclosures, please refer to the Disclosure Appendix.
KeyBanc Capital Markets Inc. | Member NYSE/FINRA/SIPC

Disclosure Appendix
Exelon Corporation - EXC
We have managed or co-managed a public offering of securities for Exelon Corporation within the past 12 months.
Exelon Corporation is an investment banking client of ours.
We have received compensation for investment banking services from Exelon Corporation during the past 12 months.
We expect to receive or intend to seek compensation for investment banking services from Exelon Corporation within the next
three months.
During the past 12 months, Exelon Corporation has been a client of the firm or its affiliates for non-securities related services.
As of the date of this report, we make a market in Exelon Corporation.
For the three-year history represented in this chart, this stock has been rated Sector Weight.

Reg A/C Certification
The research analyst(s) responsible for the preparation of this research report certifies that:(1) all the views expressed
in this research report accurately reflect the research analyst's personal views about any and all of the subject
securities or issuers; and (2) no part of the research analyst's compensation was, is, or will be directly or indirectly
related to the specific recommendations or views expressed by the research analyst(s) in this research report.

Three-Year Rating and Price Target History

Rating Disclosures
Distribution of Ratings/IB Services Firmwide and by Sector
KeyBanc Capital Markets

ENERGY
IB Serv/Past 12 Mos.

Rating

Count

Percent

Count

Overweight [OW]

343

45.49

70

Sector Weight [SW]

402

53.32

9

1.19

Underweight [UW]
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Paul T. Ridzon

Percent Rating

IB Serv/Past 12 Mos.
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Percent

Count

Percent

20.41 Overweight [OW]

42

45.16

19

45.24

63

15.67 Sector Weight [SW]

51

54.84

22

43.14

0

0.00 Underweight [UW]

0

0.00

0

0.00
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Disclosure Appendix (cont'd)
Rating System
Overweight - We expect the stock to outperform the analyst's coverage sector over the coming 6-12 months.
Sector Weight - We expect the stock to perform in line with the analyst's coverage sector over the coming 6-12
months.
Underweight - We expect the stock to underperform the analyst's coverage sector over the coming 6-12 months.
Note: KeyBanc Capital Markets changed its rating system after market close on February 27, 2015. The previous
ratings were Buy, Hold and Underweight. Additionally, Pacific Crest Securities changed its rating system to match
KeyBanc Capital Markets’ rating system after market close on April 10, 2015, in conjunction with the merger of
the broker dealers. The previous ratings were Outperform, Sector Perform and Underperform.

Other Disclosures
KeyBanc Capital Markets is a trade name under which corporate and investment banking products and services of
KeyCorp and its subsidiaries, KeyBanc Capital Markets Inc., Member NYSE/FINRA/SIPC (“KBCMI”), and KeyBank National
Association (“KeyBank N.A.”), are marketed. Pacific Crest Securities is a division of KeyBanc Capital Markets Inc.
KeyBanc Capital Markets Inc. (“KBCMI”) does and seeks to do business with companies covered in its research reports. As
a result, investors should be aware that the firm may have a conflict of interest that could affect the objectivity of this report.
Investors should consider this report as only a single factor in making their investment decision.
This report has been prepared by KBCMI. The material contained herein is based on data from sources considered to be
reliable; however, KBCMI does not guarantee or warrant the accuracy or completeness of the information. It is published for
informational purposes only and should not be used as the primary basis of investment decisions. Neither the information
nor any opinion expressed constitutes an offer, or the solicitation of an offer, to buy or sell any security. The opinions and
estimates expressed reflect the current judgment of KBCMI and are subject to change without notice. This report may contain
forward-looking statements, which involve risk and uncertainty. Actual results may differ significantly from the forward-looking
statements. This report is not intended to provide personal investment advice and it does not take into account the specific
investment objectives, financial situation and the specific needs of any person or entity.
No portion of an analyst’s compensation is based on a specific banking transaction; however, part of his/her compensation
may be based upon overall firm revenue and profitability, of which investment banking is a component. Individuals associated
with KBCMI (other than the research analyst(s) listed on page 1 of this research report) may have a position (long or short) in
the securities covered in this research report and may make purchases and/or sales of those securities in the open market or
otherwise without notice. As required by FINRA Rule 2241(C)(4)(A), financial interest, if any, by any research analysts listed
on page 1 of this report will be disclosed in Important Disclosures, Company-specific regulatory disclosures located above
in the Disclosure Appendix. KBCMI itself may have a position (long or short) in the securities covered in this research report
and may make purchases and/or sales of those securities in the open market or otherwise without notice. As required by
FINRA Rule 2241(C)(4)(F), if KBCMI, or its affiliates, beneficially own 1% or more of any class of common equity securities
in the subject company(ies) in this research report, it will be disclosed in Important Disclosures, Company-specific regulatory
disclosures located above in the Disclosures Appendix. This communication is intended solely for use by KBCMI clients. The
recipient agrees not to forward or copy the information to any other person without the express written consent of KBCMI.
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Exelon Corporation

EXC – BUY – Re-sized, Re-focused and Returning Capital – Raising Price Target
EXC refocuses on regulated utilities, shrinking balance sheet, and
announcing a return to dividend growth. EXC’s strategic focus reflects a
more disciplined approach to its capital and balance sheet – inflection point we
were looking for. We believe this shift in strategy will provide investors with more
confidence that EXC will not make value destructive acquisitions/moves (i.e., not
growing Genco). Focus is on regulated growth, shrinking the balance sheet, and
returning capital to shareholders – optimal strategy, in our view, in light of the
current structural changes going on in de-regulated power markets.
In-line quarter; healthy outlook. EXC reported 4Q operating EPS of $0.38,
slightly higher than our $0.37 estimate and slightly below consensus of $0.41.
EXC introduced a 2016 guidance range of $2.40-$2.70 versus our prior estimate
of $2.51 (now $2.52). Our increased ’17 and ’18 EPS estimates of $2.69 and
$2.87 reflect updates to hedges. We are raising our price target to $37 from $31
and reiterating our BUY rating – our higher valuation includes updated hedges
and less financial leverage.

February 3, 2016

SHAHRIAR POURREZA, CFA

ANALYST

shahriar.pourreza@guggenheimpartners.com 212 518 5862

EXC BUY
EARNINGS RELEASE
Investment Thesis: Value
SHARE�PRICE
PRICE TARGET
EPS ($)
(FY Dec)
2016
Prior

$31.61
$37.00

1Q

2Q

3Q

4Q

FY

0.72E

0.58E

0.68E

0.54E

2.52E

0.77E

0.59E

0.61E

—

2.51E

0.78E

0.57E

0.69E

0.65E

2.69E

0.75E

0.55E

0.68E

0.63E

2.61E

0.84E

0.66E

0.70E

0.68E

2.87E

0.83E

0.65E

—

0.67E

2.85E

P/E
2017
Prior

12.5x

P/E

Refocusing on utilities to support dividend growth strategy. With strong
performance and continued utility growth, the board approved a 2.5% dividend
increase. EXC is targeting a 65-70% payout ratio by 2018 at the utilities.
Post-2018, we believe the dividend could potentially grow in-step with
consolidated earnings growth of 3-5% as there continues to be growing
regulated investment and material free cash flow generation somewhat helped
by extension of bonus depreciation, lean initiatives, etc. Our updated dividend
estimates for '16/'17/'18 is $1.26/$1.29/$1.32, respectively.

2018
Prior

11.8x

P/E

11.0x

Market Data
Price

$31.61

52-Week Range

$25.09 - $36.99

Market Cap (M)

$29,067

ADV (3 mo; 000)

7,921

Shrinking the balance sheet, showing financial discipline …starting to
follow suit with best-in-class? We believe that EXC has adopted a more
conservative strategy in deploying capital to de-lever and strengthen/shrink
ExGen’s balance sheet. As we highlighted in our IPP launch (see here), balance
sheet discipline matters – even more for Genco’s with high sensitivities to nat
gas. EXC’s new strategy is working towards PEG's (BUY, $42.15) “tried-andtrue” conservative balance sheet strategy, as illustrated by FFO/debt and net
Debt/EBITDA metric projections. For EXC, we now estimate 3.4x, 3.3x, and
2.8x net debt/EBITDA and 36%, 38%, and 43% FFO/debt for 2016-2018. For
reference purposes, best-in-class PEG remains at 1.9x, 2.0x, and 2.1x net debt/
EBITDA and 36%, 33%, and 32% FFO/debt for 2016E-2018E. As EXC plans
to retire $3.6B of debt at ExGen over the next five years, coupled with potential
upside from Illinois and New York clean carbon programs, we expect credit
metrics to further improve NT – policy shifting more favorable.
Continued on page 2...
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Nuclear lifeline in IL - NT execution is key. We believe execution on the Low
Carbon Portfolio Standard (LCPS) and reforming MISO’s capacity market will be
necessary to keep economically strained nukes (Clinton, Quad Cities, and Byron)
running. EXC has been actively engaging stakeholders to come up with a package
resolution for IL’s energy outlook (green jobs, utility of the future, and carbon credits
for nuclear) to present to the legislature this spring. In our view, the IL legislature will
come to a compromise and pass LCPS, but it could take time. While PJM’s capacity
prices provided uplift, Quad Cities is back out of the money given decline in power
prices; the upcoming PJM capacity auction in May could be critical. Clinton, in our
view, is more at risk to retire as its cash flow and earnings are negative, and we
do not expect MISO capacity market reform (if passed) to become effective until
the ‘17/’18 auction.
Brighter outlook for nuclear in upstate NY. The NY PSC created the zeroemission credit program that gives carbon credits to serve as a “bridge” to the
state’s 50% renewables by 2030 plan. Under the current RSSA, Ginna’s revenues
will be capped at $510mm and no less than $425mm in aggregate and is also
entitled to 30% of revenues from NY energy and capacity markets. Ginna’s RSSA
will expire on March 30 2017, so details on compensation for this program will need
to be worked out in next 3-4 months. The PSC will develop a framework by June
on how utilities could be required to procure a share of zero emission credits to
support nuclear units starting as soon as 2017.
POM decision from DC Commission in NT. The DC Commission will make a
decision before March 4, and could hold a special meeting outside of the scheduled
meetings in February to announce their decision. The DC Commission could
announce a special meeting on 48 hours' notice anytime in February. If the deal
is not approved, EXC has immediate contingency plans to buy back its 57.5mm
shares within the first five months (management estimates a total $0.07 drag
on 2016 EPS). Given the settlement terms, we believe the DC Commission will
approve the merger this month.
Valuation
Our $37 price target is based on a sum-of-the-parts analysis. We assign ~$18/
share for ExGen using a 7.1x weighted average EV/EBITDA applied to ExGen’s
various assets. We assign $23/share for the regulated utilities combined based on
our 2018E EPS of $1.56 applied to a 14.5x regulated utility multiple. Subtracting
out ~$2 in parent drag, we then apply a one-year discount to arrive at our 12-month
price target.
Risks
Commodity price risk: If natural gas prices fall (rise), wholesale power prices will
likely fall (rise), limiting (raising) Power margins. EXC is still inherently a long natural
gas call with gas the marginal price setter in PJM. The remaining risks center on the
regulated utilities and transmission assets, which encompass traditional risk factors
inherent with all utilities including: (1) rate case risk, (2) lower CapEx outlook, and
(3) interest rate changes above what we account for in our regression model.
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ANALYST CERTIFICATION
By issuing this research report, each Guggenheim Securities, LLC ("Guggenheim Securities") research analyst whose name appears in this report hereby
certifies that (i) all of the views expressed in this report accurately reflect the research analyst's personal views about any and all of the subject securities or
issuers discussed herein and (ii) no part of the research analyst's compensation was, is, or will be directly or indirectly related to the specific recommendations
or views expressed by the research analyst.

IMPORTANT DISCLOSURES
The research analyst(s) and research associate(s) have received compensation based upon various factors, including quality of research, investor client
feedback, and Guggenheim Securities, LLC's overall revenues, which includes investment banking revenues.
Guggenheim Securities, LLC or its affiliates expect(s) to receive or intend(s) to seek compensation for investment banking services from Exelon Corporation
and Public Service Enterprise Group Inc. in the next 3 months.
Please refer to this website for company-specific disclosures referenced in this report: https://guggenheimsecurities.bluematrix.com/sellside/
Disclosures.action. Disclosure information is also available from Compliance, 330 Madison Avenue, New York, NY 10017.
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RATING DEFINITIONS
BUY (B) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of 10% or more within a 12-month period.
NEUTRAL (N) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of plus 10% or minus 10% within a 12-month period.
No price target is assigned.
SELL (S) - Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 10% or more within a 12-month period.
NR - The investment rating and price target have been temporarily suspended. Such suspensions are in compliance with applicable regulations and/or
Guggenheim Securities, LLC policies.
CS - Coverage Suspended. Guggenheim Securities, LLC has suspended coverage of this company.
NC - Not covered. Guggenheim Securities, LLC does not cover this company.
Restricted - Describes issuers where, in conjunction with Guggenheim Securities, LLC engagement in certain transactions, company policy or applicable
securities regulations prohibit certain types of communications, including investment recommendations.
Monitor - Describes stocks whose company fundamentals and financials are being monitored, and for which no financial projections or opinions on the
investment merits of the company are provided.
Guggenheim Securities, LLC methodology for assigning ratings may include the following: market capitalization, maturity, growth/value, volatility and expected
total return over the next 12 months. The price targets are based on several methodologies, which may include, but are not restricted to, analyses of market
risk, growth rate, revenue stream, discounted cash flow (DCF), EBITDA, EPS, cash flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth, P/CF, P/
FCF, premium (discount)/average group EV/EBITDA, premium (discount)/average group P/E, sum of the parts, net asset value, dividend returns, and return
on equity (ROE) over the next 12 months.
Prior to 12/8/14, Guggenheim Securities, LLC’s BUY, NEUTRAL, and SELL ratings definitions were as follows (no other ratings definitions were changed):
BUY (B) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of 15% or more within a 12-month period.
NEUTRAL (N) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of plus 15% or minus 15% within a 12-month period.
SELL (S) - Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 15% or more within a 12-month period.
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OTHER DISCLOSURES
This research is for our clients and prospective clients only. Other than disclosures relating to Guggenheim Securities and its affiliates, this research is based
on current public information that we consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. We seek to
update our research as appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a periodic basis,
the large majority of reports are published at irregular intervals as appropriate in the research analyst's judgment. Guggenheim Securities conducts a fullservice, integrated investment banking and brokerage business, and one or more of its affiliates conduct an investment management business. Guggenheim
Securities is a member of SIPC (http://www.sipc.org). Our salespeople, traders, and other professionals may provide oral or written market commentary or
trading strategies to our clients and our employees trading for our own account that reflect opinions that are contrary to the opinions expressed in this research.
Guggenheim Securities or certain of its affiliates conducts an investment management business, trades for its own account, and conducts an investment
business, and may make investment decisions that are inconsistent with the recommendations or views expressed in this research.
We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from time to time have long or short positions in, act as
principal in, and buy or sell, the securities or derivatives, if any, referred to in this research. We and our affiliates also may sell to or buy from customers on a
principal basis the securities described herein. We and our affiliates also do business with, or that relates to, companies covered in Guggenheim Securities’
research, and may have a position in the debt of the company or companies discussed herein.
This research is not an offer to sell or the solicitation of an offer to buy any security. It does not constitute a personal recommendation or take into account
the particular investment objectives, financial situations, or needs of individual clients. Clients should consider whether any advice or recommendation in this
research is suitable for their particular circumstances and, if appropriate, seek professional advice, including tax advice. The price and value of investments
referred to in this research and the income from them may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed,
and a loss of original capital may occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain
investments.
TACTICAL TRADING IDEA DISCLAIMER
Guggenheim Securities, LLC produces "Tactical Trade Ideas" that identify short-term, catalyst-driven trading opportunities impacting companies within the
Firm’s coverage universe. Tactical Trade Ideas may exist on companies in this report and may be contrary to the analyst’s published rating.
Copyright © 2016 by Guggenheim Securities, LLC, ("Guggenheim") a FINRA registered broker-dealer. All rights reserved. The contents of this report are
based upon information or are obtained from sources that Guggenheim generally considers reliable, but Guggenheim makes no representations or warranties
with respect to their accuracy, completeness, timeliness, suitability or otherwise, and assumes no responsibility to update them for subsequent events or
knowledge. Guggenheim is not responsible for your use of this information.
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Exelon
4Q15 in line with Street; set to annually
raise the dividend by 2.5%
Reiterate Rating: NEUTRAL | PO: 32.00 USD | Price: 31.61 USD

Equity | 03 February 2016

Exelon meets on 4Q15 EPS; FY16 EPS guidance of $2.55

Key Changes

Exelon reported 4Q15 ongoing EPS of $0.38, below our estimate of $0.41 and in line
with consensus expectations. The company also set expectations for FY16 with EPS
guidance between $2.40-2.70. In addition, 1Q16 is expected to have a midpoint EPS of
$0.65. The forecasted regulated earnings were lowered in 2017/18 by $25 million due to
the extension of bonus depreciation. Over the next three years, bonus depreciation is
expected to contribute a cumulative $1.9 billion of additional cash flow, which is
anticipated to be used to fund additional regulated growth and pay down excess debt.
The ExGen business saw a slight bump up in total gross margin guidance from the last
update, primarily due to the approval of the RSSA on the R.E. Ginna nuclear plant in New
York. In our view, 4Q15 was largely in line with our expectations, but we were surprised
by the timing of management’s decision to start growing the dividend.

Dividend raise of 2.5% annually comes as a surprise
Exelon declared the intent to raise the dividend by 2.5% annually starting in June; the
dividend strategy is expected to last until 2018. The dividend yield for EXC is currently
at 4.1%, and the dividend raise will likely create some degree of near-term valuation
floor support.
However, we do not believe the dividend raise will, in and of itself, be a catalyst that
materially changes EXC relative performance. A) The 2016 dividend payout ratio for
regulated earnings we estimate will be 69% by 2018 if one assumes the Pepco deal is
approved. In comparison, the typical regulated electric utility has a dividend payout ratio
in the low 60% range in 2016, and those that are growing the rate base at 7-9% like
Exelon tend to have payout ratios closer to 50-60%. If the Pepco deal is not approved,
the regulated payout ratio in our estimates is close to 100%. B) The dividend raise
means there is simply less cushion for dividend security from volatile natural gas prices.
Exelon went through a significant dividend adjustment two years ago due to the
perceived need to reassure dividend security vis a vis regulated earnings. While Exelon’s
regulated earnings have grown considerably since then, we also note natural gas prices
have fallen also sharply since then. It is in this context that we view the dividend raise
as not likely leading to a 1:1 upwards revision in EXC’s valuation, even if we grant that
on balance the dividend boost is likely a marginal positive near term. C) Notably, the
dividend raise seems at odds with the company’s recent quest for a clean energy policy
in Illinois and for better terms at the Ginna New York facility. Should the company seek
to further other clean or reliability policies elsewhere, the dividend raise could
compromise that effort.
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Dividend boost a marginal positive; Maintain Neutral
On balance, we agree the dividend raise is a marginal positive as it provides marginal
yield support. But we do not view the dividend raise as a major EXC inflection point
(that in our view can in the near term only occur if natural gas bounces or if energy
equities regain risk appetite.) Based on updated peer group price multiple of 15.5x from
14.0x, raising our PO to $32 from $29. Overall we believe EXC’s risk/reward outlook
remains generally balanced relative to valuation; Maintain Neutral view.

BofA Merrill Lynch does and seeks to do business with companies covered in its research reports.
As a result, investors should be aware that the firm may have a conflict of interest that could
affect the objectivity of this report. Investors should consider this report as only a single factor in
making their investment decision.
Refer to important disclosures on page 4 to 6. Analyst Certification on page 2. Price Objective
Basis/Risk on page 2.
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Price objective basis & risk
Exelon (EXC)
Our $32/share price objective for EXC shares is derived from our sum of the parts
valuation model, where we assign approximately $8 of value to ExGen, $(4) for the
parent, and approximately $28 of value to the regulated utility. We value integrated
electric utilities, including Exelon, using a sum of the parts valuation model based on
2018E earnings and EBITDA. For Exelon specifically we use a target 6.8x EV/EBITDA
multiple to value the deregulated generation segment, in line with peers. We apply a
target 15.0 P/E multiple to value the regulated side of the business, which is a discount
to regulated peers at 15.5x to reflect the generally below-average ROEs allowed by the
state commissioners for the states in which Exelon has regulated operations.
Downside (upside) risks to our price objective are: 1) increasing (decreasing) of forward
power prices driven by rising natural gas prices, heat rates, or Northeast and Midwest
gas basis to Henry Hub, 2) regulatory outcomes as well as changes in nuclear regulation,
3) deterioration (improvements) in operating efficiency beyond our base scenario, and 4)
risks to the successful completion of the Pepco Holdings acquisition

Analyst Certification
I, Brian Chin, hereby certify that the views expressed in this research report accurately
reflect my personal views about the subject securities and issuers. I also certify that no
part of my compensation was, is, or will be, directly or indirectly, related to the specific
recommendations or view expressed in this research report.
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B: Buy, N: Neutral, U: Underperform, PO: Price Objective, NA: No longer valid, NR: No Rating
The Investment Opinion System is contained at the end of the report under the heading "Fundamental Equity Opinion Key". Dark grey shading indicates the security is restricted with the opinion suspended. Medium grey
shading indicates the security is under review with the opinion withdrawn. Light grey shading indicates the security is not covered. Chart is current as of December 31, 2015 or such later date as indicated.

Equity Investment Rating Distribution: Utilities Group (as of 31 Dec 2015)
Coverage Universe
Count
Percent
Buy
69
47.26%
Hold
40
27.40%
Sell
37
25.34%

Inv. Banking Relationships*
Buy
Hold
Sell

Count
58
32
27

Percent
84.06%
80.00%
72.97%

Equity Investment Rating Distribution: Global Group (as of 31 Dec 2015)
Coverage Universe
Count
Percent
Buy
1673
50.16%
Hold
777
23.30%
Sell
885
26.54%

Inv. Banking Relationships*
Buy
Hold
Sell

Count
1244
545
533

Percent
74.36%
70.14%
60.23%

* Companies that were investment banking clients of BofA Merrill Lynch or one of its affiliates within the past 12 months. For purposes of this Investment Rating Distribution, the coverage universe includes only stocks. A
stock rated Neutral is included as a Hold, and a stock rated Underperform is included as a Sell.

FUNDAMENTAL EQUITY OPINION KEY: Opinions include a Volatility Risk Rating, an Investment Rating and an Income Rating. VOLATILITY RISK RATINGS, indicators of potential
price fluctuation, are: A - Low, B - Medium and C - High. INVESTMENT RATINGS reflect the analyst’s assessment of a stock’s: (i) absolute total return potential and (ii)
attractiveness for investment relative to other stocks within its Coverage Cluster (defined below). There are three investment ratings: 1 - Buy stocks are expected to have a total
return of at least 10% and are the most attractive stocks in the coverage cluster; 2 - Neutral stocks are expected to remain flat or increase in value and are less attractive than
Buy rated stocks and 3 - Underperform stocks are the least attractive stocks in a coverage cluster. Analysts assign investment ratings considering, among other things, the 0-12
month total return expectation for a stock and the firm’s guidelines for ratings dispersions (shown in the table below). The current price objective for a stock should be
referenced to better understand the total return expectation at any given time. The price objective reflects the analyst’s view of the potential price appreciation (depreciation).
Investment rating
Total return expectation (within 12-month period of date of initial rating)
Ratings dispersion guidelines for coverage cluster*
Buy
≥ 10%
≤ 70%
Neutral
≥ 0%
≤ 30%
Underperform
N/A
≥ 20%
* Ratings dispersions may vary from time to time where BofA Merrill Lynch Research believes it better reflects the investment prospects of stocks in a Coverage Cluster.
INCOME RATINGS, indicators of potential cash dividends, are: 7 - same/higher (dividend considered to be secure), 8 - same/lower (dividend not considered to be secure) and 9 - pays
no cash dividend. Coverage Cluster is comprised of stocks covered by a single analyst or two or more analysts sharing a common industry, sector, region or other classification(s). A stock’s
coverage cluster is included in the most recent BofA Merrill Lynch report referencing the stock.
Price charts for the securities referenced in this research report are available at http://pricecharts.baml.com, or call 1-800-MERRILL to have them mailed.
MLPF&S or one of its affiliates acts as a market maker for the equity securities recommended in the report: Exelon Corp.
MLPF&S or an affiliate was a manager of a public offering of securities of this company within the last 12 months: Exelon Corp.
The company is or was, within the last 12 months, an investment banking client of MLPF&S and/or one or more of its affiliates: Exelon Corp.
MLPF&S or an affiliate has received compensation from the company for non-investment banking services or products within the past 12 months: Exelon Corp.
The company is or was, within the last 12 months, a non-securities business client of MLPF&S and/or one or more of its affiliates: Exelon Corp.
MLPF&S or an affiliate has received compensation for investment banking services from this company within the past 12 months: Exelon Corp.
MLPF&S or an affiliate expects to receive or intends to seek compensation for investment banking services from this company or an affiliate of the company within the next three months:
Exelon Corp.
MLPF&S or one of its affiliates is willing to sell to, or buy from, clients the common equity of the company on a principal basis: Exelon Corp.
The company is or was, within the last 12 months, a securities business client (non-investment banking) of MLPF&S and/or one or more of its affiliates: Exelon Corp.
BofA Merrill Lynch Research personnel (including the analyst(s) responsible for this report) receive compensation based upon, among other factors, the overall profitability of Bank of America
Corporation, including profits derived from investment banking revenues.
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Other Important Disclosures
Officers of MLPF&S or one or more of its affiliates (other than research analysts) may have a financial interest in securities of the issuer(s) or in related investments.
From time to time research analysts conduct site visits of covered companies. BofA Merrill Lynch policies prohibit research analysts from accepting payment or reimbursement for travel
expenses from the company for such visits.
BofA Merrill Lynch Global Research policies relating to conflicts of interest are described at http://go.bofa.com/coi.
"BofA Merrill Lynch" includes Merrill Lynch, Pierce, Fenner & Smith Incorporated ("MLPF&S") and its affiliates. Investors should contact their BofA Merrill Lynch representative or
Merrill Lynch Global Wealth Management financial advisor if they have questions concerning this report. "BofA Merrill Lynch" and "Merrill Lynch" are each global brands for BofA
Merrill Lynch Global Research.
Information relating to Non-US affiliates of BofA Merrill Lynch and Distribution of Affiliate Research Reports:
MLPF&S distributes, or may in the future distribute, research reports of the following non-US affiliates in the US (short name: legal name): BAMLI Paris: Bank of America Merrill Lynch
International Limited, Paris Branch; BAMLI Frankfurt: Bank of America Merrill Lynch International Limited, Frankfurt Branch; Merrill Lynch (South Africa): Merrill Lynch South Africa (Pty) Ltd.;
Merrill Lynch (Milan): Merrill Lynch International Bank Limited; MLI (UK): Merrill Lynch International; Merrill Lynch (Australia): Merrill Lynch Equities (Australia) Limited; Merrill Lynch (Hong
Kong): Merrill Lynch (Asia Pacific) Limited; Merrill Lynch (Singapore): Merrill Lynch (Singapore) Pte Ltd.; Merrill Lynch (Canada): Merrill Lynch Canada Inc; Merrill Lynch (Mexico): Merrill Lynch
Mexico, SA de CV, Casa de Bolsa; Merrill Lynch (Argentina): Merrill Lynch Argentina SA; Merrill Lynch (Japan): Merrill Lynch Japan Securities Co., Ltd.; Merrill Lynch (Seoul): Merrill Lynch
International Incorporated (Seoul Branch); Merrill Lynch (Taiwan): Merrill Lynch Securities (Taiwan) Ltd.; DSP Merrill Lynch (India): DSP Merrill Lynch Limited; PT Merrill Lynch (Indonesia): PT
Merrill Lynch Indonesia; Merrill Lynch (Israel): Merrill Lynch Israel Limited; Merrill Lynch (Russia): OOO Merrill Lynch Securities, Moscow; Merrill Lynch (Turkey I.B.): Merrill Lynch Yatirim Bank
A.S.; Merrill Lynch (Turkey Broker): Merrill Lynch Menkul Değerler A.Ş.; Merrill Lynch (Dubai): Merrill Lynch International, Dubai Branch; MLPF&S (Zurich rep. office): MLPF&S Incorporated Zurich
representative office; Merrill Lynch (Spain): Merrill Lynch Capital Markets Espana, S.A.S.V.; Merrill Lynch (Brazil): Bank of America Merrill Lynch Banco Multiplo S.A.; Merrill Lynch KSA Company,
Merrill Lynch Kingdom of Saudi Arabia Company.
This research report has been approved for publication and is distributed in the United Kingdom to professional clients and eligible counterparties (as each is defined in the rules of the
Financial Conduct Authority and the Prudential Regulation Authority) by Merrill Lynch International and Bank of America Merrill Lynch International Limited, which are authorized by the
Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority, and is distributed in the United Kingdom to retail clients (as defined
in the rules of the Financial Conduct Authority and the Prudential Regulation Authority) by Merrill Lynch International Bank Limited, London Branch, which is authorised by the Central Bank of
Ireland and subject to limited regulation by the Financial Conduct Authority and Prudential Regulation Authority - details about the extent of our regulation by the Financial Conduct Authority
and Prudential Regulation Authority are available from us on request; has been considered and distributed in Japan by Merrill Lynch Japan Securities Co., Ltd., a registered securities dealer under
the Financial Instruments and Exchange Act in Japan; is distributed in Hong Kong by Merrill Lynch (Asia Pacific) Limited, which is regulated by the Hong Kong SFC and the Hong Kong Monetary
Authority is issued and distributed in Taiwan by Merrill Lynch Securities (Taiwan) Ltd.; is issued and distributed in India by DSP Merrill Lynch Limited; and is issued and distributed in Singapore
to institutional investors and/or accredited investors (each as defined under the Financial Advisers Regulations) by Merrill Lynch International Bank Limited (Merchant Bank) and Merrill Lynch
(Singapore) Pte Ltd. (Company Registration No.’s F 06872E and 198602883D respectively). Merrill Lynch International Bank Limited (Merchant Bank) and Merrill Lynch (Singapore) Pte Ltd. are
regulated by the Monetary Authority of Singapore. Bank of America N.A., Australian Branch (ARBN 064 874 531), AFS License 412901 (BANA Australia) and Merrill Lynch Equities (Australia)
Limited (ABN 65 006 276 795), AFS License 235132 (MLEA) distributes this report in Australia only to 'Wholesale' clients as defined by s.761G of the Corporations Act 2001. With the exception
of BANA Australia, neither MLEA nor any of its affiliates involved in preparing this research report is an Authorised Deposit-Taking Institution under the Banking Act 1959 nor regulated by the
Australian Prudential Regulation Authority. No approval is required for publication or distribution of this report in Brazil and its local distribution is made by Bank of America Merrill Lynch Banco
Múltiplo S.A. in accordance with applicable regulations. Merrill Lynch (Dubai) is authorized and regulated by the Dubai Financial Services Authority (DFSA). Research reports prepared and issued
by Merrill Lynch (Dubai) are prepared and issued in accordance with the requirements of the DFSA conduct of business rules.
BAMLI Frankfurt distributes this report in Germany. BAMLI Frankfurt is regulated by BaFin.
This research report has been prepared and issued by MLPF&S and/or one or more of its non-US affiliates. MLPF&S is the distributor of this research report in the US and accepts full
responsibility for research reports of its non-US affiliates distributed to MLPF&S clients in the US. Any US person receiving this research report and wishing to effect any transaction in any
security discussed in the report should do so through MLPF&S and not such foreign affiliates. Hong Kong recipients of this research report should contact Merrill Lynch (Asia Pacific) Limited in
respect of any matters relating to dealing in securities or provision of specific advice on securities. Singapore recipients of this research report should contact Merrill Lynch International Bank
Limited (Merchant Bank) and/or Merrill Lynch (Singapore) Pte Ltd in respect of any matters arising from, or in connection with, this research report.
General Investment Related Disclosures:
Taiwan Readers: Neither the information nor any opinion expressed herein constitutes an offer or a solicitation of an offer to transact in any securities or other financial instrument. No part of
this report may be used or reproduced or quoted in any manner whatsoever in Taiwan by the press or any other person without the express written consent of BofA Merrill Lynch.
This research report provides general information only. Neither the information nor any opinion expressed constitutes an offer or an invitation to make an offer, to buy or sell any securities or
other financial instrument or any derivative related to such securities or instruments (e.g., options, futures, warrants, and contracts for differences). This report is not intended to provide
personal investment advice and it does not take into account the specific investment objectives, financial situation and the particular needs of any specific person. Investors should seek
financial advice regarding the appropriateness of investing in financial instruments and implementing investment strategies discussed or recommended in this report and should understand
that statements regarding future prospects may not be realized. Any decision to purchase or subscribe for securities in any offering must be based solely on existing public information on such
security or the information in the prospectus or other offering document issued in connection with such offering, and not on this report.
Securities and other financial instruments discussed in this report, or recommended, offered or sold by Merrill Lynch, are not insured by the Federal Deposit Insurance Corporation and are not
deposits or other obligations of any insured depository institution (including, Bank of America, N.A.). Investments in general and, derivatives, in particular, involve numerous risks, including,
among others, market risk, counterparty default risk and liquidity risk. No security, financial instrument or derivative is suitable for all investors. In some cases, securities and other financial
instruments may be difficult to value or sell and reliable information about the value or risks related to the security or financial instrument may be difficult to obtain. Investors should note that
income from such securities and other financial instruments, if any, may fluctuate and that price or value of such securities and instruments may rise or fall and, in some cases, investors may
lose their entire principal investment. Past performance is not necessarily a guide to future performance. Levels and basis for taxation may change.
This report may contain a short-term trading idea or recommendation, which highlights a specific near-term catalyst or event impacting the company or the market that is anticipated to have a
short-term price impact on the equity securities of the company. Short-term trading ideas and recommendations are different from and do not affect a stock's fundamental equity rating, which
reflects both a longer term total return expectation and attractiveness for investment relative to other stocks within its Coverage Cluster. Short-term trading ideas and recommendations may
be more or less positive than a stock's fundamental equity rating.
BofA Merrill Lynch is aware that the implementation of the ideas expressed in this report may depend upon an investor's ability to "short" securities or other financial instruments and that such
action may be limited by regulations prohibiting or restricting "shortselling" in many jurisdictions. Investors are urged to seek advice regarding the applicability of such regulations prior to
executing any short idea contained in this report.
Foreign currency rates of exchange may adversely affect the value, price or income of any security or financial instrument mentioned in this report. Investors in such securities and instruments,
including ADRs, effectively assume currency risk.
UK Readers: The protections provided by the U.K. regulatory regime, including the Financial Services Scheme, do not apply in general to business coordinated by BofA Merrill Lynch entities
located outside of the United Kingdom. BofA Merrill Lynch Global Research policies relating to conflicts of interest are described at http://go.bofa.com/coi.
Officers of MLPF&S or one or more of its affiliates (other than research analysts) may have a financial interest in securities of the issuer(s) or in related investments.
MLPF&S or one of its affiliates is a regular issuer of traded financial instruments linked to securities that may have been recommended in this report. MLPF&S or one of its affiliates may, at any
time, hold a trading position (long or short) in the securities and financial instruments discussed in this report.
BofA Merrill Lynch, through business units other than BofA Merrill Lynch Global Research, may have issued and may in the future issue trading ideas or recommendations that are inconsistent
with, and reach different conclusions from, the information presented in this report. Such ideas or recommendations reflect the different time frames, assumptions, views and analytical
methods of the persons who prepared them, and BofA Merrill Lynch is under no obligation to ensure that such other trading ideas or recommendations are brought to the attention of any
recipient of this report.
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In the event that the recipient received this report pursuant to a contract between the recipient and MLPF&S for the provision of research services for a separate fee, and in connection
therewith MLPF&S may be deemed to be acting as an investment adviser, such status relates, if at all, solely to the person with whom MLPF&S has contracted directly and does not extend
beyond the delivery of this report (unless otherwise agreed specifically in writing by MLPF&S). MLPF&S is and continues to act solely as a broker-dealer in connection with the execution of any
transactions, including transactions in any securities mentioned in this report.
Copyright and General Information regarding Research Reports:
Copyright 2016 Merrill Lynch, Pierce, Fenner & Smith Incorporated. All rights reserved. iQmethod, iQmethod 2.0, iQprofile, iQtoolkit, iQworks are service marks of Bank of America Corporation.
iQanalytics®, iQcustom®, iQdatabase® are registered service marks of Bank of America Corporation. This research report is prepared for the use of BofA Merrill Lynch clients and may not be
redistributed, retransmitted or disclosed, in whole or in part, or in any form or manner, without the express written consent of BofA Merrill Lynch. BofA Merrill Lynch Global Research reports are
distributed simultaneously to internal and client websites and other portals by BofA Merrill Lynch and are not publicly-available materials. Any unauthorized use or disclosure is prohibited.
Receipt and review of this research report constitutes your agreement not to redistribute, retransmit, or disclose to others the contents, opinions, conclusion, or information contained in this
report (including any investment recommendations, estimates or price targets) without first obtaining expressed permission from an authorized officer of BofA Merrill Lynch.
Materials prepared by BofA Merrill Lynch Global Research personnel are based on public information. Facts and views presented in this material have not been reviewed by, and may not reflect
information known to, professionals in other business areas of BofA Merrill Lynch, including investment banking personnel. BofA Merrill Lynch has established information barriers between
BofA Merrill Lynch Global Research and certain business groups. As a result, BofA Merrill Lynch does not disclose certain client relationships with, or compensation received from, such
companies in research reports. To the extent this report discusses any legal proceeding or issues, it has not been prepared as nor is it intended to express any legal conclusion, opinion or advice.
Investors should consult their own legal advisers as to issues of law relating to the subject matter of this report. BofA Merrill Lynch Global Research personnel’s knowledge of legal proceedings
in which any BofA Merrill Lynch entity and/or its directors, officers and employees may be plaintiffs, defendants, co-defendants or co-plaintiffs with or involving companies mentioned in this
report is based on public information. Facts and views presented in this material that relate to any such proceedings have not been reviewed by, discussed with, and may not reflect information
known to, professionals in other business areas of BofA Merrill Lynch in connection with the legal proceedings or matters relevant to such proceedings.
This report has been prepared independently of any issuer of securities mentioned herein and not in connection with any proposed offering of securities or as agent of any issuer of any
securities. None of MLPF&S, any of its affiliates or their research analysts has any authority whatsoever to make any representation or warranty on behalf of the issuer(s). BofA Merrill Lynch
Global Research policy prohibits research personnel from disclosing a recommendation, investment rating, or investment thesis for review by an issuer prior to the publication of a research
report containing such rating, recommendation or investment thesis.
Any information relating to the tax status of financial instruments discussed herein is not intended to provide tax advice or to be used by anyone to provide tax advice. Investors are urged to
seek tax advice based on their particular circumstances from an independent tax professional.
The information herein (other than disclosure information relating to BofA Merrill Lynch and its affiliates) was obtained from various sources and we do not guarantee its accuracy. This report
may contain links to third-party websites. BofA Merrill Lynch is not responsible for the content of any third-party website or any linked content contained in a third-party website. Content
contained on such third-party websites is not part of this report and is not incorporated by reference into this report. The inclusion of a link in this report does not imply any endorsement by or
any affiliation with BofA Merrill Lynch. Access to any third-party website is at your own risk, and you should always review the terms and privacy policies at third-party websites before
submitting any personal information to them. BofA Merrill Lynch is not responsible for such terms and privacy policies and expressly disclaims any liability for them.
Subject to the quiet period applicable under laws of the various jurisdictions in which we distribute research reports and other legal and BofA Merrill Lynch policy-related restrictions on the
publication of research reports, fundamental equity reports are produced on a regular basis as necessary to keep the investment recommendation current.
Certain outstanding reports may contain discussions and/or investment opinions relating to securities, financial instruments and/or issuers that are no longer current. Always refer to the most
recent research report relating to a company or issuer prior to making an investment decision.
In some cases, a company or issuer may be classified as Restricted or may be Under Review or Extended Review. In each case, investors should consider any investment opinion relating to such
company or issuer (or its security and/or financial instruments) to be suspended or withdrawn and should not rely on the analyses and investment opinion(s) pertaining to such issuer (or its
securities and/or financial instruments) nor should the analyses or opinion(s) be considered a solicitation of any kind. Sales persons and financial advisors affiliated with MLPF&S or any of its
affiliates may not solicit purchases of securities or financial instruments that are Restricted or Under Review and may only solicit securities under Extended Review in accordance with firm
policies.
Neither BofA Merrill Lynch nor any officer or employee of BofA Merrill Lynch accepts any liability whatsoever for any direct, indirect or consequential damages or losses arising from any use of
this report or its contents.
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Exelon Corp (EXC):
Sentiment Indicator : neutral
Posted by Tucker, Shelby on Wednesday, February 03, 2016, 09:05 AM ET

Our View: While we are encouraged to see management's forecast for future dividend increases, we are somewhat surprised at the timing of the
announcement, given on-going uncertainty with the Pepco acquisition, which should be resolved by March 6 at the lastest (the merger
termination date). In addition, while management's 2016 guidance assumes a certain level of share buybacks (in our estimate) and an unwinding
of Pepco-related debt financing, we do not think there is a large read-through to the deal decision itself. We continue to assume that the deal
does not go through; our model assumes a much larger buyback.
Exelon (EXC; Outperform; $32 PT) reported 4Q15 and 2015 adjusted earnings of $0.38 and $2.49 per share, respectively, mostly in-line with our estimate of
$0.38 and $2.50 per share as well as consensus estimates. The result is also in the middle of management's 2015 adjusted EPS guidance of $2.40-$2.60 and
$0.10 above 2014 EPS of $2.39, a 4% increase year-over-year (YoY).
ExGen gross margin guidance slightly higher for 2017-2018. The revised numbers for 2016-2018 (versus 3Q15 disclosure) are $7.8 billion (unchanged),
$7.85 billion (+$50 million), and $7.90 billion (+$50 million), with the increase based on higher open gross margins and hedges as of December 31, 2015.
Initiating 2.5% annual dividend increase starting June 2016. We note that this would be the first dividend increase since 1Q09 and after cutting the
dividend 41% in 2Q13 due to continued commodity and power price pressure on the generation business.
2016 EPS guidance initiated at $2.40-$2.70... The guidance range for the various businesses is as follows: ExGen at $1.25-$1.35 (vs RBCe $1.34), ComEd at
$0.50-$0.60 (vs RBCe $0.51), and HoldCo at -$0.05 (vs RBCe -$0.01). PECO at $0.40-$0.50 (vs RBCe $0.49), BGE at $0.25-$0.35 (vs RBCe $0.34)
... But assumes Pepco-related equity/debt issuance is unwound. In the company's slide deck, the footenote to the 2016 guidance makes the assumption
of an 890 million average shares outstanding for the year. Given the 4Q15 shares outstanding of 921 million, we believe management has incorporated around
$900 million of share buybacks (if conducted in 1Q16 at $30/share). Our estimate of $2.65 incorporates $3 billion in share buybacks (and paydown of Pepcorelated debt) in 1Q16 per our assumption that the Pepco acquisition does not materialize. If we adjust down our buyback assumption to $900 million, our
estimate would be $2.45, all else being equal. We are uncertain whether most estimates that make up the $2.53 consensus number incorporates Pepco or a
level of buybacks.
Conference call at 11 AM ET. The dial-in number is (800) 690-3108, pass code 97958810.
Company Name

Exchange Ticker Rating

Exelon Corporation NYSE

EXC

Risk Qualifier Price Target Currency Price Price Date

Outperform Not Assigned

32.00

US Dollar

30.13

03 Feb 2016 08:13:58 ET

RBC Capital Markets, LLC
Shelby Tucker | (212) 428-6462 | shelby.tucker@rbccm.com
RBC Capital Markets, LLC
Insoo Kim | (212) 905-2995 | insoo.kim@rbccm.com
Click here for conflict of interest and other disclosures relating to Exelon Corporation, Shelby Tucker, Insoo Kim These disclosures are also available by sending a written
request to RBC Capital Markets Research Publishing, P.O. Box 50, 200 Bay Street, Royal Bank Plaza, 29th Floor, South Tower, Toronto, Ontario M5J 2W7 or an email to
rbcinsight@rbccm.com

All rights reserved. This material may not be published, broadcast, rewritten or redistributed in any form. Please click here for legal restrictions and terms of use applicable to this site. Use of this site
signifies your agreement to the terms of use.
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Exelon Corp EXC (XNYS)
Morningstar Rating

Last Price

Fair Value Estimate

Price/Fair Value

Dividend Yield %

Market Cap (Bil)

Industry

Stewardship

QQQQ

31.12 USD

35.00 USD

0.89

3.88

28.62

Utilities - Diversified

Standard

10 Feb 2016

10 Feb 2016

10 Feb 2016

10 Feb 2016

Morningstar Pillars

Analyst

Quantitative

Economic Moat
Valuation
Uncertainty
Financial Health

Narrow
QQQQ
Medium
—

Narrow
Undervalued
Low
Moderate

Source: Morningstar Equity Research

Quantitative Valuation
EXC
USA

f

Undervalued

Fairly Valued

Price/Quant Fair Value
Price/Earnings
Forward P/E
Price/Cash Flow
Price/Free Cash Flow
Dividend Yield %

Overvalued

Current

5-Yr Avg

0.86
14.2
12.0
4.3
—
3.88

0.85
15.6
—
5.1
74.7
4.65

Sector Country

0.88
15.0
15.2
6.0
11.0
3.90

0.81
18.1
12.3
10.1
15.9
2.55

Source: Morningstar

Bulls Say
ONuclear power plants run year-round, produce
electricity at low costs and generate large profits
even with currently depressed power prices.
OHigher natural gas and coal prices, rising
electricity demand and environmental regulations
help Exelon more than any other utility because of
its large nuclear fleet.
OIf gas and power prices remain low for many
years, Exelon's move to invest in retail and
regulated businesses will preserve value.
Bears Say
OExelon's performance in part is driven by
volatile power prices that fluctuate based on
natural gas prices, coal prices, and regional
electricity demand.
OThe Constellation and Pepco acquisitions dilute
Exelon's economic moat by adding more no-moat
retail business and narrow moat distribution
earnings.
OMany of Exelon's growth projects come with
regulated or contracted returns, reducing
shareholders' leverage to a rebound in power
markets.

Exelon Surprises With 2.5% Dividend Growth Target
Travis Miller, Sector Director, 06 October 2015

Investment Thesis

Travis Miller, Sector Director, 03 February 2016

As the largest nuclear power plant owner in the U.S.,
Exelon has long been a profit machine and an
industry-leading source of shareholder value creation. But
power prices have crashed hard since their 2008 highs
and appear stuck at current levels for at least the next
two years. The drop in Eastern U.S. gas and coal prices
have made those generation sources more competitive.

Analyst Note

That has resulted in a sharp drop in Exelon's returns, a
41% cut in the dividend in 2013, and a shift in strategy to
increase contributions from its countercyclical retail
supply and regulated distribution businesses. It acquired
Constellation Energy in 2012 for $8 billion and made a $12
billion bid for Pepco in April 2014, both including debt.
Management's political negotiations appear to have
revived the deal in Washington, D.C., where regulators
had rejected it in August 2015. We now expect it has a
75% chance of closing. Exelon has received all other
regulatory approvals.
Even with increased earnings diversification, Exelon can't
escape its overwhelming leverage to Eastern and
Midwestern U.S. power prices, which drive almost half
of earnings. The low operating costs and clean emission
profile of its nuclear fleet make Exelon the utilities sector's
biggest winner if our outlook for higher power prices and
tighter fossil fuel environmental regulations materialize.
Exelon's world-class operating efficiency ensures it can
realize that upside. However, persistently low margins are
making it difficult to justify continued investment in some
of its nuclear plants. Even though we think there is
long-term value in these plants, Exelon might choose to
close some plants to preserve cash flow. This would
reduce Exelon's upside.
We estimate Exelon's regulated distribution utilities will
contribute about half of consolidated earnings by 2016,
up from just 20% in 2008. Illinois state legislation in 2011
significantly improved the incentives for growth
investment by introducing formula rates, annual true-ups
and adjusted allowed returns. Excluding Pepco, we think
the regulated utilities can grow earnings 10% annually
the next three years.

We are reaffirming our $35 fair value estimate and narrow
moat and stable moat trend ratings for Exelon after the
company reported earning $2.49 per share on an adjusted
basis in 2015. This was in line with our estimate and within
management's guidance range.
We think the biggest positive for shareholders was
management's announcement that it plans to recommend
to the board a 2.5% annual dividend increase for at least
the next three years, likely starting in the second half of
2016. We had not expected a dividend increase until at
least 2018, given our expected plateau in earnings the
next three years.
If the board accepts this policy, we estimate Exelon's
payout ratio will top 50% by 2018. This is at the high end
of what we think is reasonable for Exelon's cash flow
profile and debt load. We're not yet entirely convinced
that management has added sufficient regulated
distribution earnings and contracted generation revenue
to decouple cash flows from volatile energy markets.
Management continues to evaluate the economic viability
of at least three nuclear plants. We assume in our
long-term forecasts that Exelon closes three plants
representing 25% of its fleet capacity. We also expect a
final Pepco merger decision by early March, in line with
timeline indications from Washington, D.C., regulators.
We continue to assume $1 per share of value dilution
based on a 75% probability of the deal closing as
proposed. We don't think ongoing legal challenges in other
states will be an impediment.
We remain long-term bullish on fixed-price PJM power,
especially in the East, where we expect gas prices to
strengthen as takeaway capacity increases and demand
remains more robust than other regions. This drives the
bulk of the value upside as of early February. Our $8.4
billion midcycle gross margin outlook for Exelon
Generation remains at the high end of management's 2018
outlook range.

Economic Moat

© 2016 Morningstar. All Rights Reserved. Unless otherwise provided in a separate agreement, you may use this report only in the country in which its original distributor is based. Data as originally reported. The information contained
herein is not represented or warranted to be accurate, correct, complete, or timely. This report is for information purposes only, and should not be considered a solicitation to buy or sell any security. Redistribution is prohibited without
written permission. To order reprints, call +1 312-696-6100. To license the research, call +1 312-696-6869. See last page for important disclosures.
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Travis Miller, Sector Director, 06 October 2015

Considering Exelon's full suite of businesses, we think it
earns a narrow economic moat.
Nuclear generation in general still has wide-moat
characteristics, with returns on capital above costs of
capital for the foreseeable future. However, that spread
between long-term returns on capital and Exelon's cost
of capital have shrunk based on our midcycle outlook for
power prices in the eastern U.S. Exelon's increasing
diversification into narrow- and no-moat businesses
together with the shrinking returns at its nuclear
generation business supports our narrow moat rating.
Nuclear generation's wide-moat economics are based on
two primary competitive advantages. First, nuclear plants
take more than seven years to site and build, cost several
billion dollars, and typically face community opposition.
These are significant barriers to entry, giving operators an
effective low-cost monopoly in a given region. Exelon's
large fleet gives it scale advantages that allow it to add
capacity at its plants at a fraction of the cost and risk of
a greenfield project. It is unlikely a competitor would be
able to earn sufficient returns on capital by building a
nuclear plant in close proximity to any of Exelon's plants.
Second, no other reliable power generation source can
match the cost or scale of a nuclear plant. Nuclear plants'
low variable costs and low greenhouse gas emissions
relative to competing fossil fuel power generation sources
like coal and natural gas reduce substitution threats.
Renewable energy, with effectively no marginal costs, has
depressed wholesale power prices and hurt Exelon's
returns on capital in some of its regions. We believe this
is a market distortion that fails to recognize the value of
Exelon's nuclear fleet reliability relative to intermittent
renewable energy.
As long as electricity remains a critical energy source in
the U.S. and nuclear investment requirements remain near
current levels, we expect nuclear plants will maintain a
low-cost advantage and generate high returns on capital.
To monetize this competitive advantage, Exelon must

continue to have access to wholesale power markets. Any
reregulation of its generation fleet would shrink its moat.
In addition, nuclear generation must maintain regulatory
and political support in the U.S. and states where Exelon
operates. If that support erodes, it could affect the
economics of routine maintenance investments and lead
to plant shutdowns as we've seen elsewhere in the U.S.
and overseas.
We believe Exelon's regulated distribution utilities have
narrow economic moats. Regulatory caps on profits
offsets the service territory monopolies and network
efficient scale advantages. Utility regulation in the U.S.
aims to fix customer rates at levels that ensure capital
providers earn fair returns on their investments while
keeping customer costs as low as possible. We believe
this regulatory compact ensures Exelon's utilities will earn
at least their costs of capital in the long run.
We believe Exelon's retail supply business has no
economic moat. Retail power and gas markets are highly
competitive with virtually no barriers to entry, switching
costs or product differentiation. Although customer
relationships can be sticky, retailers mostly end up
competing on price.

Valuation
Travis Miller, Sector Director, 06 October 2015

We are reaffirming our $35 per share fair value estimate
after raising our probability of the Pepco acquisition
closing to 75% from 25% as a result of an agreement the
companies reportedly reached with the Washington, D.C.,
mayor's office on Oct. 6. Although we think the deal is
value-dilutive, it is too small to have a material impact on
our fair value estimate. Exelon's $27.25-per-share cash
offer represents a 30% premium to our $21 per share
standalone fair value estimate for Pepco.
We continue to believe it is more likely than not that Exelon
will retire the three nuclear plants that did not clear the
2018-19 PJM base capacity auction--Quad Cities (Ill.),
Oyster Creek (N.J.), and Three Mile Island (Pa.)--as well
as the Clinton (Ill.) plant. We now assume a 50%
probability that the Byron (Ill.) plant will retire given it
cleared the 2018-19 capacity auction. These closures
represent about 25% of Exelon's current nuclear capacity.
Lower operating costs and capital expenditures partially
offset the lost gross margin from these plants, making
them cash flow-neutral in the near term.
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We continue to forecast mostly flat consolidated earnings
through 2016, excluding contributions from Pepco. On a
midcycle basis, we assume Exelon earns $3.80 per share
and Exelon Generation earns $3.9 billion EBITDA. This is
50% higher than our 2017 trough mark-to-market EBITDA
estimate for Exelon Generation.
Our midcycle earnings forecast at Exelon Generation is
based on a $4/mcf midcycle Henry Hub gas price, a
negative $0.60/mcf gas basis for PJM West, and heat
rates across all regions 10% above current 2017 forward
heat rates. At the retail business, we assume 8%
long-term normalized gross margins and 1% annual
volume growth beyond 2015.

Reregulation also would destroy Exelon's retail business.
Although that business is still a relatively small source of
consolidated earnings, it would eliminate Exelon's
effective hedge against its generation fleet, potentially
leading to more volatile earnings.
As Exelon's regulated utilities generate a greater share of
earnings, investors will be subject more acutely to the
state and federal regulatory risk that all distribution and
transmission utilities face. Illinois and Maryland are two
historically tough regulatory environments, and punitive
rate decisions could have a material impact on earnings
and growth.

Management
Travis Miller, Sector Director, 06 October 2015

We assume all three regulated utilities earn average 10%
returns on equity starting in 2016.
We assume a 9% cost of equity and a 7.1% cost of capital.
Our cost of equity assumption is in line with the 9% rate
of return we expect investors to demand of a diversified
equity portfolio. A 2.25% long-term inflation outlook
underpins our capital cost assumptions.

Risk
Travis Miller, Sector Director, 06 October 2015

Investors should pay the most attention to political
developments that would re-regulate competitive
electricity markets in the Midwest and Mid-Atlantic. Even
though sharp increases in power prices would result in an
earnings windfall for Exelon, it could lead politicians and
regulators to pursue price caps as they did when markets
first deregulated. Although we think this is unlikely in the
current environment, it could have a substantial negative
impact on our fair value estimate. If market power prices
are capped or regulated, Exelon loses its primary profit
source.
As the nation's largest wholesale generator and retail
supplier, Exelon's competitive edge requires Eastern U.S.
power markets to remain deregulated. In the decade
following deregulation, rate caps, and other regulations
limited Exelon's profits. Those are gone, and lower power
prices have eased concerns about reregulation. But we
expect politicians and regulators will continue to monitor
customers' utility bills and could intervene if power prices
skyrocket.

We give Exelon's management team a Standard
stewardship rating. Since Exelon's earnings are at the
mercy of wholesale power market ups and downs, we
don't see much link between Exelon's recent
underperformance and management's capabilities.
President and CEO Chris Crane and Executive Chairman
Mayo Shattuck III have focused growth investment on the
regulated utilities, continuing a strategic shift that former
CEO and Chairman John Rowe made before his departure
in 2013. Crane's biggest move so far is the $12 billion
(including debt) Pepco acquisition in 2015. This will
increase Exelon's share of regulated utilities earnings and
dilute shareholders' exposure to wholesale power
markets. Management has shown strong conviction in the
value of the deal based on their efforts to gain support for
the deal from all parties, particularly in Washington, D.C.
Crane also faces tough decisions related to flagging profits
at several of Exelon's nuclear plants. We wouldn't be
surprised if Crane decides to close some plants absent
significant public policy support.
We're particularly impressed by management's nuclear
fleet operations, the one thing it can control. Crane led
the generation segment to world-class results in his five
years as COO, and that performance has continued with
Crane as CEO. Exelon's nuclear capacity factors routinely
approach 94% across its nuclear fleet. The rest of the
nuclear industry averages in the mid-80% range. Exelon's
operational excellence preserves the value-creation
opportunities available if power prices rise.
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The Constellation acquisition reshaped the board along
with the executive suite. The postmerger addition of four
former Constellation board members and the retirement
of five legacy Exelon board members, including Rowe,
leaves only two of the 16 members who were on the board
when Exelon formed in 2000. In addition, Shattuck has
become the largest insider shareholder. He owned 3.8
million shares or vested options as of January 2015.
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Andrew Bischof, CFA, Eq. Analyst, 25 January 2016

Analyst Notes Archive
Exelon Surprises With 2.5% Dividend Growth Target
Travis Miller, Sector Director, 03 February 2016

We are reaffirming our $35 fair value estimate and narrow
moat and stable moat trend ratings for Exelon after the
company reported earning $2.49 per share on an adjusted
basis in 2015. This was in line with our estimate and within
management's guidance range.
We think the biggest positive for shareholders was
management's announcement that it plans to recommend
to the board a 2.5% annual dividend increase for at least
the next three years, likely starting in the second half of
2016. We had not expected a dividend increase until at
least 2018, given our expected plateau in earnings the
next three years.
If the board accepts this policy, we estimate Exelon's
payout ratio will top 50% by 2018. This is at the high end
of what we think is reasonable for Exelon's cash flow
profile and debt load. We're not yet entirely convinced
that management has added sufficient regulated
distribution earnings and contracted generation revenue
to decouple cash flows from volatile energy markets.
Management continues to evaluate the economic viability
of at least three nuclear plants. We assume in our
long-term forecasts that Exelon closes three plants
representing 25% of its fleet capacity. We also expect a
final Pepco merger decision by early March, in line with
timeline indications from Washington, D.C., regulators.
We continue to assume $1 per share of value dilution
based on a 75% probability of the deal closing as
proposed. We don't think ongoing legal challenges in
other states will be an impediment.

We are reaffirming our fair value estimates and our moat
and moat trend ratings for U.S. power producers and
diversified utilities after the U.S. Supreme Court issued a
6-2 decision effectively supporting the Federal Energy
Regulatory Commission's Order No. 745.
The decision on its face appears to be a win for demand
response providers and a loss for power producers such
as NRG Energy, Dynegy, and Calpine. However, we think
the actual impact on energy and capacity prices will be
muted. Near-term capacity prices might go down, but
energy prices should go up since demand response has
much higher marginal costs than conventional generation.
We expect the trade-off to be mostly neutral.
Despite the Supreme Court win, demand response faces
other challenges. Mid-Atlantic grid operator PJM is
implementing rule changes that hurt the economics of
demand response and should boost margins for
conventional generators. We expect little change in the
amount of demand response that clears the 2019-20 base
capacity auction and are maintaining our long-term
outlook. Demand response participation might even drop
if PJM continues to make rule changes recommended by
the market monitor. This would be a benefit for
conventional generators.
Ultimately we think demand response market saturation
will be the limiting factor. As demand response gains
market share, capacity values will go down. This will erode
the profitability for new demand response entrants since
demand response providers typically receive more than
90% of their revenue from capacity payments.
Management Meeting: Exelon Sticks to March 4
Drop-Dead Date for Pepco Deal
Travis Miller, Sector Director, 11 November 2015

We remain long-term bullish on fixed-price PJM power,
especially in the East, where we expect gas prices to
strengthen as takeaway capacity increases and demand
remains more robust than other regions. This drives the
bulk of the value upside as of early February. Our $8.4
billion midcycle gross margin outlook for Exelon
Generation remains at the high end of management's
2018 outlook range.
Supreme Court Sides With Demand Response; No
Fair Value Impacts

We are reaffirming our $35 and $26 fair value estimates
for Exelon and Pepco Holdings, respectively, after meeting
with Exelon's senior management at the Edison Electric
Institute Financial Conference in Hollywood, Florida. Our
narrow moat and stable moat trend ratings for both
companies are unchanged.
Management reiterated it will withdraw its offer to
acquire Pepco if Washington, D.C., regulators do not
approve the transaction by March 4, 2016. We continue
to incorporate in our fair value estimates a 75% probability
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of the deal closing as proposed. D.C. regulators' written
approval for rehearing suggested they expect to rule
within that time frame. We expect Exelon will be able to
close the deal immediately following approval.
The most-favored-states contingencies in other states'
approvals would take effect after the deal closed and thus
are not an impediment to the deal closing. Exelon would
file with those states to offer customer benefits
comparable with those offered in D.C. We don't expect
this to be material to our assessment of the transaction
or our fair value estimate for Exelon, which includes $1
per share of dilution from the deal.
Management pushed out the start of its full $0.15-$0.20
earnings per share run-rate accretion to 2019 from 2017
initially. Apart from the closing delay, management said
the 2017-18 reduction was based on Pepco's
reassessment of its near-term outlook for earned returns.
At this point, most of the earnings accretion should come
from the extra leverage Exelon will use. We expect it will
take two to three years of operational improvements on
Exelon's side before it can achieve more constructive
regulatory outcomes.
Management estimated the deal could be $0.25 per share
earnings-accretive by 2020 if Pepco can achieve a 9%
earned return on equity. We think this is a stretch, but
even an 8% achieved ROE could make the deal
value-neutral relative to our previous stand-alone
forecasts for Pepco.
Exelon Still Awaiting Power Market Upside and
Pepco Acquisition Approvals

still a small level. Favorable weather for Exelon's
regulated utilities was a key reason for higher earnings in
the quarter. On a weather-normalized basis, we expect
capital investment and recent rate activity in Pennsylvania
and Maryland to be the key earnings growth driver in
2016-18.
Estimated 2015-17 gross margin for Exelon Generation
climbed during the quarter primarily due to above-market
hedges. Management now projects $7.8 billion gross
margin in 2016 and 2017 with a 2017 upside near $9.0
billion based on hedging about half of its projected
generation. We think this is a good position given our
bullish power market outlook. Management also
announced its intention to delay its nuclear plant
retirement decision until next year. We continue to assume
a high likelihood that it retires four plants by 2018 based
on current market conditions.
Management now expects to close the Pepco acquisition
in the first quarter of 2016. We continue to incorporate $1
per share fair value dilution. On Oct. 28, the D.C.
commission accepted Exelon-Pepco's appeal and said it
expects to make a decision in less than 150 days,
suggesting mid-March.
Pepco Reports Third-Quarter Earnings; Acquisition
by Exelon Likely to Close Early Next Year
Charles Fishman, Eq. Analyst, 26 October 2015

We are reiterating our $35 per share fair value estimate
for Exelon and $26 fair value estimate for Pepco after
Pepco reported third-quarter earnings. Our narrow moat
and stable moat trend ratings are also unchanged for both
companies.

Travis Miller, Sector Director, 30 October 2015

We are reaffirming our $35 fair value estimate and narrow
economic moat and stable moat trend ratings for Exelon
after the firm reported adjusted earnings of $0.83 per
share in the third quarter, up from $0.78 per share in the
third quarter of 2014. Management raised its full-year
earnings guidance range $0.05 per share to $2.40-$2.60,
in line with our full-year outlook.

Pepco reported operating earnings of $0.33 per share
versus $0.46 in the same period last year. Earnings were
negatively affected by higher operations and maintenance
expense, implementation costs associated with a new
customer information system, increased transmission
revenue reserves related to a return on equity challenge
and higher property taxes.

Management noted Exelon's retail-wholesale combination
was a meaningful contributor to the higher quarterly and
year-to-date earnings, amplified by last year's Integrys
acquisition. We've long believed Exelon's retail-wholesale
combination and scale can be value-accretive for
shareholders, and it appears to be paying off, albeit at

We continue to believe Exelon's proposed acquisition of
Pepco has a 75% chance of gaining approval of the Public
Service Commission of the District of Columbia and being
completed following the agreement with Washington,
D.C., Mayor Muriel Bowser. We expect the D.C.
commission to approve Exelon and Pepco's request to

© 2016 Morningstar. All Rights Reserved. Unless otherwise provided in a separate agreement, you may use this report only in the country in which its original distributor is based. Data as originally reported. The information contained
herein is not represented or warranted to be accurate, correct, complete, or timely. This report is for information purposes only, and should not be considered a solicitation to buy or sell any security. Redistribution is prohibited without
written permission. To order reprints, call +1 312-696-6100. To license the research, call +1 312-696-6869. See last page for important disclosures.

?

Morningstar Equity Analyst Report |Page 7 of 14

Exelon Corp EXC (XNYS)
Morningstar Rating

Last Price

Fair Value Estimate

Price/Fair Value

Dividend Yield %

Market Cap (Bil)

Industry

Stewardship

QQQQ

31.12 USD

35.00 USD

0.89

3.88

28.62

Utilities - Diversified

Standard

10 Feb 2016

10 Feb 2016

10 Feb 2016

10 Feb 2016

reopen the merger proceeding in their meeting on Oct. 28.
Assuming the D.C. commission does reopen the
proceeding, briefings would not be completed until late
December. Therefore, we would not expect the merger to
close until early 2016.
Although the merger appears to be on track in D.C., it is
unclear whether the proceedings will be reopened in
Delaware, New Jersey, and Maryland, jurisdictions that
have already approved the transaction. The commitments
Exelon made to these states to obtain approval are subject
to most-favored-nation clauses and may need to be
enhanced.
Our stand-alone fair value estimate for Pepco remains $21
per share, a 23% discount to Exelon's $27.25 cash offer.
Despite this premium, the deal as proposed on a
probability-adjusted basis is too small to have a material
impact on our Exelon fair value estimate.
Exelon Reaches Agreement With D.C. Mayor to
Acquire Pepco
Charles Fishman, Eq. Analyst, 06 October 2015

We are reiterating our $35 fair value estimate for Exelon
and raising our fair value estimate for Pepco Holdings to
$26 per share from $23 per share following the
announcement by Washington, D.C., Mayor Muriel
Bowser's office that they had reached an agreement with
Exelon for its proposed acquisition of Pepco. Exelon has
now agreed to invest $78 million in the D.C. electric utility
system, up from the $14 million it previously proposed.
Based on the proposed agreement, we now believe the
merger has a better than 75% chance of gaining approval
of the Public Service Commission of the District of
Columbia and being completed. We had previously
handicapped the chances of the merger closing at only
25% following the Aug. 25, 2015, outright rejection of
Exelon's offer without the PSC providing any solutions for
gaining approval. Exelon and Pepco have received all other
regulatory approvals although there are some outstanding
legal challenges to the conditional approval of the
Maryland Public Service Commission that we expect to
be dismissed.
Our stand-alone fair value estimate for Pepco remains $21
per share, a 23% discount to Exelon's $27.25 cash offer.
Despite this premium, the deal as proposed on a
probability-adjusted basis is too small to have a material

impact on our Exelon fair value estimate.
Pepco and Exelon Refile With D.C. Commission but
Offer No Sweeteners
Charles Fishman, Eq. Analyst, 30 September 2015

We are reiterating our $35 fair value estimate for Exelon
and $23 fair value estimate for Pepco following the firms'
filing for reconsideration of their proposed merger to the
District of Columbia Public Service Commission. We are
maintaining our narrow moat and stable moat trend
ratings for both. The filing asserts the merger is in the
public interest and the original decision contained
numerous errors of law and fact. The companies did not
propose any new financial incentives.
We continue to believe that the merger has a 25% chance
of closing. Since the D.C. PSC did not provide alternatives
to correct its concerns in the original decision, we think
the commission is unlikely to reverse itself without any
sweeteners. If the companies do offer additional benefits
to D.C. customers, the conditional approvals by Delaware,
Maryland, and New Jersey will be reopened.
Most-favored-nations clauses in these agreements allow
for the same incremental benefits, increasing the cost to
Exelon of completing the merger. Although incremental
customer benefits could be small for the D.C. jurisdiction,
making concessions across all of Pepco's service
territories could ruin the economics of the merger.
The D.C. commission has 30 days to respond. If it denies
the request for rehearing or does not respond, Pepco and
Exelon could appeal the decision to the D.C. Court of
Appeals. The Washington Post has reported that D.C.
Mayor Muriel Bowser has been subject to intense lobbying
by business groups favoring the merger and public
demonstrations opposing the merger. The Post reported
that private negotiations are taking place in the mayor's
office trying to determine if a revamped deal is possible.
Our stand-alone fair value estimate for Pepco remains $21
per share, a 23% discount to Exelon's $27.25 cash offer.
Despite this premium, the deal as proposed on a
probability-adjusted basis is too small to have a material
impact on our Exelon fair value estimate.
Exelon Postpones Nuclear Plant Retirement
Decision; No Fair Value Impact
Travis Miller, Sector Director, 10 September 2015

We are reaffirming our $35 per share fair value estimate
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for Exelon after management announced it will delay a
decision whether to close at least three of its struggling
nuclear plants. We recently incorporated into our fair
value estimate and financial projections the assumption
that it was more likely than not that Exelon would close
those three plants in 2018. We also assume a 50%
likelihood that Exelon will close its Byron (Illinois) nuclear
plant in 2019.
Results of the recent 2016-18 PJM transitional capacity
auctions and management's decision to delay potential
retirements do not change our assumptions that those
plants ultimately will close, absent significant energy
market or public policy changes. The Quad Cities (Illinois),
Three Mile Island (Pennsylvania), and Oyster Creek (New
Jersey) plants are obligated to run at least through
mid-2018, and the Byron plant is obligated to run through
mid-2019 based on results from PJM's recent capacity
auctions.
The key development for Exelon in last week's 2017-18
transitional capacity auction was that the Quad Cities and
Byron plants cleared and are now obligated to run. Neither
cleared PJM's 2017-18 base capacity auction last year at
$120/megawatt-day but did clear last week's capacity
performance transitional auction at $151.50/MW-day.
Including those plants and the uplift for the rest of the
fleet adds about $400 million of EBITDA in 2017-18.
The Clinton (Illinois) plant is the fourth that we assume
will close by 2018. It is not part of PJM. It is obligated to
run at least through 2016 as part of the Mid-Continent
ISO. Exelon continues to lobby Illinois politicians to adopt
a subsidy-like scheme that would improve the economics
for its six Illinois nuclear plants. We do not include any
benefits from policy changes in our fair value estimate.
D.C. Commission Rejects Pepco-Exelon Merger;
Lowering Pepco Fair Value Estimate
Charles Fishman, Eq. Analyst, 26 August 2015

We are lowering our fair value estimate of Pepco Holdings
Inc. to $23 per share from $27 per share, following the
decision by the Public Service Commission of the District
of Columbia to deny the merger with Exelon Corp, which
caused Pepco shares to close down 16.5% on Tuesday.
At the time of the merger in April 2014, we had believed
the transaction would be value-dilutive for Exelon, and
we are reviewing our $35 per share fair value estimate.
We note that Exelon shares were down almost 7% on

Tuesday, on which day the overall market and utilities were
also weak. Our narrow moat and stable moat trend are
unchanged for both companies.
Exelon and Pepco issued a joint press release indicating
that they were reviewing their options and will respond
once the process is complete. A summary of the decision
indicated that the D.C. commission did not believe the
merger would provide sufficient benefits to customers or
guarantees for improvements in reliability. The
commission was also concerned that under the new
management structure Pepco would become "a
second-tier company in a much larger corporation whose
primary interest is not in distribution, but in generation."
The full decision is due Wednesday, and the companies
have 30 days to appeal the decision.
We were surprised by the decision, as we had believed
the most difficult regulatory hurdle would be in Maryland.
Pepco and Exelon agreed to stringent conditions and
additional customer benefits imposed by the Maryland
Public Service Commission on May 18. We thought the
commission in D.C., the last jurisdiction needed to approve
the deal, would agree to similar conditions. They did not.
Our new fair value estimate assumes that there is now
only a 25% chance of the transaction being restructured
to satisfy the D.C. regulators. If the deal is abandoned, our
standalone fair value estimate for Pepco is $21 per share.
PJM Auction Results In Line With Our Forecast in
First Auction With Capacity Performance Inclusion
Andrew Bischof, CFA, Eq. Analyst, 24 August 2015

Capacity prices across most of the 13-state PJM
Interconnection region cleared at $165/MW-day for
capacity performance, or CP, and $150/MW-day for base
generation for 2018-19. This is comparable to
$120/MW-day for last year's 2017-18 results, in which
there was no separate CP auction. The results are in line
with our auction expectations, in which we previously
expected CP to clear at $150/MW-day and base capacity
at $140/MW-day for the 2018-19 auction. We are
reaffirming our fair value estimates, moat ratings, and
moat trend ratings for all utilities we cover, as we are
maintaining our midcycle capacity assumptions.
Capacity revenue provides significant pretax earnings for
our independent power producers and diversified utilities
for any one auction year. Dynegy in our opinion is the
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largest winner from strong base capacity results, as half
of its generation is now in PJM. For every $100/MW-day
change in capacity prices, we estimate that Dynegy
benefits $385 million in pretax earnings. Exelon's fleet
also benefited from a strong clearing in the
Commonwealth Edison, or COMED, locational deliverability
area, or LDA, with CP clearing at $215/MW-day and
$200/MW-day for base generation capacity. However, we
do not believe that Exelon's Illinois Quad Cities and Byron
nuclear units cleared the auction at these prices. Based
on recent management commentary, we continue to
expect Exelon to close these two plants by the end of
2016, with a final decision expected in September. Public
Service Enterprise Group, or PSEG, also benefits from
strong base results for the second year in a row, with base
capacity clearing in the Eastern Mid-Atlantic Area
Council, or EMAAC, LDA clearing at $210/MW-day for
base generation and $225/MW-day for CP. The premium
clearing price in the PSEG region shows the competitive
advantage of PSEG's fleet and supports our positive moat
trend. Higher capacity prices also benefit Calpine,
FirstEnergy, and NRG Energy.

penalty structure for nonperformance outside of reserve
shortages. Although generators participating in CP will
not be constrained by their avoidable cost rates this year,
which will allow generation to offer up to net cost of new
entry times the balancing ratio, we suspect that few
generators will raise offer prices for this reason alone. We
also highlight the possible expected increase in dark
spreads over the 2018–19 time frame due to the large
increase in LNG exports over this time period; this could
add downside pressure to capacity offers from coal
generation in PJM.

Upcoming PJM Capacity Auction Could Prove
Disappointing
Andrew Bischof, CFA, Eq. Analyst, 17 August 2015

We are reaffirming our fair value estimates and our moat
and moat trend ratings for our independent power
producers and diversified utilities ahead of the upcoming
2018/19 Planning Year auction for Capacity Performance,
or CP. The capacity auction is currently under way, with
results posted Aug. 21.
In June, the Federal Energy Regulatory Commission
approved the proposal from PJM Interconnection to
implement CP in its 2018/19 base residual auction, which
PJM began on Aug. 10. CP increases the marginal capacity
cost for marginal generators, but the bullish impact should
be less than the market expects. We maintain our previous
estimate that the combination of CP, reduced impact from
demand response, and increased confidence of marginal
generators to raise prices will cause CP to clear at $150
per megawatt-day and base capacity at $140/MW-day
for the 2018-19 auction.
We believe that previous auctions already priced in
existing non-CP performance penalties, such as those a
generator must pay if it cannot deliver energy during
reserve shortages. CP is a further-reaching, stricter
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Exelon Corp EXC
Last Close 10 Feb 2016

Quantitative Fair Value Est 10 Feb 2016

Market Cap 10 Feb 2016

Sector

Industry

Country of Domicile

31.12

36.26

29,370.9 Mil

f Utilities

Utilities - Diversified

USA United States

Exelon Corp is a utility services holding company engaged,
through Generation, in the energy generation business, and
through ComEd, PECO and BGE, in the energy delivery
businesses.

Price Versus Quantitative Fair Value
2012

2013

2014

2015

2016

2017

Sales/Share
Forecast Range
Forcasted Price
Dividend
Split

Quantitative Fair Value Estimate
60

Total Return
Quantitative Scores

48

Scores

Momentum:
Negative
Standard Deviation: 20.93
Liquidity: High

All Rel Sector Rel Country

Quantitative Moat
Narrow
91
Valuation
Undervalued 30
Quantitative Uncertainty Low
100
Financial Health
Moderate
58

88
47
96
54

36

87
29
99
58

24

25.09

52-Wk

34.98

25.09

5-Yr

45.45

12
EXC
f

USA

Undervalued

Fairly Valued

Overvalued

Source: Morningstar Equity Research
Valuation

Sector
Median

Country
Median

0.85
15.6
—
5.1
74.7
4.65
1.5
1.2

0.88
15.0
15.2
6.0
11.0
3.90
1.2
1.2

0.81
18.1
12.3
10.1
15.9
2.55
1.9
1.6

Current 5-Yr Avg

Sector
Median

Country
Median

10.0
3.2
1.2

Current 5-Yr Avg

Price/Quant Fair Value
Price/Earnings
Forward P/E
Price/Cash Flow
Price/Free Cash Flow
Dividend Yield %
Price/Book
Price/Sales

0.86
14.2
12.0
4.3
—
3.88
1.1
0.9

Profitability

Return on Equity %
Return on Assets %
Revenue/Employee (Mil)

8.0
2.2
1.0

11.8
3.1
1.0

Quantitative Moat

-26.6
-42.9
5.30
21.0
1.0

-3.0
-36.1
5.31
14.7
0.9

39.9
27.1
3.34
15.2
1.2

-21.8
-22.5
4.47
12.3
0.8

13.2
23.2
3.88
14.2
0.9

Total Return %
+/– Market (Morningstar US Index)
Dividend Yield %
Price/Earnings
Price/Revenue
Morningstar RatingQ
QQQQQ
QQQQ
QQQ
QQ
Q

Financials (Fiscal Year in Mil)
Revenue
% Change

2010

2011

2012

2013

2014

TTM

18,644
7.7

18,924
1.5

23,489
24.1

24,888
6.0

27,429
10.2

30,002
9.4

4,726
-0.5
2,563

4,480
-5.2
2,495

2,380
-46.9
1,160

3,656
53.6
1,719

3,096
-15.3
1,623

4,050
30.8
1,978

Operating Income
% Change
Net Income

11.9
4.7
0.3

5,244
-3,326
1,918
10.3

4,853
-4,042
811
4.3

6,131
-5,810
321
1.4

6,343
-5,395
948
3.8

4,457
-6,077
-1,620
-5.9

6,488
-7,406
-918
-3.1

Operating Cash Flow
Capital Spending
Free Cash Flow
% Sales

Score
100

3.87
-5.4
2.89

3.75
-3.1
0.20

1.42
-62.1
0.39

2.00
40.8
0.48

1.88
-6.0
-0.03

2.25
19.7
-1.04

EPS
% Change
Free Cash Flow/Share

2.10
20.48
855,000

2.10
21.65
857,000

2.10
25.07
860,000

1.46
25.51
919,564

1.24
27.44
—

1.24
28.02
919,564

19.6
5.1
13.8
0.37
3.9

17.9
4.7
13.2
0.35
3.8

6.5
1.7
4.9
0.35
3.7

7.8
2.2
6.9
0.31
3.5

7.2
2.0
5.9
0.33
3.8

8.0
2.2
6.6
0.33
3.7

Profitability
Return on Equity %
Return on Assets %
Net Margin %
Asset Turnover
Financial Leverage

65.5
25.4
12,004

62.3
23.7
12,189

56.8
10.1
18,346

56.9
14.7
18,271

52.6
11.3
20,010

54.0
13.5
25,189

Gross Margin %
Operating Margin %
Long-Term Debt

13,560
0.7

14,385
0.6

21,624
0.6

22,925
0.5

22,801
0.6

25,770
0.6

Total Equity
Fixed Asset Turns

80

Dividends/Share
Book Value/Share
Shares Outstanding (K)

60
40
20
0
2009

2010

2011

2012

2013

2014

2015

Financial Health
Current 5-Yr Avg

Distance to Default
Solvency Score
Assets/Equity
Long-Term Debt/Equity

0.6
587.2
3.8
0.9

0.7
—
3.7
0.8

2016

Sector
Median

Country
Median

0.6
633.9
2.6
0.7

0.6
576.5
1.7
0.3

Growth Per Share
Revenue %
Operating Income %
Earnings %
Dividends %
Book Value %
Stock Total Return %

1-Year

3-Year

5-Year

10-Year

10.2
-15.6
-6.0
-14.8
-0.9
-6.7

12.9
-11.6
-20.6
-16.1
6.6
4.4

9.6
-8.2
-14.4
-10.0
6.5
-1.8

6.6
-1.0
-3.7
-0.1
6.4
-1.4

Quarterly Revenue & EPS
Revenue (Mil)
Mar
Jun
2015
8,830.0 6,514.0
2014
7,237.0 6,024.0
2013
6,082.0 6,141.0
2012
4,686.0 5,954.0
Earnings Per Share ()
2015
0.80
0.74
2014
0.10
0.60
2013
-0.01
0.57
2012
0.28
0.33

Revenue Growth Year On Year %
Sep
7,401.0
6,912.0
6,502.0
6,565.0

Dec
Total
—
—
7,256.0 27,429.0
6,163.0 24,888.0
6,284.0 23,489.0

22.0
19.0

17.7
8.1

6.3

0.69
1.15
0.86
0.35

—
0.02
0.58
0.44

—
1.88
2.00
1.42

-1.0
2013

7.1

-1.9

-1.9
2014
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Morningstar Equity Research Methodology
Fundamental Analysis
At Morningstar, we believe buying shares of superior
businesses at a discount and allowing them to compound over time is the surest way to create wealth in
the stock market. The long-term fundamentals of businesses, such as cash flow, competition, economic cycles, and stewardship, are our primary focus. Occasionally, this approach causes our recommendations to
appear out of step with the market, but willingness to
be contrarian is an important source of outperformance and a benefit of Morningstar’s independence.
Our analysts conduct primary research to inform our
views on each firm’s moat, fair value and uncertainty.

Fundamental Economic
Fair Value
Moat Rating Estimate
Analysis

Uncertainty
Assessment

QQQQQ
QQQQ
QQQ
QQ
Q
Star
Rating

Economic Moat
The economic moat concept is a cornerstone of Morningstar’s investment philosophy and is used to distinguish high-quality companies with sustainable competitive advantages. An economic moat is a structural
feature that allows a firm to sustain excess returns
over a long period of time. Without a moat, a company’s profits are more susceptible to competition. Companies with narrow moats are likely to achieve normalized excess returns beyond 10 years while wide-moat
companies are likely to sustain excess returns beyond
20 years. The longer a firm generates economic profits,
the higher its intrinsic value. We believe lower-quality
no-moat companies will see their returns gravitate to-

ward the firm’s cost of capital more quickly than companies with moats will. We have identified five sources of
economic moats: intangible assets, switching costs,
network effect, cost advantage, and efficient scale.

Fair Value Estimate
Our analyst-driven fair value estimate is based primarily on Morningstar’s proprietary three-stage discounted
cash flow model. We also use a variety of supplementary fundamental methods to triangulate a company’s
worth, such as sum-of-the-parts, multiples, and yields,
among others. We’re looking well beyond next quarter
to determine the cash-generating ability of a company’s
assets because we believe the market price of a security will migrate toward the firm’s intrinsic value over
time. Economic moats are not only an important sorting
mechanism for quality in our framework, but the designation also directly contributes to our estimate of a
company’s intrinsic value through sustained excess returns on invested capital.

Uncertainty Rating
The Morningstar Uncertainty Rating demonstrates our
assessment of a firm’s cash flow predictability, or valuation risk. From this rating, we determine appropriate
margins of safety: The higher the uncertainty, the wider
the margin of safety around our fair value estimate before our recommendations are triggered. Our uncertainty ratings are low, medium, high, very high, and extreme. With each uncertainty rating is a corresponding
set of price/fair value ratios that drive our recommendations: Lower price/fair value ratios (<1.0) lead to positive recommendations, while higher price/fair value

Economic Moat
C O M PE T I T I V E F O R C E S

WIDE

Moat Sources:

Intangible
Assets

NARROW

NONE

Switching
Costs

COMPANY PROFITABILITY

Network
Effect

Cost
Advantage
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Morningstar Equity Research Methodology
ratios (>1.0) lead to negative recommendations. In very
rare cases, the fair value estimate for a firm is so unpredictable that a margin of safety cannot be properly
estimated. For these firms, we use a rating of extreme.
Very high and extreme uncertainty companies tend to
have higher risk and volatility.

Quantitatively Driven Valuations
To complement our analysts’ work, we produce Quantitative Ratings for a much larger universe of companies.
These ratings are generated by statistical models that
are meant to divine the relationships between Morningstar’s analyst-driven ratings and key financial data
points. Consequently, our quantitative ratings are directly analogous to our analyst-driven ratings.
Quantitative Fair Value Estimate (QFVE): The QFVE is
analogous to Morningstar’s fair value estimate for
stocks. It represents the per-share value of the equity
of a company. The QFVE is displayed in the same currency as the company’s last close price.
Valuation: The valuation is based on the ratio of a company’s quantitative fair value estimate to its last close price.

Understanding Differences Between Analyst
and Quantitative Valuations
If our analyst-driven ratings did not sometimes differ
from our quantitative ratings, there would be little value in producing both. Differences occur because our
quantitative ratings are essentially a highly sophisticated analysis of the analyst-driven ratings of comparable companies. If a company is unique and has few
comparable companies, the quantitative model will
have more trouble assigning correct ratings, while an
analyst will have an easier time recognizing the true
characteristics of the company. On the other hand, the
quantitative models incorporate new data efficiently
and consistently. Empirically, we find quantitative ratings and analyst-driven ratings to be equally powerful
predictors of future performance. When the analystdriven rating and the quantitative rating agree, we find
the ratings to be much more predictive than when they
differ. In this way, they provide an excellent second
opinion for each other. When the ratings differ, it may
be wise to follow the analyst’s rating for a truly unique
company with its own special situation, and follow the
quantitative rating when a company has several reasonable comparable companies and relevant information is flowing at a rapid pace.

Quantitative Uncertainty: This rating describes our level of uncertainty about the accuracy of our quantitative
fair value estimate. In this way it is analogous to Morningstar’s fair value uncertainty ratings.
Quantitative Economic Moat: The quantitative moat
rating is analogous to Morningstar’s analyst-driven
economic moat rating in that both are meant to describe the strength of a firm’s competitive position.

Uncertainty Rating
Price/Fair Value
2.00
Q

1.75

175%

1.50
1.25
1.00
0.75

155%
125%
95%

QQ

135%
105%
80%

125%

115%

110%

QQQ

90%

85%

80%

70%
60%

0.50

50%

QQQQ
QQQQQ

0.25
Low
Uncertainty Rating

Medium

High

Very High
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Exelon Corp EXC (XNYS)
Morningstar Rating

Last Price

Fair Value Estimate

Price/Fair Value

Dividend Yield %

Market Cap (Bil)

Industry

Stewardship

QQQQ

31.12 USD

35.00 USD

0.89

3.88

28.62

Utilities - Diversified

Standard

10 Feb 2016

10 Feb 2016

10 Feb 2016

10 Feb 2016

Unless stated otherwise, this Research Report was
prepared by the person(s) noted in their capacity as
Equity Analysts employed by Morningstar, Inc., or one
of its affiliates. This Report has not been made available
to the issuer of the relevant financial products prior to
publication.
The Morningstar Rating for stocks identifies stocks
trading at a discount or premium to their intrinsic value.
Five-star stocks sell for the biggest risk-adjusted
discount whereas one-star stocks trade at premiums to
their intrinsic value. Based on a fundamentally focused
methodology and a robust, standardized set of
procedures and core valuation tools used by
Morningstar's Equity Analysts, four key components
drive the Morningstar Rating: 1. Assessment of the
firm's economic moat, 2. Estimate of the stock's fair
value, 3. Uncertainty around that fair value estimate,
and 4. Current market price. Further information on
Morningstar's methodology is available from
http://global.morningstar.com/equitydisclosures.
This Report is current as of the date on the Report until
it is replaced, updated or withdrawn. This Report may
be withdrawn or changed at any time as other
information becomes available to us. This Report will
be updated if events affecting the Report materially
change.
Conflicts of Interest:
-No material interests are held by Morningstar or the
Equity Analyst in the financial products that are the
subject of the Reports.
-Equity Analysts are required to comply with the CFA
Institute's Code of Ethics and Standards of Professional
Conduct.
-Equity Analysts’ compensation is derived from
Morningstar's overall earnings and consists of salary,
bonus and in some cases restricted stock.
-Equity Analysts do not have authority over
Morningstar's investment management group's
business arrangements nor allow employees from the
investment management group to participate or
influence the analysis or opinion prepared by them.
Morningstar will not receive any direct benefit from the

publication of this Report.
- Morningstar does not receive commissions for
providing research and does not charge companies to
be rated.
-Equity Analysts use publicly available information.
-Morningstar may provide the product issuer or its
related entities with services or products for a fee and
on an arms’ length basis including software products
and licenses, research and consulting services, data
services, licenses to republish our ratings and research
in their promotional material, event sponsorship and
website advertising.
-Further information on Morningstar's conflict of
interest policies is available from http://global.mornin
gstar.com/equitydisclosures.
If you wish to obtain further information regarding
previous Reports and recommendations and our
services, please contact your local Morningstar office.
Unless otherwise provided in a separate agreement,
you may use this Report only in the country in which the
Morningstar distributor is based. Unless stated
otherwise, the original distributor of this document is
Morningstar Inc. Redistribution, in any capacity, is
prohibited without permission. The information, data,
analyses and opinions presented herein do not
constitute investment advice; are provided solely for
informational purposes and therefore are not an offer

to buy or sell a security; and are not warranted to be
correct, complete or accurate, nor may they be
construed as a representation regarding the legality of
investing in the security/ies concerned, under the
applicable investment or similar laws or regulations of
any person or entity accessing this report. The opinions
expressed are as of the date written and are subject to
change without notice. Except as otherwise required
by law, Morningstar, its affiliates, and their officers,
directors and employees shall not be responsible or
liable for any trading decisions, damages or other
losses resulting from, or related to, the information,
data, analyses or opinions or their use. You should seek
the advice of your financial, legal, tax, business and/or
other consultant, and read all relevant issue documents
pertaining to the security/ies concerned, including
without limitation, the detailed risks involved in the
investment, before making an investment decision.
Please note that investments in securities are subject
to market and other risks and there is no assurance or
guarantee that the intended investment objectives will
be achieved. Past performance of a security may or may
not be sustained in future and is no indication of future
performance. As the price / value / interest rate of a
security fluctuates, the value of your investments in the
said security, and in the income, if any, derived
therefrom may go up or down.
For Recipients in Australia: This report has been
authorized by the Head of Equity and Credit Research,
Asia Pacific, Morningstar Australasia Pty Limited and
is circulated pursuant to RG 79.26(f) as a full
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restatement of an original report (by the named
Morningstar analyst) which has already been broadly
distributed. To the extent the report contains general
advice it has been prepared without reference to your
objectives, financial situation or needs. You should
consider the advice in light of these matters and, if
applicable, the relevant Product Disclosure Statement
before making any decision to invest. Refer to our
Financial Services Guide (FSG) for more information at
www.morningstar.com.au/fsg.pdf.
For Recipients in Hong Kong: The research is distributed
by Morningstar Investment Management Asia Limited,
which is regulated by the Hong Kong Securities and
Futures Commission to provide services to professional
investors only. Neither Morningstar Investment
Management Asia Limited, nor its representatives, are
acting or will be deemed to be acting as an investment
advisor to any recipients of this information unless
expressly agreed to by Morningstar Investment
Management Asia Limited. For enquiries regarding this
research, please contact a Morningstar Investment
Management Asia Limited Licensed Representative at
http://global.morningstar.com/equitydisclosures.
For Recipients in India: This research on securities [as
defined in clause (h) of Section 2 of the Securities
Contracts (Regulation) Act, 1956], such research being
referred to for the purpose of this document as
“Investment Research”, is issued by Morningstar
Investment Adviser India Private Limited.
Morningstar Investment Adviser India Private Limited
is registered with the Securities and Exchange Board
of India under the SEBI (Investment Advisers)
Regulations, 2013, vide Registration number INA000001357,
dated March 27, 2014, and in compliance of the
aforesaid regulations and the SEBI (Research Analysts)
Regulations, 2014, it carries on the business activities
of investment advice and research. Morningstar
Investment Adviser India Private Limited has not been
the subject of any disciplinary action by SEBI or any
other legal/regulatory body. Morningstar Investment
Adviser India Private Limited is a wholly owned
subsidiary of Morningstar Associates LLC, which is a
part of the Morningstar Investment Management group
of Morningstar, Inc., and Morningstar, Inc. is a leading
provider of independent investment research that offers
an extensive line of products and services for individual

investors, financial advisors, asset managers, and
retirement plan providers and sponsors. In India,
Morningstar Investment Adviser India Private Limited
has only one associate, viz., Morningstar India Private
Limited, and this company predominantly carries on the
business activities of providing data input, data
transmission and other data related services, financial
data analysis, software development etc.
The author/creator of this Investment Research
(“Research Analyst”) or his/her associates or his/her
relatives does/do not have (i) any financial interest in
the subject company; (ii) any actual/beneficial
ownership of one per cent or more securities of the
subject company, at the end of the month immediately
preceding the date of publication of this Investment
Research; and (iii) any other material conflict of interest
at the time of publication of this Investment Research.
The Research Analyst or his/her associates or his/her
relatives has/have not received any (i) compensation
from the subject company in the past twelve months;
(ii) compensation for products or services from the
subject company in the past twelve months; and (iii)
compensation or other material benefits from the
subject company or third party in connection with this
Investment Research. Also, the Research Analyst has
not served as an officer, director or employee of the
subject company.
The terms and conditions on which Morningstar
Investment Adviser India Private Limited offers
Investment Research to clients, varies from client to
client, and are spelt out in detail in the respective client
agreement.
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COMPANY NOTE
Target Change

February 4, 2016

USA | Energy | Electric Utilities

BUY
Price target $36.00
(from $34.00)
Price $31.61

March Fourth on the Nation's Capital
Key Takeaway
Exelon reported inline earnings of $0.38 driven by lower results at ExGen due to
reduced nuclear production. Should the D.C. PSC not approve the PHI merger
th

by March 4 the company will begin to execute on its debt reduction and share
buyback plan. Exelon provided the negative impact from bonus depreciation
but highlighted its plan does not include the benefit of re-investing the cash
from bonus.
Exelon provided 2016 earnings guidance of $2.40-$2.70 (Street at $2.53) and
1Q16 guidance of $0.60-$0.70. Sector guidance is $1.25-$1.35 ExGen, $0.50-$0.60
ComEd, $0.40-$0.50 PECO and $0.25-$0.35 from BGE.
Exelon announced plans to raise the dividend by 2.5% each year over the next
three years. Management estimates that by 2018 the utilities will be funding 100% of the
dividend.
Bonus Deprecation Impact – Management provided the negative impact of bonus
depreciation to be $0.09 in 2016, $0.11 in 2017 and $0.06 in 2018 but also highlighted the
significant cash flow that will be generated with $625 million in 2016, $675 million in 2017
and $600 million in 2018. Exelon did not provide the benefit associated with re-investment
of this cash into the company’s regulated business or share repurchases.
PHI Merger – The company has put a March 4 deadline for the District of Columbia PSC
to approve the transaction. If Exelon is unable to close the transaction by then management
will execute on the debt reduction and share buyback plan. 2016 earnings include a $0.07
charge associated with the closing of the PHI merger.

Financial Summary
Book Value (MM):
Net Debt (MM):
Return on Avg. Equity:
Net Debt/Capital:
Long-Term Debt (MM):
LTD/Cap:
Dividend Yield:

$13.7
$14,029.0
22.2%
NM
$13,960.0
56.0%
4.0%

Market Data
52 Week Range:
$36.99 - $25.09
Total Entprs. Value (MM):
$41,055.6
Market Cap. (MM):
$27,026.6
Insider Ownership:
0.1%
Institutional Ownership:
65.6%
Shares Out. (MM):
855.0
Float (MM):
917.9
Avg. Daily Vol.:
7,921,283

Commonwealth Edison (CWE) earnings were unchanged at $0.09 on a yearover-year comparison. Increased capital investment was offset by unfavorable weather.
Valuation/Risks
Our $34.00 price target is based on P/E analysis. Taking our 2017 EPS estimate of $2.70
in conjunction with a P/E group average multiple of 13.4x results in a price target of
$36.00. Based on yesterday's closing price of $31.61, this would result in a 12-month price
appreciation potential of 14.8% and total return potential of 18.8% including the current
yield of 4.0%. Risks –Risks include exposure to change in the commodity price for electricity
associated with Exelon's merchant generation business, and regulatory issues associated
with the company's regulated subsidiaries.
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Investment Summary
We believe that EXC is attractive at current levels trading at a discount to
other utilities based on our P/E valuation.
Exelon 4Q15 operating EPS was $0.38 on a diluted basis, versus $0.49 for the
same period a year ago, our estimate of $0.40, and Consensus of $0.38. The
year-over-year decline was primarily driven by reduced earnings at ExGen due to
increased nuclear outages at the company’s nuclear fleet.
Exelon provided 2016 earnings guidance of $2.40-$2.70 (Street at $2.53)
and 1Q16 guidance of $0.60-$0.70. Sector guidance is $1.25-$1.35 ExGen, $0.50$0.60 ComEd, $0.40-$0.50 PECO and $0.25-$0.35 from BGE.
Exelon announced plans to raise the dividend by 2.5% each year over the next
three years. Management estimates that by 2018 the utilities will be funding 100% of
the dividend.
Bonus Deprecation Impact – Management provided the negative impact of bonus
depreciation to be $0.09 in 2016, $0.11 in 2017 and $0.06 in 2018 but also highlighted
the significant cash flow that will be generated with $625 million in 2016, $675 million in
2017 and $600 million in 2018. Exelon did not provide the benefit associated with reinvestment of this cash into the company’s regulated business or share repurchases.
Illinois Lower Carbon Initiative – No progress has yet been made with management
hopeful the legislature comes up with something in the spring time. Even with the
constructive results of the PJM capacity auction both Quad Cities and Clinton are money
losing plants.
PHI Merger – The company has put a March 4th deadline for the District of Columbia
PSC to approve the transaction. If Exelon is unable to close the transaction by then
management will execute on the debt reduction and share buyback plan. 2016 earnings
include a $0.07 charge associated with the closing of the PHI merger.
PECO Electric Rate Case – On December 17 the Pennsylvania PUC approved a
previously filed settlement that provided an increase of $127 million in annual distribution
service revenue. New rates went into effect on January 1.
BGE Electric and Gas Distribution Rate Case – On November 6 BGE filed for an
increase of $121 million and $79.5 million for the utility’s electric and gas business,
respectively. BGE requested an electric ROE of 10.6% and a gas ROE of 10.5%. A final
order is expected in June 2016.
4Q15 operating EPS excludes $0.05 of non-recurring items as follows: a $0.05
unrealized gain related to nuclear decommissioning trust investments; a $0.01 loss
related to merger and integration costs; a $0.01 loss from an asset impairment, a $0.05
loss from the reassessment of state deferred income taxes, a $0.02 loss associated with
FENG non-controlling interest, a $0.01 gain related to a reduction in state income tax
reserve, a $0.01 loss associated with the amortization of commodity contract intangibles,
and a $0.01 loss due to the PHI merger redeemable debt exchange. 4Q14 earnings
exclude $0.46 of non-recurring loss primarily associated with asset impairment.
Commonwealth Edison (CWE) earnings were unchanged at $0.09 on a yearover-year comparison. Increased capital investment was offset by unfavorable
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weather. Gross margin increased 6.4% to $869 million reflecting increased electric
distribution earnings from the impact of greater capital investment. Retail sales decreased
4.9%, or 2.2% on a weather-adjusted projection, during the quarter due to unfavorable
weather. Heating degree days were down 26.8% relative to the same period last year and
25.1% below normal. The Company estimates the negative impact of weather relative to
last year to be $0.02.
Operating income increased 8.0% to $216 due to greater gross margin reflecting the
impacts of increased capital investment. Operating and maintenance expense increased
5% to $402 million. Earnings increased 16.0% to $87 million driven primarily by higher
gross margin, offset slightly by higher O&M and depreciation expense. The effective tax
rate for the quarter was 38.3% versus 39.5% last year.
In December the Illinois Commerce Commission approved ComEd’s $67 million rate
reduction based on a 9.14% ROE and an allowed return on capital of 7.02%. New rates
went into effect in January 2016. .
PECO earnings decreased by $0.02 to $0.09 due to unfavorable weather. The
principal driver for the year-over-year change was a reduction in heating degree days,
which were down 34.5% versus the prior year and down 39.9% relative to normal. Gross
margin declined 8.9% to $409 million reflecting unfavorable weather and lower volumes.
Retail electric sales declined 5.9% but were up 0.2% on a weather adjusted basis. Gas
sales declined 22.8% but experienced a 1.6% improvement on a weather adjusted basis.
Heating degree days were down 34.5% versus the same period last year and 39.9% below
normal. The company estimates the effect of weather to be negative $0.03.
Operating Income declined 19.1% to $127 million due to reduced gross margin partly
offset by lower O&M expense. Operating and maintenance expense fell 6.6% to $184
million. Depreciation expense grew by 5.1% to $62 million driven by additional plant in
service. Earnings declined 20.2% to $79 million due to lower operating income. The
effective tax rate during the quarter was 21.0% versus 24.4% last year.
BGE earnings improved $0.02 to $0.06 during the quarter. The principal drivers
of the year-over-year change were increased distribution revenues pursuant to increased
rates effective December 2014. Gross margin grew by 9.1% to $478 million based on
higher rates.
Operating income increased 26.3% to $144 million reflecting higher gross margin.
Operating and maintenance expense increased 5.7% to $185 million. Earnings grew
39.6% to $74 million due to higher operating margin. The effective tax rate during the
quarter was 39.3% versus 41.1% last year.
Earnings at Exelon Generation decreased $0.12 to $0.15 during the quarter.
The decline in earnings reflects timing of nuclear projects and the impact of greater
nuclear refueling outages, as well as increased deprecation, which were slightly offset by
the favorable settlement of certain state income tax positions.
Gross margin decreased 1.0% to $2.1 billion due to a decline in in electric sales. Nuclear
production (excluding Salem) decreased 2.6% to 43.3 million MWh with a fleet wide
capacity factor of 93.3% versus 94.8% during 4Q14. Refueling outage days increased to
103 days from 97 last year. Non-refueling outage days in the quarter were greater at 21
days versus 8 days last year. Fossil and renewables output decreased 31.0% to 4.6 million
MWh.
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Operating income declined 48.2% to $253 million due to lower gross margin and greater
O&M and depreciation. Operating and maintenance expense increased 13.9% to $1.4
billion due to the impact of nuclear refueling outages, and depreciation expense increased
12.9% to $280 million.
Earnings decreased 38.5% to $142 million due to lower
operating margins partially offset by reduced tax expense. The effective tax rate during the
quarter was 40.1%, versus 42.8% last year.
The company updated its open gross margin and hedging assumptions. Since
the 3Q15 call 2016 total gross margin was unchanged while 2017-2018 gross margin
improved $50 million each year, all largely driven by beneficial mark-to-market hedges.
The company's Other business segment was unchanged at a loss of loss of
($0.04).
We are maintaining our 2016 and 2017 EPS estimates of $2.50, and $2.70
respectively.
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Table 1: Exelon Corporation Income Statement Forecast ($-millions)

PECO
CWE
BGE
PEPCO
DPL
ACE
Adjustment
Energy Delivery
Genco
Corporate
PEPCO Holding Company
Earnings on Cash
Reconcile
EBIT
EBITDA

MIPS Obligation
Capitalized Interest
Long-Term Interest Expense
Total Interest & P/S
Income Before Taxes
Income Taxes
Synfuel PTC
Minority Interest/preferred
Wind PTC
Net Income
Preferred Dividends
Earnings for Common
Non-Recurring Items
Merger Cost to Achieve
Total Non-Recurring
Reported Earnings
Earnings Per Share

2014A

2015A

2016E

2017E

$641
1,057
440

$669
1,105
530

$754
1,216
602
428
229
169

$842
1,338
653
449
245
184

2,137

80
2,383

3,397

3,710

1,964

1,725

1,780

1,911

(8)

(8)

3

30

(8)
35
1

(8)
35
(6)

0
$4,097
$5,736

230
$4,361
$5,425

(20)
$5,185
$7,050

(80)
$5,562
$7,839

0
0

0
0
(1,096)

0
0
(1,522)

0
0
(1,539)

$3,101
(1,082)
0
(7)
50
$2,061

$3,265
(1,138)
0
(7)
50
$2,171

$3,663
(1,406)
0
(7)
51
$2,300

$4,023
(1,540)
0
(7)
52
$2,527

$2,061

$2,171

$2,300

$2,527

0
0
2,061
$2.39

0
0
2,171
$2.51

0
0
2,300
$2.50

0
0
2,527
$2.70

Source: Jefferies estimates, company data
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Company Description
Exelon Corporation, through its subsidiaries, Commonwealth Edison Company (CWE) and Peco Energy Company (PECO), is engaged in the
regulated distribution and transmission of electricity in Chicago and regulated transmission and distribution of electricity and natural gas in
Philadelphia. In 2000, the company formed Exelon Generation, LLC to own and operate 25,543 megawatts (MW) of generation. Roughly 2/3
of the total generating capacity (16,945 MW) is nuclear, with the remaining 1/3 comprised of fossil and hydroelectric facilities.

Analyst Certification:
I, Anthony C. Crowdell, certify that all of the views expressed in this research report accurately reflect my personal views about the subject
security(ies) and subject company(ies). I also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific
recommendations or views expressed in this research report.
I, Benjamin Budish, certify that all of the views expressed in this research report accurately reflect my personal views about the subject security(ies) and
subject company(ies). I also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations
or views expressed in this research report.
As is the case with all Jefferies employees, the analyst(s) responsible for the coverage of the financial instruments discussed in this report receives
compensation based in part on the overall performance of the firm, including investment banking income. We seek to update our research as
appropriate, but various regulations may prevent us from doing so. Aside from certain industry reports published on a periodic basis, the large majority
of reports are published at irregular intervals as appropriate in the analyst's judgement.

Company Specific Disclosures
For Important Disclosure information on companies recommended in this report, please visit our website at https://javatar.bluematrix.com/sellside/
Disclosures.action or call 212.284.2300.

Explanation of Jefferies Ratings
Buy - Describes securities that we expect to provide a total return (price appreciation plus yield) of 15% or more within a 12-month period.
Hold - Describes securities that we expect to provide a total return (price appreciation plus yield) of plus 15% or minus 10% within a 12-month period.
Underperform - Describes securities that we expect to provide a total return (price appreciation plus yield) of minus 10% or less within a 12-month
period.
The expected total return (price appreciation plus yield) for Buy rated securities with an average security price consistently below $10 is 20% or more
within a 12-month period as these companies are typically more volatile than the overall stock market. For Hold rated securities with an average
security price consistently below $10, the expected total return (price appreciation plus yield) is plus or minus 20% within a 12-month period. For
Underperform rated securities with an average security price consistently below $10, the expected total return (price appreciation plus yield) is minus
20% or less within a 12-month period.
NR - The investment rating and price target have been temporarily suspended. Such suspensions are in compliance with applicable regulations and/
or Jefferies policies.
CS - Coverage Suspended. Jefferies has suspended coverage of this company.
NC - Not covered. Jefferies does not cover this company.
Restricted - Describes issuers where, in conjunction with Jefferies engagement in certain transactions, company policy or applicable securities
regulations prohibit certain types of communications, including investment recommendations.
Monitor - Describes securities whose company fundamentals and financials are being monitored, and for which no financial projections or opinions
on the investment merits of the company are provided.

Valuation Methodology
Jefferies' methodology for assigning ratings may include the following: market capitalization, maturity, growth/value, volatility and expected total
return over the next 12 months. The price targets are based on several methodologies, which may include, but are not restricted to, analyses of market
risk, growth rate, revenue stream, discounted cash flow (DCF), EBITDA, EPS, cash flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth, P/CF,
P/FCF, premium (discount)/average group EV/EBITDA, premium (discount)/average group P/E, sum of the parts, net asset value, dividend returns,
and return on equity (ROE) over the next 12 months.
Jefferies Franchise Picks
Jefferies Franchise Picks include stock selections from among the best stock ideas from our equity analysts over a 12 month period. Stock selection
is based on fundamental analysis and may take into account other factors such as analyst conviction, differentiated analysis, a favorable risk/reward
ratio and investment themes that Jefferies analysts are recommending. Jefferies Franchise Picks will include only Buy rated stocks and the number
can vary depending on analyst recommendations for inclusion. Stocks will be added as new opportunities arise and removed when the reason for
inclusion changes, the stock has met its desired return, if it is no longer rated Buy and/or if it triggers a stop loss. Stocks having 120 day volatility in
the bottom quartile of S&P stocks will continue to have a 15% stop loss, and the remainder will have a 20% stop. Franchise Picks are not intended
to represent a recommended portfolio of stocks and is not sector based, but we may note where we believe a Pick falls within an investment style
such as growth or value.
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Risks which may impede the achievement of our Price Target
This report was prepared for general circulation and does not provide investment recommendations specific to individual investors. As such, the
financial instruments discussed in this report may not be suitable for all investors and investors must make their own investment decisions based
upon their specific investment objectives and financial situation utilizing their own financial advisors as they deem necessary. Past performance of
the financial instruments recommended in this report should not be taken as an indication or guarantee of future results. The price, value of, and
income from, any of the financial instruments mentioned in this report can rise as well as fall and may be affected by changes in economic, financial
and political factors. If a financial instrument is denominated in a currency other than the investor's home currency, a change in exchange rates may
adversely affect the price of, value of, or income derived from the financial instrument described in this report. In addition, investors in securities such
as ADRs, whose values are affected by the currency of the underlying security, effectively assume currency risk.

Other Companies Mentioned in This Report
• Consolidated Edison Inc. (ED: $71.67, HOLD)
• Entergy Corporation (ETR: $73.35, HOLD)
• FirstEnergy Corp. (FE: $33.52, BUY)
• PPL Corp. (PPL: $36.69, BUY)
• Public Service Enterprise Group Inc. (PEG: $42.15, HOLD)

Distribution of Ratings
IB Serv./Past 12 Mos.
Rating
BUY
HOLD
UNDERPERFORM
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Other Important Disclosures
Jefferies Equity Research refers to research reports produced by analysts employed by one of the following Jefferies Group LLC (“Jefferies”) group
companies:
United States: Jefferies LLC which is an SEC registered firm and a member of FINRA.
United Kingdom: Jefferies International Limited, which is authorized and regulated by the Financial Conduct Authority; registered in England and
Wales No. 1978621; registered office: Vintners Place, 68 Upper Thames Street, London EC4V 3BJ; telephone +44 (0)20 7029 8000; facsimile +44 (0)20
7029 8010.
Hong Kong: Jefferies Hong Kong Limited, which is licensed by the Securities and Futures Commission of Hong Kong with CE number ATS546; located
at Suite 2201, 22nd Floor, Cheung Kong Center, 2 Queen’s Road Central, Hong Kong.
Singapore: Jefferies Singapore Limited, which is licensed by the Monetary Authority of Singapore; located at 80 Raffles Place #15-20, UOB Plaza 2,
Singapore 048624, telephone: +65 6551 3950.
Japan: Jefferies (Japan) Limited, Tokyo Branch, which is a securities company registered by the Financial Services Agency of Japan and is a member
of the Japan Securities Dealers Association; located at Hibiya Marine Bldg, 3F, 1-5-1 Yuraku-cho, Chiyoda-ku, Tokyo 100-0006; telephone +813 5251
6100; facsimile +813 5251 6101.
India: Jefferies India Private Limited (CIN - U74140MH2007PTC200509), which is licensed by the Securities and Exchange Board of India as a Merchant
Banker (INM000011443), Research Analyst (INH000000701) and a Stock Broker with Bombay Stock Exchange Limited (INB011491033) and National
Stock Exchange of India Limited (INB231491037) in the Capital Market Segment; located at 42/43, 2 North Avenue, Maker Maxity, Bandra-Kurla
Complex, Bandra (East) Mumbai 400 051, India; Tel +91 22 4356 6000.
This material has been prepared by Jefferies employing appropriate expertise, and in the belief that it is fair and not misleading. The information set
forth herein was obtained from sources believed to be reliable, but has not been independently verified by Jefferies. Therefore, except for any obligation
under applicable rules we do not guarantee its accuracy. Additional and supporting information is available upon request. Unless prohibited by the
provisions of Regulation S of the U.S. Securities Act of 1933, this material is distributed in the United States ("US"), by Jefferies LLC, a US-registered
broker-dealer, which accepts responsibility for its contents in accordance with the provisions of Rule 15a-6, under the US Securities Exchange Act of
1934. Transactions by or on behalf of any US person may only be effected through Jefferies LLC. In the United Kingdom and European Economic
Area this report is issued and/or approved for distribution by Jefferies International Limited and is intended for use only by persons who have, or have
been assessed as having, suitable professional experience and expertise, or by persons to whom it can be otherwise lawfully distributed. Jefferies
International Limited has adopted a conflicts management policy in connection with the preparation and publication of research, the details of which
are available upon request in writing to the Compliance Officer. Jefferies International Limited may allow its analysts to undertake private consultancy
work. Jefferies International Limited’s conflicts management policy sets out the arrangements Jefferies International Limited employs to manage any
potential conflicts of interest that may arise as a result of such consultancy work. For Canadian investors, this material is intended for use only by
professional or institutional investors. None of the investments or investment services mentioned or described herein is available to other persons
or to anyone in Canada who is not a "Designated Institution" as defined by the Securities Act (Ontario). In Singapore, Jefferies Singapore Limited is
regulated by the Monetary Authority of Singapore. For investors in the Republic of Singapore, this material is provided by Jefferies Singapore Limited
pursuant to Regulation 32C of the Financial Advisers Regulations. The material contained in this document is intended solely for accredited, expert or
institutional investors, as defined under the Securities and Futures Act (Cap. 289 of Singapore). If there are any matters arising from, or in connection
with this material, please contact Jefferies Singapore Limited, located at 80 Raffles Place #15-20, UOB Plaza 2, Singapore 048624, telephone: +65
6551 3950. In Japan this material is issued and distributed by Jefferies (Japan) Limited to institutional investors only. In Hong Kong, this report is
issued and approved by Jefferies Hong Kong Limited and is intended for use only by professional investors as defined in the Hong Kong Securities and
Futures Ordinance and its subsidiary legislation. In the Republic of China (Taiwan), this report should not be distributed. The research in relation to
this report is conducted outside the PRC. This report does not constitute an offer to sell or the solicitation of an offer to buy any securities in the PRC.
PRC investors shall have the relevant qualifications to invest in such securities and shall be responsible for obtaining all relevant approvals, licenses,
verifications and/or registrations from the relevant governmental authorities themselves. In India this report is made available by Jefferies India Private
Limited. In Australia this information is issued solely by Jefferies International Limited and is directed solely at wholesale clients within the meaning of
the Corporations Act 2001 of Australia (the "Act") in connection with their consideration of any investment or investment service that is the subject of
this document. Any offer or issue that is the subject of this document does not require, and this document is not, a disclosure document or product
disclosure statement within the meaning of the Act. Jefferies International Limited is authorised and regulated by the Financial Conduct Authority
under the laws of the United Kingdom, which differ from Australian laws. Jefferies International Limited has obtained relief under Australian Securities
and Investments Commission Class Order 03/1099, which conditionally exempts it from holding an Australian financial services licence under the
Act in respect of the provision of certain financial services to wholesale clients. Recipients of this document in any other jurisdictions should inform
themselves about and observe any applicable legal requirements in relation to the receipt of this document.
This report is not an offer or solicitation of an offer to buy or sell any security or derivative instrument, or to make any investment. Any opinion or
estimate constitutes the preparer's best judgment as of the date of preparation, and is subject to change without notice. Jefferies assumes no obligation
to maintain or update this report based on subsequent information and events. Jefferies, its associates or affiliates, and its respective officers, directors,
and employees may have long or short positions in, or may buy or sell any of the securities, derivative instruments or other investments mentioned or
described herein, either as agent or as principal for their own account. Upon request Jefferies may provide specialized research products or services
to certain customers focusing on the prospects for individual covered stocks as compared to other covered stocks over varying time horizons or
under differing market conditions. While the views expressed in these situations may not always be directionally consistent with the long-term views
expressed in the analyst's published research, the analyst has a reasonable basis and any inconsistencies can be reasonably explained. This material
does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of individual
clients. Clients should consider whether any advice or recommendation in this report is suitable for their particular circumstances and, if appropriate,
seek professional advice, including tax advice. The price and value of the investments referred to herein and the income from them may fluctuate. Past
performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur. Fluctuations in exchange
rates could have adverse effects on the value or price of, or income derived from, certain investments. This report has been prepared independently of
any issuer of securities mentioned herein and not in connection with any proposed offering of securities or as agent of any issuer of securities. None
of Jefferies, any of its affiliates or its research analysts has any authority whatsoever to make any representations or warranty on behalf of the issuer(s).
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Research as of 03 Feb 2016
Estimates as of 06 Oct 2015
Pricing data through 02 Feb 2016
Rating updated as of 02 Feb 2016
Currency amounts expressed with "$" are in
U.S. dollars (USD) unless otherwise denoted.

03 Feb 2016

Vital Statistics
Market Cap (USD Mil)

27,716

52-Week High (USD)

36.98

52-Week Low (USD)

25.09

52-Week Total Return %

-13.0

We are reaffirming our $35 fair value estimate and narrow
moat and stable moat trend ratings for Exelon after the
company reported earning $2.49 per share on an adjusted
basis in 2015. This was in line with our estimate and within
management's guidance range.

YTD Total Return %

8.5

Last Fiscal Year End

31 Dec 2014

We think the biggest positive for shareholders was
management's announcement that it plans to recommend
to the board a 2.5% annual dividend increase for at least
the next three years, likely starting in the second half of
2016. We had not expected a dividend increase until at least
2018, given our expected plateau in earnings the next three
years.

Price/Earnings
EV/EBITDA
EV/EBIT
Free Cash Flow Yield %
Dividend Yield %

5-Yr Forward Revenue CAGR %

Analyst Note

1

Morningstar Analyst Forecasts

3

0.86

Valuation Summary and Forecasts
2013

2014

2015(E)

2016(E)

11.0
7.3
11.6
4.0
5.3

15.5
9.5
16.7
-5.1
3.3

12.3
7.6
12.4
2.9
3.9

12.6
7.5
12.3
-1.3
3.9

Financial Summary and Forecasts (USD Mil)
Fiscal Year:

Revenue

If the board accepts this policy, we estimate Exelon's payout
ratio will top 50% by 2018. This is at the high end of what
we think is reasonable for Exelon's cash flow profile and
debt load. We're not yet entirely convinced that
management has added sufficient regulated distribution
earnings and contracted generation revenue to decouple
cash flows from volatile energy markets.

9.9

Price/Fair Value

Fiscal Year:

Contents

3.5

5-Yr Forward EPS CAGR %

Revenue YoY %
EBIT
EBIT YoY %
Net Income, Adjusted

2013

2014

2015(E)

2016(E)

24,888

27,429

22,762

25,184

6.0

10.2

-17.0

10.6

3,656

3,096

3,821

3,826

53.6

-15.3

23.4

0.1

2,150

2,065

2,125

2,065

Net Income YoY %

-7.9

-4.0

2.9

-2.9

Diluted EPS

2.50

2.39

2.46

2.39

Diluted EPS YoY %

-12.3

-4.4

2.9

-3.0

Free Cash Flow

1,500

305

1,364

136

Free Cash Flow YoY %

-22.5

-79.7

347.7

-90.0

Historical/forecast data sources are Morningstar Estimates and may reflect adjustments.

Management continues to evaluate the economic viability
of at least three nuclear plants. We assume in our long-term
forecasts that Exelon closes three plants representing 25%
of its fleet capacity. We also expect a final Pepco merger
decision by early March, in line with timeline indications
from Washington, D.C., regulators. We continue to assume
$1 per share of value dilution based on a 75% probability
of the deal closing as proposed. We don't think ongoing
legal challenges in other states will be an impediment.

Profile
Exelon's regulated distribution utilities deliver power and gas to 7.8 million
customers at Commonwealth Edison (Illinois), PECO (Pennsylvania), and
Baltimore Gas & Electric (Maryland). Exelon also owns 11 nuclear plants
and 35 gigawatts of generation capacity throughout North America,
producing 22% of U.S. nuclear power and 4% of all U.S. electricity. Exelon
also is the largest power retailer in the U.S., serving about 150 terawatt
hours of load. In March 2012, Exelon bought Constellation Energy for $7
billion.

We remain long-term bullish on fixed-price PJM power,
especially in the East, where we expect gas prices to
strengthen as takeaway capacity increases and demand
remains more robust than other regions. This drives the bulk
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of the value upside as of early February. Our $8.4 billion
midcycle gross margin outlook for Exelon Generation
remains at the high end of management's 2018 outlook
range.
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Morningstar Analyst Forecasts
Financial Summary and Forecasts
Fiscal Year Ends in December

Forecast

Growth (% YoY)

Revenue
EBIT
EBITDA
Net Income
Diluted EPS
Earnings Before Interest, after Tax
Free Cash Flow

Profitability

Operating Margin %
EBITDA Margin %
Net Margin %
Free Cash Flow Margin %
ROIC %
Adjusted ROIC %
Return on Assets %
Return on Equity %

Leverage

Debt/Capital
Total Debt/EBITDA
EBITDA/Interest Expense

3-Year
Hist. CAGR

2012

2013

2014

2015

2016

5-Year
Proj. CAGR

13.2
-11.6
-2.4
-9.3
-16.9
-7.3
-19.5

24.1
-46.9
-26.7
-15.6
-31.5
-43.1
231.6

6.0
53.6
36.3
-7.9
-12.3
-13.1
-22.5

10.2
-15.3
-6.9
-4.0
-4.4
61.0
-79.7

-17.0
23.4
15.0
2.9
2.9
-30.3
347.7

10.6
0.1
1.7
-2.9
-3.0
-7.4
-90.0

3.5
13.9
10.1
10.0
9.9
-1.0
59.1

3-Year
Hist. Avg

2012

2013

2014

2015

2016

5-Year
Proj. Avg

12.0
20.4
8.7
5.1
2.2
2.3
2.0
7.1

10.1
18.1
9.9
8.2
1.6
1.7
1.7
6.4

14.7
23.3
8.6
6.0
2.5
2.7
2.2
7.7

11.3
19.7
7.5
1.1
2.5
2.7
2.0
7.1

16.8
27.3
9.3
6.0
5.2
5.4
2.4
9.0

15.2
25.1
8.2
0.5
5.2
5.4
2.3
8.3

16.4
25.9
9.0
5.5
5.7
6.0
2.7
9.4

3-Year
Hist. Avg

2012

2013

2014

2015

2016

5-Year
Proj. Avg

0.48
4.06
4.65

0.47
4.60
4.59

0.47
3.46
4.28

0.49
4.12
5.08

0.49
3.71
6.23

0.48
3.73
6.06

0.47
3.42
6.27

Valuation Summary and Forecasts
Price/Fair Value
Price/Earnings
EV/EBITDA
EV/EBIT
Free Cash Flow Yield %
Dividend Yield %

Discounted Cash Flow Valuation

2013

2014

2015(E)

2016(E)

0.65
11.0
7.3
11.6
4.0
5.3

0.90
15.5
9.5
16.7
-5.1
3.3

—
12.3
7.6
12.4
2.9
3.9

—
12.6
7.5
12.3
-1.3
3.9

Key Valuation Drivers
Cost of Equity %
Pre-Tax Cost of Debt %
Weighted Average Cost of Capital %
Long-Run Tax Rate %
Stage II EBI Growth Rate %
Stage II Investment Rate %
Perpetuity Year

9.0
5.8
7.1
37.0
3.0
33.3
15

Additional estimates and scenarios available for download at http://select.morningstar.com.

USD Mil

Firm Value
(%)

Per Share
Value

Present Value Stage I
Present Value Stage II
Present Value Stage III

6,148
15,608
28,162

12.3
31.3
56.4

7.11
18.05
32.56

Total Firm Value

49,918

100.0

57.72

1,878
-22,272
—
-789

—
—
—
—

2.17
-25.75
—
-0.91

28,736

—

33.22

Cash and Equivalents
Debt
Preferred Stock
Other Adjustments
Equity Value

Projected Diluted Shares
Fair Value per Share (USD)

865
—

The data in the table above represent base-case forecasts in the company’s reporting
currency as of the beginning of the current year. Our fair value estimate may differ from the
equity value per share shown above due to our time value of money adjustment and in cases
where probability-weighted scenario analysis is performed.
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Morningstar Analyst Forecasts
Income Statement (USD Mil)
Fiscal Year Ends in December

Forecast
2012

2013

2014

2015

2016

Revenue

23,489

24,888

27,429

22,762

25,184

Cost of Goods Sold
Gross Profit

10,157
13,332

10,724
14,164

13,003
14,426

7,756
15,006

10,000
15,184

Selling, General & Administrative Expenses
Other Operating Expense (Income)
Other Operating Expense (Income)
Depreciation & Amortization (if reported separately)
Operating Income (ex charges)

7,961
1,019
91
1,881
2,380

7,270
1,095
-10
2,153
3,656

8,568
1,154
-706
2,314
3,096

7,594
1,191
—
2,400
3,821

7,635
1,223
—
2,500
3,826

Restructuring & Other Cash Charges
Impairment Charges (if reported separately)
Other Non-Cash (Income)/Charges
Operating Income (incl charges)

—
—
—
2,380

—
—
—
3,656

—
—
—
3,096

—
—
—
3,821

—
—
—
3,826

Interest Expense
Interest Income
Pre-Tax Income

928
346
1,798

1,356
473
2,773

1,065
455
2,486

999
350
3,172

1,044
300
3,082

627

1,044

666

1,047

1,017

—
—
—
-11
1,160

—
—
—
-10
1,719

—
—
—
-197
1,623

—
—
—
—
2,125

—
—
—
—
2,065

819
1.42

860
2.00

864
1.88

864
2.46

866
2.39

2,334
2.85

2,150
2.50

2,065
2.39

2,125
2.46

2,065
2.39

2.10

1.46

1.24

1.24

1.24

6,459
4,261

7,435
5,809

6,964
5,410

6,221
6,221

6,326
6,326

Income Tax Expense
Other After-Tax Cash Gains (Losses)
Other After-Tax Non-Cash Gains (Losses)
(Minority Interest)
(Preferred Dividends)
Net Income
Weighted Average Diluted Shares Outstanding
Diluted Earnings Per Share
Adjusted Net Income
Diluted Earnings Per Share (Adjusted)
Dividends Per Common Share
EBITDA
Adjusted EBITDA
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Morningstar Analyst Forecasts
Balance Sheet (USD Mil)
Fiscal Year Ends in December

Forecast
2012

2013

2014

2015

2016

Cash and Equivalents
Investments
Accounts Receivable
Inventory
Deferred Tax Assets (Current)
Other Short Term Assets
Current Assets

1,486
—
4,226
1,014
131
3,276
10,133

1,609
—
4,156
1,105
573
2,694
10,137

1,878
—
4,709
1,603
244
3,663
12,097

3,024
—
3,991
701
—
2,900
10,616

2,138
—
4,140
877
—
2,900
10,055

Net Property Plant, and Equipment
Goodwill
Other Intangibles
Deferred Tax Assets (Long-Term)
Other Long-Term Operating Assets
Long-Term Non-Operating Assets
Total Assets

45,186
2,625
—
58
8,346
12,206
78,554

47,330
2,625
—
—
7,835
11,997
79,924

52,087
2,672
—
—
6,076
13,882
86,814

55,087
2,672
—
—
6,000
13,882
88,257

57,712
2,672
—
—
6,000
13,882
90,321

2,648
1,257
58
3,821
7,784

2,600
1,850
40
3,238
7,728

3,056
2,262
—
3,444
8,762

1,870
2,262
—
3,500
7,632

2,192
2,262
—
3,500
7,954

Long-Term Debt
Deferred Tax Liabilities (Long-Term)
Other Long-Term Operating Liabilities
Long-Term Non-Operating Liabilities
Total Liabilities

18,346
11,551
3,981
15,075
56,737

18,271
12,905
4,388
13,692
56,984

20,010
13,019
4,550
16,340
62,681

20,810
13,200
4,600
16,340
62,582

21,310
13,400
4,600
16,340
63,604

Preferred Stock
Common Stock
Additional Paid-in Capital
Retained Earnings (Deficit)
(Treasury Stock)
Other Equity
Shareholder's Equity

87
16,632
—
9,893
-2,327
-2,574
21,711

—
16,741
—
10,358
-2,327
-1,847
22,925

—
16,709
—
10,910
-2,327
-2,491
22,801

—
16,709
30
11,963
-2,327
-2,000
24,375

—
16,709
80
12,955
-2,327
-2,000
25,417

Minority Interest
Total Equity

106
21,817

15
22,940

1,332
24,133

1,300
25,675

1,300
26,717

Accounts Payable
Short-Term Debt
Deferred Tax Liabilities (Current)
Other Short-Term Liabilities
Current Liabilities

© Morningstar 2016. All Rights Reserved. Unless otherwise provided in a separate agreement, you may use this report only in the country in which its original distributor is based. The information, data, analyses and opinions presented herein do not constitute
investment advice; are provided solely for informational purposes and therefore are not an offer to buy or sell a security; and are not warranted to be correct, complete or accurate. The opinions expressed are as of the date written and are subject to change without
notice. Except as otherwise required by law, Morningstar shall not be responsible for any trading decisions, damages or other losses resulting from, or related to, the information, data, analyses or opinions or their use. The information contained herein is the
proprietary property of Morningstar and may not be reproduced, in whole or in part, or used in any manner, without the prior written consent of Morningstar. To order reprints, call +1 312-696-6100. To license the research, call +1 312-696-6869. Please see important
disclosures at the end of this report.

Page 5 of 9

Morningstar Equity Research

Exelon Corp EXC (NYSE) | QQQQ
Last Price

Fair Value

Consider Buy

Consider Sell

Uncertainty

Economic Moat™

Moat Trend™

Stewardship

Industry Group

30.14 USD

35.00 USD

24.50 USD

47.25 USD

Medium

Narrow

Stable

Standard

Utilities - Regulated

Morningstar Analyst Forecasts
Cash Flow (USD Mil)
Forecast

Fiscal Year Ends in December
2012

2013

2014

2015

2016

Net Income

1,171

1,729

1,820

2,125

2,065

Depreciation
Amortization
Stock-Based Compensation
Impairment of Goodwill
Impairment of Other Intangibles
Deferred Taxes
Other Non-Cash Adjustments

4,079
—
—
—
—
615
894

3,779
—
—
—
—
119
261

3,868
—
—
—
—
502
1,514

2,400
—
—
—
—
425
—

2,500
—
—
—
—
200
—

(Increase) Decrease in Accounts Receivable
(Increase) Decrease in Inventory
Change in Other Short-Term Assets
Increase (Decrease) in Accounts Payable
Change in Other Short-Term Liabilities
Cash From Operations

243
26
-265
-632
—
6,131

-97
-100
742
-90
—
6,343

-318
-380
-2,758
209
—
4,457

718
902
763
-1,186
56
6,203

-149
-175
—
322
—
4,762

(Capital Expenditures)
Net (Acquisitions), Asset Sales, and Disposals
Net Sales (Purchases) of Investments
Other Investing Cash Flows
Cash From Investing

-5,789
-21
—
1,234
-4,576

-5,395
—
—
1
-5,394

-6,077
-386
—
1,864
-4,599

-5,400
—
—
126
-5,274

-5,125
—
—
—
-5,125

Common Stock Issuance (or Repurchase)
Common Stock (Dividends)
Short-Term Debt Issuance (or Retirement)
Long-Term Debt Issuance (or Retirement)
Other Financing Cash Flows
Cash From Financing

72
-1,716
-197
882
-126
-1,085

47
-1,249
332
466
-422
-826

35
-1,065
122
1,918
-599
411

30
-1,072
—
800
-32
-274

50
-1,073
—
500
—
-523

—
470

—
123

—
269

491
1,146

—
-886

Exchange Rates, Discontinued Ops, etc. (net)
Net Change in Cash
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Unless stated otherwise, this Research Report was
prepared by the person(s) noted in their capacity as Equity
Analysts employed by Morningstar, Inc., or one of its
affiliates. This Report has not been made available to the
issuer of the relevant financial products prior to publication.

Conflicts of Interest:

The Morningstar Rating for stocks identifies stocks trading
at a discount or premium to their intrinsic value. Five-star
stocks sell for the biggest risk-adjusted discount whereas
one-star stocks trade at premiums to their intrinsic value.
Based on a fundamentally focused methodology and a
robust, standardized set of procedures and core valuation
tools used by Morningstar's Equity Analysts, four key
components drive the Morningstar Rating: 1. Assessment
of the firm's economic moat, 2. Estimate of the stock's fair
value, 3. Uncertainty around that fair value estimate, and 4.
Current market price. Further information on Morningstar's
methodology is available from http://global.morningstar.
com/equitydisclosures.

-Equity Analysts are required to comply with the CFA
Institute's Code of Ethics and Standards of Professional
Conduct.

This Report is current as of the date on the Report until it is
replaced, updated or withdrawn. This Report may be
withdrawn or changed at any time as other information
becomes available to us. This Report will be updated if
events affecting the Report materially change.

-No material interests are held by Morningstar or the Equity
Analyst in the financial products that are the subject of the
Reports.

-Equity Analysts’ compensation is derived from
Morningstar's overall earnings and consists of salary, bonus
and in some cases restricted stock.
-Equity Analysts do not have authority over Morningstar's
investment management group's business arrangements
nor allow employees from the investment management
group to participate or influence the analysis or opinion
prepared by them. Morningstar will not receive any direct
benefit from the publication of this Report.
- Morningstar does not receive commissions for providing
research and does not charge companies to be rated.
-Equity Analysts use publicly available information.
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-Morningstar may provide the product issuer or its related
entities with services or products for a fee and on an arms’
length basis including software products and licenses,
research and consulting services, data services, licenses to
republish our ratings and research in their promotional
material, event sponsorship and website advertising.
-Further information on Morningstar's conflict of interest
policies is available from http://global.morningstar.com/
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on the business activities of investment advice and
research. Morningstar Investment Adviser India Private
Limited has not been the subject of any disciplinary action
by SEBI or any other legal/regulatory body. Morningstar
Investment Adviser India Private Limited is a wholly owned
subsidiary of Morningstar Associates LLC, which is a part
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 Estimate Change

Results: Capital Allocation – Looking for more clarity.
 Citi's Take — Results inline with Citi ($2.49 in EPS vs. Citi at $2.48). EXC’s 2016

guidance of $2.40 - $2.70 is also inline with Citi at $2.58.
 What is the real net debt / EBTIDA at ExGen? The 2018 net debt/EBITDA of 2.3x

in Exelon's investor presentation (page 8) is a net debt number assuming all the
FCF generated from 2016-2018 of $3.2B stays at ExGen. As Exelon has indicated,
they plan to utilize this ExGen cash to fund utility growth, dividends and renewables
investments. So the 2.3x 2018 net/debt to EBITDA is more of a scenario if all cash
stays at ExGen. Citi's projected debt/EBITDA in 2018 is 3.3x.

Neutral
Price (03 Feb 16)
Target price
Expected share price return
Expected dividend yield
Expected total return
Market Cap

2
US$31.04
US$27.00
-13.0%
4.0%
-9.0%
US$28,543M

 ExGen debt paydown of $3.6B by 2020 (as mentioned on the earnings call) is

driven by ~$2.9B of debt paydown in 2019, 2020…but where is the cash? The
gross debt paydown as forecasted in Exelon's model through 2018 is only $700m.
Two maturities in 2019 and 2020 of $2.9B drive most of the debt reduction through
2020. There is currently no plan to refinance this debt which we think is prudent
given our concerns on asset life. Question then is where is the cash to finance this
debt paydown? We currently model $1.4B of FCF at ExGen in 2019. Assuming the
same amount of FCF in 2020, Exelon wouldn’t have any FCF from ExGen in the
2019/2020 timeframe to fund utility growth or dividends. We think this clearly
creates a funding gap.

Price Performance
(RIC: EXC.N, BB: EXC US)

 Dividend payout rises to ~90% of Utility net income (ex POM) by 2018. We

forecast utility net income at $1.49/share in 2018. Starting with dividends at
$1.24/share and growing them at 2.5% we get to $1.34/share in dividends by 2018.
This translates to almost a 90% payout. The concern we have is that this dividend
profile doesn’t fit with the deleveraging being attempted at ExGen in 2019-2020.
Also, we think the dividend has been increased assuming Pepco gets approved.
While we do think the deal will get approved, we surely will have a problem on our
hands if the deal doesn’t happen.
 Implications — At this point, we remain Neutral on the stock. We would like to get

more clarity on a comprehensive capital allocation strategy. This likely comes post
Pepco. From a value perspective, we continue to think Exelon is levered to the final
rollout of the Clean Power Plan and some form of Carbon tax.
EPS (US$)

Q1

Q2

Q3

Q4

FY

FC Cons

2015A

0.71A

0.59A

0.83A

0.37A

2.49A

2.49A

2016E

0.90E

0.35E

0.74E

0.60E

2.58E

2.52E

Previous

na

na

na

na

2.58E

na

2017E

na

na

na

na

2.57E

2.64E

Previous

na

na

na

na

2.57E

na

2018E

na

na

na

na

2.79E

2.87E

Previous

na

na

na

na

2.79E

na

Source: Company Reports and dataCentral, Citi Research. FC Cons: First Call Consensus.
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We expect PepCo to deal to be approved: We have written on this deal
extensively here and here. EXC is currently awaiting decision before March 4,
2016.
Not surprised that nuclear continues to be challenged: Nuclear plants have an
average cash cost of generation of ~$30/MWh. Current 2016 power prices in the
Midwest and Mid-Atlantic are at $28/MWh and $35/MWh, respectively. Clearly this
is a challenging environment and curves don’t suggest much of an improvement in
2017 of 2018. Carbon and some regulatory support is the only real solution, in our
view.
Figure 1. 2016 EPS Citi Estimates vs Guidance
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Source: Citi Research, EXC Presentation
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Exelon Corp
Valuation
We value EXC using a sum-of-the-parts approach. We value ExGen at $10/share
and believe ExGen’s core nuclear assets will continue to experience weak
economics. Valuation is based on a 5.5x 2019 EBITDA multiple that is supported by
an UFCF conversion of 45%. The utilities business is valued at $19/share based on
a 15x terminal PE multiple. We back out $2/share for the parent to get to our price
target

Risks
Commodity price risk affecting merchant generation – If natural gas prices rise,
wholesale power prices will likely rise, raising commodity margins.
Exelon is inherently a long natural gas position since natural gas generation sets
the price of power in its key generation markets. If forward natural gas prices rise
significantly from current prices, Exelon’s earnings will likely exceed our forecasts.
Regulatory risk – All regulated utilities are subject to state and federal regulatory
agencies that can materially affect shareholder returns. Failure to obtain fair
recovery for capital expenditures or increases in operating costs can diminish
returns to shareholders and adversely affect the share price.
Credit rating – Exelon’s generation business is currently two notches above a high
yield credit rating, but declining cash flows at the merchant business presents some
risk of a possible credit rating downgrade barring deleveraging through an equity
issuance, asset sale, or other means. If ExGen’s credit rating is lowered to high
yield status, ExGen would likely have to increase their collateral and it could
pressure hedging activities going forward, which would reduce our earnings outlook

Appendix A-1
Analyst Certification
The research analyst(s) primarily responsible for the preparation and content of this research report are named in bold text in the author block at
the front of the product except for those sections where an analyst's name appears in bold alongside content which is attributable to that analyst.
Each of these analyst(s) certify, with respect to the section(s) of the report for which they are responsible, that the views expressed therein
accurately reflect their personal views about each issuer and security referenced and were prepared in an independent manner, including with
respect to Citigroup Global Markets Inc and its affiliates. No part of the research analyst's compensation was, is, or will be, directly or indirectly,
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IMPORTANT DISCLOSURES

Within the past 12 months, Citigroup Global Markets Inc. or its affiliates has acted as manager or co-manager of an offering of securities of Exelon Corp.
Citigroup Global Markets Inc. or its affiliates has received compensation for investment banking services provided within the past 12 months from Exelon
Corp.
Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from Exelon Corp in
the past 12 months.
Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as investment banking client(s): Exelon Corp.
Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investmentbanking, securities-related: Exelon Corp.
Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investmentbanking, non-securities-related: Exelon Corp.
Citigroup Global Markets Inc. and/or its affiliates has a significant financial interest in relation to Exelon Corp. (For an explanation of the determination of
significant financial interest, please refer to the policy for managing conflicts of interest which can be found at www.citiVelocity.com.)
Analysts’ compensation is determined by Citi Research management and Citigroup’s senior management and is based upon activities and services intended
to benefit the investor clients of Citigroup Global Markets Inc. and its affiliates (the “Firm”). Compensation is not linked to specific transactions or
recommendations. Like all Firm employees, analysts receive compensation that is impacted by overall Firm profitability which includes investment banking,
sales and trading, and principal trading revenues. One factor in equity research analyst compensation is arranging corporate access events between
institutional clients and the management teams of covered companies. Typically, company management is more likely to participate when the analyst has a
positive view of the company.
For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and
may act as principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been
recommended in the Product. The Firm regularly trades in the securities of the issuer(s) discussed in the Product. The Firm may engage in securities
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transactions in a manner inconsistent with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal
basis.
For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Research product ("the
Product"), please contact Citi Research, 388 Greenwich Street, 28th Floor, New York, NY, 10013, Attention: Legal/Compliance [E6WYB6412478]. In
addition, the same important disclosures, with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's
disclosure website at https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures. Valuation and Risk assessments can be found in the text of the
most recent research note/report regarding the subject company. Historical disclosures (for up to the past three years) will be provided upon request.
Citi Research Equity Ratings Distribution

12 Month Rating
Data current as of 31 Dec 2015
Buy
Hold
Sell
Citi Research Global Fundamental Coverage
48%
40%
12%
% of companies in each rating category that are investment banking clients
64%
64%
59%
Guide to Citi Research Fundamental Research Investment Ratings:
Citi Research stock recommendations include an investment rating and an optional risk rating to highlight high risk stocks.
Risk rating takes into account both price volatility and fundamental criteria. Stocks will either have no risk rating or a High risk rating assigned.
Investment Ratings: Citi Research investment ratings are Buy, Neutral and Sell. Our ratings are a function of analyst expectations of expected total return
("ETR") and risk. ETR is the sum of the forecast price appreciation (or depreciation) plus the dividend yield for a stock within the next 12 months. The
Investment rating definitions are: Buy (1) ETR of 15% or more or 25% or more for High risk stocks; and Sell (3) for negative ETR. Any covered stock not
assigned a Buy or a Sell is a Neutral (2). For stocks rated Neutral (2), if an analyst believes that there are insufficient valuation drivers and/or investment
catalysts to derive a positive or negative investment view, they may elect with the approval of Citi Research management not to assign a target price and,
thus, not derive an ETR. Analysts may place covered stocks "Under Review" in response to exceptional circumstances (e.g. lack of information critical to the
analyst's thesis) affecting the company and / or trading in the company's securities (e.g. trading suspension). As soon as practically possible, the analyst will
publish a note re-establishing a rating and investment thesis. To satisfy regulatory requirements, we correspond Under Review and Neutral to Hold in our
ratings distribution table for our 12-month fundamental rating system. However, we reiterate that we do not consider Under Review to be a recommendation.
Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change
in target price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price
movements and/or other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to
review by Research Management. Your decision to buy or sell a security should be based upon your personal investment objectives and should be made
only after evaluating the stock's expected performance and risk.
Prior to May 1, 2014 Citi Research may have also assigned a three-month relative call (or rating) to a stock to highlight expected out-performance (most
preferred) or under-performance (least preferred) versus the geographic and industry sector over a 3 month period. The relative call may have highlighted a
specific near-term catalyst or event impacting the company or the market that was anticipated to have a short-term price impact on the equity securities of
the company. Absent any specific catalyst the analyst(s) may have indicated the most and least preferred stocks in the universe of stocks under
consideration, explaining the basis for this short-term view. This three-month view may have been different from and did not affect a stock's fundamental
equity rating, which reflected a longer-term total absolute return expectation.
NON-US RESEARCH ANALYST DISCLOSURES
Non-US research analysts who have prepared this report (i.e., all research analysts listed below other than those identified as employed by Citigroup Global
Markets Inc.) are not registered/qualified as research analysts with FINRA. Such research analysts may not be associated persons of the member
organization and therefore may not be subject to the FINRA Rule 2241 restrictions on communications with a subject company, public appearances and
trading securities held by a research analyst account. The legal entities employing the authors of this report are listed below:
Citigroup Global Markets Inc

Praful Mehta; Sophie K Karp; Tulkin Niyazov; Jesse Chai

OTHER DISCLOSURES

The subject company's share price set out on the front page of this Product is quoted as at 03 February 2016 01:04 PM on the issuer's primary market.
Many European regulators require that a firm must establish, implement and make available a policy for managing conflicts of interest arising as a result of
publication or distribution of investment research. The policy applicable to Citi Research's Products can be found
at https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures.
Citigroup Global Markets India Private Limited and/or its affiliates may have, from time to time, actual or beneficial ownership of 1% or more in the debt
securities of the subject issuer.
Citi Research generally disseminates its research to the Firm’s global institutional and retail clients via both proprietary (e.g., Citi Velocity and Citi Personal
Wealth Management) and non-proprietary electronic distribution platforms. Certain research may be disseminated only via the Firm’s proprietary distribution
platforms; however such research will not contain changes to earnings forecasts, target price, investment or risk rating or investment thesis or be otherwise
inconsistent with the author’s previously published research. Certain research is made available only to institutional investors to satisfy regulatory
requirements. Individual Citi Research analysts may also opt to circulate published research to one or more clients by email; such email distribution is
discretionary and is done only after the research has been disseminated. The level and types of services provided by Citi Research analysts to clients may
vary depending on various factors such as the client’s individual preferences as to the frequency and manner of receiving communications from analysts, the
client’s risk profile and investment focus and perspective (e.g. market-wide, sector specific, long term, short-term etc.), the size and scope of the overall
client relationship with the Firm and legal and regulatory constraints.
Pursuant to Comissão de Valores Mobiliários Rule 483, Citi is required to disclose whether a Citi related company or business has a commercial relationship
with the subject company. Considering that Citi operates multiple businesses in more than 100 countries around the world, it is likely that Citi has a
commercial relationship with the subject company.
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Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other
obligations of any insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal
amount invested. The Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any
decision to purchase securities mentioned in the Product must take into account existing public information on such security or any registered prospectus.
Although information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its accuracy and it may
be incomplete and condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and completeness of the disclosures
made in the Important Disclosures section of the Product. The Firm's research department has received assistance from the subject company(ies) referred
to in this Product including, but not limited to, discussions with management of the subject company(ies). Firm policy prohibits research analysts from
sending draft research to subject companies. However, it should be presumed that the author of the Product has had discussions with the subject company
to ensure factual accuracy prior to publication. All opinions, projections and estimates constitute the judgment of the author as of the date of the Product and
these, plus any other information contained in the Product, are subject to change without notice. Prices and availability of financial instruments also are
subject to change without notice. Notwithstanding other departments within the Firm advising the companies discussed in this Product, information obtained
in such role is not used in the preparation of the Product. Although Citi Research does not set a predetermined frequency for publication, if the Product is a
fundamental equity or credit research report, it is the intention of Citi Research to provide research coverage of the covered issuers, including in response to
news affecting the issuer. For non-fundamental research reports, Citi Research may not provide regular updates to the views, recommendations and facts
included in the reports. Notwithstanding that Citi Research maintains coverage on, makes recommendations concerning or discusses issuers, Citi Research
may be periodically restricted from referencing certain issuers due to legal or policy reasons. Citi Research may provide different research products and
services to different classes of customers (for example, based upon long-term or short-term investment horizons) that may lead to differing conclusions or
recommendations that could impact the price of a security contrary to the recommendations in the alternative research product, provided that each is
consistent with the rating system for each respective product.
Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the
reporting requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign
companies are generally not subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of
some foreign companies may be less liquid and their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate
movements may have an adverse effect on the value of an investment in a foreign stock and its corresponding dividend payment for U.S. investors. Net
dividends to ADR investors are estimated, using withholding tax rates conventions, deemed accurate, but investors are urged to consult their tax advisor for
exact dividend computations. Investors who have received the Product from the Firm may be prohibited in certain states or other jurisdictions from
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Citigroup Global Markets India Private Limited (CGM), which is regulated by the Securities and Exchange Board of India (SEBI), as a Research Analyst
(SEBI Registration No. INH000000438). CGM is also actively involved in the business of merchant banking, stock brokerage, and depository participant, in
India, and is registered with SEBI in this regard. CGM’s registered office is at 1202, 12th Floor, FIFC, G Block, Bandra Kurla Complex, Bandra East, Mumbai
– 400051. CGM’s Corporate Identity Number is U99999MH2000PTC126657, and its contact details are: Tel:+9102261759999 Fax:+9102261759961. The
Product is made available in Indonesia through PT Citigroup Securities Indonesia. 5/F, Citibank Tower, Bapindo Plaza, Jl. Jend. Sudirman Kav. 54-55,
Jakarta 12190. Neither this Product nor any copy hereof may be distributed in Indonesia or to any Indonesian citizens wherever they are domiciled or to
Indonesian residents except in compliance with applicable capital market laws and regulations. This Product is not an offer of securities in Indonesia. The
securities referred to in this Product have not been registered with the Capital Market and Financial Institutions Supervisory Agency (BAPEPAM-LK)
pursuant to relevant capital market laws and regulations, and may not be offered or sold within the territory of the Republic of Indonesia or to Indonesian
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citizens through a public offering or in circumstances which constitute an offer within the meaning of the Indonesian capital market laws and
regulations. The Product is made available in Israel through Citibank NA, regulated by the Bank of Israel and the Israeli Securities Authority. Citibank, N.A,
Platinum Building, 21 Ha'arba'ah St, Tel Aviv, Israel. The Product is made available in Italy by Citigroup Global Markets Limited, which is authorised by the
PRA and regulated by the FCA and the PRA. Via dei Mercanti, 12, Milan, 20121, Italy. The Product is made available in Japan by Citigroup Global Markets
Japan Inc. ("CGMJ"), which is regulated by Financial Services Agency, Securities and Exchange Surveillance Commission, Japan Securities Dealers
Association, Tokyo Stock Exchange and Osaka Securities Exchange. Shin-Marunouchi Building, 1-5-1 Marunouchi, Chiyoda-ku, Tokyo 100-6520 Japan. If
the Product was distributed by SMBC Nikko Securities Inc. it is being so distributed under license. In the event that an error is found in an CGMJ research
report, a revised version will be posted on the Firm's Citi Velocity website. If you have questions regarding Citi Velocity, please call (81 3) 6270-3019 for
help. The Product is made available in Korea by Citigroup Global Markets Korea Securities Ltd., which is regulated by the Financial Services Commission,
the Financial Supervisory Service and the Korea Financial Investment Association (KOFIA). Citibank Building, 39 Da-dong, Jung-gu, Seoul 100-180,
Korea. KOFIA makes available registration information of research analysts on its website. Please visit the following website if you wish to find KOFIA
registration information on research analysts of Citigroup Global Markets Korea Securities
Ltd. http://dis.kofia.or.kr/websquare/index.jsp?w2xPath=/wq/fundMgr/DISFundMgrAnalystList.xml&divisionId=MDIS03002002000000&serviceId=SDIS03002
002000. The Product is made available in Korea by Citibank Korea Inc., which is regulated by the Financial Services Commission and the Financial
Supervisory Service. Address is Citibank Building, 39 Da-dong, Jung-gu, Seoul 100-180, Korea. The Product is made available in Malaysia by Citigroup
Global Markets Malaysia Sdn Bhd (Company No. 460819-D) (“CGMM”) to its clients and CGMM takes responsibility for its contents. CGMM is regulated by
the Securities Commission of Malaysia. Please contact CGMM at Level 43 Menara Citibank, 165 Jalan Ampang, 50450 Kuala Lumpur, Malaysia in respect
of any matters arising from, or in connection with, the Product. The Product is made available in Mexico by Acciones y Valores Banamex, S.A. De C. V.,
Casa de Bolsa, Integrante del Grupo Financiero Banamex ("Accival") which is a wholly owned subsidiary of Citigroup Inc. and is regulated by Comision
Nacional Bancaria y de Valores. Reforma 398, Col. Juarez, 06600 Mexico, D.F. In New Zealand the Product is made available to ‘wholesale clients’ only as
defined by s5C(1) of the Financial Advisers Act 2008 (‘FAA’) through Citigroup Global Markets Australia Pty Ltd (ABN 64 003 114 832 and AFSL No.
240992), an overseas financial adviser as defined by the FAA, participant of the ASX Group and regulated by the Australian Securities & Investments
Commission. Citigroup Centre, 2 Park Street, Sydney, NSW 2000. The Product is made available in Pakistan by Citibank N.A. Pakistan branch, which is
regulated by the State Bank of Pakistan and Securities Exchange Commission, Pakistan. AWT Plaza, 1.1. Chundrigar Road, P.O. Box 4889, Karachi74200. The Product is made available in the Philippines through Citicorp Financial Services and Insurance Brokerage Philippines, Inc., which is regulated
by the Philippines Securities and Exchange Commission. 20th Floor Citibank Square Bldg. The Product is made available in the Philippines through Citibank
NA Philippines branch, Citibank Tower, 8741 Paseo De Roxas, Makati City, Manila. Citibank NA Philippines NA is regulated by The Bangko Sentral ng
Pilipinas. The Product is made available in Poland by Dom Maklerski Banku Handlowego SA an indirect subsidiary of Citigroup Inc., which is regulated by
Komisja Nadzoru Finansowego. Dom Maklerski Banku Handlowego S.A. ul.Senatorska 16, 00-923 Warszawa. The Product is made available in the
Russian Federation through ZAO Citibank, which is licensed to carry out banking activities in the Russian Federation in accordance with the general
banking license issued by the Central Bank of the Russian Federation and brokerage activities in accordance with the license issued by the Federal Service
for Financial Markets. Neither the Product nor any information contained in the Product shall be considered as advertising the securities mentioned in this
report within the territory of the Russian Federation or outside the Russian Federation. The Product does not constitute an appraisal within the meaning of
the Federal Law of the Russian Federation of 29 July 1998 No. 135-FZ (as amended) On Appraisal Activities in the Russian Federation. 8-10 Gasheka
Street, 125047 Moscow. The Product is made available in Singapore through Citigroup Global Markets Singapore Pte. Ltd. (“CGMSPL”), a capital markets
services license holder, and regulated by Monetary Authority of Singapore. Please contact CGMSPL at 8 Marina View, 21st Floor Asia Square Tower 1,
Singapore 018960, in respect of any matters arising from, or in connection with, the analysis of this document. This report is intended for recipients who are
accredited, expert and institutional investors as defined under the Securities and Futures Act (Cap. 289). The Product is made available by The Citigroup
Private Bank in Singapore through Citibank, N.A., Singapore Branch, a licensed bank in Singapore that is regulated by Monetary Authority of Singapore.
Please contact your Private Banker in Citibank N.A., Singapore Branch if you have any queries on or any matters arising from or in connection with this
document. This report is intended for recipients who are accredited, expert and institutional investors as defined under the Securities and Futures Act (Cap.
289). This report is distributed in Singapore by Citibank Singapore Ltd ("CSL") to selected Citigold/Citigold Private Clients. CSL provides no independent
research or analysis of the substance or in preparation of this report. Please contact your Citigold//Citigold Private Client Relationship Manager in CSL if you
have any queries on or any matters arising from or in connection with this report. This report is intended for recipients who are accredited investors as
defined under the Securities and Futures Act (Cap. 289). Citigroup Global Markets (Pty) Ltd. is incorporated in the Republic of South Africa (company
registration number 2000/025866/07) and its registered office is at 145 West Street, Sandton, 2196, Saxonwold. Citigroup Global Markets (Pty) Ltd. is
regulated by JSE Securities Exchange South Africa, South African Reserve Bank and the Financial Services Board. The investments and services
contained herein are not available to private customers in South Africa. The Product is made available in the Republic of China through Citigroup Global
Markets Taiwan Securities Company Ltd. ("CGMTS"), 14 and 15F, No. 1, Songzhi Road, Taipei 110, Taiwan and/or through Citibank Securities (Taiwan)
Company Limited ("CSTL"), 14 and 15F, No. 1, Songzhi Road, Taipei 110, Taiwan, subject to the respective license scope of each entity and the applicable
laws and regulations in the Republic of China. CGMTS and CSTL are both regulated by the Securities and Futures Bureau of the Financial Supervisory
Commission of Taiwan, the Republic of China. No portion of the Product may be reproduced or quoted in the Republic of China by the press or any third
parties [without the written authorization of CGMTS and CSTL]. If the Product covers securities which are not allowed to be offered or traded in the Republic
of China, neither the Product nor any information contained in the Product shall be considered as advertising the securities or making recommendation of
the securities in the Republic of China. The Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale
of a security or financial products. Any decision to purchase securities or financial products mentioned in the Product must take into account existing public
information on such security or the financial products or any registered prospectus. The Product is made available in Thailand through Citicorp Securities
(Thailand) Ltd., which is regulated by the Securities and Exchange Commission of Thailand. 399 Interchange 21 Building, 18th Floor, Sukhumvit Road,
Klongtoey Nua, Wattana ,Bangkok 10110, Thailand. The Product is made available in Turkey through Citibank AS which is regulated by Capital Markets
Board. Tekfen Tower, Eski Buyukdere Caddesi # 209 Kat 2B, 23294 Levent, Istanbul, Turkey. In the U.A.E, these materials (the "Materials") are
communicated by Citigroup Global Markets Limited, DIFC branch ("CGML"), an entity registered in the Dubai International Financial Center ("DIFC") and
licensed and regulated by the Dubai Financial Services Authority ("DFSA") to Professional Clients and Market Counterparties only and should not be relied
upon or distributed to Retail Clients. A distribution of the different Citi Research ratings distribution, in percentage terms for Investments in each sector
covered is made available on request. Financial products and/or services to which the Materials relate will only be made available to Professional Clients
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and Market Counterparties. The Product is made available in United Kingdom by Citigroup Global Markets Limited, which is authorised by the Prudential
Regulation Authority (“PRA”) and regulated by the Financial Conduct Authority (“FCA”) and the PRA. This material may relate to investments or services of
a person outside of the UK or to other matters which are not authorised by the PRA nor regulated by the FCA and the PRA and further details as to where
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available by Citigroup Global Markets Limited, which is authorised by the PRA and regulated by the FCA and the PRA.
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risks associated with a particular transaction. Advice in the Product is general and should not be construed as personal advice given it has been prepared
without taking account of the objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on the advice,
consider the appropriateness of the advice, having regard to their objectives, financial situation and needs. Prior to acquiring any financial product, it is the
client's responsibility to obtain the relevant offer document for the product and consider it before making a decision as to whether to purchase the product.
Citi Research product may source data from dataCentral. dataCentral is a Citi Research proprietary database, which includes the Firm’s estimates, data
from company reports and feeds from Thomson Reuters. The printed and printable version of the research report may not include all the information (e.g.,
certain financial summary information and comparable company data) that is linked to the online version available on the Firm's proprietary electronic
distribution platforms.
© 2016 Citigroup Global Markets Inc. Citi Research is a division of Citigroup Global Markets Inc. Citi and Citi with Arc Design are trademarks and service
marks of Citigroup Inc. and its affiliates and are used and registered throughout the world. All rights reserved. The research data in this report is not intended
to be used for the purpose of (a) determining the price or amounts due in respect of one or more financial products or instruments and/or (b) measuring or
comparing the performance of a financial product or a portfolio of financial instruments, and any such use is strictly prohibited without the prior written
consent of Citi Research. Any unauthorized use, duplication, redistribution or disclosure of this report (the “Product”), including, but not limited to,
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Inc. (MSCI). Without prior written permission of MSCI, this information and any other MSCI intellectual property may not be reproduced, redisseminated or
used to create any financial products, including any indices. This information is provided on an "as is" basis. The user assumes the entire risk of any use
made of this information. MSCI, its affiliates and any third party involved in, or related to, computing or compiling the information hereby expressly disclaim
all warranties of originality, accuracy, completeness, merchantability or fitness for a particular purpose with respect to any of this information. Without limiting
any of the foregoing, in no event shall MSCI, any of its affiliates or any third party involved in, or related to, computing or compiling the information have any
liability for any damages of any kind. MSCI, Morgan Stanley Capital International and the MSCI indexes are services marks of MSCI and its affiliates. The
Firm accepts no liability whatsoever for the actions of third parties. The Product may provide the addresses of, or contain hyperlinks to, websites. Except to
the extent to which the Product refers to website material of the Firm, the Firm has not reviewed the linked site. Equally, except to the extent to which the
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Company Update

Company Statistics
Market Capitalization (M):

$29,067

Shares Outstanding (M):

920

Dividend:

$1.26

Dividend Yield:

4.0%

Payout Ratio:

49.5%

Expected Total Return:

14.7%

Fiscal Year End

Dec

Earnings Summary

EPS
P/E
EPS vs Consensus
Consensus EPS
Consensus P/E

2016E

2017E

2018E

$2.55
12.4x
0.5%
$2.54
12.5x

$2.65
11.9x
(1.3)%
$2.68
11.8x

$2.85
11.1x
(0.4)%
$2.86
11.1x

1 Year Price History
Exelon Corp. vs. S&P 500
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Source: FactSet

Valuation and Risks. Our valuation is based on a
sum of the parts analysis. We use a P/E multiple
on the utility and an EBITDA multiple for the genco
business. Lower power prices / capacity prices and
unfavorable outcomes in regulatory proceedings
would cause our valuation to be lower. Higher
interest rates would pull utility earnings up but
pressure multiples so the net impact would likely
be negative overall. A favorable outcome in the
upcoming PJM capacity auctions and/or passage
of legislation to bolster the revenue stream of the
Illinois nuclear units would be accretive.

Cash Is King! EPS Outlook And Improving
Balance Sheet At ExGen Make For A
Compelling Investment
Rating Buy, Target $35/Share
EXC reported 4Q15 EPS of $0.38 and earned $2.49 for FY ‘15 year
vs. consensus of $2.51 and EVRISI at $2.52. FY ’15 guidance had
been $2.40-$2.60. The quarter was negatively impacted YoY by nuclear
outages, weather, higher D&A, higher debt and equity costs due to
the prefunding of the pending POM deal, offset by higher revenues at
COMED and BG&E, lower expenses at BG&E and PECO, and a tax
benefit at ExGen.
EPS guidance for ’16 is $2.40-$2.70, which is consistent with our
expectations. EXC will raise the dividend 2.5% annually through ’18
beginning in Q2 ’16. Earnings guidance for the three utilities and ExGen
takes in to account EPS and cash flow impacts from bonus depreciation
on both sides of the house, ExGen’s hedge position and updated (slightly
better) O&M cost reduction targets. Exelon’s forecast assumes POM
doesn’t close whilst ours assumes it does (modestly dilutive in 2016). We
are initiating a 2018 EPS estimate. Our ‘16-‘18 EPS forecast is $2.55,
$2.65, $2.85. At the core utility businesses earnings guidance is lower
by $.03/share at the mid-point in each of ’16-’18 taking in to account
the impact of bonus deprecation after some offsetting cost improvement
assumptions. At ExGen EPS is negatively impacted by $0.05-$0.07
across the forecast period due to bonus depreciation impacts but the
cash flow impact is enormous, with $1.875bn of incremental cash flow
over the three year period versus prior guidance. The gross margin
outlook given power market conditions net of hedges is flat to up, and the
cost profile is modestly better. Owing to the growing contribution of the
utilities to the overall earnings profile and ExGen’s very strong balance
sheet position (more on that below), EXC has committed to raise the
dividend 2.5% a year through 2018 beginning in Q2 ’16.
The cash flow profile at ExGen could drive debt to EBITDA down to
<2.5X by YE ’18. The strength of ExGen’s balance sheet is a meaningful
differentiating factor in the value proposition. ExGen has +/-$9bn of
debt but between ’16-18 expects to generate $3.2bn of cash after all
capital expenditures, which if not reinvested in further rate base growth
opportunities, contracted generation or returned to investors would drive
the net debt balance to +/-$6bn, which against our estimate of $2.85bn
of EBITDA in ’18 is a debt to EBITDA multiple of <2.5X. FFO debt metrics
rise to >40%. Open gross margins at ExGen has improved by $50mm
in each of ’17 and ’18, as expected generation volumes increased 1,200
GWh. ExGen is 91.5% / 62.5% / 29.5% hedged for 2016-2018, with
effective realized hedge prices improving in NYISO and ERCOT, while
decreasing in NI hub, PJM West and New England.
The risk / reward looks favorable at this stock price. Target remains
$35. Looking at EXC’s current share price we think that its utility business
—including the assumption that the close POM--are worth $25/share
(they should contribute $1.60 of EPS in ’18, at a 15.5X P/E). That means
ExGen is trading at $6 a share or roughly $5.5bn of equity value on ’18
pro-forma shares. If EXC is able to get its net debt down to +/-$6bn by YE
’18 then ExGen will have an enterprise value of $11.5bn against $2.85bn

Please see the analyst certification and important disclosures on page 3 of this report. Evercore ISI and affiliates do and seek to do business with
companies covered in its research reports. Investors should be aware that the firm may have a conflict of interest that could affect the objectivity
of this report. Investors should consider this report as only a single factor in making their investment decision.
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of EBITDA, a multiple of 4X, while generating free cash flow of between $800-$1bn, which
equates to an unlevered cash yield of >11%. This valuation is on current low gas and
power prices. We think the market is discounting the majority of EXC’s generation fleet being
uneconomic within 10-13 years, whilst their large duel fuel nuclear units will all likely operate until
2030-2040. Just a $0.50 increase in natural gas prices would increase EBITDA in FY ’18 by +/$350mm, and notwithstanding that these nuclear plants should have increasing economic value
over time assuming the implementation of the Clean Power Plan. Using the above mentioned
financial framework our $35 12 month target price assumes a 5.5X FY ’18 EV/EBITDA multiple
without any improvement in gas or power prices. With a 4% current yield our $35 target drives
a 15% total return from current levels.
What’s next? The D.C. PSC has indicated its intent to render a decision on the proposed Pepco
merger before the 3/4/16 deadline. EXC continues working with stakeholders and legislators in
Illinois on a plan that will support its distressed nuclear assets in that state, intent on delivering
an agreeable package to the legislature in the next few months. The PJM '19/'20 BRA begins
on 5/11/16 and results will be posted on 5/24/16. The MD PSC is expected to issue a final order
on the pending BGE electric and gas distribution rate case by 6/3/16. Possible action by NY that
might create zero emissions credits to subside nuclear generation like Ginna can be beneficial
to margins out the curve, though by the company’s admission the state would have to move
relatively quickly for it to be meaningful beyond expiration of its RSSA.
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Price
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Evercore ISI
Target

Hold

$47.33

$43.50

American Electric Power

Buy

$63.31

$62.00

CPN

Calpine Corp.

Buy

$15.94

$16.00

CMS

CMS Energy Corp.

Hold

$39.44

$35.25

ED

Consolidated Edison Inc.

Hold

$71.67

$65.00

D

Dominion Resources Inc.

Buy

$69.93

$74.00

DTE

DTE Energy Co.

Hold

$87.09

$85.00

DUK

Duke Energy Corp.

Hold

$78.56

$73.00

DYN

Dynegy Inc.

Buy

$12.00

$20.00

EIX

Edison International

Buy

$64.07

$65.00

ETR

Entergy Corp.

Hold

$73.35

$72.00

ES

Eversource Energy

Hold

$55.72

$50.85

EXC

Exelon Corp.

Buy

$31.61

$35.00

FE

FirstEnergy Corp.

Hold

$33.52

$33.00

HE

Hawaiian Electric Industries Inc.

Hold

$30.60

$30.00

HIFR

InfraREIT, Inc.

Buy

$20.91

$29.00

ITC

ITC Holdings

Hold

$39.89

$42.00

NEE

NextEra Energy Inc

Buy

$114.75

$114.00

NRG

NRG Energy Inc.

Buy

$11.38

$16.00

NYLD

NRG Yield, Inc.

Buy

$13.17

$20.00

POM

Pepco Holdings, Inc.

Hold

$26.64

$25.25

PCG

PG&E Corp.

Buy

$57.46

$57.00

PNW

Pinnacle West Capital Corp.

Hold

$69.71

$66.00

PPL

PPL Corp.

Buy

$36.69

$36.00

PEG

Public Service Enterprise Group

Hold

$42.15

$44.00

SRE

Sempra Energy

Buy

$95.64

$110.00

SO

Southern Co.

Hold

$48.51

$46.00

TLN

Talen Energy Corporation

Buy

$7.28

$11.50

TE

TECO Energy Inc.

Hold

$27.34

$26.50

AES

The AES Corporation

Buy

$9.75

$13.25

WEC

WEC Energy Group, Inc.

Hold

$56.65

$51.50

WR

Westar Energy Inc.

Hold

$45.96

$40.00

XEL

Xcel Energy Inc.

Hold

$39.25

$36.50
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Rating

AEE

Ameren Corp.

AEP

ANALYST CERTIFICATION
The analysts, Greg Gordon and Phil Covello, primarily responsible for the preparation of this research report attest to the following: (1) that the
views and opinions rendered in this research report reflect his or her personal views about the subject companies or issuers; and (2) that no part
of the research analyst’s compensation was, is, or will be directly related to the specific recommendations or views in this research report.

DISCLOSURES
This report is approved and/or distributed by Evercore Group LLC (“Evercore Group”), a U.S. licensed broker-dealer regulated by the Financial
Industry Regulatory Authority (“FINRA”), and International Strategy & Investment Group (UK) Limited (“ISI UK”), which is authorised and regulated
in the United Kingdom by the Financial Conduct Authority. The institutional sales, trading and research businesses of Evercore Group and ISI
UK collectively operate under the global marketing brand name Evercore ISI (“Evercore ISI”). Both Evercore Group and ISI UK are subsidiaries
of Evercore Partners Inc. ("Evercore Partners"). The trademarks, logos and service marks shown on this report are registered trademarks of
Evercore Partners.
The analysts and associates responsible for preparing this report receive compensation based on various factors, including Evercore Partners’
total revenues, a portion of which is generated by affiliated investment banking transactions. Evercore ISI seeks to update its research as
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appropriate, but various regulations may prevent this from happening in certain instances. Aside from certain industry reports published on a
periodic basis, the large majority of reports are published at irregular intervals as appropriate in the analyst’s judgment.
Evercore ISI generally prohibits analysts, associates and members of their households from maintaining a financial interest in the securities
of any company in the analyst’s area of coverage. Any exception to this policy requires specific approval by a member of our Compliance
Department. Such ownership is subject to compliance with applicable regulations and disclosure. Evercore ISI also prohibits analysts, associates
and members of their households from serving as an officer, director, advisory board member or employee of any company that the analyst
covers.
This report may include a Tactical Call, which describes a near-term event or catalyst affecting the subject company or the market overall and
which is expected to have a short-term price impact on the equity shares of the subject company. This Tactical Call is separate from the analyst’s
long-term recommendation (Buy, Hold or Sell) that reflects a stock’s forward 12-month expected return, is not a formal rating and may differ from
the target prices and recommendations reflected in the analyst’s long-term view.
Applicable current disclosures regarding the subject companies covered in this report are available at the offices of Evercore ISI, and
can be obtained by writing to Evercore Group LLC, Attn. Compliance, 666 Fifth Avenue, 11th Floor, New York, NY 10103.
Evercore Partners and its affiliates, and / or their respective directors, officers, members and employees, may have, or have had, interests or
qualified holdings on issuers mentioned in this report. Evercore Partners and its affiliates may have, or have had, business relationships with the
companies mentioned in this report..
Additional information on securities or financial instruments mentioned in this report is available upon request.
Ratings Definitions
Current Ratings Definition
Evercore ISI’s recommendations are based on a stock’s total forecasted return over the next 12 months. Total forecasted return is equal to the
expected percentage price return plus gross dividend yield. We divide our stocks under coverage into three ratings categories, with the following
return guidelines:
Buy – the total forecasted return is expected to be greater than 10%
Hold – the total forecasted return is expected to be greater than or equal to 0% and less than or equal to 10%
Sell – the total forecasted return is expected to be less than 0%
Coverage Suspended – the rating and target price have been removed pursuant to Evercore ISI policy when Evercore is acting in an advisory
capacity in a merger or strategic transaction involving this company and in certain other circumstances.*
Rating Suspended - Evercore ISI has suspended the rating and target price for this stock because there is not sufficient fundamental basis for
determining, or there are legal, regulartory or policy constraints around publishing, a rating or target price. The previous rating and target price, if
any, are no longer in effect for this company and should not be relied upon.*
* Prior to October 10, 2015, the "Coverage Suspended" and "Rating Suspended" categories were included in the category "Suspended".
Historical Ratings Definitions
On October 31, 2014, Evercore Partners acquired International Strategy & Investment Group LLC ("ISI Group") and ISI UK (the "Acquisition") and
transferred Evercore Group's research, sales and trading businesses to ISI Group. On December 31, 2015, the combined research, sales and
trading businesses were transferred back to Evercore Group in an internal reorganization. Since the Acquisition, the combined research, sales
and trading businesses have operated under the global marketing brand name Evercore ISI.
ISI Group and ISI UK:
Prior to October 10, 2014, the ratings system of ISI Group LLC and ISI UK which was based on a 12-month risk adjusted total return:
Strong Buy - Return > 20%
Buy - Return 10% to 20%
Neutral - Return 0% to 10%
Cautious - Return -10% to 0%
Sell - Return < -10%
For disclosure purposes, ISI Group and ISI UK ratings were viewed as follows: Strong Buy and Buy equate to Buy, Neutral equates to Hold, and
Cautious and Sell equate to Sell.
Evercore Group:
Prior to October 10, 2014, the rating system of Evercore Group was based on a stock’s expected total return relative to the analyst’s coverage
universe over the following 12 months. Stocks under coverage were divided into three categories:
Overweight – the stock is expected to outperform the average total return of the analyst’s coverage universe over the next 12 months.
Equal-Weight – the stock is expected to perform in line with the average total return of the analyst’s coverage universe over the next 12 months.
Underweight – the stock is expected to underperform the average total return of the analyst’s coverage universe over the next 12 months.
Suspended – the company rating, target price and earnings estimates have been temporarily suspended.
For disclosure purposes, Evercore Group’s prior “Overweight,” “Equal-Weight” and “Underweight” ratings were viewed as “Buy,” “Hold” and “Sell,”
respectively.
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Evercore ISI ratings distribution (as of 02/04/2016)
Coverage Universe

Investment Banking Services / Past 12 Months

Ratings
Buy
Hold
Sell
Coverage Suspended
Rating Suspended

Count

Pct.

Rating

353
279
19
5
5

53%
42%
3%
1%
1%

Buy
Hold
Sell
Coverage Suspended
Rating Suspended

Count

Pct.

52
8
2
0
0

15%
3%
11%
0%
0%

Issuer-Specific Disclosures (as of February 4, 2016)
Exelon Corp. Rating History as of 02/03/2016
powered by: BlueMatrix

H:$36.00
05/06/13

H:$32.00
08/01/13

H:$31.50
10/30/13

H:$28.00
01/13/14

H:$34.00
04/21/14

B:$40.00
05/01/14

H:$33.00
07/23/14

B:$39.00
09/30/14

B:$40.00
01/13/15

B:$37.00
07/29/15

Apr 2013

Jul 2013

Oct 2013

Jan 2014

Apr 2014

Jul 2014

Oct 2014

Jan 2015

Apr 2015

B:$36.00
08/25/15

B:$37.00
09/18/15

B:$35.00
11/02/15

45
40
35
30
25

Closing Price

Jul 2015

Oct 2015

Jan 2016

Jul 2015

Oct 2015

Jan 2016

Target Price

Pepco Holdings, Inc. Rating History as of 02/03/2016
powered by: BlueMatrix

H:$27.25
01/13/15

H:$23.00
09/08/15

H:$25.00
10/07/15

H:$25.25
01/26/16

Apr 2013

Jul 2013

Oct 2013

30
28
26
24
22
20
18
16

Jan 2014

Apr 2014

Jul 2014

Closing Price

General Disclosures

Oct 2014

Jan 2015

Apr 2015

Target Price

This report is provided for informational purposes only. It is not to be construed as an offer to buy or sell or a solicitation of an offer to buy
or sell any financial instruments or to participate in any particular trading strategy in any jurisdiction. The information and opinions in this
report were prepared by registered employees of Evercore ISI. The information herein is believed by Evercore ISI to be reliable and has been
obtained from public sources believed to be reliable, but Evercore ISI makes no representation as to the accuracy or completeness of such
information. Opinions, estimates and projections in this report constitute the current judgment of the author as of the date of this report. They do
not necessarily reflect the opinions of Evercore and are subject to change without notice. In addition, opinions, estimates and projections in this
report may differ from or be contrary to those expressed by other business areas or groups of Evercore and its affiliates. Evercore ISI has no
obligation to update, modify or amend this report or to otherwise notify a reader thereof in the event that any matter stated herein, or any opinion,
projection, forecast or estimate set forth herein, changes or subsequently becomes inaccurate. Facts and views in Evercore ISI research reports
and notes have not been reviewed by, and may not reflect information known to, professionals in other Evercore affiliates or business areas,
including investment banking personnel.
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Evercore ISI does not provide individually tailored investment advice in research reports. This report has been prepared without regard to the
particular investments and circumstances of the recipient. The financial instruments discussed in this report may not suitable for all investors
and investors must make their own investment decisions using their own independent advisors as they believe necessary and based upon their
specific financial situations and investment objectives. Securities and other financial instruments discussed in this report, or recommended or
offered by Evercore ISI, are not insured by the Federal Deposit Insurance Corporation and are not deposits of or other obligations of any insured
depository institution. If a financial instrument is denominated in a currency other than an investor’s currency, a change in exchange rates may
adversely affect the price or value of, or the income derived from the financial instrument, and such investor effectively assumes such currency
risk. In addition, income from an investment may fluctuate and the price or value of financial instruments described in this report, either directly or
indirectly, may rise or fall. Estimates of future performance are based on assumptions that may not be realized. Furthermore, past performance is
not necessarily indicative of future performance.
Evercore ISI salespeople, traders and other professionals may provide oral or written market commentary or trading strategies to our clients that
reflect opinions that are contrary to the opinions expressed in this research. Our asset management affiliates and investing businesses may make
investment decisions that are inconsistent with the recommendations or views expressed in this research.
Electronic research is simultaneously available to all clients. This report is provided to Evercore ISI clients and may not be redistributed,
retransmitted or disclosed, in whole or in part, or in any form or manner, without the express written consent of Evercore ISI. Receipt and review
of this research report constitutes your agreement not to redistribute, retransmit, or disclose to others the contents, opinions, conclusion or
information contained in this report (including any investment recommendations, estimates or target prices) without first obtaining express
permission from Evercore ISI.
This report is not intended for distribution to, or use by any person or entity in any jurisdiction or country where such distribution or use would be
contrary to local law or regulation.
For investors in the UK: In making this report available, Evercore makes no recommendation to buy, sell or otherwise deal in any securities or
investments whatsoever and you should neither rely or act upon, directly or indirectly, any of the information contained in this report in respect of
any such investment activity. This report is being directed at or distributed to, (a) persons who fall within the definition of Investment Professionals
(set out in Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the “Order”)); (b) persons falling within
the definition of high net worth companies, unincorporated associations, etc. (set out in Article 49(2) of the Order); (c) other persons to whom it
may otherwise lawfully be communicated (all such persons together being referred to as “relevant persons”). This report must not be acted on or
relied on by persons who are not relevant persons.
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r.mvk:f';: in rhn n~:\1' t hll'C' mont h!:. from PG.~R C:nr-p-or~,tinn, F.dir.nn lnr~rn:-~ ti on:;1. ~mn pr:; RnC'r gy. F..'\~1nn Corpor:-~rion,
.tln:lli.i teJ~' Cu1p.. MOll R-..:;ouoc·~,>:; <..:.roup. !Jw.
WC'll;: P:n gn SootririM, T.T.\. nr iu: :;ffi H:-~ t~;: 1\"(';t'-ivM (';Ompf'nt.:1.t1nn fnrimrMt mf'nt b:-~ niSng !:C''I'\"im;: from F..xMnn l'"A"'rpM.,fion,
S~,tmpnl J::u~>t~, .l-'t:&l!: <.:u.q.JVH\tiou iu llw pa:;t J~ woa!llu:-.
PG&-F. lA rpnr.-n ion. SC'm pl'.'l Rn~'l'~'· F..xC'lnn Cnrpnl';1."rinn C':l tn~ntly 1;:, or dnring rh~ t:.! mont h ~riod pr~r:~di ng_ rhn d :-~r~ nf
dirtribution of the re3er.reh report ·...v . a e~ieut of Wells Fa.~o See:u.1ities, LLC. \\'oe-!h - .F.-.J"~o SecuritiM, JJ.J..: prot·ide-d
i n\'(~J<hrwu l b:m kJug ~:<~r\-it:(~)< lu Pli~F. Co.-pm~ •1 ion, S('llllll~ ' 'F,,w rgy , F...;(•1nu Cmpm~ dion.
Jidison lt: m nt.tiou.el, MllC Re3ource.s C..'!oup. In<'. eurn utly h , or durin~ the. 1:!-mouth. yu iod yre-ce.dit:~ tJ..e dr.W of

cli~;t ril m1 ic m o f Uw n~:r~:m: h rt~po.-1 ),,. ,~,, ,- , d i1·u l or Wdls F :uo o ~~~~:u ril it~~•. l .T.C. \\'(·-11~: f.'M l)tt S('(:u1i1i(os, T.I.C p m \'idc'(J
noniuve.rtmeni br.nkin~see.iiJ'.ities-related setvice3 to J::-dj:ou Jt; m nt.tion.al, MDU .Re3ource.s <..:roup, Jnc.

ro&ECoo.l'f'U.I.;.t.livu l-'Ul'1CUUy i::. VI' duti.us U!.c ~~ Wlutlh pcriud pre<.'-'Ctti.U£ Ulc dale oof dislribu.tioou o{ the a·c:;carcll n:pull ,, a:;, <1.
r:liP.n t nf \\' p.l)~ !'Argo s~nriti ....•l. I.I.C. WPolb 1-<'ar~o SAt.nritiA.<, I.J.<: pro;:iciM nonsArnnitiP:~ RP:rvir.M to 1-'( :& }( <:n'J1lontinn .
W'cib F;,uo~o St·t..wilk·~:. U.C !<.'ooi"<.'d cumiJ~.I.l!>i:.liun fu.1·. pwdul!:; u; ~L·nkc:; oUi<.'1 U!;w iJl\'<.':$!W~ut bauhlus ~t·rvkc:; ft-om
PG& F.Corpnrnrion. F.di!lnn lnrP:m fttioMl f\.fnC RA.<OilTr-A.<- Group. l nr:. in th~ pf'l,l; 1:.: mont hR.

Wcib J,.;,uo~o Sa ·wi Uc::;, LLC 01 i ~ dfili;.·.lt·:$ ha:; ;.t :.is,uifu:;:.ul fiuw ckl iul<.'!1.':>t iu !'rlllG J~uuroc:o Group. !Jtc.. J•'it::.lli.Jl<.·1s.v
Corp., Rd i~cm l m PmAiiond . PC.~&F. Corpornoion. F..x~nn Corpomrion, Sf'm-pm RnP.r~·.
We:ls l>';,u~o ~~t;w.ill~~-. .l.Lt: u.1· ils affilia~ iul~uili:- to w~:>k u; ~pl.'tJ..s lo r~r~v~ t'U.tllpi>US<".lluu for ill"~~-!w~ul baukii!S
sP:rvir:P .~ in t hP: n H~ t hrPP month~ from r.n Flfti lit.rl'! of SPmprA F.nPtXY, lh:P.Ion Corpornoion. PC.~ & F. r.:orpomrion, F.-cJi;;on
Jnt~:matiou<".l. Nn:-lllitl:iJ.l-,Y<.:u.r;:~.. .M.Oll l(~,>soutl.'l:'!i- C:.Tt-oup. Jnc.

WC'll;: F:lygo SC'C':m ioiM:. l.l.C or

it,~ :lftili:ll'~ m:;;n:;p;~d

or

r t'l m :-~ n :-~g«J :;

pnblir: otfuring nf ;;C'C':nrioiM: for :;;n

:-~ ft'ili:lif'

nf

PG.~R

<.:u.L-pun\tiou. l!:.\~1un Cot-pum tiou v:-:lllliu lh~::> ptl:l l2 mun\hs.
WC'll;: F:1rgo Snt.uriri~;:, l.l.C or i t,~ :lftili:;;~ mr.t! io.·~d mmp~n;::lrion for invr-;:rm~nt b:;n t ing_r.nr;i(';r-;: from :;;n ~,ffi fb t~ of F.xf'lon

<.:uryun\Uou. f G&l:: t'ot·po.L'\Itiou. Ulisou

lul~,tt·ullliuud iu lh~::> pm:-1. l2 mun\hs.

'F.XC:: R i11'b includP. ronunodityprkP: FP.n Ritivi;y And nnfAvorr.h!P. TP.~I;h tmy/pol icy df!\'P.lOilmP.nr.~ .

FE: Rbh to ow· \'i.,!u;:.liun i.udut!t: (! ) f"ilutc W c.~ult- on

Lt;.u~u.ti.~ioJl iuv~hucul i.ui~ii.ttivc.

(Z) rcsukttoty ri:;k:;. (3)

llllP>.TIP:cr.;od rt'I~B Fit mPrehAnt 11nd (4) inti'!TP.J;! rAtP: ;:pnsirivi;y.
.l!J." (: Key .thk::.iltclutk· !1.'SUlatuiy ;.u ulSO.£\(:;S UUli.\SC .lcli.~lt:d.
FCC:: Primm:: r i;;k i ~ TP.1;1ilAtnty (in\'f\J;!i,;11i iOilll, u .tl'! r:A ~P.;;, P-<t:.).

Skli; Jtisks incl LUJ.~ t!.~galio,. ~ t~uk.Wry UUh 'OUll:i$, l'OUSl!LI.CliOJl <.l~Jays, aud fai!U!I.' to ~:t..~,tt;Ut~ OH.£1~\\ p10jech -.
MnlJ: Ri ,~ tr. inOOtdC' t:Oinmodity C': \j lM II I'C', (';On;:t m r:rion ~T:Ii(';'llity, :;nd projC'c:t Mlay:<: /(';'lll(';~ll:;tio n.;: .

Pkil$.~ .10~(' Oi~do~nr-r. Alll~ndi:"C

fnr l'llting

dC'tinition~,

im1l01"fllllt

di~dO!il1l"f:10 ,

11nct

requi.red aual,)·~t <.·erli.fil•alioms.
:\11 P~tim:ltP10/fnrP.~a~~
W~-IJ~

:ll"f' :l~ of (l:!/ tl4/ l lj nufP.l0:10 oth~l'\~tis-P lct:ltP.d.

J-'a n:u ::i'-'~"'rit.il.~. LLl ' do...,.- :md :.cl- b lu du lJuloU.cn willa ..:u.uw:mil.~ eu•w ro:d in ib' Wl>Ca .rclt

rcou~. :b l::l. .A":JulL in'-nwn ~uhl ~ 111\' III"C th•t tlv: .Grur. ta.._.'' b.avo: ._ ttmOio:t u( iu.to::n-,. lh.at could
ooiT-·• , ..... ..l.j ..n ;, ~,~
11... ......., .., ,.,,.1 ;," -" "·" .,1,.,.,1.1 ,,.,.,_._i,&..r ' J,;,. ....,..,..., - '"' '~ .. ,.;..I'll.. ~
,..,.kO ~ I h,.; ,. ;.. v.._.;t.......,ol <k;.._;,,.,,

.,r

r... .... ;.,

W~;.lls FuJ~o

SecutiOO-, LLt' dv~:S uvl oowpf:'n:at~ ils tw~:>arc:h ~uu\ly;;!::l btuoEd vu li-pl:'cific iJt\'l:'lil Wif:!.H! bu.ukiu.~ L!~mliad.loJ ts.

Wr-11~ F:rrg<~ ~N':l trit'iM,

l .l .G%:

I'M.t'!:l r~h :;n:;ly~:t;;:

1\"'r;civr r.o.mpr n::., tinn

;h:~t

;;. b:lt.r-cl npnn

:~nd

imp:;t.irM by

th~

mrr-r:;ll

profitr.bility r:nd ~-..-e.nue of the finn, wh ich it1d v.dE3, but is !'.ot ~iullt«<to iu\'eS!ll>.$ll! btmking re~"Mue..
.STOCK RATING

1 - Oulp'!'".rfur m: 11t~<" ~lock appo>ars <'.ltradiv~;ly ,....lu~:>d. (\Jtd w~,> bf:'1i~"a lh~<" -~locl::'~- lo~ no!um 1\ill ~M.t.'~<"~<"d lhal of lltf:' Jm·.r~l
m'V!r rht> nH"T t:l mnnrlu . RUY
~ - bla.cicrl l'erfor m : Th~<" -~-locl:: app$ars <'.ppa·uptia!i<ly "a!uf:'tl <'.nd 1\'1:" b~<"lie"~ lh $ sloc:k's toi.:...J !l:'lWJl .,.,.ill b"' iJtliJlf:' 1til1 ~ lh~
m:~ rkct ovr-r th~ nm..t 1~ month~ . HOT.n
:l - Uuclc.rpcrfor Jll: 11lf:' s!ocl< ~lppl:'t:r\1 U\.E!J\'t:lu~:>tl ~md .,..a bf:'li~"a lha:ol<>t:k';; totld n luru .,.,.ffi b~ ll~O\\ Ut~ uwrkl:'l O"W lh~:>
n~)."f 12 month,-:. SF.T.T.

SECTOR RATING
0

0\.Y:n\>-clght: l nduF-t l)' P.:..Tlfl(.tf!d t o ot;t pP.rtOrm th P. ~f!\'t:nt hrnnd nlflrkP.t bP.nnhmr.rk 0'\'f!r t hP. nf..\1' ~~ m onths.

M = Ma.rl;.to;t

v,~t'ighl:

lw.lu.slry C.'i.p <.d cd to

~CJ.Jonu

iu lin<.' wiU1 Ute rcl<.·,·;.~ul bttn~d U.titrkcl lx.·Jicltu.tark

O\ict

Ute JU.'.\l l2

months.
U = Uru.lt'n\·e.Q:::hl: lt!.dwlty <.'.\~cx·l<.'d lo uutk•Jpc.tf on u ll l<.\n~L·vaul bt·o;,~d warkL'l bcud um·.t·k ovt.•r lh<.' Jl<.\\ l l2 u«mllts.
VOL~l'JU'l'Y R.~l'lN G

V = :\ :o!m :k i :: d(•li rwd

O~l' \'(ll:ttl !(~ if l l. t ~ ~:l o c :l: t~rit:.:~ ll:tl'

i111C:I1HI I('(J by I / :20% II I' I:)IX':! I(•I· i n ::1 )(~;~-.:4 f; o f l f tr~ t~:l' l 24 lnlllll h :o11ri f

the f'.l'.t'l yst e.:..-pects signjflCallt '-'Ok-.ti!i~·. All !PO stocks rn r.utomatically n :te-Ch ·o!f-..tile •..:ithln ili6 firrt 2·1mot: ths-of tw iln,;.
As of: Jo'c.lJruury 4 : ~016

of tvlup;:.nic:; W"cn:d l>y W dJ:; Fa~.ev S..:cutili._'t>, W d l:; Fa~.ev Sc<.:utitic:i, LLC Jw VlV\idcd i11vc~1.w..·u l baulcins
T.l .C Rqu i;y RMP.r.rr:'h tin! rmfod Om pP.rt'otm.
Rf!IViC:M for :; ~to% nf it.; Onr-,w.rform-rn; HI MmpAn iP.&
4~.0%

GG.O% nf mmp:;n;~t. r;mrr-rr-cl h;.o Wl'llt. 'F:'I~() S<-r;nririM.. Wl'llt. 'F:l l'~() ~r-m ririM, U .C hM pt\'Wid~cl intw:rm<-nt b:lniSng
Sl:'t'o,.if:$:1 for :)0.0 % ofil:-Mt:t·hot f l11fO!JtH1l!l:"d <.'UJllpu.uko::-.
UJ..: J::4uity .R~:II:'t:n·ll uno n \ted tlu1h>l l"f:'rfvrot.
u1 ':i~ of rom pt~n if!il r:n"wM hy WP.Us FA~ SH:~ ;riri P..<~. WPo!b 'FA ~o ~AC';nritiA.<,, U .C hn~ l'~tm·idf!d im'P.NmP.n t h1mking
W..: J::t.tuity Jtc:;t·•~tTh ;,tn• Jo.~tcd llutk·spc d on u.
!>L·n k c:; !or ; .o% of i ~ llutk·JpCJ.·fon u 1;,t0Ccl comv;,u tk :$.

Impurlanl Djsclu::sun fu r lnl~ru01LiuuaJ Cli(:ub
HI<.~ - '11l P. Rf!~liTifiM An-d n=.ldf'od fln11ndfll in.=.mnmmi!<l dP.~c:ribP.d hP.rE'>in nlfly not bP. P.l i~ih!P. for sr.lP. in d l jm iM irftion.; or to
lX:!lo.UU <.:alcsuric:; uf iuv-c:;tor:;. r vr n:-dpicul:i iu Un; EE.\, thb !C~orl i:! <li:;LriiJ.utt-d by Wd b f ;:.!SU Sl·curllil·:; In t..·mativual
l.imit..=d ("V\'FSll.''). W'F):;fl . is 11 U.K. inrorporAt P.d iri'-'f!~.nnP.m frrm Anthnr t?.foil 11nd Tf!J;Iilllrf!d hy thP. F"inr.nnir.l \.nndl!t.!
Authority. J'o ! Utt· p U!~O:ie:> of Su ·lluu 2l oJ lhc GK H uaud al S-cr11~ aud ~hul~:; Ad 2000 ("llu.· Ad "), lhc coJlOOilt o ( Uri:$
rl'pon hM l1t>t>n r.ppTOvM hy \AtTIIl. n wguluM pP.r~on nndtor t hP .., t:t. \ 't"'FSi l. dnP~ nor dP.r.J·,.,d; h rf' tr.il d iP.nl$ M dtofint'd in
lltf:' M<"-J kels ill fiuaur5<".1 Jnslrulu~>uh- Di!~<"dj\·~ 2 00/ . 'lb $ Jt<.:A a·ull<$ wad~<" uudw lllf:'. J>lJt«.Ju.-ia! ':ie~i~- awl Mark~h- A1.~
2 000

for t hP plmli'C':tion of rm il

d iP.nt~

•...·mt hPrP.forf' not t:))ply. nnr v: ill t hf! Fin11ndAI ~P.n'kP.;; Comp.-nsr.tinn Sr:hP.mP. bt>

avai!<".bko.. 11U~- l~po!l is uo1. iull:'ttw..d !or. aud shuu!d

uu1. bt-.~1-j;;.d Llj.IOHby. t'l>l<-.llc.·lieH!s.

Ausb-alia • Welb i<'ar~o Se"ur.ities, l.Lt' is e-.-.:M :pt from the roequire-ments to ho!d t'. n Aurtrnli.e.n fm.nnd .el setvk e.s liceuse in
n't>p..:d of the li.uau<..i al :;crvicc:; i t p!o~idc:; lo wJtukak di..·ut:; iu. Au:iln.li;:.. W dl:; Fa~.ev S..:cutiti..'t>, LLC tt; t~:euhtt..-d UJldl·r
li.S. laws \\i1k h diftW from Aud raUtm laws. Any offer or documen-tation P""-'ided to Aus-trilir:n re.dpients by Wells l'r-.1~0
Sc<.:utitic:i, LLC ilt U!.t: <.:Qu!:iC ol plo'llidiu.e Ute futaud a! :>Ct"'k l.'t> 't'oill l:c pn:pured iu i.:.Ll:Q!dau.t:e 't'. iUt U!.t: );:.w:i QJ Uw t:uilcd
S;MP.il nnd n ot Al utrr.lill nlAw~.
C::tn:td :t Thi~ '!\'\}'!OTt it. cH::t ribt!T<'d in C::ln:lti:l. by Wt'll~ F:'IT"g<l ~nr.1u"iti~;. C::ln:ld:l., l.tcl., :'I 1\"g:i~r-1\"'d i nvMm~nt clr:t!r-r in
t\umda w d UleJtibf:' l' of ll~l:' luo,.~:SI.il!I:'Ul ludw:-lt) R~>.~uluto!,V Ot,l!,llU~alloH of <.:mu:du (UROt') ~md Cu.uacliau lu~~Wr
Pro.;N:tinn F nnd (ClPT). Wt!ll:: F:~yg<~ S<-r;nrioiN:. U c:~ r.:-;:n:l~V;h :l n :l l~-;;:t;: m:1;.- p.•n•;kip:;tr- in oomp:;n~· t'!\'t!nl$ ~n r: h :1~ 1:itt! \i !:"it~

bu t an ge-nernTiy pro}'.J' bited from ac'('to'ptiu.,~ pr:~'Ule-nt or N jmbun emen't by the. s-u bje.ct "ompaniE3 for as:o"jr.b?d e-.\7;)ensesnull~::• 11r1~

:1 111111 U;

IJ:'(J by 111(' 111b t' I':'Oll r n(~l'(':t n::J. i\f:: m:sr~llll'll I.

PknJ;~ 10~(' Oi~do~nl"r. Ap1~ncti :oc

fnr l'llting

dC'tin ition~,

inl1101"fllllt

di~do~111"f:10 ,

11nct

required aual,r~t <.·erliJ'il•alioms.
:\II

P~tim:ltPJ;/fnrf'!~:t~~

W~-IJ~

}'a n:u

::i'-'~"'rilil.~.

:ll"f' :u;; of (l:!/ tl4/ l lj nufP.l0:10 oth~l'\\>il"P lct:ttP.d .

LLl '

.to...,_. :md :.cl-b

lu du 1Ju14J.cn with

..:u.uw:mil.~

eu•w ro:d in ib' Wl>Ca n:h

rcou~. :b l::l ft:JulL in' -nwn ~uhl ~ "'''III"'C th•t tlv: lirur. ta.._'' bal'o: • ttmOio:t u( iu.to::n-,. that could
.. IT-·• ,......l.j ..n i" ~ '~ .,r ,,,. .......,r, ,.,,1 ;,.,-..... . ,.,,.,.,1.1 ,,.,.,.-.i.&..r ' J,;, ....,..,..., - .,., 1~ .. ,;,.I'll.. 1-...~.... ;.,
,. ,,.ki ~ lh ,.; ,.

;,.v....;t......,ol <ki.._;,,., ,

Ho nJ!, Kou~ · ] 'his l~purt is il;.;;ued llud <lli:-Lli buW iu HoJlli, Kott,li, b." Wt'lb:l F~l!SO S&·uriti..s A:ritll.iuriled (" \\' F:S.A.L~), ll Houg
Kong inl:OJ"?Oo1':1.tM i no..·r-t.tm~nt linn lit!':n..o: M :;nd rr-gnl:u <'d by t hl' ~N':l lrit'iM :lnd F'umrr-t. l'".:nmmk t.1on o.f Hong Kong e <hl'
SF<.!") to ('t'.r_a:o.· on typo<3 1, 1, & r:nd 9 re-guk ted actio:itiE3 (asdE.fmEd in ili6 Se('t.n'ities and .FutuN.s-Ordin.e.n<'e (Cap. 571 of ] b 6
l.:m'!' (If Tlong Ko ug) , •·uu: SFO"). T h\:: rt~pml l!o uo l iu l t~ml(•d fo r, ;md :olw uld rm1 I!<• rd \('(J o n l,y, :my pt ~I"NIII u11.(•r lh;m
professiourl lnt·es-tors-(r:s- defined in the SFO). An:y se('urities u td re!e.ted fm.nnc-ial iustrumen'ts described heooin t>.re not
iulcut.k d for :ialt:, uo; ..,.ill l.:e :;old, lo auy pcr:;ou <.~ lhcr Uto.ut prof1.·:;:iiuual iu,·-c:;lor:; (as dd iut:d in Ute SFO). The ;:.Lllhor ur
authors of iliis report is-or an not licE-used by the Sl'C. Prof.e3sjoual inverton v:ho re«it~ this-re-?Qrl : hould direct any
qu<.•cic:; re~;:.rilin~ il:i w ulcut::; Lo M;.ukJtme:i al Wf SAL(em;:.il: wfalre:i<.'an:b(a;v.·clb f;.uso.wm ),
J ttp lUl - ] 'his llt.purt h. <lli:Lribuled ilt J~lpUU by Wt'lb:l Fu.l"~Q S..-t.~urilll<'\1 (J il~l..ll) t'o.. Ltd. !t'gi:lti:/Nd \\ illt lh"' Klut!o Lo<.'lll
Fin :m~!': Rmt'-::>11 ro tondt;r.r bmking :lnd d~:;ling of '}1')~ 1 :;nd ~I-'~ :.1 fin:md:'ll in~tn llll('llf,~ :;nd :'18-l'ncy or im"nn!':di:rry ~Nvkt'
fo1· ~l!J.)' iutu iU\'!!:IW~l! t:d~·l::or~ or dist·.rt'lluu.w.r iuw:~llu~t! ooulm ..'!::l. ] 'his l~purt is iul..-wl~ !or di:-ttibuliuu oJi!y lo

pYoti'!t.:::ion:!.l in\·~~OoT::: (To.lm t(!j

Ton::: hi lt:~ )

a nd

i~

nnr

inmn ti~d

for, :1-nd

~houM n<.t

hr- rr-li~d upon by. Ol'dinary:

m~nmN:::

(lppan Toush ika.).
Th e n.tiu~s std ed Olt ili$ dO('Uru~ut t>.re not prot·ided by n.tiu~ r:~eucie:- re~:-te.rech•:ith th~ Huand r.l S~tvice3 A~e.u~· of Ji.pan
(JF~:\ ) h ••l b y

on)IIP l:n rnpa u\(~: o f JF~A •xc;i~ l'rt'(J ·~ ·' ' "o :!Sl'll( ~t·:; . Tlu~:t: o rm•p l:O n lpll-ni• ~: ln ::y ill<:l••d <: M ood y'l< Tn\·(:~ l ltl'

!~Jtch Ra.tiup. Any decisions-to in-...-.:3t iu sec-uritiM or trr.usr.ctionsaud mcUwt.lulos i<.'t> Ll.:i(..'d fw a:i~.:isuiut=, t.rct.lit lo.tti.us,:; ;:.Jtd ;:.:;:iuwgtiom;, :;iiuillt..~•.ut<.lC

S$1\·kes- In ('.. S!an.dr.rd &. Yoor's Rating Sel'\·ke:- aud.:or

:;llould be made after rcvi<." ''illi

p<.~lit-ie:i

And limitflfi()ns oftliP. r.r«lit u.ting,;!'IUJtM on t bP. TP.~.pArfti;.~ rntin,; FlgAnr.iA<-' •..:~uitP.~
:\h 011f \ \?p.lls; f':'l l'go

s~mi tif!s;

W ~;.lls Ftl!go S~t·witi~:l

is Uu,• lrllt.ko.JnUI!t' fol· lhi:> cupih:l LIUUb ls l:t!.d. iU\'1!\IW~ll bllukiu.g !ll:'rvk·~,>;; ur w ...lh F~o & <.:umpuu!t
:'I nti itt. ~n b$1rli:'lriM, 1nd nrling tmr nor limi;M -.o w~u r. Fu go s~r.miti~t., u .c:. :'I TJ$. broi~N Jil'a!~r 1'!':g1 .t.r~T~d \\~ th ; hr- u .s .
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Target price raised $1 to $36 on improved cash flow forecast
We will admit to having been in the “don’t raise the dividend prematurely”
camp ahead of yesterday’s call. In the event, the announced plan for modest
2.5% annual increases was well received and reads like a commitment to the
regulated growth strategy. Similarly, a new slide showing GenCo free cash
(+$0.5B at $3.2B over ’16-18) driving leverage down almost a turn (3.2x to
2.3x) serves to further lock in a disciplined “do no harm” financial strategy.
With growing regulated earnings, strong GenCo cash flow and an improving
balance sheet EXC remains our preferred hybrid and a relatively low-risk way
to retain meaningful power and clean energy optionality. Reiterate Buy.
Strategy starting to resonate; staying the course will be key
Aside from a commodity rally, potential catalysts include closing the POM
merger (DC PSC decision still targeted by March 4) and state initiatives to
recognize value of challenged nuclear units (NY and IL). Assuming POM
closes, an in-depth analyst meeting update is expected on a June time frame.
Meanwhile we see EXC having embarked on a more prudent financial course,
acknowledging existential questions around the less profitable nuclear sites
while emphasizing a “fortress balance sheet” strategy to sustain longer-lived
assets. This is a very welcome, albeit somewhat new, disciplined tack for EXC;
staying on course will be mission-critical in terms of credibility. One nuance
worth noting is that GenCo de-levering was shown pre-POM; with POM cash
build will be lower.
2016 guidance based on standalone view, DB estimates reflect POM
EXC released 2016 guidance of $2.40-$2.70 versus our $2.45E and $2.52
consensus. Note that our estimate includes POM, and EXC’s guidance would
have been lower had POM been included as the transaction is expected to be
dilutive initially. We are making modest changes to our outlook for EXC’s
updated GenCo disclosures and utility net income forecasts, raising 2016E and
2017E by a nickel each to $2.50 and $2.65, but maintaining $2.75 for 2018E.

Caroline Bone, CFA
Associate Analyst
(+1) 212 250-8253
caroline.bone@db.com
Key changes
35.00 to 36.00 ↑

2.9%

EPS (USD)

2.45 to 2.50 ↑

2.0%

Revenue
(USDm)

32,720.7 to ↑
32,832.3

0.3%

Price target

Source: Deutsche Bank

Price/price relative
44
40

36
32
28

24
2/13

8/13

2/14

8/14

2/15

8/15

Exelon
S&P 500 INDEX (Rebased)

Performance (%)

1m

3m

12m

Absolute

13.8

10.9

-14.4

S&P 500 INDEX

-6.4

-9.3

-6.7

Source: Deutsche Bank

Valuation and risks; increasing PT on higher EBITDA forecast at ExGen
Our Sum-of-the-Parts target includes ~$25 for the T&D utilities (15x blended
P/E on 2018E, including POM) and ~$11 for Generation (6.5x GenCo EBITDA).
Downside risks are lower power and gas prices; degradation of earned utility
ROEs; higher interest rates; higher-than-expected operating expenses; weaker
retail margins; and a weaker-than-expected contribution from POM.

Forecasts And Ratios
Year End Dec 31
FY EPS (USD)
OLD FY EPS (USD)
% Change
DPS (USD)
Dividend yield (%)

2015A
2.49
2.43
2.7%
1.24
3.9

2016E
2.50
2.45
2.0%
1.26
4.0

2017E
2.65
–
–
1.29
4.1

Source: Deutsche Bank estimates, company data
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Running the numbers

2013

2014

2015

2016E

2017E

2018E

2.50
2.50
1.46
26.80

2.39
2.39
1.24
28.07

2.49
2.49
1.24
30.74

2.50
2.50
1.26
30.91

2.65
2.65
1.29
32.80

2.75
2.75
1.33
33.67

Price/Sales (x)
P/E (DB) (x)
P/E (Reported) (x)
P/BV (x)

1.0
12.4
12.4
1.0

1.0
14.0
14.0
1.3

1.0
12.8
12.8
0.9

0.9
12.7
12.7
1.0

0.8
11.9
11.9
1.0

0.8
11.5
11.5
0.9

FCF yield (%)
Dividend yield (%)

3.7
4.7

0.3
3.7

1.6
3.9

nm
4.0

nm
4.1

3.5
4.2

EV/Sales
EV/EBITDA
EV/EBIT

1.3
5.6
8.6

1.4
6.1
9.8

1.3
5.6
8.9

1.6
6.7
11.2

1.6
6.2
10.4

1.6
6.0
10.1

25,442
6,089
3,941
3,295
2,149

27,889
6,219
3,906
3,254
2,066

29,237
6,664
4,213
3,410
2,227

32,832
8,006
4,824
3,717
2,313

34,462
8,776
5,226
3,985
2,518

34,687
9,159
5,391
4,148
2,654

6,343
-5,363
980
47
-1,249
588
-150
216
455

4,457
-4,358
99
0
-1,065
2,040
-805
269
-3,247

7,629
-7,179
450
1,902
-1,105
4,694
-349
5,593
-35

7,202
-7,931
-729
40
-1,167
1,625
-6,837
-7,068
300

7,571
-7,675
-104
1,215
-1,226
1,240
-212
913
0

7,817
-6,750
1,067
40
-1,280
215
-212
-170
0

1,609
47,330
2,625
28,360
79,924
20,121
36,863
56,984
22,940
18,512

1,878
52,087
2,672
30,177
86,814
22,272
40,409
62,681
24,133
20,394

7,471
56,784
2,672
29,227
96,154
27,061
41,732
68,793
27,360
19,590

403
71,505
5,637
32,873
110,418
35,797
46,075
81,872
28,547
35,394

1,316
74,614
5,637
32,873
114,440
37,037
46,350
83,387
31,054
35,721

1,146
76,579
5,637
32,873
116,235
37,252
46,515
83,767
32,468
36,106

3.1
-12.2

9.6
-4.3

4.8
4.3

12.3
0.1

5.0
6.2

0.7
3.5

Payout ratio (%)

58.0

51.6

49.6

50.4

48.7

48.2

EBITDA Margin (%)
EBIT Margin (%)

23.9
15.5

22.3
14.0

22.8
14.4

24.4
14.7

25.5
15.2

26.4
15.5

Financial Summary
DB EPS (USD)
Reported EPS (USD)
DPS (USD)
BVPS (USD)

North America
United States
Utilities and Power

Valuation Metrics

Exelon
Reuters: EXC.N

Bloomberg: EXC UN

Buy
Price (3 Feb 16)

USD 31.61

Target Price

USD 36.00

52 Week range

USD 25.46 - 36.60

Market Cap (m)

USDm 29,192
EURm 26,425

Company Profile
Exelon is a diversified utility with ownership of the largest
nuclear fleet and retail services business in the U.S. and
three regulated utilities serving Chicago, Philadelphia and
Baltimore. EXC owns ~35,000MW of merchant generation
capacity located primarily in the Midwest and MidAtlantic, with smaller gas-fired and nuclear assets in New
England, New York, and Texas.

Price Performance
44
40

Income Statement (USDm)
Sales
EBITDA
EBIT
Pre-tax profit
Net income

Cash Flow (USDm)
Cash flow from operations
Net Capex
Free cash flow
Equity raised/(bought back)
Dividends paid
Net inc/(dec) in borrowings
Other investing/financing cash flows
Net cash flow
Change in working capital

36

Balance Sheet (USDm)

32

Cash and cash equivalents
Property, plant & equipment
Goodwill
Other assets
Total assets
Debt
Other liabilities
Total liabilities
Total shareholders' equity
Net debt

28

24
Feb 13 Aug 13

Feb 14 Aug 14

Exelon

Feb 15 Aug 15

S&P 500 INDEX (Rebased)

Margin Trends
28
24

Key Company Metrics

20

Sales growth (%)
DB EPS growth (%)

16
12
13

14

15

16E

EBITDA Margin

17E

18E

EBIT Margin

Growth & Profitability

ROE (%)

14
12
10
8
6
4
2
0

10

10
9
9

8
8
13

14

15

16E

17E

Sales growth (LHS)

18E
ROE (RHS)

Solvency
140
120
100
80
60
40
20
0

5

4
3
2

1

9.6

8.8

8.6

8.3

8.4

8.4

80.7
4.0

84.5
4.2

71.6
3.8

124.0
3.5

115.0
3.4

111.2
3.5

EBIT margin (%)
x Asset turnover (x)
x Financial cost ratio (x)
x Tax and other effects (x)
= ROA (post tax) (%)
x Financial leverage (x)
= ROE (%)
annual growth (%)
x NTA/share (avg) (x)

15.5
0.3
0.7
0.7
2.7
3.6
9.6
-25.4
25.9

14.0
0.3
0.8
0.7
2.5
3.5
8.8
-8.8
27.2

14.4
0.3
0.7
0.7
2.4
3.6
8.6
-1.5
28.8

14.7
0.3
0.7
0.7
2.2
3.7
8.3
-4.4
30.2

15.2
0.3
0.7
0.7
2.2
3.8
8.4
2.1
31.4

15.5
0.3
0.7
0.7
2.3
3.6
8.4
-1.1
32.8

= Reported EPS
annual growth (%)

2.50
-12.1

2.39
-4.3

2.49
4.3

2.50
0.1

2.65
6.2

2.75
3.5

Net debt/equity (%)
Net interest cover (x)

DuPont Analysis

Source: Company data, Deutsche Bank estimates

0
13

14

15

Net debt/equity (LHS)

16E

17E

18E

Net interest cover (RHS)
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Modest dividend increases to begin in June
EXC management formally announced plans to begin raising the dividend
2.5% per year starting with the June 2016 payment. As a result, EXC’s yearend rate would be $1.27/sh in 2016, $1.30 in 2017, and $1.34 in 2018. This
implies a projected earnings payout ratio of 50% on consolidated EPS in 2016
but over a 100% payout of Utility and Corp/Other EPS on a standalone basis
(no POM). With 7-9% earnings growth expected at EXC’s legacy utilities,
coverage by the utilities will improve through 2018 (with or without POM). A
potential increase has been discussed as a possibility for the past few months
and so the modest raise announced today was not a total surprise.

Game time for POM?
Increased regulated exposure still likely trumps other considerations
While some have been skeptical, management reiterated plans to walk away
from the Pepco Holdings (POM) transaction as of March 4, if the DC Public
Service Commission has not approved the deal by that time. Management
reaffirmed plans to promptly initiate repurchase of the financing (equity and
debt) issued to fund POM should the deal fail to close. As a reminder, EXC has
received approval to purchase POM from all necessary regulatory jurisdictions
except the DC Public Service Commission (PSC). DC rejected the deal back in
August but has agreed to reconsider after EXC reached a settlement with the
Mayor’s office and other key constituents in the fall. It’s been almost two
years since the POM deal was announced, and we continue to have somewhat
mixed feelings about the transaction, particularly after management revised
EPS accretion forecasts on the last earnings call. On the one hand, POM
increases EXC’s regulated business mix at a time when many investors
continue to question the long-term viability of merchant generation given the
current natural gas and power price environment. And others have recently
paid substantially higher prices to increase their regulated footprints or shore
up organic growth rate shortfalls. On the other hand, POM has a long history
of under-earning their allowed returns, a situation that has been aggravated by
the merger approval process itself as POM has had to delay filing for muchneeded rate relief. Overall though, at this point we believe EXC would be
better off with POM than without – at least in terms of execution credibility.

Action still possible in NY and IL to support nuclear
While EXC’s large merchant nuclear fleet has been challenged for some time
by weak power prices and the company has threatened to close down a
number of plants (although has yet to take any formal steps toward
decommissioning), they arguably remain very well positioned to benefit from
the implementation of EPA’s Clean Power Plan (CPP). Compliance is not
required to begin until 2020 and the rule could be struck down in courts but
we do not believe the stock is reflecting much, if any, benefit for this long-term
optionality. In addition, we continue to believe states like IL and NY could take
action this year to prevent in-state nuclear generators from shutting down and
thereby rendering CPP compliance more challenging. The IL legislature could
reconsider legislation that would establish a Low Carbon Portfolio Standard
this legislative session. In addition, the NY Public Service Commission is
expected to vote on a Clean Energy Standard by early summer. Both would
likely result in incremental revenues by next year for EXC’s nuclear plants.
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Raising estimates modestly
We are raising our EPS estimates in 2016 and 2017 by a nickel each to $2.50
and $2.65, reflecting modestly higher earnings at the Utility and Generation
segments. Our 2018 EPS forecast of $2.75 remains unchanged as a modest
increase at Generation offsets a modest decrease at the Utility segment. As a
reminder, our estimates continue to assume EXC is able to close on the
proposed Pepco Holdings transaction at the start of Q2. Note that EXC’s 2016
EPS guidance of $2.40-$2.70 excludes POM and assumes the relevant equity
and debt financings are unwound. Also note that our estimates assume EXC
uses free cash flow at Generation to pay off close to $2B of ExGen debt
through 2018 ($1.2B of commercial paper and $700M of LT debt). We assume
the rest of EXC’s targeted $3.2B of free cash flow at ExGen (about $1B) will be
sent to the parent to invest in the utilities/pay the dividend.

DB estimates reflect POM
starting in Q2-16

Valuation – SOTP PT raised $1 to $36
We value the utility segment by applying our baseline 15.0x P/E multiple to our
2018 estimates for ComEd and PECO, and a discounted 14.5x multiple for
BG&E. We value 2018 POM earnings at a premium as we anticipate faster
growth at this segment as EXC closes the gap between authorized and earned
returns in 2018 and beyond.
Meanwhile, we value ExGen by applying a 6.5x EV/EBITDA multiple to our
2018 estimate. Our 6.5x multiple is a modest discount to our targeted 7x
merchant EV/EBITDA multiple, as we believe a modest discount is merited
given ExGen’s still more limited free cash flow generation than IPP peers. On
the flipside, EXC’s nuclear fleet merits some incremental value vs. IPPs given
the potential for new revenue streams from clean energy standards or a carbon
trading scheme. EXC also has a stronger credit and leverage profile at ExGen
than pure-play IPP peers.
Similar to our valuation methodologies for FirstEnergy and Entergy, we take a
hybrid approach for the corporate / other segment. We derive a $33 price
target when valuing the corporate segment EBITDA at a 6.5x EBITDA multiple
and then subtracting corporate debt as a direct offset to equity value
(effectively treating parent debt as being on the merchant business). In our
other scenario we see a $38 price target valuing EXC's corporate earnings drag
of $0.18/sh using our regulated distribution P/E multiple of 15.0x (treats parent
debt as being on the utilities). Our $36 price target reflects a 50/50 weighting
of these two book-end valuation approaches.
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Figure 1: EXC SOTP Analysis
Valuation B

Valuation A
Business Segment
ComEd
PECO
BG&E
POM
Utility Equity Value
Generation / Retail / Corp
Less: Generation Net Debt
Less: Corp Net Debt
Non-Utility Equity Value
Total Equity Value
Diluted Average Shares Outstanding (2018E)
Price Target ($/sh)

Valuation
Metric
P/E
P/E
P/E
P/E

2018E
$0.57
$0.47
$0.33
$0.39

Multiple
15.0x
15.0x
14.5x
15.5x

EV/EBITDA

3,238

6.50x

Value
8,237
6,749
4,677
5,883
25,546
21,045
(7,257)
(7,143)
6,645
32,190
967
33

Business Segment
ComEd
PECO
BG&E
POM
Corp
Utility & Corp. Equity Value
Generation / Retail
Less: Generation Net Debt (2018E)
Non-Utility Equity Value
Total Equity Value
Diluted Average Shares Outstanding (2018E)
Price Target ($/sh)

Valuation
Metric
P/E
P/E
P/E
P/E
P/E

2018E
$0.57
$0.47
$0.33
$0.39
($0.18)

EV/EBITDA

3,198

Multiple
15.0x
15.0x
14.5x
15.5x
15.0x

Value
8,237
6,749
4,677
5,883
(2,550)
22,996

6.50x

20,785
(7,257)
13,528
36,524
967
38

Source: Deutsche Bank

Risks
Downside risks include lower-than-expected forward power prices, worsethan-anticipated rate case outcomes, lower retail margins given heightened
competition, higher interest rates, and greater-than-anticipated near-term
dilution associated with the POM deal.
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Historical recommendations and target price: Exelon (EXC.N)
(as of 2/3/2016)
45.00

Previous Recommendations

40.00

1
35.00

2
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3
4
5

12
6

30.00

Security Price

13 14

7

8

9

16
15

17
18 19
20
21

25.00

Strong Buy
Buy
Market Perform
Underperform
Not Rated
Suspended Rating
Current Recommendations
Buy
Hold
Sell
Not Rated
Suspended Rating

20.00
15.00
10.00

*New Recommendation Structure
as of September 9,2002

5.00
0.00
Feb 13 May 13 Aug 13 Nov 13 Feb 14 May 14 Aug 14 Nov 14 Feb 15 May 15 Aug 15 Nov 15

Date

1.

04/02/2013:

Buy, Target Price Change USD36.00

12. 07/23/2014:

Buy, Target Price Change USD36.00

2.

04/17/2013:

Buy, Target Price Change USD38.00

13. 10/30/2014:

Buy, Target Price Change USD38.00

3.

05/28/2013:

Downgrade to Hold, Target Price Change USD34.00

14. 12/17/2014:

Buy, Target Price Change USD43.00

4.

07/24/2013:

Hold, Target Price Change USD33.00

15. 04/21/2015:

Buy, Target Price Change USD42.00

5.

08/01/2013:

Hold, Target Price Change USD32.00

16. 04/30/2015:

Buy, Target Price Change USD41.00

6.

10/01/2013:

Hold, Target Price Change USD30.00

17. 07/22/2015:

Buy, Target Price Change USD40.00

7.

10/31/2013:

Hold, Target Price Change USD31.00

18. 07/30/2015:

Buy, Target Price Change USD41.00

8.

12/11/2013:

Hold, Target Price Change USD30.00

19. 09/22/2015:

Buy, Target Price Change USD42.00

9.

02/07/2014:

Hold, Target Price Change USD31.00

20. 11/02/2015:

Buy, Target Price Change USD37.00

10. 04/23/2014:

Hold, Target Price Change USD34.00

21. 12/14/2015:

Buy, Target Price Change USD35.00

11. 05/01/2014:

Upgrade to Buy, Target Price Change USD38.00
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Equity rating key
Buy: Based on a current 12- month view of total
share-holder return (TSR = percentage change in
share price from current price to projected target price
plus pro-jected dividend yield ) , we recommend that
investors buy the stock.
Sell: Based on a current 12-month view of total shareholder return, we recommend that investors sell the
stock
Hold: We take a neutral view on the stock 12-months
out and, based on this time horizon, do not
recommend either a Buy or Sell.
Notes:
1. Newly issued research recommendations and
target prices always supersede previously published
research.
2. Ratings definitions prior to 27 January, 2007 were:

Equity rating dispersion and banking relationships
500
450
400
350
300
250
200
150
100
50
0

49 %

49 %

54 %
42 %
2 % 40 %
Buy

Hold

Companies Covered

Sell

Cos. w/ Banking Relationship

North American Universe

Buy: Expected total return (including dividends)
of 10% or more over a 12-month period
Hold:
Expected
total
return
(including
dividends) between -10% and 10% over a 12month period
Sell: Expected total return (including dividends)
of -10% or worse over a 12-month period

Regulatory Disclosures
1.Important Additional Conflict Disclosures
Aside from within this report, important conflict disclosures can also be found at https://gm.db.com/equities under the
"Disclosures Lookup" and "Legal" tabs. Investors are strongly encouraged to review this information before investing.

2.Short-Term Trade Ideas
Deutsche Bank equity research analysts sometimes have shorter-term trade ideas (known as SOLAR ideas) that are
consistent or inconsistent with Deutsche Bank's existing longer term ratings. These trade ideas can be found at the
SOLAR link at http://gm.db.com.
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Additional Information
The information and opinions in this report were prepared by Deutsche Bank AG or one of its affiliates (collectively
"Deutsche Bank"). Though the information herein is believed to be reliable and has been obtained from public sources
believed to be reliable, Deutsche Bank makes no representation as to its accuracy or completeness.
If you use the services of Deutsche Bank in connection with a purchase or sale of a security that is discussed in this
report, or is included or discussed in another communication (oral or written) from a Deutsche Bank analyst, Deutsche
Bank may act as principal for its own account or as agent for another person.
Deutsche Bank may consider this report in deciding to trade as principal. It may also engage in transactions, for its own
account or with customers, in a manner inconsistent with the views taken in this research report. Others within
Deutsche Bank, including strategists, sales staff and other analysts, may take views that are inconsistent with those
taken in this research report. Deutsche Bank issues a variety of research products, including fundamental analysis,
equity-linked analysis, quantitative analysis and trade ideas. Recommendations contained in one type of communication
may differ from recommendations contained in others, whether as a result of differing time horizons, methodologies or
otherwise. Deutsche Bank and/or its affiliates may also be holding debt securities of the issuers it writes on.
Analysts are paid in part based on the profitability of Deutsche Bank AG and its affiliates, which includes investment
banking revenues.
Opinions, estimates and projections constitute the current judgment of the author as of the date of this report. They do
not necessarily reflect the opinions of Deutsche Bank and are subject to change without notice. Deutsche Bank has no
obligation to update, modify or amend this report or to otherwise notify a recipient thereof if any opinion, forecast or
estimate contained herein changes or subsequently becomes inaccurate. This report is provided for informational
purposes only. It is not an offer or a solicitation of an offer to buy or sell any financial instruments or to participate in any
particular trading strategy. Target prices are inherently imprecise and a product of the analyst’s judgment. The financial
instruments discussed in this report may not be suitable for all investors and investors must make their own informed
investment decisions. Prices and availability of financial instruments are subject to change without notice and
investment transactions can lead to losses as a result of price fluctuations and other factors. If a financial instrument is
denominated in a currency other than an investor's currency, a change in exchange rates may adversely affect the
investment. Past performance is not necessarily indicative of future results. Unless otherwise indicated, prices are
current as of the end of the previous trading session, and are sourced from local exchanges via Reuters, Bloomberg and
other vendors. Data is sourced from Deutsche Bank, subject companies, and in some cases, other parties.
Macroeconomic fluctuations often account for most of the risks associated with exposures to instruments that promise
to pay fixed or variable interest rates. For an investor who is long fixed rate instruments (thus receiving these cash
flows), increases in interest rates naturally lift the discount factors applied to the expected cash flows and thus cause a
loss. The longer the maturity of a certain cash flow and the higher the move in the discount factor, the higher will be the
loss. Upside surprises in inflation, fiscal funding needs, and FX depreciation rates are among the most common adverse
macroeconomic shocks to receivers. But counterparty exposure, issuer creditworthiness, client segmentation, regulation
(including changes in assets holding limits for different types of investors), changes in tax policies, currency
convertibility (which may constrain currency conversion, repatriation of profits and/or the liquidation of positions), and
settlement issues related to local clearing houses are also important risk factors to be considered. The sensitivity of fixed
income instruments to macroeconomic shocks may be mitigated by indexing the contracted cash flows to inflation, to
FX depreciation, or to specified interest rates – these are common in emerging markets. It is important to note that the
index fixings may -- by construction -- lag or mis-measure the actual move in the underlying variables they are intended
to track. The choice of the proper fixing (or metric) is particularly important in swaps markets, where floating coupon
rates (i.e., coupons indexed to a typically short-dated interest rate reference index) are exchanged for fixed coupons. It is
also important to acknowledge that funding in a currency that differs from the currency in which coupons are
denominated carries FX risk. Naturally, options on swaps (swaptions) also bear the risks typical to options in addition to
the
risks
related
to
rates
movements.
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Derivative transactions involve numerous risks including, among others, market, counterparty default and illiquidity risk.
The appropriateness or otherwise of these products for use by investors is dependent on the investors' own
circumstances including their tax position, their regulatory environment and the nature of their other assets and
liabilities, and as such, investors should take expert legal and financial advice before entering into any transaction similar
to or inspired by the contents of this publication. The risk of loss in futures trading and options, foreign or domestic, can
be substantial. As a result of the high degree of leverage obtainable in futures and options trading, losses may be
incurred that are greater than the amount of funds initially deposited. Trading in options involves risk and is not suitable
for all investors. Prior to buying or selling an option investors must review the "Characteristics and Risks of Standardized
Options”, at http://www.optionsclearing.com/about/publications/character-risks.jsp. If you are unable to access the
website please contact your Deutsche Bank representative for a copy of this important document.
Participants in foreign exchange transactions may incur risks arising from several factors, including the following: ( i)
exchange rates can be volatile and are subject to large fluctuations; ( ii) the value of currencies may be affected by
numerous market factors, including world and national economic, political and regulatory events, events in equity and
debt markets and changes in interest rates; and (iii) currencies may be subject to devaluation or government imposed
exchange controls which could affect the value of the currency. Investors in securities such as ADRs, whose values are
affected by the currency of an underlying security, effectively assume currency risk.
Unless governing law provides otherwise, all transactions should be executed through the Deutsche Bank entity in the
investor's
home
jurisdiction.
United States: Approved and/or distributed by Deutsche Bank Securities Incorporated, a member of FINRA, NFA and
SIPC. Analysts employed by non-US affiliates may not be associated persons of Deutsche Bank Securities Incorporated
and therefore not subject to FINRA regulations concerning communications with subject companies, public appearances
and securities held by analysts.
Germany: Approved and/or distributed by Deutsche Bank AG, a joint stock corporation with limited liability incorporated
in the Federal Republic of Germany with its principal office in Frankfurt am Main. Deutsche Bank AG is authorized under
German Banking Law (competent authority: European Central Bank) and is subject to supervision by the European
Central Bank and by BaFin, Germany’s Federal Financial Supervisory Authority.
United Kingdom: Approved and/or distributed by Deutsche Bank AG acting through its London Branch at Winchester
House, 1 Great Winchester Street, London EC2N 2DB. Deutsche Bank AG in the United Kingdom is authorised by the
Prudential Regulation Authority and is subject to limited regulation by the Prudential Regulation Authority and Financial
Conduct Authority. Details about the extent of our authorisation and regulation are available on request.
Hong

Kong:

Distributed

by

Deutsche

Bank

AG,

Hong

Kong

Branch.

India: Prepared by Deutsche Equities Private Ltd, which is registered by the Securities and Exchange Board of India
(SEBI) as a stock broker. Research Analyst SEBI Registration Number is INH000001741. DEIPL may have received
administrative warnings from the SEBI for breaches of Indian regulations.
Japan: Approved and/or distributed by Deutsche Securities Inc.(DSI). Registration number - Registered as a financial
instruments dealer by the Head of the Kanto Local Finance Bureau (Kinsho) No. 117. Member of associations: JSDA,
Type II Financial Instruments Firms Association and The Financial Futures Association of Japan. Commissions and risks
involved in stock transactions - for stock transactions, we charge stock commissions and consumption tax by
multiplying the transaction amount by the commission rate agreed with each customer. Stock transactions can lead to
losses as a result of share price fluctuations and other factors. Transactions in foreign stocks can lead to additional
losses stemming from foreign exchange fluctuations. We may also charge commissions and fees for certain categories
of investment advice, products and services. Recommended investment strategies, products and services carry the risk
of losses to principal and other losses as a result of changes in market and/or economic trends, and/or fluctuations in
market value. Before deciding on the purchase of financial products and/or services, customers should carefully read the
relevant disclosures, prospectuses and other documentation. "Moody's", "Standard & Poor's", and "Fitch" mentioned in
this report are not registered credit rating agencies in Japan unless Japan or "Nippon" is specifically designated in the
name of the entity. Reports on Japanese listed companies not written by analysts of DSI are written by Deutsche Bank
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Group's analysts with the coverage companies specified by DSI. Some of the foreign securities stated on this report are
not disclosed according to the Financial Instruments and Exchange Law of Japan.
Korea: Distributed by Deutsche Securities Korea Co.
South Africa: Deutsche Bank AG Johannesburg is incorporated in the Federal Republic of Germany (Branch Register
Number
in
South
Africa:
1998/003298/10).
Singapore: by Deutsche Bank AG, Singapore Branch or Deutsche Securities Asia Limited, Singapore Branch (One Raffles
Quay #18-00 South Tower Singapore 048583, +65 6423 8001), which may be contacted in respect of any matters
arising from, or in connection with, this report. Where this report is issued or promulgated in Singapore to a person who
is not an accredited investor, expert investor or institutional investor (as defined in the applicable Singapore laws and
regulations),
they
accept
legal
responsibility
to
such
person
for
its
contents.
Qatar: Deutsche Bank AG in the Qatar Financial Centre (registered no. 00032) is regulated by the Qatar Financial Centre
Regulatory Authority. Deutsche Bank AG - QFC Branch may only undertake the financial services activities that fall
within the scope of its existing QFCRA license. Principal place of business in the QFC: Qatar Financial Centre, Tower,
West Bay, Level 5, PO Box 14928, Doha, Qatar. This information has been distributed by Deutsche Bank AG. Related
financial products or services are only available to Business Customers, as defined by the Qatar Financial Centre
Regulatory Authority.
Russia: This information, interpretation and opinions submitted herein are not in the context of, and do not constitute,
any appraisal or evaluation activity requiring a license in the Russian Federation.
Kingdom of Saudi Arabia: Deutsche Securities Saudi Arabia LLC Company, (registered no. 07073-37) is regulated by the
Capital Market Authority. Deutsche Securities Saudi Arabia may only undertake the financial services activities that fall
within the scope of its existing CMA license. Principal place of business in Saudi Arabia: King Fahad Road, Al Olaya
District,
P.O.
Box
301809,
Faisaliah
Tower
17th
Floor,
11372
Riyadh,
Saudi
Arabia.
United Arab Emirates: Deutsche Bank AG in the Dubai International Financial Centre (registered no. 00045) is regulated
by the Dubai Financial Services Authority. Deutsche Bank AG - DIFC Branch may only undertake the financial services
activities that fall within the scope of its existing DFSA license. Principal place of business in the DIFC: Dubai
International Financial Centre, The Gate Village, Building 5, PO Box 504902, Dubai, U.A.E. This information has been
distributed by Deutsche Bank AG. Related financial products or services are only available to Professional Clients, as
defined by the Dubai Financial Services Authority.
Australia: Retail clients should obtain a copy of a Product Disclosure Statement (PDS) relating to any financial product
referred to in this report and consider the PDS before making any decision about whether to acquire the product. Please
refer
to
Australian
specific
research
disclosures
and
related
information
at
https://australia.db.com/australia/content/research-information.html
Australia and New Zealand: This research, and any access to it, is intended only for "wholesale clients" within the
meaning of the Australian Corporations Act and New Zealand Financial Advisors Act respectively.
Additional information relative to securities, other financial products or issuers discussed in this report is available upon
request. This report may not be reproduced, distributed or published by any person for any purpose without Deutsche
Bank's
prior
written
consent.
Please
cite
source
when
quoting.
Copyright © 2016 Deutsche Bank AG
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UPDATE

February 4, 2016

Exelon Corporation (EXC)

Generation Portfolio Appears
Significantly Undervalued In Current
Stock Price

Buy
Price Target: $35.00
Prior: $33.00

Price (Feb. 3, 2016)

$31.61

What's Incremental To Our View
Our analysis suggests that EXC’s merchant generation portfolio is currently
being valued at a 30% discount to the publicly traded merchant power stocks.
Based on latest peer valuations, we have raised our price target to $35 from
$33.

52-Wk Range

IMPORTANT POINTS
• EXC reported 4Q results of $0.38 vs $0.48, modestly above our estimate of
$0.37 but in line with consensus of $0.38. Relative to our assumptions, higher
Regulated Utility earnings were largely offset by lower Generation earnings.

Dividend/Yield

ROE

8.0%

• Based on the latest forward commodity curves, updated hedge disclosures,

5 Year EPS Growth

5.0%

Debt/Cap

48%

and cost reduction targets, we have trimmed our 2016 estimate to $2.46 from
$2.48. Our 2017 estimate remains $2.54. Our preliminary 2018 estimate is
$2.67. Our estimates assume the company achieves 90%-95% of its Power
and Non Power new business targets. If the company is successful in hitting
100% of its targets, there could be $0.08-$0.10 annual upside to our 2017-18
estimates.

• We

remain confident that the Washington DC PSC will approve the
acquisition of Pepco (POM - $26.64; Neutral), and our estimates assume that
the acquisition is completed in 1Q 2016. We note that EXC has set a March
4th deadline for the completion of this acquisition. There are two regularly
scheduled meetings (February 24th and March 2nd) for the Washington DC
PSC prior to that date. In addition, the PSC can hold a special meeting at any
time with a 48 hour notice.

$36.93-$25.46

Market Cap ($M)

$29,069

ADTV

7,559,946

Shares Out (M)

919.6

Short Interest Ratio/% Of Float

2.6%
$1.24/3.9%

TR to Target

14.6%

P/B

1.10x

Enterprise Value ($M)

$50,413.4

2015A

2016E
Curr.
Prior

2017E
Curr.
Prior

$0.65
$0.55
$0.73
$0.54
$2.46
12.8x

$0.66
$0.57
$0.75
$0.58
$2.54
12.4x

EPS Adjusted
1Q
2Q
3Q
4Q
CY
P/E

$0.71
$0.59
$0.83
$0.38
$2.49
12.7x

$0.64
$0.55
$0.73
$0.56
$2.48

Consensus
CY

$2.49

$2.52

$2.65

Revenue ($M)
CY

$29,237

$32,645 $31,645 $34,285 $33,685

Operating Margin (%)

• Our

analysis suggests that at EXC’s current stock price, its merchant
generation portfolio is being valued at an implied EV / EBITDA multiple of
5.5x (based on our 2017 estimate), which is a 30% discount to the publicly
traded merchant power stocks. If this discount persists, we believe there is
an opportunity for management to unlock significant equity value through
monetization options for this portfolio. As an illustration, if this portfolio were
to be valued in line with the public peers, we calculate an incremental $7/
share equity value for EXC.

CY

13.40%

13.00% 13.30% 14.00% 14.20%

EBITDA ($M)
CY
$6,684
EV/
7.5x
EBITDA
FYE Dec

$7,474

$7,515

6.7x

• EXC is currently trading at a 9% P/E multiple discount to the peer group
(based on our 2017 estimate). Assuming a P/E multiple of 13.6x our 2017

Ali Agha
212-319-3920
ali.agha@suntrust.com

$0.66
$0.57
$0.75
$0.58
$2.54

Roger Song
212-319-3918
roger.song@suntrust.com

SEE PAGE 5 FOR REQUIRED DISCLOSURE INFORMATION
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$7,993
6.3x

$8,000

Exelon Corporation

estimate of $2.54 (in line with the peer group), we have raised our price target
to $35 from $33. Even our higher price target implies a 17% discount for the
merchant portfolio. We reiterate our Buy recommendation.

• We have included our revised 2016-17 earnings and cash flow models in this report.
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Exelon Corporation (EXC)
Earnings Model, 2011A-2017E
(dollars in millions, except per share)
FY
Revenues (% change)
Com Ed
PECO
BGE
PEPCO
Generation
Other

2017E

2016E

5,150
3,430
3,465
5,265
18,000
(1,025)

5,000
3,350
3,380
3,915
18,000
(1,000)

Total Revenues

34,285

5.0%

Operating Income (% sales)
Com Ed
PECO
BGE
PEPCO
Generation
Other

1,180
695
610
600
1,725
(22)

22.9%
20.3%
17.6%

Equity Income (Loss)
Total Operating Income

4,788

14.0%

Interest Expense, net
Other Income (Expense)

(1,345)
251

9.6%

32,645

2014A

2013A

2012A

2011A

4,905
3,032
3,135

4,564
3,094
3,165

4,464
3,100
3,065

5,443
3,186
2,204

6,056
3,720

18,925
(760)

17,853
(787)

16,190
(1,377)

15,502
(1,661)

10,502
(1,160)

11.7%

29,237

4.8%

27,889

9.6%

25,442

3.1%

24,674

NMF

19,118

2.4%

1,125
660
550
400
1,826
(22)

22.5%
19.7%
16.3%

1,026
634
563

20.9%
20.9%
18.0%

984
574
441

21.6%
18.6%
13.9%

956
675
446

21.4%
21.8%
14.6%

891
640
186

16.4%
20.1%
8.4%

969
654

16.0%
17.6%

10.1%

2,033
(22)

10.7%

1,956
(19)

11.0%

1,928
(64)

11.9%

2,616
(46)

16.9%

3,267
28

31.1%

4,539

13.9%

4,234

14.5%

(1,285)
250

(1,098)
276

Pretax income
Taxes (rate)
Preferred / Non Controlling Interest
Equity Income (Loss)

3,694
1,274
15

34.5%

3,504
1,209
15

34.5%

Net Income (% change)

2,405

5.5%

2,280

2.4%

Shares Outstanding (ful. dil.)

947.0

Operating EPS -- ful. dil. (% change)

$2.54

927.0
3.3%

2015A

$2.46

3,412
1,165
13
(7)
2,227

$2.49

14.1%

(931)
262

102
4,043

15.9%

(986)
238

59
4,346

17.6%

(1)
4,917

(941)
252

25.7%

(726)
178

34.1%

3,259
1,057
134

32.4%

3,295
1,132
14

34.4%

3,657
1,316
11

36.0%

4,369
1,606

36.8%

7.7%

2,068

-3.8%

2,149

-7.8%

2,330

-15.7%

2,763

2.8%

893.0
-1.2%

(8)
3,928

864.0
4.2%

$2.39

860.0
-4.4%

$2.50

819.0
-12.3%

$2.85

665.0
-31.5%

$4.16

2.6%

Extraordinary Items
Reported GAAP EPS
EBITDA

7,993

7,474

6,684

6,242

6,191

6,180

6,177

ComEd
Total Retail Sales (millions mw hs)

93.0

92.0

86.7

88.6

89.1

90.0

89.5

Implied Operating Margin ($/MWh)

$12.7

$12.2

$11.8

$11.1

$10.7

$9.9

$10.8

PECO
Total Electric Retail Sales (millions mw hs)
Implied Operating Margin ($/MWh)

39.5

39.0

38.0

37.5

37.8

37.5

38.6

$17.6

$16.9

$16.7

$15.3

$17.9

$17.1

$16.9

PEPCO
Total Electric Retail Sales (millions mw hs)
Implied Operating Margin ($/MWh)

50.0

38.0

$12.0

$10.5

Total Pow er Sales (millions mw hs)

204.2

198.5

196.4

199.2

214.7

219.5

169.8

Implied Operating Margin ($/mw h)

$8.4

$9.2

$10.4

$9.8

$9.0

$12.2

$19.2

525
415
310
1,034
265
(144)
2,405

490
395
270
1,100
180
(155)
2,280

432
380
277
1,253

410
353
199
1,155

421
393
195
1,202

381
387
46
1,548

403
388
2,002

(115)
2,227

(49)
2,068

(62)
2,149

(32)
2,330

(30)
2,763

Generation

Net Income By Segment
Com Ed
PECO
BGE
Generation
PEPCO
Other
Total
Note

1) Our PECO Implied Margin ratios factor in the impact of Gas sales.
2) Rate Base - Com Ed: $8.7bn in 2013, $9.5bn in 2014, $10.8bn in 2015, $11.8bn in 2016, $12.8bn in 2017; PECO: $5.4bn in 2013, $5.7bn in 2014, $6.0bn in 2015, $6.5bn in 2016, $6.9bn in 2017;
BGE: $4.6bn in 2013, $4.9bn in 2014, $5.0bn in 2015, $5.3bn in 2016, $5.9bn in 2017; PEPCO: $8.8bn in 2016 and $9.7bn in 2017.
3) Earned ROE - Com Ed: 9.7% in 2013, 8.5% in 2014, 8.0% in 2015, 8.3% in 2016, 8.2% in 2017; PECO: 13.7% in 2013, 11.3% in 2014, 11.7% in 2015, 11.5% in 2016, 11.3% in 2017;
BGE: 8.5% in 2013, 7.8% in 2014, 10.7% in 2015, 10.2% in 2016, 10.5% in 2017; PEPCO: 5.5% in 2016 and 5.5% in 2017.
4) We assume the Illinois legislature's changes to Com Ed formula rates represent $0.02 of earnings in 2013 and $0.04 of annual earnings from 2014 onw ards.
5) We assume EXC achieves 95% of its grow th targets for Pow er and Non Pow er new business for 2016 and 90% from 2017 onw ards.
6) We assume that the DOE nuclear disposal fee is removed from May 2014; represents $0.06 of earnings in 2014 and $0.11 annually thereafter.
7) We have included the impact of the $1.15bn Equity Units (2.5% interest rate) from mid 2014 and assume conversion to equity (33m shares) on 6/1/17.
8) We have factored in the impact of the $6.8bn PEPCO acquisition from Q2 2016 (including the settlement of the 57.5m share forw ard equity sale on 7/14/15).
Sources: Company reports and SunTrust Robinson Humphrey estimates.
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Exelon Corporation (EXC)
Cash Flow Model, 2011A-2017E
($ in millions except per share)
2017E

2016E

2015A

2014A

2013A

2012A

2011A

Net income
Depreciation, depletion, amortization
Working Capital Change / Other

2,405
4,925
(125)

2,280
4,820
(125)

2,227
3,987
1,420

2,068
3,868
(1,479)

2,149
3,779
415

2,330
4,079
(278)

2,763
2,304
(214)

Cash Flow From Operations

7,205

6,975

7,634

4,457

6,343

6,131

4,853

Dividends
Capital expenditures

(1,174)
(7,775)

(1,148)
(8,005)

(1,105)
(7,624)

(1,065)
(6,077)

(1,249)
(5,395)

(1,716)
(5,789)

(1,393)
(4,042)

Free Cash Flow

(1,744)

(2,178)

(1,095)

(2,685)

(301)

(1,374)

(582)

Sources: Company reports and SunTrust Robinson Humphrey estimates.
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Company Description
Exelon, a utility services holding company, operates through its principal subsidiaries: Generation,
ComEd, PECO, and BGE. Generation's business consists of its owned and contracted electric
generating facilities, its wholesale energy marketing operations and its competitive retail supply
operations. ComEd's energy delivery business consists of the purchase and regulated retail sale of
electricity and the provision of distribution and transmission services to retail customers in northern
Illinois, including the City of Chicago. PECO's energy delivery business consists of the purchase
and regulated retail sale of electricity and the provision of transmission and distribution services
to retail customers in southeastern Pennsylvania, including the City of Philadelphia, as well as the
purchase and regulated retail sale of natural gas and the provision of distribution services to retail
customers in the Pennsylvania counties surrounding the City of Philadelphia. BGE is a regulated
electric transmission and distribution utility company and a regulated gas distribution utility company
with a service territory that covers the City of Baltimore and all or part of 10 counties in central Maryland.
Investment Thesis
Incremental earnings from the PJM Capacity auctions, earnings accretion and strategic benefits of the
POM acquisition (coupled with the ability to offset any dilution if POM deal falls apart), and a discounted
stock valuation imply attractive total return prospects.
Valuation and Risks
VALUATION
Based on a P/E multiple of 13.6x our 2017 estimate of $2.54 (in line with the peer group), we derive
our price target of $35.
RISKS
• Outlook for forward power prices.
• Timing of upcoming EPA regulations.
• Regulatory approval of the POM acquisition and use of excess capital if the deal falls apart.

Companies Mentioned in This Note
Pepco (POM, $26.64, Neutral)

Analyst Certification
I, Ali Agha , hereby certify that the views expressed in this research report accurately reflect my personal
views about the subject company(ies) and its (their) securities. I also certify that I have not been, am
not, and will not be receiving direct or indirect compensation in exchange for expressing the specific
recommendation(s) in this report.

Required Disclosures
Analyst compensation is based upon stock price performance, quality of analysis, communication skills,
and the overall revenue and profitability of the firm, including investment banking revenue.
As a matter of policy and practice, the firm prohibits the offering of favorable research, a specific
research rating or a specific target price as consideration or inducement for the receipt of business or
compensation. In addition, associated persons preparing research reports are prohibited from owning
securities in the subject companies.

Page 5 of 7

Exelon Corporation

STRH Ratings System for Equity Securities
3 designations based on total returns* within a 12-month period**

• Buy – total return ≥ 15% (10% for low-Beta securities)***
• Reduce – total return ≤ negative 10% (5% for low Beta securities)
• Neutral – total return is within the bounds above
• NR – NOT RATED, STRH does not provide equity research coverage
• CS – Coverage Suspended

*Total return (price appreciation + dividends)
**Price targets are within a 12-month period, unless otherwise noted
***Low Beta defined as securities with an average Beta of 0.8 or less, using Bloomberg’s 5-year average
Beta
Legend for Rating and Price Target History Charts:
D = drop coverage
I = initiate coverage
T = transfer coverage
SunTrust Robinson Humphrey ratings distribution (as of 02/04/2016):
Coverage Universe
Rating
Buy
Neutral
Sell/Reduce

Investment Banking Clients Past 12 Months
Count

Percent

Rating

357
280
6

55.52%
43.55%
0.93%

Buy
Neutral
Sell/Reduce

Count

Percent

131
64
2

36.69%
22.86%
33.33%
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Other Disclosures
Information contained herein has been derived from sources believed to be reliable but is not guaranteed
as to accuracy and does not purport to be a complete analysis of the security, company or industry
involved. This report is not to be construed as an offer to sell or a solicitation of an offer to buy any
security. SunTrust Robinson Humphrey, Inc. and/or its officers or employees may have positions in
any securities, options, rights or warrants. The firm and/or associated persons may sell to or buy from
customers on a principal basis. Investors may be prohibited in certain states from purchasing some overthe-counter securities mentioned herein. Opinions expressed are subject to change without notice. The
information herein is for persons residing in the United States only and is not intended for any person in
any other jurisdiction.
SunTrust Robinson Humphrey, Inc.’s research is provided to and intended for use by Institutional
Accounts as defined in FINRA Rule 4512(c). The term “Institutional Account" shall mean the account of:
(1) a bank, savings and loan association, insurance company or registered investment company; (2) an
investment adviser registered either with the SEC under Section 203 of the Investment Advisers Act or
with a state securities commission (or any agency or office performing like functions); or (3) any other
person (whether a natural person, corporation, partnership, trust or otherwise) with total assets of at least
$50 million.
SunTrust Robinson Humphrey, Inc. is a registered broker-dealer and a member of FINRA and SIPC. It is
a service mark of SunTrust Banks, Inc. SunTrust Robinson Humphrey, Inc. is owned by SunTrust Banks,
Inc. ("SunTrust") and affiliated with SunTrust Investment Services, Inc. Despite this affiliation, securities
recommended, offered, sold by, or held at SunTrust Robinson Humphrey, Inc. and at SunTrust Investment
Services, Inc. (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or
other obligations of any insured depository institution (including SunTrust Bank); and (iii) are subject to
investment risks, including the possible loss of the principal amount invested. SunTrust Bank may have a
lending relationship with companies mentioned herein.
© SunTrust Robinson Humphrey, Inc. 2016 . All rights reserved. Reproduction or quotation in whole or
part without permission is forbidden.
ADDITIONAL INFORMATION IS AVAILABLE at our website, www.suntrustrh.com, or by writing to:
SunTrust Robinson Humphrey, Research Department, 3333 Peachtree Road N.E., Atlanta, GA
30326-1070
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Exelon Surprises With 2.5% Dividend Growth Target

Vital Statistics

See Page 2 for the full Analyst Note from 03 Feb 2016

Market Cap (USD Mil)

28,617

52-Week High (USD)

35.10

52-Week Low (USD)

25.09

Travis Miller
Sector Director
travis.miller@morningstar.com
+1 (312) 384-4813

Investment Thesis

06 Oct 2015

As the largest nuclear power plant owner in the U.S., Exelon has
long been a profit machine and an industry-leading source of
shareholder value creation. But power prices have crashed hard
since their 2008 highs and appear stuck at current levels for at
least the next two years. The drop in Eastern U.S. gas and coal

The primary analyst covering this company
does not own its stock.

prices have made those generation sources more competitive.
That has resulted in a sharp drop in Exelon's returns, a 41% cut in

Research as of 03 Feb 2016
Estimates as of 06 Oct 2015
Pricing data through 10 Feb 2016
Rating updated as of 10 Feb 2016

the dividend in 2013, and a shift in strategy to increase
contributions from its countercyclical retail supply and regulated

Currency amounts expressed with "$" are in
U.S. dollars (USD) unless otherwise denoted.

distribution businesses. It acquired Constellation Energy in 2012

52-Week Total Return %

-6.7

YTD Total Return %

13.2

Last Fiscal Year End

31 Dec 2014

5-Yr Forward Revenue CAGR %

rejected it in August 2015. We now expect it has a 75% chance of
closing. Exelon has received all other regulatory approvals.
Contents

1

0.89

Valuation Summary and Forecasts
Fiscal Year:

Price/Earnings
EV/EBITDA
EV/EBIT
Free Cash Flow Yield %
Dividend Yield %

2013

2014

2015(E)

2016(E)

11.0
7.3
11.6
4.0
5.3

15.5
9.5
16.7
-5.1
3.3

12.7
7.7
12.6
2.8
3.8

13.0
7.6
12.6
-1.3
3.8

Financial Summary and Forecasts (USD Mil)
Fiscal Year:

to have revived the deal in Washington, D.C., where regulators had

Morningstar Analysis

9.9

Price/Fair Value

for $8 billion and made a $12 billion bid for Pepco in April 2014,
both including debt. Management's political negotiations appear

Investment Thesis

3.5

5-Yr Forward EPS CAGR %

Even with increased earnings diversification, Exelon can't escape
its overwhelming leverage to Eastern and Midwestern U.S. power

Revenue
Revenue YoY %
EBIT
EBIT YoY %
Net Income, Adjusted

2013

2014

2015(E)

2016(E)

24,888

27,429

22,762

25,184

6.0

10.2

-17.0

10.6

3,656

3,096

3,821

3,826

53.6

-15.3

23.4

0.1

2,150

2,065

2,125

2,065

Net Income YoY %

-7.9

-4.0

2.9

-2.9

prices, which drive almost half of earnings. The low operating costs

Diluted EPS

2.50

2.39

2.46

2.39
-3.0

Analyst Note

2

Valuation, Growth and Profitability

2

and clean emission profile of its nuclear fleet make Exelon the

Diluted EPS YoY %

-12.3

-4.4

2.9

3

utilities sector's biggest winner if our outlook for higher power

Free Cash Flow

1,500

305

1,364

136

Economic Moat

3

prices and tighter fossil fuel environmental regulations materialize.

Free Cash Flow YoY %

-22.5

-79.7

347.7

-90.0

Moat Trend

4

Bulls Say/Bears Say

6

Exelon's world-class operating efficiency ensures it can realize that

Financial Health

7

upside. However, persistently low margins are making it difficult

Enterprise Risk

8

to justify continued investment in some of its nuclear plants. Even

9

though we think there is long-term value in these plants, Exelon

Scenario Analysis

Management & Ownership
Analyst Note Archive
Additional Information

11
-

Morningstar Analyst Forecasts

18

Comparable Company Analysis

22

Methodology for Valuing Companies

24

Historical/forecast data sources are Morningstar Estimates and may reflect adjustments.

might choose to close some plants to preserve cash flow. This
would reduce Exelon's upside.
We estimate Exelon's regulated distribution utilities will contribute
about half of consolidated earnings by 2016, up from just 20% in
2008. Illinois state legislation in 2011 significantly improved the

Profile
Exelon's regulated distribution utilities deliver power and gas to 7.8 million
customers at Commonwealth Edison (Illinois), PECO (Pennsylvania), and
Baltimore Gas & Electric (Maryland). Exelon also owns 11 nuclear plants
and 35 gigawatts of generation capacity throughout North America,
producing 22% of U.S. nuclear power and 4% of all U.S. electricity. Exelon
also is the largest power retailer in the U.S., serving about 150 terawatt
hours of load. In March 2012, Exelon bought Constellation Energy for $7
billion.

incentives for growth investment by introducing formula rates,
annual true-ups and adjusted allowed returns. Excluding Pepco,
we think the regulated utilities can grow earnings 10% annually
the next three years.
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Morningstar Analysis
Exelon Surprises With 2.5% Dividend Growth Target 03
Feb 2016

We are reaffirming our $35 fair value estimate and narrow
moat and stable moat trend ratings for Exelon after the
company reported earning $2.49 per share on an adjusted
basis in 2015. This was in line with our estimate and within
management's guidance range.
We think the biggest positive for shareholders was
management's announcement that it plans to recommend
to the board a 2.5% annual dividend increase for at least
the next three years, likely starting in the second half of
2016. We had not expected a dividend increase until at least
2018, given our expected plateau in earnings the next three
years.
If the board accepts this policy, we estimate Exelon's payout
ratio will top 50% by 2018. This is at the high end of what
we think is reasonable for Exelon's cash flow profile and
debt load. We're not yet entirely convinced that
management has added sufficient regulated distribution
earnings and contracted generation revenue to decouple
cash flows from volatile energy markets.
Management continues to evaluate the economic viability
of at least three nuclear plants. We assume in our long-term
forecasts that Exelon closes three plants representing 25%
of its fleet capacity. We also expect a final Pepco merger
decision by early March, in line with timeline indications
from Washington, D.C., regulators. We continue to assume
$1 per share of value dilution based on a 75% probability
of the deal closing as proposed. We don't think ongoing
legal challenges in other states will be an impediment.
We remain long-term bullish on fixed-price PJM power,
especially in the East, where we expect gas prices to
strengthen as takeaway capacity increases and demand
remains more robust than other regions. This drives the bulk
of the value upside as of early February. Our $8.4 billion

midcycle gross margin outlook for Exelon Generation
remains at the high end of management's 2018 outlook
range.

Valuation, Growth and Profitability 06 Oct 2015

We are reaffirming our $35 per share fair value estimate
after raising our probability of the Pepco acquisition closing
to 75% from 25% as a result of an agreement the companies
reportedly reached with the Washington, D.C., mayor's
office on Oct. 6. Although we think the deal is value-dilutive,
it is too small to have a material impact on our fair value
estimate. Exelon's $27.25-per-share cash offer represents
a 30% premium to our $21 per share standalone fair value
estimate for Pepco.
We continue to believe it is more likely than not that Exelon
will retire the three nuclear plants that did not clear the
2018-19 PJM base capacity auction--Quad Cities (Ill.),
Oyster Creek (N.J.), and Three Mile Island (Pa.)--as well as
the Clinton (Ill.) plant. We now assume a 50% probability
that the Byron (Ill.) plant will retire given it cleared the
2018-19 capacity auction. These closures represent about
25% of Exelon's current nuclear capacity. Lower operating
costs and capital expenditures partially offset the lost gross
margin from these plants, making them cash flow-neutral
in the near term.
We continue to forecast mostly flat consolidated earnings
through 2016, excluding contributions from Pepco. On a
midcycle basis, we assume Exelon earns $3.80 per share
and Exelon Generation earns $3.9 billion EBITDA. This is
50% higher than our 2017 trough mark-to-market EBITDA
estimate for Exelon Generation.
Our midcycle earnings forecast at Exelon Generation is
based on a $4/mcf midcycle Henry Hub gas price, a negative
$0.60/mcf gas basis for PJM West, and heat rates across
all regions 10% above current 2017 forward heat rates. At
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and our midcycle EPS would be $3.00.
If we reduce our assumption for the operating efficiency and
utilization of Exelon's nuclear power plants by 2 percentage
points to near the industry average, it would change our fair
value estimate by $3 per share. If Exelon does not retire the
Clinton, Quad Cities, and Byron plants, it would add $3 per
share to our fair value estimate.
At the retail segment, every 100 basis points of long-term
normalized margin expansion generates $100 million of
pretax margin and $1 per share of value.
A 50-basis-point change in our cost of equity changes our
fair value estimate by $4 per share.
the retail business, we assume 8% long-term normalized
gross margins and 1% annual volume growth beyond 2015.
We assume all three regulated utilities earn average 10%
returns on equity starting in 2016.
We assume a 9% cost of equity and a 7.1% cost of capital.
Our cost of equity assumption is in line with the 9% rate of
return we expect investors to demand of a diversified equity
portfolio. A 2.25% long-term inflation outlook underpins our
capital cost assumptions.
Scenario Analysis

We assign a medium uncertainty rating. Exelon's
higher-than-average degree of operating leverage and
exposure to volatile power markets leads to a wider range
of outcomes in our base, high, and low scenarios. A $5 per
megawatt-hour average move in our midcycle power price
assumptions with no change in retail margins results in a
15% change in our open midcycle EPS estimate and an $800
million change in EBITDA. Our fair value estimate would
change by $6 per share. On a mark-to-market basis as of
early August, our fair value estimate would be $31 per share

Economic Moat

Considering Exelon's full suite of businesses, we think it
earns a narrow economic moat.
Nuclear generation in general still has wide-moat
characteristics, with returns on capital above costs of
capital for the foreseeable future. However, that spread
between long-term returns on capital and Exelon's cost of
capital have shrunk based on our midcycle outlook for power
prices in the eastern U.S. Exelon's increasing diversification
into narrow- and no-moat businesses together with the
shrinking returns at its nuclear generation business supports
our narrow moat rating.
Nuclear generation's wide-moat economics are based on
two primary competitive advantages. First, nuclear plants
take more than seven years to site and build, cost several
billion dollars, and typically face community opposition.
These are significant barriers to entry, giving operators an
effective low-cost monopoly in a given region. Exelon's large
fleet gives it scale advantages that allow it to add capacity
at its plants at a fraction of the cost and risk of a greenfield
project. It is unlikely a competitor would be able to earn
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sufficient returns on capital by building a nuclear plant in
close proximity to any of Exelon's plants.
Second, no other reliable power generation source can
match the cost or scale of a nuclear plant. Nuclear plants'
low variable costs and low greenhouse gas emissions
relative to competing fossil fuel power generation sources
like coal and natural gas reduce substitution threats.
Renewable energy, with effectively no marginal costs, has
depressed wholesale power prices and hurt Exelon's returns
on capital in some of its regions. We believe this is a market
distortion that fails to recognize the value of Exelon's
nuclear fleet reliability relative to intermittent renewable
energy.
As long as electricity remains a critical energy source in the
U.S. and nuclear investment requirements remain near
current levels, we expect nuclear plants will maintain a
low-cost advantage and generate high returns on capital.
To monetize this competitive advantage, Exelon must
continue to have access to wholesale power markets. Any
reregulation of its generation fleet would shrink its moat.
In addition, nuclear generation must maintain regulatory
and political support in the U.S. and states where Exelon
operates. If that support erodes, it could affect the
economics of routine maintenance investments and lead to
plant shutdowns as we've seen elsewhere in the U.S. and
overseas.
We believe Exelon's regulated distribution utilities have
narrow economic moats. Regulatory caps on profits offsets
the service territory monopolies and network efficient scale
advantages. Utility regulation in the U.S. aims to fix
customer rates at levels that ensure capital providers earn
fair returns on their investments while keeping customer
costs as low as possible. We believe this regulatory compact
ensures Exelon's utilities will earn at least their costs of
capital in the long run.

We believe Exelon's retail supply business has no economic
moat. Retail power and gas markets are highly competitive
with virtually no barriers to entry, switching costs or product
differentiation. Although customer relationships can be
sticky, retailers mostly end up competing on price.
Moat Trend

We assign Exelon a stable moat trend. The regulatory
environments in Illinois, Pennsylvania, and Maryland have
stabilized, allowing its distribution utilities to earn more
favorable returns. In the power markets, Exelon faces both
positive and negative trend developments. We expect
returns on capital will continue to face pressure from cheap
gas moving west and increasing renewable energy
penetration. However, environmental regulations, coal
plant closures, and capacity market changes should help
returns on capital. On balance, we think these positive and
negative dynamics offset each other.
Since the retail supply business is relatively new following
power market deregulation in the early 2000s, we're
watching to see if any company can build a sustainable
competitive advantage. Exelon and others are proving there
are some scale and cost advantages, particularly in
marketing, customer aggregation, risk mitigation, and
supply costs.
The one path we see to achieve excess returns in the supply
business is to match customer load with wholesale
generation. As liquidity has dried up in power markets, it is
increasingly difficult and costly to hedge future expected
generation. A retail supply business can improve hedging
opportunities by reducing collateral and trading costs. This
could give a retail supplier a low-cost advantage. As the
nation's largest wholesale power generator and retail
supplier, Exelon is well positioned to take advantage of
these wholesale-retail pairing benefits.
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Bulls Say/Bears Say
Bulls Say

Bears Say

3 Nuclear power plants run year-round, produce
electricity at low costs and generate large profits even
with currently depressed power prices.

3 Exelon's performance in part is driven by volatile
power prices that fluctuate based on natural gas
prices, coal prices, and regional electricity demand.

3 Higher natural gas and coal prices, rising electricity
demand and environmental regulations help Exelon
more than any other utility because of its large nuclear
fleet.

3 The Constellation and Pepco acquisitions dilute
Exelon's economic moat by adding more no-moat
retail business and narrow moat distribution earnings.

3 If gas and power prices remain low for many years,
Exelon's move to invest in retail and regulated
businesses will preserve value.

3 Many of Exelon's growth projects come with regulated
or contracted returns, reducing shareholders' leverage
to a rebound in power markets.
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Five Year Adjusted Cash Flow Forecast (USD Mil)

Financial Health
2015(E)

2016(E)

2017(E)

2018(E)

2019(E)

Cash and Equivalents (beginning of period)
Adjusted Available Cash Flow
Total Cash Available before Debt Service

1,878
2,334
4,212

3,024
1,316
4,340

2,138
1,954
4,092

1,826
3,642
5,469

3,387
4,071
7,458

Principal Payments
Interest Payments
Other Cash Obligations and Commitments
Total Cash Obligations and Commitments

-976
-999
-303
-2,278

-1,500
-1,044
-303
-2,847

-1,500
-1,139
-463
-3,102

-1,250
-1,238
-464
-2,952

-1,250
-1,271
-463
-2,984

Cumulative Annual Cash Flow Cushion
Cash Flow Cushion
Possible Liquidity Need

Exelon's biggest challenge is warding off cash constraints
in unfavorable power markets. The 2007-08 commodity
boom led management to raise the dividend and buy back
stock. But as power markets have fallen from their 2008
peaks, the company has focused on preserving its
investment-grade credit rating. In 2011, the board spent $2.1
billion to reduce its pension liabilities instead of reinstating
a $1.5 billion share-repurchase plan approved in September
2008 but never executed. In February 2013, the board cut
the dividend 41% to $1.24 per share annualized, freeing up
$740 million in annual cash flow. We expect the dividend
to stay at this level for at least the next two years.
The Pepco acquisition would increase consolidated
leverage, but most of that additional leverage will be debt
at the regulated utilities. We don't expect a material change
in parentco or Exelon Generation leverage.

Adjusted Cash Flow Summary
% of
USD Millions Commitments

Beginning Cash Balance
Sum of 5-Year Adjusted Free Cash Flow
Sum of Cash and 5-Year Cash Generation
Revolver Availability
Asset Adjusted Borrowings (Repayment)
Sum of Cash, 5-Year Cash Generation, Revolver and Adjustments
Sum of 5-Year Cash Commitments

1,878
13,317
15,195

13.3
94.0
107.3

—
—

—
—

15,195
-14,163

107.3
—

We think Exelon will have sufficient cash coverage to keep
its investment-grade credit rating and current dividend at
least through 2016 based on current market conditions. Even
through these lean years, we expect Exelon can generate
at least $2 billion of cash flow after incorporating new
financing and excluding discretionary growth investments.
We project Exelon's consolidated EBITDA/interest coverage
will drop from 9 times in 2011 to 6 times by 2015 and
leverage to rise to 3.4 times debt/EBITDA in 2015 from 2
times in 2011.
More than half of Exelon's consolidated debt is secured at
the regulated utilities. This is in line with the utilities'
regulator-approved capital structure, and we don't expect a
material change. Apart from the utilities, Exelon has an
average $485 million of annual debt maturities at Exelon
Generation through 2017. As long as power markets remain
relatively stable and Exelon can maintain its
investment-grade ratings, we don't expect it to have trouble
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refinancing those maturities.
Exelon's pension and nuclear decommissioning funds are
well-funded now, but if interest rates stay low, Exelon could
have to contribute more cash.
Enterprise Risk

Investors should pay the most attention to political
developments that would re-regulate competitive electricity
markets in the Midwest and Mid-Atlantic. Even though
sharp increases in power prices would result in an earnings
windfall for Exelon, it could lead politicians and regulators
to pursue price caps as they did when markets first
deregulated. Although we think this is unlikely in the current
environment, it could have a substantial negative impact on
our fair value estimate. If market power prices are capped
or regulated, Exelon loses its primary profit source. As the
nation's largest wholesale generator and retail supplier,
Exelon's competitive edge requires Eastern U.S. power
markets to remain deregulated. In the decade following
deregulation, rate caps, and other regulations limited
Exelon's profits. Those are gone, and lower power prices
have eased concerns about reregulation. But we expect
politicians and regulators will continue to monitor
customers' utility bills and could intervene if power prices
skyrocket.Reregulation also would destroy Exelon's retail
business. Although that business is still a relatively small
source of consolidated earnings, it would eliminate Exelon's
effective hedge against its generation fleet, potentially
leading to more volatile earnings.As Exelon's regulated
utilities generate a greater share of earnings, investors will
be subject more acutely to the state and federal regulatory
risk that all distribution and transmission utilities face.
Illinois and Maryland are two historically tough regulatory
environments, and punitive rate decisions could have a
material impact on earnings and growth.
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Management & Ownership
Management
Management Activity

Name

Position

MR. CHRISTOPHER M.
CRANE
MR. WILLIAM A. VON
HOENE, JR
JONATHAN W. (JACK)
THAYER
MR. KENNETH W.
CORNEW
MS. ANNE R.
PRAMAGGIORE
MR. CRAIG L. ADAMS
PAYMON ALIABADI

Director

Shares Held

Report Date*

InsiderActivity

240,157

25 Jan 2016

—

87,509

25 Jan 2016

—

69,056

25 Jan 2016

—

62,844

25 Jan 2016

—

52,825

28 Jan 2016

—

46,218
37,923

25 Jan 2016
25 Jan 2016

—
—

*Represents the date on which the owner’s name, position, and common shares held were reported by the holder or issuer.

Fund Ownership
Top Owners

VA CollegeAmerica Invmt Co of America
Franklin Income Fund
Vanguard Total Stock Mkt Idx
Vanguard Wellington™
Utilities Select Sector SPDR® Fund

% of Shares
Held

% of Fund
Assets

Change
(k)

Portfolio Date

3.27
2.17
1.83
1.57
1.35

1.24
0.73
0.12
0.51
5.06

—
-5,000
1,326
5,789
183

31 Dec 2015
31 Dec 2015
31 Dec 2015
30 Sep 2015
03 Feb 2016

0.11
0.04
0.30
0.26
0.01

11.68
11.67
11.64
7.86
6.77

23
11
19
—
12

31 Dec 2015
31 Dec 2015
31 Dec 2015
31 Dec 2015
30 Sep 2015

% of Shares
Held

% of Fund
Assets

Shares
Bought/
Sold (k)

Portfolio Date

5.31
2.55
0.64
0.41
0.53

0.22
0.19
0.18
0.08
0.30

11,560
7,058
4,149
3,255
3,200

30 Sep 2015
30 Sep 2015
30 Sep 2015
30 Sep 2015
30 Sep 2015

0.22
2.20
6.00
3.99
0.85

0.03
0.13
0.58
0.89
0.11

-28,366
-14,689
-10,388
-7,985
-3,887

30 Sep 2015
30 Sep 2015
30 Sep 2015
30 Sep 2015
30 Sep 2015

Concentrated Holders

Fidelity Advisor® Utilities Fund
Fidelity VIP Utilities Portfolio
Fidelity® Select Utilities Portfolio
Fidelity® Telecom and Utilities Fund
Vanguard Market Neutral

Institutional Transactions
Top 5 Buyers

Fidelity Management and Research Company
Wellington Management Company LLP
BlackRock Advisors LLC
Columbia Mangmt Investment Advisers, LLC
Quantitative Management Associates LLC
Top 5 Sellers

Goldman, Sachs & Co.
T. Rowe Price Associates, Inc.
Capital Research Global Investors
Franklin Advisers Inc
J.P. Morgan Investment Management Inc

06 Oct 2015

We give Exelon's management team a Standard
stewardship rating. Since Exelon's earnings are at the mercy
of wholesale power market ups and downs, we don't see
much link between Exelon's recent underperformance and
management's capabilities.
President and CEO Chris Crane and Executive Chairman
Mayo Shattuck III have focused growth investment on the
regulated utilities, continuing a strategic shift that former
CEO and Chairman John Rowe made before his departure
in 2013. Crane's biggest move so far is the $12 billion
(including debt) Pepco acquisition in 2015. This will increase
Exelon's share of regulated utilities earnings and dilute
shareholders' exposure to wholesale power markets.
Management has shown strong conviction in the value of
the deal based on their efforts to gain support for the deal
from all parties, particularly in Washington, D.C.
Crane also faces tough decisions related to flagging profits
at several of Exelon's nuclear plants. We wouldn't be
surprised if Crane decides to close some plants absent
significant public policy support.
We're particularly impressed by management's nuclear
fleet operations, the one thing it can control. Crane led the
generation segment to world-class results in his five years
as COO, and that performance has continued with Crane as
CEO. Exelon's nuclear capacity factors routinely approach
94% across its nuclear fleet. The rest of the nuclear industry
averages in the mid-80% range. Exelon's operational
excellence preserves the value-creation opportunities
available if power prices rise.
The Constellation acquisition reshaped the board along with
the executive suite. The postmerger addition of four former
Constellation board members and the retirement of five
legacy Exelon board members, including Rowe, leaves only
two of the 16 members who were on the board when Exelon
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formed in 2000. In addition, Shattuck has become the largest
insider shareholder. He owned 3.8 million shares or vested
options as of January 2015.
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Analyst Notes
Supreme Court Sides With Demand Response; No Fair
Value Impacts 25 Jan 2016

We are reaffirming our fair value estimates and our moat
and moat trend ratings for U.S. power producers and
diversified utilities after the U.S. Supreme Court issued a
6-2 decision effectively supporting the Federal Energy
Regulatory Commission's Order No. 745.

and the Supreme Court's ruling has no material impact on
our long-term thesis. We believe the market reaction was
overly pessimistic to the ruling and presents a buying
opportunity for those with the appropriate risk appetite. We
highlight Dynegy and Exelon as those with the most
exposure to PJM. Calpine, FirstEnergy, NRG Energy, and
Public Service Enterprise Group also have material levels of
generation in PJM.

The decision on its face appears to be a win for demand
response providers and a loss for power producers such as
NRG Energy, Dynegy, and Calpine. However, we think the
actual impact on energy and capacity prices will be muted.
Near-term capacity prices might go down, but energy prices
should go up since demand response has much higher
marginal costs than conventional generation. We expect
the trade-off to be mostly neutral.

Management Meeting: Exelon Sticks to March 4 Drop-

Despite the Supreme Court win, demand response faces
other challenges. Mid-Atlantic grid operator PJM is
implementing rule changes that hurt the economics of
demand response and should boost margins for
conventional generators. We expect little change in the
amount of demand response that clears the 2019-20 base
capacity auction and are maintaining our long-term outlook.
Demand response participation might even drop if PJM
continues to make rule changes recommended by the market
monitor. This would be a benefit for conventional
generators.

Management reiterated it will withdraw its offer to acquire
Pepco if Washington, D.C., regulators do not approve the
transaction by March 4, 2016. We continue to incorporate
in our fair value estimates a 75% probability of the deal
closing as proposed. D.C. regulators' written approval for
rehearing suggested they expect to rule within that time
frame. We expect Exelon will be able to close the deal
immediately following approval.

Ultimately we think demand response market saturation will
be the limiting factor. As demand response gains market
share, capacity values will go down. This will erode the
profitability for new demand response entrants since
demand response providers typically receive more than 90%
of their revenue from capacity payments.
Independent power producers and diversified utilities are
trading at a significant discount to our fair value estimates,

Dead Date for Pepco Deal 11 Nov 2015

We are reaffirming our $35 and $26 fair value estimates for
Exelon and Pepco Holdings, respectively, after meeting with
Exelon's senior management at the Edison Electric Institute
Financial Conference in Hollywood, Florida. Our narrow
moat and stable moat trend ratings for both companies are
unchanged.

The most-favored-states contingencies in other states'
approvals would take effect after the deal closed and thus
are not an impediment to the deal closing. Exelon would file
with those states to offer customer benefits comparable
with those offered in D.C. We don't expect this to be material
to our assessment of the transaction or our fair value
estimate for Exelon, which includes $1 per share of dilution
from the deal.
Management pushed out the start of its full $0.15-$0.20
earnings per share run-rate accretion to 2019 from 2017
initially. Apart from the closing delay, management said the

© Morningstar 2016. All Rights Reserved. Unless otherwise provided in a separate agreement, you may use this report only in the country in which its original distributor is based. The information, data, analyses and opinions presented herein do not constitute
investment advice; are provided solely for informational purposes and therefore are not an offer to buy or sell a security; and are not warranted to be correct, complete or accurate. The opinions expressed are as of the date written and are subject to change without
notice. Except as otherwise required by law, Morningstar shall not be responsible for any trading decisions, damages or other losses resulting from, or related to, the information, data, analyses or opinions or their use. The information contained herein is the
proprietary property of Morningstar and may not be reproduced, in whole or in part, or used in any manner, without the prior written consent of Morningstar. To order reprints, call +1 312-696-6100. To license the research, call +1 312-696-6869. Please see important
disclosures at the end of this report.

Page 11 of 28

Morningstar Equity Research

Exelon Corp EXC (NYSE) | QQQQ
Last Price

Fair Value

Consider Buy

Consider Sell

Uncertainty

Economic Moat™

Moat Trend™

Stewardship

Industry Group

31.12 USD

35.00 USD

24.50 USD

47.25 USD

Medium

Narrow

Stable

Standard

Utilities - Regulated

Analyst Notes
2017-18 reduction was based on Pepco's reassessment of
its near-term outlook for earned returns. At this point, most
of the earnings accretion should come from the extra
leverage Exelon will use. We expect it will take two to three
years of operational improvements on Exelon's side before
it can achieve more constructive regulatory outcomes.
Management estimated the deal could be $0.25 per share
earnings-accretive by 2020 if Pepco can achieve a 9%
earned return on equity. We think this is a stretch, but even
an 8% achieved ROE could make the deal value-neutral
relative to our previous stand-alone forecasts for Pepco.

hedges. Management now projects $7.8 billion gross
margin in 2016 and 2017 with a 2017 upside near $9.0 billion
based on hedging about half of its projected generation. We
think this is a good position given our bullish power market
outlook. Management also announced its intention to delay
its nuclear plant retirement decision until next year. We
continue to assume a high likelihood that it retires four
plants by 2018 based on current market conditions.
Management now expects to close the Pepco acquisition in
the first quarter of 2016. We continue to incorporate $1 per
share fair value dilution. On Oct. 28, the D.C. commission
accepted Exelon-Pepco's appeal and said it expects to make
a decision in less than 150 days, suggesting mid-March.

Exelon Still Awaiting Power Market Upside and Pepco
Acquisition Approvals 30 Oct 2015

We are reaffirming our $35 fair value estimate and narrow
economic moat and stable moat trend ratings for Exelon
after the firm reported adjusted earnings of $0.83 per share
in the third quarter, up from $0.78 per share in the third
quarter of 2014. Management raised its full-year earnings
guidance range $0.05 per share to $2.40-$2.60, in line with
our full-year outlook.
Management noted Exelon's retail-wholesale combination
was a meaningful contributor to the higher quarterly and
year-to-date earnings, amplified by last year's Integrys
acquisition. We've long believed Exelon's retail-wholesale
combination and scale can be value-accretive for
shareholders, and it appears to be paying off, albeit at still
a small level. Favorable weather for Exelon's regulated
utilities was a key reason for higher earnings in the quarter.
On a weather-normalized basis, we expect capital
investment and recent rate activity in Pennsylvania and
Maryland to be the key earnings growth driver in 2016-18.
Estimated 2015-17 gross margin for Exelon Generation
climbed during the quarter primarily due to above-market

Pepco Reports Third-Quarter Earnings; Acquisition by
Exelon Likely to Close Early Next Year 26 Oct 2015

We are reiterating our $35 per share fair value estimate for
Exelon and $26 fair value estimate for Pepco after Pepco
reported third-quarter earnings. Our narrow moat and stable
moat trend ratings are also unchanged for both companies.
Pepco reported operating earnings of $0.33 per share versus
$0.46 in the same period last year. Earnings were negatively
affected by higher operations and maintenance expense,
implementation costs associated with a new customer
information system, increased transmission revenue
reserves related to a return on equity challenge and higher
property taxes.
We continue to believe Exelon's proposed acquisition of
Pepco has a 75% chance of gaining approval of the Public
Service Commission of the District of Columbia and being
completed following the agreement with Washington, D.C.,
Mayor Muriel Bowser. We expect the D.C. commission to
approve Exelon and Pepco's request to reopen the merger
proceeding in their meeting on Oct. 28. Assuming the D.C.
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commission does reopen the proceeding, briefings would
not be completed until late December. Therefore, we would
not expect the merger to close until early 2016.

although there are some outstanding legal challenges to
the conditional approval of the Maryland Public Service
Commission that we expect to be dismissed.

Although the merger appears to be on track in D.C., it is
unclear whether the proceedings will be reopened in
Delaware, New Jersey, and Maryland, jurisdictions that
have already approved the transaction. The commitments
Exelon made to these states to obtain approval are subject
to most-favored-nation clauses and may need to be
enhanced.

Our stand-alone fair value estimate for Pepco remains $21
per share, a 23% discount to Exelon's $27.25 cash offer.
Despite this premium, the deal as proposed on a probabilityadjusted basis is too small to have a material impact on our
Exelon fair value estimate.

Pepco and Exelon Refile With D.C. Commission but Offer

Our stand-alone fair value estimate for Pepco remains $21
per share, a 23% discount to Exelon's $27.25 cash offer.
Despite this premium, the deal as proposed on a probabilityadjusted basis is too small to have a material impact on our
Exelon fair value estimate.

Exelon Reaches Agreement With D.C. Mayor to Acquire
Pepco 06 Oct 2015

We are reiterating our $35 fair value estimate for Exelon
and raising our fair value estimate for Pepco Holdings to
$26 per share from $23 per share following the
announcement by Washington, D.C., Mayor Muriel
Bowser's office that they had reached an agreement with
Exelon for its proposed acquisition of Pepco. Exelon has now
agreed to invest $78 million in the D.C. electric utility
system, up from the $14 million it previously proposed.
Based on the proposed agreement, we now believe the
merger has a better than 75% chance of gaining approval
of the Public Service Commission of the District of Columbia
and being completed. We had previously handicapped the
chances of the merger closing at only 25% following the
Aug. 25, 2015, outright rejection of Exelon's offer without
the PSC providing any solutions for gaining approval. Exelon
and Pepco have received all other regulatory approvals

No Sweeteners 30 Sep 2015

We are reiterating our $35 fair value estimate for Exelon
and $23 fair value estimate for Pepco following the firms'
filing for reconsideration of their proposed merger to the
District of Columbia Public Service Commission. We are
maintaining our narrow moat and stable moat trend ratings
for both. The filing asserts the merger is in the public interest
and the original decision contained numerous errors of law
and fact. The companies did not propose any new financial
incentives.
We continue to believe that the merger has a 25% chance
of closing. Since the D.C. PSC did not provide alternatives
to correct its concerns in the original decision, we think the
commission is unlikely to reverse itself without any
sweeteners. If the companies do offer additional benefits
to D.C. customers, the conditional approvals by Delaware,
Maryland, and New Jersey will be reopened. Most-favorednations clauses in these agreements allow for the same
incremental benefits, increasing the cost to Exelon of
completing the merger. Although incremental customer
benefits could be small for the D.C. jurisdiction, making
concessions across all of Pepco's service territories could
ruin the economics of the merger.
The D.C. commission has 30 days to respond. If it denies
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the request for rehearing or does not respond, Pepco and
Exelon could appeal the decision to the D.C. Court of
Appeals. The Washington Post has reported that D.C.
Mayor Muriel Bowser has been subject to intense lobbying
by business groups favoring the merger and public
demonstrations opposing the merger. The Post reported
that private negotiations are taking place in the mayor's
office trying to determine if a revamped deal is possible.

The key development for Exelon in last week's 2017-18
transitional capacity auction was that the Quad Cities and
Byron plants cleared and are now obligated to run. Neither
cleared PJM's 2017-18 base capacity auction last year at
$120/megawatt-day but did clear last week's capacity
performance transitional auction at $151.50/MW-day.
Including those plants and the uplift for the rest of the fleet
adds about $400 million of EBITDA in 2017-18.

Our stand-alone fair value estimate for Pepco remains $21
per share, a 23% discount to Exelon's $27.25 cash offer.
Despite this premium, the deal as proposed on a probabilityadjusted basis is too small to have a material impact on our
Exelon fair value estimate.

The Clinton (Illinois) plant is the fourth that we assume will
close by 2018. It is not part of PJM. It is obligated to run at
least through 2016 as part of the Mid-Continent ISO. Exelon
continues to lobby Illinois politicians to adopt a subsidy-like
scheme that would improve the economics for its six Illinois
nuclear plants. We do not include any benefits from policy
changes in our fair value estimate.

Exelon Postpones Nuclear Plant Retirement Decision;
No Fair Value Impact 10 Sep 2015

We are reaffirming our $35 per share fair value estimate for
Exelon after management announced it will delay a decision
whether to close at least three of its struggling nuclear
plants. We recently incorporated into our fair value estimate
and financial projections the assumption that it was more
likely than not that Exelon would close those three plants
in 2018. We also assume a 50% likelihood that Exelon will
close its Byron (Illinois) nuclear plant in 2019.
Results of the recent 2016-18 PJM transitional capacity
auctions and management's decision to delay potential
retirements do not change our assumptions that those
plants ultimately will close, absent significant energy
market or public policy changes. The Quad Cities (Illinois),
Three Mile Island (Pennsylvania), and Oyster Creek (New
Jersey) plants are obligated to run at least through
mid-2018, and the Byron plant is obligated to run through
mid-2019 based on results from PJM's recent capacity
auctions.

D.C. Commission Rejects Pepco-Exelon Merger;
Lowering Pepco Fair Value Estimate 26 Aug 2015

We are lowering our fair value estimate of Pepco Holdings
Inc. to $23 per share from $27 per share, following the
decision by the Public Service Commission of the District of
Columbia to deny the merger with Exelon Corp, which
caused Pepco shares to close down 16.5% on Tuesday. At
the time of the merger in April 2014, we had believed the
transaction would be value-dilutive for Exelon, and we are
reviewing our $35 per share fair value estimate. We note
that Exelon shares were down almost 7% on Tuesday, on
which day the overall market and utilities were also weak.
Our narrow moat and stable moat trend are unchanged for
both companies.
Exelon and Pepco issued a joint press release indicating that
they were reviewing their options and will respond once the
process is complete. A summary of the decision indicated
that the D.C. commission did not believe the merger would
provide sufficient benefits to customers or guarantees for
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improvements in reliability. The commission was also
concerned that under the new management structure Pepco
would become "a second-tier company in a much larger
corporation whose primary interest is not in distribution, but
in generation." The full decision is due Wednesday, and the
companies have 30 days to appeal the decision.
We were surprised by the decision, as we had believed the
most difficult regulatory hurdle would be in Maryland. Pepco
and Exelon agreed to stringent conditions and additional
customer benefits imposed by the Maryland Public Service
Commission on May 18. We thought the commission in D.
C., the last jurisdiction needed to approve the deal, would
agree to similar conditions. They did not.
Our new fair value estimate assumes that there is now only
a 25% chance of the transaction being restructured to
satisfy the D.C. regulators. If the deal is abandoned, our
standalone fair value estimate for Pepco is $21 per share.

PJM Auction Results In Line With Our Forecast in First
Auction With Capacity Performance Inclusion 24 Aug

our independent power producers and diversified utilities
for any one auction year. Dynegy in our opinion is the largest
winner from strong base capacity results, as half of its
generation is now in PJM. For every $100/MW-day change
in capacity prices, we estimate that Dynegy benefits $385
million in pretax earnings. Exelon's fleet also benefited from
a strong clearing in the Commonwealth Edison, or COMED,
locational deliverability area, or LDA, with CP clearing at
$215/MW-day and $200/MW-day for base generation
capacity. However, we do not believe that Exelon's Illinois
Quad Cities and Byron nuclear units cleared the auction at
these prices. B ased on recent management commentary,
w e continue to expect Exelon to close these two plants by
the end of 2016, with a final decision expected in September.
Public Service Enterprise Group, or PSEG, also benefits from
strong base results for the second year in a row, with base
capacity clearing in the Eastern Mid-Atlantic Area Council,
or EMAAC, LDA clearing at $210/MW-day for base
generation and $225/MW-day for CP. The premium clearing
price in the PSEG region shows the competitive advantage
of PSEG's fleet and supports our positive moat trend. Higher
capacity prices also benefit Calpine, FirstEnergy, and NRG
Energy.

2015

Capacity prices across most of the 13-state PJM
Interconnection region cleared at $165/MW-day for
capacity performance, or CP, and $150/MW-day for base
generation for 2018-19. This is comparable to $120/MWday for last year's 2017-18 results, in which there was no
separate CP auction. The results are in line with our auction
expectations, in which we previously expected CP to clear
at $150/MW-day and base capacity at $140/MW-day for
the 2018-19 auction. We are reaffirming our fair value
estimates, moat ratings, and moat trend ratings for all
utilities we cover, as we are maintaining our midcycle
capacity assumptions.
Capacity revenue provides significant pretax earnings for

After delaying the base residual auction 3 months to gain
FERC approval of the new CP product, PJM posted the
results of the 2018-19 auction Friday afternoon. CP in the
RTO region cleared slightly above expectations at $164.77/
MW-day, above the market’s tempered expectations of ~
$155/MW-day before the auction. The big upside surprise
to the market was the base capacity resource constraint,
clearing only ~$15 below CP in every region except PPL.
While base capacity only represents 20% of total generation
clearing, market participants had expected ~$80-$100 base
discount to CP in all regions. Breakout regions that reached
transmission limits and had to bid on costlier internal
generation include EMAAC and COMED, which cleared
$225 and $215, respectively. The COMED breakout is likely
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due to the increased generation needed after PJM abolished
the short-term resource procurement target (629 MW in
2017-18). We also believe that Byron and Quad Cities
continue to submit uncompetitive offers and did not clear.
In all, 166,836 unforced megawatts were procured in the
auction, with 133,468 MW exposed to the new CP penalties.
Almost 3,000 MW of new generation cleared the auction,
the vast majority of which came from gas combined-cycle
and combustion turbine plants. As previously detailed, the
increases in pricing were driven by increased penalties
imposed in a CP world, but were tempered by penalties
already priced into the existing regime (shortage pricing).
We recently highlighted the distinct possibility that base
capacity would clear only at a small discount to CP. Our
forecast called for only a $10 discount between the CP and
base clears for two reasons: the marginal cost of capacity
for the types of units offering into the base auction could
actually be higher due to lower expected total energy
revenues (low capacity factors) and because the base
auction also has penalty risk (just with tighter stop-losses
and June-September compliance). We caution our readers
not to infer that the $15 spread between CP and base was
the “CP Premium”. The more appropriate measure, although
not perfect, would be to compare the 2017-18 auction with
the 2018-19 CP auction, which increased from $120 in the
RTO to $164, a $44 premium.
Given the uncertainty surrounding DR with respect to
Supreme Court hearing EPSA vs. FERC and shorter lead
times imposed on DR by PJM, we expected DR clearing the
auction to trend downward. This was not the case. 11,084
MW of DR cleared the 2018-19 auction, an increase of 110
MW. We expected DR to drop off substantially and PJM to
clear new combined cycle generation as replacement. The
DR resilience was the reason only 2,919 MW of new
generation cleared, versus 5,927 last year, as DR will always
have a lower cost of capacity than new generation. We

suspect that DR views the Supreme Court review as a free
option and will continue to offer until resolved.
We presented a detailed analysis of the PJM power markets
in our Utilities Observer, "Mid-Atlantic Market Outlook: May
the Power Be With You," published in May. Additionally, we
analyzed the impacts of capacity performance on upcoming
capacity auctions in "PJM Capacity Performance: Don't Get
Too Excited."
Upcoming PJM Capacity Auction Could Prove
Disappointing 17 Aug 2015

We are reaffirming our fair value estimates and our moat
and moat trend ratings for our independent power producers
and diversified utilities ahead of the upcoming 2018/19
Planning Year auction for Capacity Performance, or CP. The
capacity auction is currently under way, with results posted
Aug. 21.
In June, the Federal Energy Regulatory Commission
approved the proposal from PJM Interconnection to
implement CP in its 2018/19 base residual auction, which
PJM began on Aug. 10. CP increases the marginal capacity
cost for marginal generators, but the bullish impact should
be less than the market expects. We maintain our previous
estimate that the combination of CP, reduced impact from
demand response, and increased confidence of marginal
generators to raise prices will cause CP to clear at $150 per
megawatt-day and base capacity at $140/MW-day for the
2018-19 auction.
We believe that previous auctions already priced in existing
non-CP performance penalties, such as those a generator
must pay if it cannot deliver energy during reserve
shortages. CP is a further-reaching, stricter penalty structure
for nonperformance outside of reserve shortages. Although
generators participating in CP will not be constrained by
their avoidable cost rates this year, which will allow

© Morningstar 2016. All Rights Reserved. Unless otherwise provided in a separate agreement, you may use this report only in the country in which its original distributor is based. The information, data, analyses and opinions presented herein do not constitute
investment advice; are provided solely for informational purposes and therefore are not an offer to buy or sell a security; and are not warranted to be correct, complete or accurate. The opinions expressed are as of the date written and are subject to change without
notice. Except as otherwise required by law, Morningstar shall not be responsible for any trading decisions, damages or other losses resulting from, or related to, the information, data, analyses or opinions or their use. The information contained herein is the
proprietary property of Morningstar and may not be reproduced, in whole or in part, or used in any manner, without the prior written consent of Morningstar. To order reprints, call +1 312-696-6100. To license the research, call +1 312-696-6869. Please see important
disclosures at the end of this report.

Page 16 of 28

Morningstar Equity Research

Exelon Corp EXC (NYSE) | QQQQ
Last Price

Fair Value

Consider Buy

Consider Sell

Uncertainty

Economic Moat™

Moat Trend™

Stewardship

Industry Group

31.12 USD

35.00 USD

24.50 USD

47.25 USD

Medium

Narrow

Stable

Standard

Utilities - Regulated

Analyst Notes
generation to offer up to net cost of new entry times the
balancing ratio, we suspect that few generators will raise
offer prices for this reason alone. We also highlight the
possible expected increase in dark spreads over the 2018–
19 time frame due to the large increase in LNG exports over
this time period; this could add downside pressure to
capacity offers from coal generation in PJM.
Capacity revenue provides significant pretax earnings for
our independent power producers and diversified utilities
for any one auction year; however, we are unlikely to change
our midcycle capacity assumptions. Dynegy should be either
the biggest beneficiary or the biggest loser, given that half
of its generation is now in PJM. If capacity prices rise $100/
MW-day, we estimate that Dynegy could realize $385
million in additional pretax earnings. We estimate that a
similar increase would boost pretax earnings $500 million
for Exelon, the largest generator in PJM, and $165 million
for Calpine, which has 20% of its fleet in PJM. Higher
capacity prices also benefit Public Service Enterprise Group,
FirstEnergy, and NRG Energy.
We presented a detailed analysis of the PJM power markets
in our Utilities Observer, "Mid-Atlantic Market Outlook: May
the Power Be With You," published in May. Additionally, we
analyzed the impacts of capacity performance on upcoming
capacity auctions in "PJM Capacity Performance: Don't Get
Too Excited."
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Morningstar Analyst Forecasts
Financial Summary and Forecasts
Fiscal Year Ends in December

Forecast

Growth (% YoY)

Revenue
EBIT
EBITDA
Net Income
Diluted EPS
Earnings Before Interest, after Tax
Free Cash Flow

Profitability

Operating Margin %
EBITDA Margin %
Net Margin %
Free Cash Flow Margin %
ROIC %
Adjusted ROIC %
Return on Assets %
Return on Equity %

Leverage

Debt/Capital
Total Debt/EBITDA
EBITDA/Interest Expense

3-Year
Hist. CAGR

2012

2013

2014

2015

2016

5-Year
Proj. CAGR

13.2
-11.6
-2.4
-9.3
-16.9
-7.3
-19.5

24.1
-46.9
-26.7
-15.6
-31.5
-43.1
231.6

6.0
53.6
36.3
-7.9
-12.3
-13.1
-22.5

10.2
-15.3
-6.9
-4.0
-4.4
61.0
-79.7

-17.0
23.4
15.0
2.9
2.9
-30.3
347.7

10.6
0.1
1.7
-2.9
-3.0
-7.4
-90.0

3.5
13.9
10.1
10.0
9.9
-1.0
59.1

3-Year
Hist. Avg

2012

2013

2014

2015

2016

5-Year
Proj. Avg

12.0
20.4
8.7
5.1
2.2
2.3
2.0
7.1

10.1
18.1
9.9
8.2
1.6
1.7
1.7
6.4

14.7
23.3
8.6
6.0
2.5
2.7
2.2
7.7

11.3
19.7
7.5
1.1
2.5
2.7
2.0
7.1

16.8
27.3
9.3
6.0
5.2
5.4
2.4
9.0

15.2
25.1
8.2
0.5
5.2
5.4
2.3
8.3

16.4
25.9
9.0
5.5
5.7
6.0
2.7
9.4

3-Year
Hist. Avg

2012

2013

2014

2015

2016

5-Year
Proj. Avg

0.48
4.06
4.65

0.47
4.60
4.59

0.47
3.46
4.28

0.49
4.12
5.08

0.49
3.71
6.23

0.48
3.73
6.06

0.47
3.42
6.27

Valuation Summary and Forecasts
Price/Fair Value
Price/Earnings
EV/EBITDA
EV/EBIT
Free Cash Flow Yield %
Dividend Yield %

Discounted Cash Flow Valuation

2013

2014

2015(E)

2016(E)

0.65
11.0
7.3
11.6
4.0
5.3

0.90
15.5
9.5
16.7
-5.1
3.3

—
12.7
7.7
12.6
2.8
3.8

—
13.0
7.6
12.6
-1.3
3.8

Key Valuation Drivers
Cost of Equity %
Pre-Tax Cost of Debt %
Weighted Average Cost of Capital %
Long-Run Tax Rate %
Stage II EBI Growth Rate %
Stage II Investment Rate %
Perpetuity Year

9.0
5.8
7.1
37.0
3.0
33.3
15

Additional estimates and scenarios available for download at http://select.morningstar.com.

USD Mil

Firm Value
(%)

Per Share
Value

Present Value Stage I
Present Value Stage II
Present Value Stage III

6,148
15,608
28,162

12.3
31.3
56.4

7.11
18.05
32.56

Total Firm Value

49,918

100.0

57.72

1,878
-22,272
—
-789

—
—
—
—

2.17
-25.75
—
-0.91

28,736

—

33.22

Cash and Equivalents
Debt
Preferred Stock
Other Adjustments
Equity Value

Projected Diluted Shares
Fair Value per Share (USD)

865
—

The data in the table above represent base-case forecasts in the company’s reporting
currency as of the beginning of the current year. Our fair value estimate may differ from the
equity value per share shown above due to our time value of money adjustment and in cases
where probability-weighted scenario analysis is performed.
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Income Statement (USD Mil)
Fiscal Year Ends in December

Forecast
2012

2013

2014

2015

2016

Revenue

23,489

24,888

27,429

22,762

25,184

Cost of Goods Sold
Gross Profit

10,157
13,332

10,724
14,164

13,003
14,426

7,756
15,006

10,000
15,184

Selling, General & Administrative Expenses
Other Operating Expense (Income)
Other Operating Expense (Income)
Depreciation & Amortization (if reported separately)
Operating Income (ex charges)

7,961
1,019
91
1,881
2,380

7,270
1,095
-10
2,153
3,656

8,568
1,154
-706
2,314
3,096

7,594
1,191
—
2,400
3,821

7,635
1,223
—
2,500
3,826

Restructuring & Other Cash Charges
Impairment Charges (if reported separately)
Other Non-Cash (Income)/Charges
Operating Income (incl charges)

—
—
—
2,380

—
—
—
3,656

—
—
—
3,096

—
—
—
3,821

—
—
—
3,826

Interest Expense
Interest Income
Pre-Tax Income

928
346
1,798

1,356
473
2,773

1,065
455
2,486

999
350
3,172

1,044
300
3,082

627

1,044

666

1,047

1,017

—
—
—
-11
1,160

—
—
—
-10
1,719

—
—
—
-197
1,623

—
—
—
—
2,125

—
—
—
—
2,065

819
1.42

860
2.00

864
1.88

864
2.46

866
2.39

2,334
2.85

2,150
2.50

2,065
2.39

2,125
2.46

2,065
2.39

2.10

1.46

1.24

1.24

1.24

6,459
4,261

7,435
5,809

6,964
5,410

6,221
6,221

6,326
6,326

Income Tax Expense
Other After-Tax Cash Gains (Losses)
Other After-Tax Non-Cash Gains (Losses)
(Minority Interest)
(Preferred Dividends)
Net Income
Weighted Average Diluted Shares Outstanding
Diluted Earnings Per Share
Adjusted Net Income
Diluted Earnings Per Share (Adjusted)
Dividends Per Common Share
EBITDA
Adjusted EBITDA
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Morningstar Analyst Forecasts
Balance Sheet (USD Mil)
Fiscal Year Ends in December

Forecast
2012

2013

2014

2015

2016

Cash and Equivalents
Investments
Accounts Receivable
Inventory
Deferred Tax Assets (Current)
Other Short Term Assets
Current Assets

1,486
—
4,226
1,014
131
3,276
10,133

1,609
—
4,156
1,105
573
2,694
10,137

1,878
—
4,709
1,603
244
3,663
12,097

3,024
—
3,991
701
—
2,900
10,616

2,138
—
4,140
877
—
2,900
10,055

Net Property Plant, and Equipment
Goodwill
Other Intangibles
Deferred Tax Assets (Long-Term)
Other Long-Term Operating Assets
Long-Term Non-Operating Assets
Total Assets

45,186
2,625
—
58
8,346
12,206
78,554

47,330
2,625
—
—
7,835
11,997
79,924

52,087
2,672
—
—
6,076
13,882
86,814

55,087
2,672
—
—
6,000
13,882
88,257

57,712
2,672
—
—
6,000
13,882
90,321

2,648
1,257
58
3,821
7,784

2,600
1,850
40
3,238
7,728

3,056
2,262
—
3,444
8,762

1,870
2,262
—
3,500
7,632

2,192
2,262
—
3,500
7,954

Long-Term Debt
Deferred Tax Liabilities (Long-Term)
Other Long-Term Operating Liabilities
Long-Term Non-Operating Liabilities
Total Liabilities

18,346
11,551
3,981
15,075
56,737

18,271
12,905
4,388
13,692
56,984

20,010
13,019
4,550
16,340
62,681

20,810
13,200
4,600
16,340
62,582

21,310
13,400
4,600
16,340
63,604

Preferred Stock
Common Stock
Additional Paid-in Capital
Retained Earnings (Deficit)
(Treasury Stock)
Other Equity
Shareholder's Equity

87
16,632
—
9,893
-2,327
-2,574
21,711

—
16,741
—
10,358
-2,327
-1,847
22,925

—
16,709
—
10,910
-2,327
-2,491
22,801

—
16,709
30
11,963
-2,327
-2,000
24,375

—
16,709
80
12,955
-2,327
-2,000
25,417

Minority Interest
Total Equity

106
21,817

15
22,940

1,332
24,133

1,300
25,675

1,300
26,717

Accounts Payable
Short-Term Debt
Deferred Tax Liabilities (Current)
Other Short-Term Liabilities
Current Liabilities
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Cash Flow (USD Mil)
Forecast

Fiscal Year Ends in December
2012

2013

2014

2015

2016

Net Income

1,171

1,729

1,820

2,125

2,065

Depreciation
Amortization
Stock-Based Compensation
Impairment of Goodwill
Impairment of Other Intangibles
Deferred Taxes
Other Non-Cash Adjustments

4,079
—
—
—
—
615
894

3,779
—
—
—
—
119
261

3,868
—
—
—
—
502
1,514

2,400
—
—
—
—
425
—

2,500
—
—
—
—
200
—

(Increase) Decrease in Accounts Receivable
(Increase) Decrease in Inventory
Change in Other Short-Term Assets
Increase (Decrease) in Accounts Payable
Change in Other Short-Term Liabilities
Cash From Operations

243
26
-265
-632
—
6,131

-97
-100
742
-90
—
6,343

-318
-380
-2,758
209
—
4,457

718
902
763
-1,186
56
6,203

-149
-175
—
322
—
4,762

(Capital Expenditures)
Net (Acquisitions), Asset Sales, and Disposals
Net Sales (Purchases) of Investments
Other Investing Cash Flows
Cash From Investing

-5,789
-21
—
1,234
-4,576

-5,395
—
—
1
-5,394

-6,077
-386
—
1,864
-4,599

-5,400
—
—
126
-5,274

-5,125
—
—
—
-5,125

Common Stock Issuance (or Repurchase)
Common Stock (Dividends)
Short-Term Debt Issuance (or Retirement)
Long-Term Debt Issuance (or Retirement)
Other Financing Cash Flows
Cash From Financing

72
-1,716
-197
882
-126
-1,085

47
-1,249
332
466
-422
-826

35
-1,065
122
1,918
-599
411

30
-1,072
—
800
-32
-274

50
-1,073
—
500
—
-523

—
470

—
123

—
269

491
1,146

—
-886

Exchange Rates, Discontinued Ops, etc. (net)
Net Change in Cash
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Last Price

Fair Value

Consider Buy

Consider Sell

Uncertainty

Economic Moat™

Moat Trend™

Stewardship

Industry Group

31.12 USD

35.00 USD

24.50 USD

47.25 USD

Medium

Narrow

Stable

Standard

Utilities - Regulated

Comparable Company Analysis
These companies are chosen by the analyst and the data are shown by nearest calendar year in descending market capitalization order.
Valuation Analysis
Price/Earnings

EV/EBITDA

Price/Free Cash Flow

Price/Book

Price/Sales

Price/Fair
Value

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

Public Service Enterprise Group Inc

1.12

15.0

14.9

15.3

7.6

7.5

7.5

61.6

NM

NM

1.7

1.7

1.6

1.9

2.0

1.9

FirstEnergy Corp FE USA

0.91

15.3

12.5

11.4

16.5

9.2

8.7

NM

24.1

NM

1.3

1.1

1.0

1.1

1.0

1.0

Entergy Corp ETR USA

0.95

15.0

12.2

14.1

6.6

18.0

7.8

8.9

NM

59.1

1.6

1.3

1.3

1.3

1.1

1.0

15.1

13.2

13.6

10.2

11.6

8.0

35.3

24.1

59.1

1.5

1.4

1.3

1.4

1.4

1.3

15.5

12.7

13.0

9.5

7.7

7.6

NM

35.6

NM

1.4

1.2

1.1

1.2

1.3

1.1

Company/Ticker

Average
Exelon Corp EXC US

0.89

Returns Analysis
ROIC %

Adjusted ROIC %

Return on Equity %

Return on Assets %

Dividend Yield %

Last Historical Year
Total Assets
(Mil)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

Public Service Enterprise Group Inc

35,333 USD

8.4

6.6

6.5

8.4

6.6

6.6

12.8

11.6

10.8

4.5

4.1

3.8

3.6

3.5

3.7

FirstEnergy Corp FE USA

52,166 USD

1.8

5.4

4.5

2.1

6.4

5.3

2.4

9.0

9.4

0.6

2.2

2.3

3.7

4.3

4.5

— USD

6.8

1.5

5.0

6.9

1.5

5.1

9.6

1.8

9.5

2.1

0.4

1.9

3.8

4.7

4.9

5.7

4.5

5.3

5.8

4.8

5.7

8.3

7.5

9.9

2.4

2.2

2.7

3.7

4.2

4.4

2.5

5.2

5.2

2.7

5.4

5.4

7.1

9.0

8.3

2.0

2.4

2.3

3.3

3.8

3.8

Company/Ticker

Entergy Corp ETR USA
Average
Exelon Corp EXC US

86,814 USD

Growth Analysis
Revenue Growth %

EBIT Growth %

EPS Growth %

Free Cash Flow Growth %

Dividend/Share Growth %

Last Historical Year
Revenue
(Mil)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

Public Service Enterprise Group Inc

10,886 USD

9.2

0.3

2.1

14.1

4.2

-2.7

7.0

4.0

-2.6

-26.4

-68.5

-481.4

2.8

5.4

5.1

FirstEnergy Corp FE USA

15,049 USD

0.9

-2.5

-3.0

-55.8

154.3

7.4

-15.7

5.7

9.5

56.3

158.4

-55.5

-34.6

—

5.6

Entergy Corp ETR USA

12,495 USD

9.7

-3.2

0.8

32.3

-15.1

6.7

8.7

0.4

-13.5

41.9

-193.0

-119.8

—

0.6

2.7

6.6

-1.8

0.0

-3.1

47.8

3.8

—

3.4

-2.2

23.9

-34.4

-218.9

-15.9

3.0

4.5

10.2

-17.0

10.6

-15.3

23.4

0.1

-4.4

2.9

-3.0

-79.7

347.7

-90.0

-15.1

—

—

Company/Ticker

Average
Exelon Corp EXC US

27,429 USD
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Last Price

Fair Value

Consider Buy

Consider Sell

Uncertainty

Economic Moat™

Moat Trend™

Stewardship

Industry Group

31.12 USD

35.00 USD

24.50 USD

47.25 USD

Medium

Narrow

Stable

Standard

Utilities - Regulated

Comparable Company Analysis
These companies are chosen by the analyst and the data are shown by nearest calendar year in descending market capitalization order.
Profitability Analysis
Gross Margin %

EBITDA Margin %

Operating Margin %

Net Margin %

Free Cash Flow Margin %

Last Historical Year
Net Income
(Mil)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

Public Service Enterprise Group Inc

1,402 USD

64.3

65.3

65.4

35.4

37.1

36.3

24.1

25.0

23.9

12.9

13.4

12.8

3.1

-1.5

-5.8

FirstEnergy Corp FE USA

1,075 USD

53.5

55.9

57.9

15.2

26.8

29.5

7.1

18.4

20.4

7.1

7.8

8.8

-4.0

4.0

-1.8

Entergy Corp ETR USA

1,050 USD

63.6

62.4

63.9

34.5

11.9

27.0

17.5

15.4

16.2

8.4

8.7

7.5

14.2

-12.8

1.8

60.5

61.2

62.4

28.4

25.3

30.9

16.2

19.6

20.2

9.5

10.0

9.7

4.4

-3.4

-1.9

52.6

65.9

60.3

19.7

27.3

25.1

11.3

16.8

15.2

7.5

9.3

8.2

-5.9

3.5

-1.4

Company/Ticker

Average
Exelon Corp EXC US

2,065 USD

Leverage Analysis
Debt/Equity %

Debt/Total Cap %

EBITDA/Interest Exp.

Total Debt/EBITDA

Assets/Equity

Last Historical Year
Total Debt
(Mil)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

9,144 USD

75.0

77.3

83.2

42.9

43.6

45.4

9.9

9.8

8.8

2.4

2.5

2.8

2.9

2.8

2.9

FirstEnergy Corp FE USA

21,779 USD

175.4

165.7

161.7

63.7

62.4

61.8

2.1

3.6

3.8

9.5

5.5

5.3

4.2

4.1

4.0

Entergy Corp ETR USA

13,998 USD

138.6

159.3

160.9

58.1

61.4

61.7

6.9

2.1

4.6

3.2

10.7

4.9

4.6

5.0

5.0

129.7

134.1

135.3

54.9

55.8

56.3

6.3

5.2

5.7

5.0

6.2

4.3

3.9

4.0

4.0

97.7

94.7

92.7

49.4

48.6

48.1

5.1

6.2

6.1

4.1

3.7

3.7

3.8

3.6

3.6

Company/Ticker

Public Service Enterprise Group Inc

Average
Exelon Corp EXC US

22,272 USD

Liquidity Analysis
Company/Ticker

Market Cap
(Mil)

Cash per Share

Current Ratio

Quick Ratio

Cash/Short-Term Debt

Payout Ratio %
2014

2015(E)

2016(E)

Public Service Enterprise Group Inc

21,574 USD

0.79

0.75

0.52

1.18

1.14

1.11

1.03

0.97

0.93

0.46

0.43

0.30

49.5

54.4

58.7

FirstEnergy Corp FE USA

14,227 USD

0.20

0.39

0.51

0.70

0.51

0.51

0.55

0.38

0.39

0.03

0.06

0.07

202.8

53.3

51.4

Entergy Corp ETR USA

12,744 USD

7.89

3.07

2.92

1.14

0.85

0.85

0.85

0.57

0.57

0.95

0.37

0.35

63.6

338.0

67.8

2.96

1.40

1.32

1.01

0.83

0.82

0.81

0.64

0.63

0.48

0.29

0.24

105.3

148.6

59.3

2.17

3.50

2.47

1.38

1.39

1.26

1.20

1.30

1.15

0.83

1.34

0.95

66.0

50.4

52.0

Average
Exelon Corp EXC US

28,617 USD

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)
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Research Methodology for Valuing Companies
Components of Our Methodology
3 Economic Moat™ Rating
3 Moat Trend™ Rating
3 Moat Valuation
3 Three-Stage Discounted Cash Flow
3 Weighted Average Cost of Capital
3 Fair Value Estimate
3 Scenario Analysis
3 Uncertainty Ratings
3 Margin of Safety
3 Consider Buying/Selling
3 Stewardship Rating

We believe that a company’s intrinsic worth results
from the future cash flows it can generate.
The Morningstar Rating for stocks identifies stocks
trading at a discount or premium to their intrinsic
worth—or fair value estimate, in Morningstar
terminology. Five-star stocks sell for the biggest
risk-adjusted discount to their fair values, whereas
1-star stocks trade at premiums to their intrinsic
worth. Four key components drive the Morningstar
rating: our assessment of the firm’s economic moat,
our estimate of the stock’s fair value, our uncertainty
around that fair value estimate and the current
market price. This process ultimately culminates
in our single-point star rating. Underlying this
rating is a fundamentally focused methodology
and a robust, standardized set of procedures
and core valuation tools used by Morningstar’s
equity analysts.
The concept of the Morningstar Economic Moat™
Rating plays a vital role not only in our qualitative
assessment of a firm’s investment potential, but
also in our actual calculation of our fair value
estimates. We assign three moat ratings—none,
narrow, or wide—as well as the Morningstar Moat
Trend™ Rating—positive, stable, or negative—to
each company we cover. Companies with a narrow
moat are those we believe are more likely than not
to achieve normalized excess returns on invested
capital over at least the next 10 years. Wide-moat
companies are those in which we have very
high confidence that excess returns will remain for

10 years, with excess returns more likely than not
to remain for at least 20 years. The longer a firm
generates economic profits, the higher its intrinsic
value. The assumptions that we make about a firm’s
economic moat play a vital role in determining
the length of “economic outperformance” that we
assume in the terminal sections of our valuation
model. To assess the sustainability of excess profits,
analysts perform ongoing assessments of what we
call the moat trend. A firm’s moat trend is positive
in cases where we think its sources of competitive
advantage are growing stronger; stable where we
don’t anticipate changes to competitive advantages
over the next several years; or negative when we
see signs of deterioration.
At the heart of our valuation system is a detailed
projection of a company’s future cash flows. The first
stage of our three-stage discounted cash flow model
can last from 5 to 10 years and contains numerous
detailed assumptions about various financial and
operating items. The second stage of our model—
where a firm’s return on new invested capital
(RONIC) and earnings growth rate implicitly fade
until the perpetuity year—can last anywhere from
one year (for companies with no economic moat)
to 10-15 years (for wide-moat companies). In our
third stage, we assume the firm’s RONIC equals its
weighted average cost of capital, and we calculate
a continuing value using a standard perpetuity
formula. In deciding on the rate at which to discount
future cash flows, we use a building block approach,

Morningstar Research Methodology for Valuing Companies
Economic Moat
Financial Health
Stewardship
Uncertainty
Moat Trend

Morningstar Fair Value

Margin of Safety
Market Pricing

Morningstar RatingTM For Stocks
QQQQQ

Source: Morningstar, Inc.
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Research Methodology for Valuing Companies

Detailed Methodology Documents
and Materials*
3 Comprehensive Equity Research Methodology
3 Uncertainty Methodology
3 Cost of Equity Methodology
3 Morningstar DCF Valuation Model
3 Stewardship Rating Methodology

which takes into account expectations for market
real return, inflation, country risk premia, corporate
credit spread, and any additional systematic risk.

operating and financial leverage, sales sensitivity
to the overall economy, product concentration,
pricing power, and other company-specific factors.

We also employ a number of other tools to augment
our valuation process, including scenario analysis,
where we assess the likelihood and performance
of a business under different economic and
firm-specific conditions. Our analysts model three
scenarios for each company we cover, stresstesting the model and examining the distribution of
resulting fair values.

Our corporate Stewardship Rating represents our
assessment of management’s stewardship of
shareholder capital, with particular emphasis on
capital allocation decisions. Analysts consider
companies’ investment strategy and valuation,
financial leverage, dividend and share buyback
policies, execution, compensation, related party
transactions, and accounting practices. Corporate
governance practices are only considered if
they’ve had a demonstrated impact on shareholder
value. Analysts assign one of three ratings:
“Exemplary,” “Standard,” and “Poor.” Analysts judge
stewardship from an equity holder’s perspective.
Ratings are determined on an absolute basis.
Most companies will receive a Standard rating,
and this is the default rating in the absence of
evidence that managers have made exceptionally
strong or poor capital allocation decisions. K

*Please contact a sales representative
for more information.

The Morningstar Uncertainty Rating captures the
range of likely potential fair values and uses
it to assign the margin of safety required before
investing, which in turn explicitly drives our stock
star rating system. The Uncertainty Rating represents the analysts’ ability to bound the estimated
value of the shares in a company around the
Fair Value Estimate, based on the characteristics
of the business underlying the stock, including

Morningstar Margin of Safety and Star Rating Bands
Price/Fair Value
2.75

• 1 Star

— 175%

—
—155%

2.25

1.75

• 2 Star

— 135%

—125%
105%—

— 95%
1.25

80% —

—

110% —

—

70% —

— 90%

125% —

115% —
— 85%
—

• 3 Star

• 4 Star

— 80%
60% —

50% — • 5 Star

0.75

0.25
Low

Medium

High

Very High *

* Occasionally a stock’s uncertainty will be too high for us to estimate, in which case we label it Extreme.

Source: Morningstar, Inc.
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Last Price

Fair Value

Consider Buy

Consider Sell

Uncertainty

Economic Moat™

Moat Trend™

Stewardship

Industry Group

31.12 USD

35.00 USD

24.50 USD

47.25 USD

Medium

Narrow

Stable

Standard

Utilities - Regulated

Unless stated otherwise, this Research Report was
prepared by the person(s) noted in their capacity as Equity
Analysts employed by Morningstar, Inc., or one of its
affiliates. This Report has not been made available to the
issuer of the relevant financial products prior to publication.

Conflicts of Interest:

The Morningstar Rating for stocks identifies stocks trading
at a discount or premium to their intrinsic value. Five-star
stocks sell for the biggest risk-adjusted discount whereas
one-star stocks trade at premiums to their intrinsic value.
Based on a fundamentally focused methodology and a
robust, standardized set of procedures and core valuation
tools used by Morningstar's Equity Analysts, four key
components drive the Morningstar Rating: 1. Assessment
of the firm's economic moat, 2. Estimate of the stock's fair
value, 3. Uncertainty around that fair value estimate, and 4.
Current market price. Further information on Morningstar's
methodology is available from http://global.morningstar.
com/equitydisclosures.

-Equity Analysts are required to comply with the CFA
Institute's Code of Ethics and Standards of Professional
Conduct.

This Report is current as of the date on the Report until it is
replaced, updated or withdrawn. This Report may be
withdrawn or changed at any time as other information
becomes available to us. This Report will be updated if
events affecting the Report materially change.

-No material interests are held by Morningstar or the Equity
Analyst in the financial products that are the subject of the
Reports.

-Equity Analysts’ compensation is derived from
Morningstar's overall earnings and consists of salary, bonus
and in some cases restricted stock.
-Equity Analysts do not have authority over Morningstar's
investment management group's business arrangements
nor allow employees from the investment management
group to participate or influence the analysis or opinion
prepared by them. Morningstar will not receive any direct
benefit from the publication of this Report.
- Morningstar does not receive commissions for providing
research and does not charge companies to be rated.
-Equity Analysts use publicly available information.
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Exelon Corp EXC (NYSE) | QQQQ
Last Price

Fair Value

Consider Buy

Consider Sell

Uncertainty

Economic Moat™

Moat Trend™

Stewardship

Industry Group

31.12 USD

35.00 USD

24.50 USD

47.25 USD

Medium

Narrow

Stable

Standard

Utilities - Regulated

-Morningstar may provide the product issuer or its related
entities with services or products for a fee and on an arms’
length basis including software products and licenses,
research and consulting services, data services, licenses to
republish our ratings and research in their promotional
material, event sponsorship and website advertising.
-Further information on Morningstar's conflict of interest
policies is available from http://global.morningstar.com/
equitydisclosures.
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Exelon Corporation

Outperform

Waiting for the Pepco saga to conclude

Price Target USD 34.00 ↑ 32.00

NYSE: EXC; USD 31.61

Our view: While we continue to assume that the Pepco acquisition does
not materialize, we see a potential relief rally in either scenario as the
deal overhang dissipates. We increase our price target to $34 to reflect
the possibility of a valuation uplift from a successful acquisition scenario
as we await the D.C. commission's final decision in the coming weeks.

WHAT'S INSIDE
Rating/Risk Change

Price Target Change

In-Depth Report

Est. Change

Preview

News Analysis

Scenario Analysis*

Key points:
Prepared for life without Pepco. With one month to go before the merger
termination date, Exelon management noted their plan to deal with an
unsuccessful acquisition scenario, which would involve buying back the
57.5 million shares of equity issued in 3Q15 as well as unwinding the debt
issued for the deal. We had previously incorporated a $3 billion share
buyback in 1Q16 with a $2.75 billion debt paydown; we now assume a
$1.87 billion share buyback spread across 1H16 (same dollar amount as
the original issuance) and a $4.2 billion debt paydown (which includes all
of the parent debt issued in 3Q15 for the deal). Our lower EPS estimates
reflect this change, resulting in a 4% CAGR through 2018.
Improving balance sheet health. Management announced their focus on
maintaining an investment grade rating for the consolidated company
as well as for ExGen; they expect a combination of debt reduction and
growing free cash flow position to achieve that objective. Our model
reflects a 2.4x net debt/EBITDA and 48% FFO/debt for ExGen in 2018,
which we believe should comfortably place them in the investment grade
range.
The return of the dividend increase. Assuming the Pepco acqusition
falls through, we estimate Exelon to have around 900 million shares
outstanding in 2018. Our estimates indicate that, with a 2.5% annual
dividend increase starting this year, earnings from the three utilities
(ComEd, PECO, BGE) should have a 1.15x dividend coverage ratio.
Combined with a growing cash position at ExGen, we believe the
company's new dividend policy is achievable.

Downside
Scenario

Current
Price

Price
Target

Upside
Scenario

23.00
23%

31.61

34.00
11%

41.00
34%

*Implied Total Returns

Key Statistics
Shares O/S (MM):
Dividend:
ROE:
Float (MM):
Debt to Cap:
Institutional Ownership:

919.6
1.24
9.7%
864.6
47%
75%

Market Cap (MM):
29,069
Yield:
3.9%
Tr. 12 ROE:
9.74%
Enterprise Val. (MM):
48,086
Avg. Daily Volume:
7,695,210

RBC Estimates
FY Dec
EPS, adjusted
Prev.
P/E
DPS
Prev.
Dividend yield

2015A
2.49
2.50
12.7x
1.24
3.9%

2016E
2.53
2.65
12.5x
1.26
1.24
4.0%

2017E
2.60
2.70
12.2x
1.29
1.24
4.1%

2018E
2.84
2.90
11.1x
1.32
1.24
4.2%

EPS, adjusted
2015
DPS
2015

Q1
0.71A

Q2
0.59A

Q3
0.83A

Q4
0.38A

0.31A

0.31A

0.31A

0.31A

All values in USD unless otherwise noted. $MM except per share data.

Continuing the push for Illinois nuclear fleet. Despite the delay in the
legislature, Exelon management continues to push for a Low Carbon
Portfolio Standard (LCPS) to support the struggling Illinois nuclear fleet,
with Quad Cities and Clinton plants currently in the red. We continue to
estimate that the LCPS, if passed, could boost ExGen earnings by $0.15$0.25 per share. Our estimates currently do not reflect this potential
benefit.
Impressive run YTD, but momentum still positive. While we are uncertain
how investors will react to the upcoming Pepco outcome, we believe
either scenario could ultimately be positive for the stock given the visibility
in management's plans. We reiterate our Outperform rating as we await
the conclusion of the Pepco saga.

Priced as of prior trading day's market close, EST (unless otherwise noted).
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Target/Upside/Downside Scenarios

Investment summary

Exhibit 1: Exelon Corporation
125 Weeks

13SEP13 - 03FEB16
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UPSIDE

41.00

35

TARGET

34.00

CURRENT
30

31.61

25
DOWNSIDE 23.00

With the final decision in D.C. looming regarding the Pepco
acquisition, we believe Exelon is in a good position to deal
with and create value with either outcome. We continue
to assume that the deal does not materialize, resulting in
management buying back shares and paying down Pepcorelated debt financing. We expect Exelon to achieve 4% EPS
CAGR through 2018, with 7.8% utility CAGR during the same
period.

Potential catalysts

20
100m
50m
2013
2014
2015
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EXC

Rel. S&P 500 COMPOSITE

Feb 2017

MA 40 weeks

Source: Bloomberg and RBC Capital Markets estimates for Upside/Downside/Target

Target price/base case
• Base case price target of $34.
• 16.9x 2017E P/E for ComEd, PECO, and BGE, which
represents a 10% premium to our estimated industry
average multiple (using 4% secular 10-year Treasury rate
and 9.3% U.S. market return requirement). The premium
incorporates a possibility of a successful Pepco acquisition
and resulting run-rate synergies.
• ExGen gross margin for 2016–2018 of $7.77 billion, $7.79
billion, and $7.81 billion, respectively.
• 7.5x EV/EBITDA multiple on ExGen's discounted 2017
"open" EBITDA.
• $1.87 billion stock buyback in 1H16.
Upside scenario
• Upside scenario of $41.
• 18.2x 2017E P/E for ComEd, PECO, and BGE, which
represents a 10% premium to our upside industry average
multiple (using 3.25% secular 10-year Treasury rate and
9.3% U.S. market return requirement). The premium
incorporates a possibility of a successful Pepco acquisition
and resulting run-rate synergies.
• 10% increase in forward power prices.
• 7.5x EV/EBITDA multiple on ExGen's discounted 2017
"open" EBITDA.
• $1.87 billion stock buyback in 1H16.

• D.C. commission approves the Pepco merger after
reconsideration.
• Exelon walks away from Pepco merger but initiates a large
share repurchase program.
• Successful implementation of O&M expense control for
2015–2018 help offset impact of low power prices,
particularly if the merger with Pepco takes place.
• Illinois passes LCPS legislation to provide financial stability
to nuclear plants in the state.

Risks to call
• Further deterioration of forward power curves leads to
non-profitable power plant economics, resulting in the
company's shutting down several nuclear plants.
• Further compression of retail/wholesale margins.
• Unfavorable turn in regulatory environment in Illinois and
Maryland.
• EDF put price is much higher than expected.
• Ratings agencies downgrade parent and/or subsidiary debt
to non-investment grade.

Downside scenario
• Downside scenario of $23.
• 13.3x 2017E P/E for ComEd, PECO, and BGE, which
represents our downside industry average multiple (using
4.25% secular 10-year Treasury rate and 10.25% U.S. market
return requirement).
• 10% decrease in forward power prices.
• 6.0x EV/EBITDA multiple on ExGen's discounted 2017
"open" EBITDA.
• $1.87 billion stock buyback in 1H16.
February 4, 2016
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Valuation
Our $34 price target uses a sum-of-the-parts analysis. For PECO, ComEd and BGE, we apply a
10% premium to the industry average P/E multiple of 15.4x to the utilities’ 2017E net income
to reflect the possibility of a successful Pepco acqusiition, which we believe would result in
a valuation uplift for the company. For Exelon Generation (ExGen), we apply a 7.5x multiple
to its 2017 “open” EBITDA, which reflects the potential value of selling all of its output at the
spot price. Finally, we calculate the net present value (NPV) of the value of existing hedges for
2015–2017, which represents an additional cash benefit to the company.

Price target impediments
• Further deterioration or non-recovery of forward power curves leads to non-profitable
power plant economics .
• The proposed acquisition of Pepco Holdings is ultimately rejected in 1Q16.
• Less-than-expected merger synergies are realized or delayed further than forecasted.
• Unfavorable turn in regulatory environment in Illinois and Maryland.
• EDF put price is higher than expected.
• Ratings agencies downgrade parent/sub to non-investment grade.

Company description
Exelon Corp. is one of the largest utilities and competitive energy providers in the United
States. With its generation portfolio providing approximately 19,300 MW of nuclear capacity,
Exelon is also the largest nuclear operator in the United States. Exelon’s total generation
capacity is approximately 35,000 MW. Through its three regulated wires-only utilities in
Maryland, Illinois, and Pennsylvania (BG&E, ComEd, and PECO), Exelon serves 6.6 million
electric and gas customers.
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Exelon Corp.
Consolidated Income Statement
Millions of Dollars Except for Per Share Amounts
Fiscal Year Ending December 31,

Shelby G. Tucker, CFA; RBC Capital Markets
+1 (212) 428-6462; shelby.tucker@rbccm.com

Total Operating Revenues

2013
24,901

2014
27,429

2015
29,447

2016E
28,153

2017E
28,669

2018E
29,169

Expenses
Fuel and Purchased Power
Operation & Maintenance
Impairments
Depreciation and Amortization
Taxes Other Than Income
Total Operating Expenses

(10,737)
(7,270)
(2,153)
(1,095)
(21,255)

(13,003)
(8,568)
(2,314)
(1,154)
(25,039)

(13,084)
(8,322)
(2,450)
(1,200)
(25,056)

(12,635)
(7,522)
(2,701)
(1,291)
(24,149)

(12,740)
(7,505)
(2,907)
(1,337)
(24,489)

(12,826)
(7,468)
(3,086)
(1,385)
(24,765)

3,646

2,390

4,391

4,004

4,181

4,404

10
13

(7)
18

460
4,129
6,282

(20)
437
289
455
3,551
5,865

(8)
4,394
6,844

274
4,278
6,979

274
4,455
7,361

274
4,678
7,765

Interest Expense
Interest Expense to Affiliates, net
Total Other Income and Deductions

(1,356)
(1,356)

(1,065)
(1,065)

(1,071)
(1,071)

(1,027)
(1,027)

(1,033)
(1,033)

(895)
(895)

EBT
Income Taxes
Effective Tax Rate

2,773
(1,044)
37.6%

2,486
(666)
26.8%

3,323
(1,073)
32.3%

3,251
(1,023)
31.5%

3,421
(1,092)
31.9%

3,784
(1,217)
32.2%

1,729
(10)
1,719
430
2,149

1,820
(197)
1,623
445
2,068

2,250
19
2,269
(42)
2,227

2,228
(13)
2,215
2,215

2,329
(13)
2,316
2,316

2,567
(13)
2,554
2,554

Operating Income
Equity in Earnings (Losses) of Unconsolidated Affiliates
Gain on sales of assets
Gain on consolidation and acquisition of businesses
Other, Net
EBIT
EBITDA

Income Before Extraordinary and Accounting Changes
Income from Discontinued Operations
Noncontrolling Interests and BGE Preference Stock Dividends
Cummulative effect of change in accounting principle
Net Income
Extraordinary Items and GAAP Changes
Ongoing Income

-

Earnings per share:
Net Income (Diluted)
Extraordinary Items
Discontinued Operations
GAAP Changes
Ongoing Income (Diluted)
Annual Growth
Average Shares Outstanding - Basic
Average Shares Outstanding - Diluted
Dividends per common share
Dividend Growth
Dividend Payout Ratio

$
$
$
$
$

2.00
0.50
2.50
-12.01%

$
$
$
$
$

1.88 $
$
$
0.52 $
2.39 $
-4.40%

2.54
(0.05)
2.49
4.19%

$
$
$
$
$

2.53
2.53
1.62%

$
$
$
$
$

2.60
2.60
2.54%

$
$
$
$
$

2.84
2.84
9.18%

855.8
858.3

860.0
864.0

889.8
893.0

871.2
874.2

888.2
891.2

897.2
900.2

1.4550
-30.71%
58%

1.2400
-14.78%
52%

1.2400
0.00%
50%

1.2625
1.81%
50%

1.2925
2.38%
50%

1.3225
2.32%
47%

Source: Company Reports, RBC Capital Markets Estimates
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Exelon Corp.
Balance Sheets and Statement of Cash Flows
Millions of Dollars Except for Per Share Amounts
Fiscal Year Ending December 31,

Shelby G. Tucker, CFA; RBC Capital Markets
+1 (212) 428-6462; shelby.tucker@rbccm.com

BALANCE SHEETS
Assets
Cash and Cash Equivalents
Accounts Receivable
Other Current Assets
Total Current Assets

1,609
3,895
4,633
10,137

1,878
4,709
5,510
12,097

6,502
4,099
4,733
15,334

743
3,919
4,733
9,395

1,713
3,991
4,733
10,437

2,198
4,060
4,733
10,992

Property Plant & Equipment, net

47,330

52,087

57,439

58,446

60,363

61,249

Deferred Debts and Other Assets
Regulatory Assets
Nuclear Decommisioning Trust Funds
Investment in CENG
Investments
Goodwill, net
Derivative Assets
Other
Total Long-Term Assets

5,910
8,071
1,925
1,187
2,625
607
2,132
22,457

6,076
10,537
544
2,672
773
2,028
22,630

6,065
10,342
639
2,672
758
2,135
22,611

6,065
11,617
639
2,672
758
2,135
23,886

6,065
12,198
639
2,672
758
2,135
24,467

6,065
12,808
639
2,672
758
2,135
25,077

Total Assets

79,924

86,814

95,384

91,728

95,266

97,318

341
1,509
2,601
3,276
7,727

460
1,802
3,048
3,452
8,762

533
1,500
2,883
4,202
9,118

733
2,276
2,784
4,202
9,995

833
2,240
2,807
4,202
10,082

933
900
2,826
4,202
8,861

17,325
298
648
18,271

19,362
648
20,010

23,645
641
24,286

19,528
39
641
20,208

19,888
641
20,529

19,938
0
641
20,579

Deferred Income Taxes
Spent Nuclear Fuel Obligation
Other
Total Long Term Liabilities

12,905
1,021
17,060
30,986

13,019
1,021
19,869
33,909

13,776
1,021
19,861
34,658

13,776
1,026
20,135
34,938

13,776
1,031
20,898
35,705

13,776
1,036
22,703
37,515

Total Liabilities

56,984

62,681

68,062

65,141

66,317

66,956

193

193

193

193

193

15

1,332

193
28
1,308

1,308

1,308

1,308

Preferred
Common Stockholder's Equity

22,732

22,608

25,793

25,086

27,448

28,861

Total Liabilities and Stockholder's Equity

79,924

86,814

95,384

91,728

95,266

97,318

Liabilities
Commercial Paper and Short-Term Loans
Long-Term Debt Due Within One Year
Current Maturities of Transitional Funding Trusts
Accounts Payable
Other Current Liabilities
Total Current Liabilities
Long Term Debt
Long-Term
ComEd Transitional Funding Trustand PECO
Long Term Debt
Debt-to
VIE
Transition Trust
Long-Term Debt to Other Transition Financing Trust
Total Long-Term Debt

BGE Preference Stock Not Subject to Mandatory Redemption
Contingently redeemable noncontrolling interest
Minority Interest of Consolidated Subs

2013

2014

2015

2016E

2017E

2018E

Source: Company Reports, RBC Capital Markets Estimates
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Exelon Corp.
Balance Sheets and Statement of Cash Flows
Millions of Dollars Except for Per Share Amounts
Fiscal Year Ending December 31,
STATEMENT OF CASH FLOWS
Operating Activities
Net Income
Depreciation
Amortization of Nuclear Fuel
All Other Amortization
Impairment Charges
Gain on consolidation and acquisition of businesses
(Gain) loss on sales of assets
Deferred Income Taxes and Amortization of Investment Tax Credits
Net Realized and Unrealized Mark-to-Market Transactions
Net Cash from Divestitures
Other Non-Cash Operating Activities
Change in Working Capital
Pension/OPEB contributions
Other, Merger Agreements
Cash Flow from Operations

Shelby G. Tucker, CFA; RBC Capital Markets
+1 (212) 428-6462; shelby.tucker@rbccm.com

2013
1,729
2,153
1,626
171

119
(615)
876
772
(422)
(66)
6,343

2014

2015

2016E

2017E

2018E

1,820
2,314
1,554
687
(296)
(437)
502
506

2,250
2,450
1,537
36

2,228
2,701
1,552
-

2,329
2,907
1,552
-

2,567
3,086
1,552
-

(18)
752
(236)

616
-

616
-

616
-

1,054
(2,072)
(617)
(558)
4,457

1,109
(246)
(502)
502
7,634

900
(432)
7,565

900
(432)
7,872

900
(432)
8,289

Cash Flows from Investing Activities
Additions to PP&E, excl. Capitalized Interest and AFDC
Proceeds/(Investments) from Nuclear Decommisioning Trust
Cash Acquired from Constellation
Proceeds from sale of long-lived assets
Sales (Purchase) of assets/businesses
Net Change in Long-Term Investments
Other
Cash Flows from Investing Activities

(5,395)
(233)
32
18
184
(5,394)

(6,077)
(155)

(7,624)
(252)

(6,975)
(155)

(6,375)
(155)

(5,525)
(155)

1,719
4
(90)
(4,599)

147
(111)
(7,840)

(7,130)

(6,530)

(5,680)

Cash Flow from Financing Activities
Issuance of long-term debt, net of issuance costs
Retirement of long-term debt
Retirement of Long-Term Debt, VIE
Retirement of LTD to Financing Affiliates
Change in short-term debt
Issuance of common stock
Equity Infusion into Subsidiary
Common stock repurchases
Redemption of preferred securities of subsidiaries
Issuance of preferred securities of subsidiaries
Dividends on common stock
BGE Preference Stock Dividends Paid
Proceeds from Employee Stock Plans
Purchase of Treasury Stock
Other financing activities
Cash Flow from Financing

2,055
(1,589)
332
(93)
(1,249)
47
(329)
(826)

3,463
(1,545)
122
(1,065)
35
(599)
411

6,709
(2,687)
80
1,868
(1,105)
32
(67)
4,830

2,225
(5,643)
200
(1,868)
(40)
(1,100)
32
(6,194)

2,100
(2,316)
100
1,150
(290)
(1,148)
32
(372)

1,450
(2,279)
100
(240)
(1,187)
32
(2,124)

Beginning Cash Balance
Change in Cash
Cash classified as held for sale
Ending Cash Balance

1,486
123
1,609

1,609
269
1,878

1,878
4,624
6,502

6,502
(5,759)
743

743
970
1,713

1,713
485
2,198

Source: Company Reports, RBC Capital Markets Estimates
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Exelon Corp.
ExGen Gross Margin Calculation

Shelby G. Tucker, CFA; RBC Capital Markets
+1 (212) 428-6462; shelby.tucker@rbccm.com

Hedged Gross Margin
Open GM
MTM of Hedges
Unhedged Impact (using historical 3-month avg. of forward curve)
Hedged GM
Power New Business/To Go
Non-Power Margins Executed
Non-Power New Business/To Go
Total Gross Margin

2013
5,550
1,642
3
7,195
50
300
100

2014
7,300
(348)
(6)
6,946
50
350
50

2015E
5,150
2,228
5
7,383
50
400
50

2016E
5,200
1,694
(29)
6,865
450
250
200

2017E
5,800
815
(72)
6,544
800
150
300

2018E
6,150
269
(115)
6,305
1,000
100
400

7,645

7,396

7,883

7,765

7,794

7,805

Reference Prices
Henry Hub
Ni-Hub
PJM-West
ERCOT North Spark Spread
NY Zone A
New England: Mass Hub Spark Spread

$
$
$
$
$
$

2013
3.65
31.18
37.58
1.09
37.07
3.70

$
$
$
$
$
$

2014
4.44
39.45
51.38
3.02
49.00
3.04

$
$
$
$
$
$

2015E
2.75
28.80
37.05
3.12
33.55
5.57

$
$
$
$
$
$

2016E
2.49
28.46
34.51
4.79
31.82
9.60

$
$
$
$
$
$

2017E
2.79
29.23
35.22
4.66
34.52
11.32

$
$
$
$
$
$

2018E
2.91
29.22
34.16
4.49
33.60
9.71

Current Prices
Henry Hub
Ni-Hub
PJM-West
ERCOT North Spark Spread
NY Zone A
New England: Mass Hub Spark Spread

$
$
$
$
$
$

2013
3.71
31.98
39.08
1.09
36.88
3.70

$
$
$
$
$
$

2014
4.32
36.97
46.53
3.02
45.45
3.04

$
$
$
$
$
$

2015E
2.90
30.74
38.87
4.22
35.20
7.35

$
$
$
$
$
$

2016E
2.39
26.76
32.86
5.39
29.40
8.58

$
$
$
$
$
$

2017E
2.76
28.26
34.29
4.50
33.15
10.28

$
$
$
$
$
$

2018E
2.87
28.19
33.27
4.25
32.64
10.61

Generation (Gwh)
Midwest
Mid-Atlantic
ERCOT
New York
New England
Hedges
Midwest
Mid-Atlantic
ERCOT
New York
New England
Effective Realized Energy Px
Midwest
Mid-Atlantic
ERCOT
New York
New England

$
$
$
$
$

2013
97,200
74,500
13,200
14,000
15,800
214,700

2014
97,000
74,300
11,400
12,700
9,900
205,300

2015E
96,600
61,700
11,600
9,300
7,500
186,700

2016E
97,300
63,600
17,400
9,300
12,300
199,900

2017E
96,400
61,600
26,500
9,200
12,800
206,500

2018E
96,800
60,700
31,500
9,100
9,300
207,400

2013
99%
99%
94%
100%
96%

2014
99%
100%
103%
100%
104%

2015E
99%
97%
102%
96%
117%

2016E
92%
90%
100%
85%
96%

2017E
57%
66%
69%
73%
51%

2018E
23%
37%
34%
43%
18%

2013
37.00
49.00
24.00
32.00
6.00

$
$
$
$
$

2014
36.50
48.50
20.00
42.50
6.00

$
$
$
$
$

2015E
36.00
51.50
23.50
47.50
42.00

$
$
$
$
$

2016E
34.50
47.00
11.00
58.50
20.50

$
$
$
$
$

2017E
33.50
46.00
8.00
44.50
14.50

$
$
$
$
$

2018E
33.00
42.50
3.50
38.00
7.00

Source: Company Reports, RBC Capital Markets Estimates
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Exelon Generation
Income Statement and Statistical Information
Millions of Dollars Except for Per Share Amounts
Fiscal Year Ending December 31,
INCOME STATEMENT
Total Revenue

Shelby G. Tucker, CFA; RBC Capital Markets
+1 (212) 428-6462; shelby.tucker@rbccm.com

2013

2014

2015

2016E

2017E

2018E

15,643

17,393

19,135

17,255

17,319

17,344

Total Fuel and purchased power
Hedged Gross Margin

(8,210)
7,433

(9,925)
7,468

(10,021)
9,114

(9,490)
7,765

(9,526)
7,794

(9,539)
7,805

Total Operating and Maintenance
DD&A
Taxes other than income
Total Expenses

(4,534)
(856)
(389)
(5,779)

(5,566)
(967)
(465)
(6,998)

(5,308)
(1,054)
(489)
(6,851)

(4,476)
(1,155)
(487)
(6,118)

(4,485)
(1,235)
(482)
(6,202)

(4,472)
(1,295)
(464)
(6,232)

Operating Income

1,654

470

2,263

1,647

1,591

1,573

10
13

(8)
12

355
2,032
2,888

(20)
437
289
406
1,582
2,549

(60)
2,207
3,261

200
1,847
3,002

200
1,791
3,026

200
1,773
3,068

(357)
-

(356)
-

(365)
-

(361)
-

(357)
-

(250)
-

Income before Income Taxes

1,675

1,226

1,842

1,486

1,435

1,523

Income Taxes
Effective Tax Rate
Income Before Extraordinary Items and Disc. Ops
Minority Interest
Cumulative effect of changes in accounting principles
Discontinued Ops
Net Income
Adjustments to GAAP
Ongoing Income

(615)
36.7%
1,060
10

(207)
16.9%
1,019
(184)

(502)
27.3%
1,340
32

(386)
26.0%
1,100

(373)
26.0%
1,062

(396)
26.0%
1,127

1,070
132
1,202

835
320
1,155

1,372
(119)
1,253

1,100

1,062

1,127

1,100

1,062

1,127

Equity in earnings of unconsolidated subsidiaries
(Loss) Gain on sales of assets
Gain on consolidation and acquisition of businesses
Other, net
EBIT
EBITDA
Total Interest Expense/(Income)
Distributions on Preferred Securities of Subsidiearies

Source: Company Reports, RBC Capital Markets Estimates
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Exelon Corp.
Energy Delivery Segment
Millions of Dollars Except for Per Share Amounts
Fiscal Year Ending December 31,

Shelby G. Tucker, CFA; RBC Capital Markets
+1 (212) 428-6462; shelby.tucker@rbccm.com

2013

2014

2015

2016E

2017E

2018E

Operating Revenue

10,629

10,823

11,072

11,638

12,090

12,565

Operating Expenses:
Fuel and purchased power
Operating and maintenance
DD&A
Taxes other than income
Total Operating Expenses

(3,895)
(2,750)
(1,245)
(670)
(8,560)

(3,855)
(3,012)
(1,294)
(673)
(8,834)

(3,814)
(3,044)
(1,333)
(680)
(8,871)

(3,895)
(3,175)
(1,483)
(774)
(9,327)

(3,965)
(3,199)
(1,609)
(824)
(9,597)

(4,038)
(3,224)
(1,728)
(889)
(9,880)

2,069

1,989

2,201

2,311

2,493

2,686

Operating Income
Gain on sale of assets
Interest Expense
Distributions on Preferred Securities of Subsidiearies
Other, net
Total Other Income and Deductions
Income before Income Taxes
Income Taxes
Effective Tax Rate
Net Income
Cumulative Changes to Accounting/Preferred Dividends
Adjustments to GAAP
Ongoing Income

(816)
49
(767)
1,302

2
(540)
42
(496)
1,493

4
(545)
44
(497)
1,704

(547)
44
(503)
1,808

(588)
44
(544)
1,949

(571)
44
(527)
2,159

(448)
34%

(522)
35%

(612)
36%

(653)
36%

(705)
36%

(782)
36%

854
(20)
175
1,009

971
(13)
4
962

1,092
(13)
10
1,089

1,155
(13)
1,142

1,244
(13)
1,231

1,377
(13)
1,364

Source: Company Reports, RBC Capital Markets Estimates
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Exelon Corporation
(NYSE: EXC; $31.61)
All values in USD unless otherwise noted. $MM except per share data.

Source: Company reports, RBC Capital Markets
estimates

VALUATION
EPS, adjusted
P/E
EV/Adj EBITDA
DPS
Dividend yield
Payout ratio
Distribution Yield
Wgtd avg shares outstanding, Diluted

2015
2.49
12.7x
7.1x
1.24
3.9%
49.7%
0
893.0

2016E
2.53
12.5x
7.3x
1.26
4.0%
49.8%
0
874.2

2017E
2.60
12.2x
6.9x
1.29
4.1%
49.7%
0
891.2

2018E
2.84
11.1x
6.4x
1.32
4.2%
46.6%
0
900.2

INCOME STATEMENT
Revenue
Adjusted EBITDA
EBIT
Net interest expense/other
Profit before tax
Taxes-income taxes
Minorities-noncontrolling interest
Net Income after tax
Net income to common shareholders
Adjusted net income

2015
29,447.0
6,844.0
3,323.0
(1,071.0)
3,323.0
(1,073.0)
19.0
2,250.0
2,269.0
2,227.0

2016E
28,153.2
6,978.9
3,251.3
(1,027.1)
3,251.3
(1,022.8)
(13.0)
2,228.5
2,215.5
2,215.5

2017E
28,669.3
7,361.3
3,421.1
(1,033.4)
3,421.1
(1,092.1)
(13.0)
2,328.9
2,315.9
2,315.9

2018E
29,168.9
7,764.7
3,783.6
(894.8)
3,783.6
(1,216.7)
(13.0)
2,566.9
2,553.9
2,553.9

CASH FLOW
Operating Cash Flow
Capex
Free Cash Flow
Dividends Paid
Free Cash Flow (post Dividends)
Acquisitions-Disposals
Issuance (Buyback) of Common Shares
Issuance (Repayment) Short Term Debt
Issuance (Repayment) Long-Term Debt
Net change in cash

2015
7,634.0
(7,624.0)
256.0
(1,105.0)
(849.0)
0
1,868.0
80.0
4,022.0
4,624.0

2016E
7,565.1
(6,975.0)
590.1
(1,099.9)
(509.8)
0
(1,868.0)
200.0
(3,418.0)
(5,758.8)

2017E
7,871.7
(6,375.0)
1,496.7
(1,148.0)
348.7
0
1,150.0
100.0
(216.0)
969.7

2018E
8,289.2
(5,525.0)
2,764.2
(1,186.6)
1,577.6
0
0
100.0
(829.2)
485.4

BALANCE SHEET
Cash and cash equivalents
Total current assets
Total fixed assets, PP&E Net
Total assets
Short-term, current long-term debt
Total current liabilities
Long-term borrowings
Total liabilities
Total shareholders' equity

2015
6,502.0
15,334.0
57,439.0
95,384.0
2,033.0
9,118.0
24,286.0
68,062.0
27,294.0

2016E
743.2
9,395.1
58,446.4
91,727.5
3,009.0
9,995.0
20,208.4
65,140.9
26,586.6

2017E
1,712.9
10,436.6
60,362.6
95,266.1
3,073.0
10,082.2
20,529.2
66,316.6
28,949.5

2018E
2,198.3
10,991.6
61,249.3
97,317.7
1,833.0
8,861.2
20,579.2
66,955.9
30,361.8

2015
42.0%
32.3%
2.8x
9.1%
41.1%

2016E
45.8%
31.5%
3.1x
8.6%
34.7%

2017E
43.1%
31.9%
2.9x
8.4%
37.0%

2018E
39.9%
32.2%
2.5x
8.8%
42.4%

KEY PERFORMANCE METRICS
Net debt/Total capitalization
Effective tax rate
Net debt / EBITDA
ROE
FFO/net debt
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Ratings
Top Pick (TP): Represents analyst's best idea in the sector; expected to provide significant absolute total return over 12 months
with a favorable risk-reward ratio.
Outperform (O): Expected to materially outperform sector average over 12 months.
Sector Perform (SP): Returns expected to be in line with sector average over 12 months.
Underperform (U): Returns expected to be materially below sector average over 12 months.
Risk Rating
As of March 31, 2013, RBC Capital Markets suspends its Average and Above Average risk ratings. The Speculative risk rating reflects
a security's lower level of financial or operating predictability, illiquid share trading volumes, high balance sheet leverage, or limited
operating history that result in a higher expectation of financial and/or stock price volatility.

February 4, 2016
Provided for the exclusive use of Reid Bergstrom at Exelon on 29-Aug-2017 03:28 PM.

Shelby Tucker, CFA (212) 428-6462; shelby.tucker@rbccm.com

11

US Power & Utilities
Exelon Corporation

Distribution of ratings
For the purpose of ratings distributions, regulatory rules require member firms to assign ratings to one of three rating categories
- Buy, Hold/Neutral, or Sell - regardless of a firm's own rating categories. Although RBC Capital Markets' ratings of Top Pick(TP)/
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Rating
BUY [Top Pick & Outperform]
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Tower, Toronto, Ontario M5J 2W7. We reserve the right to amend or supplement this policy at any time.
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how a security may trade, based on market and trading events, and the resulting trading opportunity that may be available. A
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Exelon Corp.
EXC: Exelon produces steady results while
affirming strong balance sheet commitment
Earnings Review

08 February 2016

Reiterating Overweight ratings on Exelon Corp., Generation

High Grade
United States
Electric Utilities

We reiterate our Overweight ratings on Exelon Corporation and Exelon Generation as
credit spreads remain attractive relative to peers and we view credit quality as stable
with very strong management support for a strong balance sheet and investment grade
credit ratings. Our Marketweight ratings on Exelon’s three utilities reflect fair relative
value compared to other high-quality U.S. regulated electric utilities.

Strong operations continue to drive financial results
Exelon reported FY15 operating earnings of $2.23 billion, or $2.49/share, within its
guidance range of $2.40-$2.60, and up ten cents from the prior year, although two cents
short of consensus. Key factors (Exhibit 2 at right) included the net effect of the
consolidation of CENG, higher nuclear volumes at Exelon Generation, the net regulatory
impact at the utilities including a rate increase at Baltimore Gas & Electric, and lower
supply costs at Exelon Generation, mostly offset by higher O&M expenses, higher
interest expense due primarily to the issuance of debt for the Pepco Holdings
acquisition and higher debt levels at Exelon Generation, higher depreciation the higher
cost of planned nuclear refueling outages. Exelon management introduced FY16
operating EPS guidance of $2.40 to $2.70, split about evenly between the regulated
utilities and Exelon Generation, and in line with consensus of $2.53. Also, the Board
approved a new financial policy to increase the dividend by 2.5% per year in 2016-2018.

Balance sheet strength, credit quality remain top priorities
Credit spreads of Exelon Generation had widened sharply in recent weeks (see charts on
page 4) due to the spillover effect from the high yield market of increasing aversion to
exposure to commodity prices, now including natural gas. However, during its earnings
call Exelon emphasized statements it has made numerous times in recent years:
“balance sheet strength is a priority that guides every strategic decision;” “our top
financial priority remains maintaining our investment grade credit rating and ensuring
the strength of our balance sheet;” “our strong balance sheet underpins our capital
allocation policy;” and “the primary objective of Exelon’s hedging program is to manage
market risks and protect the value of its generation and its investment-grade balance
sheet, while preserving its ability to participate in improving long-term market
fundamentals.” Exelon Generation plans to use free cash flow to reduce debt, in part by
‘pushing down’ some debt onto projects that can support non-recourse debt, and reduce
its debt/EBITDA ratio from 3.2x in 2016 to 2.3x in 2018 while improving funds from
operations to debt from ~30% to ~50%.

Debt financing plans and Pepco Holdings acquisition
Debt financing plans for 2016 include $950 million at Commonwealth Edison ($665
million maturing in 3Q16), $750 million at Baltimore Gas & Electric ($300 million
maturing on October 1) and $450 million at PECO Energy ($300 million maturing on
October 15). Exelon Corporation will either issue some debt to effectively replace the
acquisition-related debt it redeemed in late 2015, or redeem its new 2025, 2035 and
2045 maturities, depending on whether or not it closes its acquisition of Pepco
Holdings. The only remaining required approval is that of the District of Columba Public
Service Commission, which stated in its order of October 28, 2015 that it expected to
issue its decision on or before March 4, 2016.
BofA Merrill Lynch does and seeks to do business with issuers covered in its research reports. As a
result, investors should be aware that the firm may have a conflict of interest that could affect the
objectivity of this report. Investors should consider this report as only a single factor in making
their investment decision.
Refer to important disclosures on page 10 to 14. Analyst Certification on page 8. Valuation & Risk
on page 8.
11600003
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Exhibit 1: Relative Value Recommendations

Overweight
Exelon Corp.
Exelon Generation
Marketweight
Baltimore Gas & Electric
Commonwealth Edison
PECO Energy
Source: BofA Merrill Lynch Global Research.
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Exhibit 2: FY15 EPS Walk
$MM
$1,623
445

EPS
$1.88
$0.52

FY14 Adj. Oper. Earnings $2,068

$2.39

GEN - nuclear volume
$ 251
Utilities - delivery
186
GEN - market, portfolio
135
CENG non-controlling int.
76
Other, net
(40)
Planned nuclear outages
(50)
Depreciation & amortization
(81)
Interest expense
(92)
O&M - labor, materials
(226)

$0.28
$0.21
$0.15
$0.09
($0.04)
($0.06)
($0.09)
($0.10)
($0.25)

FY15 Adj. Oper. Earnings $2,227

$2.49

FY15 Adjustments

42

$0.05

$2,269

$2.54

FY14 GAAP Earnings
FY14 Adjustments

FY15 GAAP Earnings

Source: Company reports, BofA Merrill Lynch Global
Research.
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Summary Profile
Description

Exhibit 3: Comparable Statistics: Exelon versus Peer Group (FY 31 Dec 2014; $ millions)

Exelon
Corp.

Exelon Corporation is a utility service holding
company engaged in the energy generation
and energy delivery services. Exelon
Generation is one of the largest U.S.
competitive U.S. power generators with

EXC
IL, PA, MD
1,160,030
6,724,610
R:61% SmC&I:24% LgC&I:14% O:1%

32,753

~32,000 megawatts of owned capacity,
including the largest nuclear fleet and a
renewables portfolio. Exelon’s Constellation
business unit provides energy products and

Generation
49%

services to ~100,000 business and public
sector customers and ~1 million residential
customers. Exelon’s utilities deliver electricity
and natural gas to more than 7.8 million
customers in central Maryland (Baltimore Gas
& Electric), northern Illinois (Commonwealth
Edison) and southeastern Pennsylvania (PECO
Energy).
Significant Events
•
April 29, 2014: Exelon and Pepco
Holdings signed an agreement and plan
of merger whereby Exelon will acquire
Pepco’s common stock with cash;
financing plans include a combination of
debt, issuance of equity (completed)
and proceeds from non-core asset sales
(completed). To date, Pepco
shareholders, the FERC, Virginia
regulators, New Jersey regulators, the
Public Service Commission of Delaware,
and Maryland have approved the
merger. The merger still requires
approval by the Public Service
Commission of the District of Columbia.
On December 23, 2015, the record in
the settlement proceedings before the
Public Service Commission of the
District of Columbia closed; the
companies are currently awaiting a
decision from the commission.

Avg.: 2011-13
$
22,480
$
13,560
$
6,444
$
(971)
$
4,663
$
(4,234)
$
358
$
(1,453)
$
1,370
$
17,710
$
41,695
$
71,160
5.9x
2.8x
3.2x
47%

2

Regulated Utility

PECO
12%
BGE
14%

Generation

2014
27,429
16,141
7,331
(1,144)
5,690
(5,004)
1,821
(1,065)
1,878
22,272
52,087
86,814
6.0x
3.0x
3.4x
49%

40%

$24

Other

Fiscal Years ($MM)
Total Revenues
Gross Margin
EBITDA
Gross Interest Expense
Funds From Operations
Capital Expenditures
Acquisitions & Investments
Dividends
Cash & Equivalents
Total Debt
Property Plant & Equipment
Total Assets
FFO/Interest
Debt/EBITDA

NetDebt&Lease/Oper.EBITDAR

Debt/Total Capital
Funds From Operations/Debt

8 companies
-4,058,312
37,302,766
R:53% C:30% I:14% O:3%
183,390

Generation
Regulated
34%
Utility
65%

Avg.: 2011-13
$
103,931
$
58,041
$
32,409
$
(6,977)
$
22,486
$
(21,129)
$
(4,779)
$
(5,611)
$
5,978
$
127,359
$
226,670
$
348,632
4.2x
3.9x
3.9x
59%

$
$
$
$
$
$
$
$
$
$
$
$

2014
112,918
63,264
35,081
(7,400)
26,301
(22,694)
503
(5,455)
7,675
140,582
258,874
387,880
4.6x
4.0x
4.0x
59%

40%

$160

30%

$120

32%
30%

25% 24% 26%

20%

$18

FFO/Debt

$12

FFO ($B)
10%

$6

0%

2011 2012 2013 2014

$0

$11,000
$5,500
$0

2015 2016

2017 2018 2019

$5,300

Parent Level

$3,975

$0

Parent Level
Utility Level
Genco Level
Other

Long-term Debt Maturities

$6,625

$2,650

Debt ($B)

Revolving Credit Facilities

$16,500

$1,325

Comparables
•
Public Service Enterprise Group (PEG)
•
NextEra Energy (NEE)
•
Entergy (ETR)
•
Dominion Resources (D)

Bond Ticker
Primary State(s)
Customers: Electric / Gas
Retail Electric Revenue Mix
Net Operating Capacity (MW)
Business Segment EBITDA

ComEd
25%

$
$
$
$
$
$
$
$
$
$
$
$

Diversified
Holdcos

Name

$2,400

$1,739
$1,269

$1,415
$982

Utility Level
Genco Level
Other

2015 2016 2017 2018 2019

$14,874
($3,382)

$18,256
81%

Pension: Assets / Obligations
2014 Pension Funding: $ %

20%

18% 17% 18% 19% $80

10%

$40

0%

2011 2012 2013 2014

$66

$0

$B

$44
$22
$0

2015 2016 2017 2018 2019

$40

$B

$32
$24
$16
$8
$0

$11.3

$8.5 $8.7 $9.2 $9.2

2015 2016 2017 2018 2019

$51,515
($11,522)

$63,037
82%

Diversified Holdcos: AES, BKH, D, ETR, EXC, FE, NEE, PEG, PPL, TXU.
EBITDA includes nuclear fuel amortization. Sources: Company reports, BofA Merrill Lynch Global Research.
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Relative Value: Cash Spreads
Exhibit 4: Baltimore Gas and Electric

Exhibit 5: Commonwealth Edison
+350

+300

+300

+250

+250

Spread to Worst (bp)

Spread to Worst (bp)

+350

+200
+150
+100
+50

+200
+150
+100
+50

+0
Feb-15

Apr-15

Jun-15

Jul-15

Sep-15

Nov-15

Jan-16

+0
Feb-15

Apr-15

Jun-15

Jul-15

Sep-15

Nov-15

Jan-16

EXC-BG&E 3.35% Notes 2023

D-VEPCO 2.75% Sr. Notes 2023

EXC-CWE 4.70% FMBs 2044

AEE-IL 4.80% Sec'd 2043

POM-Delmarv. 3.50% FMBs 2023

HG Electric Utility Index

PEG-PSE&G 3.80% Sec'd 2043

HG Electric Utility Index

Source: BofA Merrill Lynch Global Research.

Source: BofA Merrill Lynch Global Research.

Exhibit 6: PECO Energy
+350

Spread to Worst (bp)

+300
+250
+200
+150
+100
+50
+0
Feb-15

Apr-15

Jun-15

Jul-15

Sep-15

Nov-15

Jan-16

EXC-PECO 4.80% F&R 2043

PEG-PSE&G 3.80% Sec'd 2043

PPL-EU 4.75% FMBs 2043

HG Electric Utility Index

Source: BofA Merrill Lynch Global Research.
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Exhibit 7: Exelon Corp.

Exhibit 8: Exelon Generation
+350

+300

+300

+250

+250

Spread to Worst (bp)

Spread to Worst (bp)

+350

+200
+150
+100

+200
+150
+100
+50

+50
+0
Feb-15

Apr-15

Jun-15

Jul-15

Sep-15

Nov-15

+0
Feb-15

Jan-16

Apr-15

Jun-15

Jul-15

EXC 5.15% Sr. Notes 2020

NEE 4.50% Gtd Notes 2021

EXC-Gen. 4.25% Sr. Notes 2022

ETR 5.125% Sr. Notes 2020

HG Electric Utility Index

HG Electric Utility Index

Source: BofA Merrill Lynch Global Research.

Sep-15

Nov-15

Jan-16

PEG-Pwr. 4.15% Sr. Notes 2021

Source: BofA Merrill Lynch Global Research.

Relative Value: 5-year CDS Levels
Exhibit 10: Exelon Generation (versus gencos)

350

350

300

300

250

250

Level (bp)

Level (bp)

Exhibit 9: Exelon Corp. (versus holdcos)

200
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150

100

100

50

50

0
Feb-15
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EXC

Jun-15
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NEE

FE

Sep-15

Nov-15

HG CDX Index

Source: BofA Merrill Lynch Global Research.
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200
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0
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Corporate & Debt Structure
Exhibit 11: Exelon Corp. Summary Debt Profile as of September 30, 2015 ($MM) – Part I (parent and generation)
Metrics thru Issuer within each box
Total
Debt/
FFO/
Debt
EBITDA
EBITDA
Debt

$

7,318

$ 10,222

$

2,508

Issuer
P 1 2 Security

Exelon Corporation

$500 RCF due 30-May-19
Senior Unsecured Notes (EXC)
Notes (CEG)
Long-term debt to affiliate
Junior Subordinated Notes
CEG debt fair value adjustment
other, net

$ 3,740

2.7x

26.8%

N.A.

N.A.

N.A.

1. Exelon Generation Co. LLC

$5,300 RCF due 30-May-19 *
$300 Bilateral Facility due Dec-15 to Apr-16
$100 CENG Bilateral Facility due Oct-15
Borrowings from Money Pool
Short-term Notes Payable
Senior Unsecured Notes
Nuclear Fuel Procurement Contract
Capital Lease Obligations
ILAs with Exelon Corp.
Pollution Control Notes
other, net

30-Sep-15
Debt

9mos15
Change

$
$
$
$
$
$
$

4,700
808
182
1,150
220
258

$
$
$
$
$
$
$

3,400
(550)
(75)
110

$
$
$
$
$
$
$

1,300
1,358
182
1,150
295
148

$
$
$
$
$
$
$
$
$
$
$

1,205
21
5,022
70
24
949
435
(12)

$
$
$
$
$
$
$
$
$
$
$

1,205
(15)
750
(550)
435
-

$
$
$
$
$
$
$
$
$
$
$

36
4,272
70
24
1,499
(12)

$
$
$
$
$
$
$
$
$
$
$
$

668
572
584
268
74
68
61
34
34
10
7
128

$
$
$
$
$
$
$
$
$
$
$
$

(5)
(20)
27
(14)
74
(9)
61
(1)
(18)

$
$
$
$
$
$
$
$
$
$
$
$

673
592
557
282
77
35
34
10
7
146

A. Renewables and CEG businesses
ExGen Texas Power Project Financing
Continental Wind
Antelope Valley Solar Project Financing
ExGen Renewables I Project Financing
Albany Green Energy Project Financing
Upstream Gas Property Lending Agreement

Energy Efficiency Project Financing
Sacramento Solar Project Financing
Clean Horizons Solar Loan Agreement
Holyoke Solar Loan Agreement
Denver Int'l Airport Solar Loan Agreement
CEG Sr Notes fair value adj., other

31-Dec-14
Debt

~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~
Source: Company reports, BofA Merrill Lynch Global Research.
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Exhibit 12: Exelon Corp. Summary Debt Profile as of September 30, 2015 ($MM) – Part II (utilities)
Metrics thru Issuer within each box
FFO/
Total
Debt/
Debt
EBITDA
EBITDA
Debt

$
$

2,213
2,055

$

158

$

6,910

$

$

2,485

299

$ 26,761
$ 26,603

$ 1,051
$ 968

2.1x
2.1x

35.8%
35.0%

83

1.9x

45.6%

$ 1,797

3.8x

25.5%

$

$ 1,031

2.4x

32.7%

N.A.

N.A.

N.A.

$ 7,672
$ 7,589

3.4x
3.5x

22.5%
22.4%

Issuer
P 1 2 Security

2. Baltimore Gas and Electric Company
excluding Rate Stabilization Bonds
$600 RCF due 30-May-19
Commercial Paper
Senior Notes
other, net
BGE Capital Trust II
Deferrable Interest Sub. Debentures

A. RSB BondCo LLC

Rate Stabilization Bonds

3. Commonwealth Edison Co.
$1,000 RCF due 28-Mar-19
Commercial Paper
First Mortgage Bonds
Notes Payable
other, net
ComEd Financing III
Subordinated Debentures

4. PECO Energy Co.

$600 RCF due 30-May-19
Borrowings from money pool
First Mortgage Bonds
other, net
PECO Trusts III & IV
Subordinated Debentures

5. Exelon Business Services Co.
Borrowings from money pool

Consolidated Total (excl. FVAs)
excluding Transition Bonds

30-Sep-15
Debt

$
$
$
$

50
1,750
(3)

$

$
$
$
$
$

$
$
$
$

$
$
$
$

(70)
-

$
$
$
$

120
1,750
(3)

258 $

- $

258

158 $

(37) $

195

604
5,969
148
(17)

$
$
$
$
$

206 $

$

31-Dec-14
Debt

9mos15
Change

55
2,250
(4)

$
$
$
$

300
140
2

$
$
$
$
$

- $

55
-

$
$
$
$

304
5,829
148
(19)
206

2,250
(4)

$

184 $

- $

184

$

295 $

34 $

261

$ 26,761
$ 26,603

$ 4,485
$ 4,522

$ 22,272
$ 22,077

Last twelve months ending September 30, 2015.
* Approximately $200 of the $5,300 expires in August 2018.
Excludes unsecured bridge credit facility of $3,200 at March 31, 2015 to support the Pepco Holdings transaction.
Credit metrics exclude 'fair value adjustments' of debt of Constellation Energy Group and Baltimore Gas & Electric.
EBITDA = earnings before income taxes and interest expense, plus DD&A, plus/(minus) non-cash expenses/(revenues).
FFO: Funds from Operations = cash flow from operating activities prior to changes of working capital.
ILA: Intercompany Loan Agreement. RCF: Revolving credit facility. Numbers in italics are BofAML estimates.
Source: Company reports, BofA Merrill Lynch Global Research.
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Financial Profile
Exhibit 13: Exelon Corp.: Summary Financial Profile (2012-2016P; $ millions)
PRELIMINARY
2014
2015

2016P

2012

2013

$

23,489 $
(10,157)
(7,961)
(1,881)
(1,019)

24,888 $
(10,724)
(7,270)
(2,153)
(1,095)

27,429 $
(13,003)
(8,568)
(2,314)
(1,154)

29,447 $
(13,084)
(8,322)
(2,450)
(1,200)

29,433
(13,157)
(8,223)
(2,575)
(1,200)

Operating EBIT
Other Income, Net
Gross Interest Expense
Income Taxes

$

2,471 $
319
(1,003)
(627)

3,646 $
259
(1,142)
(1,044)

2,390 $
1,043
(1,144)
(666)

4,391 $
72
(1,121)
(1,073)

4,278
294
(1,132)
(1,165)

Net Income for Common Stock

$

1,160

Operating EBIT
Depreciation & Amortization *
Non-Cash Oper. EBIT Exp./(Rev.)
Other Income/(Expenses), Net

$

2,471 $
3,231
376
129

3,646 $
2,858
(133)
(97)

EBITDA
Gross Interest Expense
Income Taxes
Other, Net, excl. ΔWC

$

6,207 $
(1,003)
(12)
(324)

Funds from Operations (FFO)
Changes of Working Capital
Cash Flow from Operations
Capital Expenditures *
Acquisitions & Investments, Net
Other Investing Items

$

Cash Flow after Investing
Long-term Debt Maturities
Common Dividends

Income Statement
Total Revenues
Fuel & Purchased Power
Operating & Maintenance
Depreciation & Amortization
Other Operating Expenses

$

1,719

$

1,623

$

2,269

$

2,276

2,390 $
2,795
1,918
228

4,391 $
2,887
(331)
166

4,278
2,875
294

6,274 $
(1,142)
(925)
605

7,331 $
(1,144)
(164)
(333)

7,113 $
(1,121)
(321)
238

7,447
(1,132)
(291)
-

4,868 $
415
5,283 $
(4,941)
1,314
(101)

4,812 $
610
5,422 $
(4,474)
147
(146)

5,690 $
(2,306)
3,384 $
(5,004)
1,821
(343)

5,909 $
625
6,534 $
(6,524)
107
(323)

6,024
6,024
(6,725)
(125)
-

$

1,555 $
(828)
(1,716)

949 $
(1,047)
(1,249)

(142) $
(1,509)
(1,065)

(206) $
(1,802)
(1,105)

(826)
(1,500)
(1,131)

(111)

(119)

(599)

(35)

Capital Excess/(Requirements)
Change of Debt Outstanding
Change of Common Equity

$

(1,100) $
1,498
72

(1,466) $
1,635
47

(3,315) $
3,549
35

(3,148) $
5,904
1,868

Changes of Cash Balances
Ending Cash & Equivalents

$
$

470
1,486

$
$

123
1,609

$
$

269
1,878

$
$

4,624
6,502

$
$

(2,957)
3,545

$

210
1,047
18,346

$

341
1,509
18,271

$

460
1,802
20,010

$

533
1,500
24,286

$

533
1,322
23,464

Total Debt
Preferred Stock
Shareholders' Equity

$

19,603
280
21,431

$

20,121
193
22,732

$

22,272
193
22,608

$

26,319
193
25,793

$

25,319
193
26,937

Total Capital

$

41,314

$

43,046

$

45,073

$

52,305

$

52,449

Statement of Cash Flows

$

Other Financing Items

Capital Structure
Short-term Debt
Current Maturities of Long-term Debt
Long-term Debt (incl. Capital Leases)

Credit Metrics
Interest Coverage
EBITDA/Interest Expense
FFO/Interest Expense
EBITDA/Financing Costs
Leverage
Total Debt/EBITDA
Total Debt & Operating Leases/EBITDAL
Net Debt/EBITDA
FFO/Total Debt
Total Debt/Total Capital
Free Cash Flow
FFO + Capex
FFO + Capex + Dividends

$
$

(3,457)
500
-

6.2x
5.9x
2.3x

5.5x
5.2x
2.6x

6.4x
6.0x
3.3x

6.3x
6.3x
3.2x

6.6x
6.3x
3.3x

3.2x
3.9x
2.9x
24.8%
47.4%

3.2x
3.7x
3.0x
23.9%
46.7%

3.0x
3.7x
2.8x
25.5%
49.4%

3.7x
3.8x
2.8x
22.5%
50.3%

3.4x
3.6x
2.9x
23.8%
48.3%

(73) $
(1,789) $

338 $
(911) $

686 $
(379) $

(615) $
(1,720) $

(701)
(1,832)

Does not include the planned merger with Pepco Holdings. * Amortization of nuclear fuel has been netted against capital expenditures. Exelon and Constellation Energy Group merged on March 12, 2012; numbers prior
to that date do not include results of Constellation Energy Group. Not all line items are shown. Source: Company reports, BofA Merrill Lynch Global Research.
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Valuation & risk
Exelon Corp. (EXC)
We view Exelon Corporation and Exelon Generation credit spreads as attractive relative
to peers with a large, low-emissions baseload generation portfolio, strong operating
performance, substantial capacity revenues, ongoing hedging of commodity prices, the
commitment to a strong balance sheet and liquidity, and the implicit support of a
diversified, regulated utility portfolio. Risks are the rehearing of the Pepco Holdings
merger application following the rejection by Washington DC regulators, low natural gas
prices and quark spreads.
Baltimore (EXC)
We view Exelon Corporation and Exelon Generation credit spreads as attractive relative
to peers with a large, low-emissions baseload generation portfolio, strong operating
performance, substantial capacity revenues, ongoing hedging of commodity prices, the
commitment to a strong balance sheet and liquidity, and the implicit support of a
diversified, regulated utility portfolio. Risks are the rehearing of the Pepco Holdings
merger application following the rejection by Washington DC regulators, low natural gas
prices and quark spreads.
Commonwealth Edison (EXC)
We view Exelon Corporation and Exelon Generation credit spreads as attractive relative
to peers with a large, low-emissions baseload generation portfolio, strong operating
performance, substantial capacity revenues, ongoing hedging of commodity prices, the
commitment to a strong balance sheet and liquidity, and the implicit support of a
diversified, regulated utility portfolio. Risks are the rehearing of the Pepco Holdings
merger application following the rejection by Washington DC regulators, low natural gas
prices and quark spreads.
Exelon Generation Co (EXC)
We view Exelon Corporation and Exelon Generation credit spreads as attractive relative
to peers with a large, low-emissions baseload generation portfolio, strong operating
performance, substantial capacity revenues, ongoing hedging of commodity prices, the
commitment to a strong balance sheet and liquidity, and the implicit support of a
diversified, regulated utility portfolio. Risks are the rehearing of the Pepco Holdings
merger application following the rejection by Washington DC regulators, low natural gas
prices and quark spreads.
PECO Energy Co. (EXC)
We view Exelon Corporation and Exelon Generation credit spreads as attractive relative
to peers with a large, low-emissions baseload generation portfolio, strong operating
performance, substantial capacity revenues, ongoing hedging of commodity prices, the
commitment to a strong balance sheet and liquidity, and the implicit support of a
diversified, regulated utility portfolio. Risks are the rehearing of the Pepco Holdings
merger application following the rejection by Washington DC regulators, low natural gas
prices and quark spreads.

Analyst Certification
I, Peter D. Quinn, CFA, hereby certify that the views expressed in this research report
accurately reflect my personal views about the subject securities and issuers. I also
certify that no part of my compensation was, is, or will be, directly or indirectly, related
to the specific recommendations or view expressed in this research report.
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Security pricing
Baltimore Gas & Electric Co. / EXC
Security
5.9, Notes, USD, 2016:B
3.5, Notes, USD, 2021:B
2.8, Notes, USD, 2022:B
3.35, Notes, USD, 2023:B
6.35, Senior, USD, 2036:B

Amt
300
300
250
300
400

Maturity date
01-OCT-2016
15-NOV-2021
15-AUG-2022
01-JUL-2023
01-OCT-2036

Ratings
Moody's/S&P/Fitch
A3/A-/AA3/A-/AA3/A-/AA3/A-/AA3/A-/A-

Price
103.12
104.94
101.25
103.56
128.22

Price date
05-Feb-2016
05-Feb-2016
05-Feb-2016
05-Feb-2016
05-Feb-2016

Yield
(%)
1.09
2.54
2.58
2.80
4.28

Spread
(bps)
53
114
107
117
184

Prices are as of date indicated and are from various sources, including BofA Merrill Lynch Global Fixed Income Indices and BofA Merrill Lynch trading desks. CDS spreads are sourced from the Markit Group Limited. Prices
are indicative and for information purposes only.
B=Bond; CS=Capital Security (Not including Equity Preferred); CDS=Credit Default Swap; EP=Equity Preferred

Commonwealth Edison Co. / EXC
Security
5.95, First Mortgage Bonds, USD, 2016:B
1.95, First Mortgage Bonds, USD, 2016:B
6.15, First Mortgage Bonds, USD, 2017:B
5.8, First Mortgage Bonds, USD, 2018:B
2.15, First Mortgage Bonds, USD, 2019:B
4, First Mortgage Bonds, USD, 2020:B
3.4, First Mortgage Bonds, USD, 2021:B
5.875, First Mortgage Bonds, USD, 2033:B
5.9, First Mortgage Bonds, USD, 2036:B
6.45, First Mortgage Bonds, USD, 2038:B
3.8, First Mortgage Bonds, USD, 2042:B
4.6, First Mortgage Bonds, USD, 2043:B
4.7, First Mortgage Bonds, USD, 2044:B
3.1, First Mortgage Bonds, USD, 2024:B

Amt
415
250
425
700
300
500
350
254
625
450
350
350
350
250

Maturity date
15-AUG-2016
01-SEP-2016
15-SEP-2017
15-Mar-2018
15-JAN-2019
01-AUG-2020
01-SEP-2021
01-Feb-2033
15-MAR-2036
15-Jan-2038
01-OCT-2042
15-AUG-2043
15-JAN-2044
01-Nov-2024

Ratings
Moody's/S&P/Fitch
A2/A-/AA2/A-/AA2/A-/AA2/A-/AA2/A-/AA2/A-/AA2/A-/AA2/A-/AA2/A-/AA2/A-/AA2/A-/AA2/A-/AA2/A-/AA2/A-/A-

Price
102.58
100.28
107.01
108.58
100.73
107.19
105.49
120.35
122.52
131.20
96.13
107.92
110.04
101.14

Price date
05-Feb-2016
05-Feb-2016
05-Feb-2016
05-Feb-2016
05-Feb-2016
05-Feb-2016
05-Feb-2016
05-Feb-2016
05-Feb-2016
05-Feb-2016
05-Feb-2016
05-Feb-2016
05-Feb-2016
05-Feb-2016

Yield
(%)
1.00
1.37
1.71
1.64
1.89
2.21
2.30
4.00
4.18
4.25
4.04
4.11
4.09
2.95

Spread
(bps)
48
86
100
86
97
104
94
187
192
176
140
146
143
117

Prices are as of date indicated and are from various sources, including BofA Merrill Lynch Global Fixed Income Indices and BofA Merrill Lynch trading desks. CDS spreads are sourced from the Markit Group Limited. Prices
are indicative and for information purposes only.
B=Bond; CS=Capital Security (Not including Equity Preferred); CDS=Credit Default Swap; EP=Equity Preferred

Exelon Corp. / EXC
Security
5.15, Senior Notes, USD, 2020:B
7.6, Senior Notes, USD, 2032:B
5.625, Senior Notes, USD, 2035:B

Amt
550
258
500

Maturity date
01-DEC-2020
01-APR-2032
15-Jun-2035

Ratings
Moody's/S&P/Fitch
Baa2/BBB-/BBB+
Baa2/BBB-/BBB+
Baa2/BBB-/BBB+

Price
109.56
127.57
108.46

Price date
05-Feb-2016
05-Feb-2016
05-Feb-2016

Yield
(%)
2.90
5.08
4.94

Spread
(bps)
167
283
256

Prices are as of date indicated and are from various sources, including BofA Merrill Lynch Global Fixed Income Indices and BofA Merrill Lynch trading desks. CDS spreads are sourced from the Markit Group Limited. Prices
are indicative and for information purposes only.
B=Bond; CS=Capital Security (Not including Equity Preferred); CDS=Credit Default Swap; EP=Equity Preferred

Exelon Generation Co. LLC / EXC
Security
6.2, Senior Notes, USD, 2017:B
5.2, Senior Notes, USD, 2019:B
2.95, Senior Notes, USD, 2020:B
4, Senior Notes, USD, 2020:B
4.25, Senior Notes, USD, 2022:B
6.25, Senior Notes, USD, 2039:B
5.75, Senior Notes, USD, 2041:B
5.6, Senior Notes, USD, 2042:B
Senior Unsecured, USD, Y5, CDS

Amt
700
600
750
550
523
900
350
788

Maturity date
01-Oct-2017
01-OCT-2019
15-Jan-2020
01-OCT-2020
15-JUN-2022
01-OCT-2039
01-Oct-2041
15-JUN-2042

Ratings
Moody's/S&P/Fitch
Baa2/BBB/BBB
Baa2/BBB/BBB
Baa2/BBB/BBB
Baa2/BBB/BBB
Baa2/BBB/BBB
Baa2/BBB/BBB
Baa2/BBB/BBB
Baa2/BBB/BBB

Price
106.32
107.24
98.45
101.11
98.98
87.86
82.75
84.49
31.50

Price date
05-Feb-2016
05-Feb-2016
05-Feb-2016
05-Feb-2016
05-Feb-2016
05-Feb-2016
05-Feb-2016
05-Feb-2016
05-Feb-2016

Yield
(%)
2.28
3.09
3.37
3.72
4.44
7.34
7.24
6.88

Spread
(bps)
156
203
226
252
291
479
463
425
285

Prices are as of date indicated and are from various sources, including BofA Merrill Lynch Global Fixed Income Indices and BofA Merrill Lynch trading desks. CDS spreads are sourced from the Markit Group Limited. Prices
are indicative and for information purposes only.
B=Bond; CS=Capital Security (Not including Equity Preferred); CDS=Credit Default Swap; EP=Equity Preferred
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PECO Energy Co. / EXC
Amt

Security
1.2, FandR Mortgage Bonds, USD, 2016:B
5.35, FandR Mortgage Bonds, USD, 2018:B
2.375, FandR Mortgage Bonds, USD, 2022:B
5.95, FandR Mortgage Bonds, USD, 2036:B
4.8, FandR Mortgage Bonds, USD, 2043:B
4.15, FandR Mortgage Bonds, USD, 2044:B

300
500
350
300
250
300

Ratings
Moody's/S&P/Fitch
Aa3/A-/A
Aa3/A-/A
Aa3/A-/A
Aa3/A-/A
Aa3/A-/A
Aa3/A-/A

Maturity date
15-OCT-2016
01-Mar-2018
15-SEP-2022
01-Oct-2036
15-OCT-2043
01-Oct-2044

Price
99.97
107.63
100.20
124.15
111.36
101.14

Price date
05-Feb-2016
05-Feb-2016
05-Feb-2016
05-Feb-2016
05-Feb-2016
05-Feb-2016

Yield
(%)
1.24
1.59
2.34
4.19
4.10
4.08

Spread
(bps)
67
81
82
176
145
141

Prices are as of date indicated and are from various sources, including BofA Merrill Lynch Global Fixed Income Indices and BofA Merrill Lynch trading desks. CDS spreads are sourced from the Markit Group Limited. Prices
are indicative and for information purposes only.
B=Bond; CS=Capital Security (Not including Equity Preferred); CDS=Credit Default Swap; EP=Equity Preferred

Disclosures
Important Disclosures
Credit opinion history
Baltimore Gas & Electric Co. / EXC
Company
Baltimore Gas & Electric Co. / EXC

Date^
Action
Recommendation
31-Jan-2013
Overweight-30%
30-Apr-2014
Downgrade
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
Security
Date^
Action
Recommendation
5.9, Notes, USD, 2016:B
31-Jan-2015
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
3.5, Notes, USD, 2021:B
31-Jan-2015
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
2.8, Notes, USD, 2022:B
31-Jan-2015
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
3.35, Notes, USD, 2023:B
31-Jan-2015
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
6.35, Senior, USD, 2036:B
31-Jan-2015
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
Table reflects credit opinion history as of previous business day’s close. ^First date of recommendation within the last 36 months, if for a company or within the last 12 months, if for a security.
Prior to November 9, 2015, the investment opinion system included Overweight-100%, Overweight-70%, Overweight-30%, Underweight-30%, Underweight-70% and Underweight-100%. As
of November 9, 2015, the investment opinion system is contained at the end of the report under the heading "BofA Merrill Lynch Credit Opinion Key."
B=Bond; CS=Capital Security (Not including Equity Preferred); EP=Equity Preferred; CDS=Credit Default Swap
Commonwealth Edison Co. / EXC
Company
Commonwealth Edison Co. / EXC

Security
5.95, First Mortgage Bonds, USD, 2016:B
1.95, First Mortgage Bonds, USD, 2016:B
6.15, First Mortgage Bonds, USD, 2017:B
5.8, First Mortgage Bonds, USD, 2018:B
2.15, First Mortgage Bonds, USD, 2019:B
4, First Mortgage Bonds, USD, 2020:B
3.4, First Mortgage Bonds, USD, 2021:B
5.875, First Mortgage Bonds, USD, 2033:B
5.9, First Mortgage Bonds, USD, 2036:B
6.45, First Mortgage Bonds, USD, 2038:B
3.8, First Mortgage Bonds, USD, 2042:B

10

Date^
31-Jan-2013
06-May-2013
09-Nov-2015
Date^
31-Jan-2015
09-Nov-2015
31-Jan-2015
09-Nov-2015
31-Jan-2015
09-Nov-2015
31-Jan-2015
09-Nov-2015
31-Jan-2015
09-Nov-2015
31-Jan-2015
09-Nov-2015
31-Jan-2015
09-Nov-2015
31-Jan-2015
09-Nov-2015
31-Jan-2015
09-Nov-2015
31-Jan-2015
09-Nov-2015
31-Jan-2015

Action
Downgrade
Rating System Change
Action
Rating System Change
Rating System Change
Rating System Change
Rating System Change
Rating System Change
Rating System Change
Rating System Change
Rating System Change
Rating System Change
Rating System Change

Recommendation
Underweight-30%
Underweight-30%
Marketweight
Recommendation
Underweight-30%
Marketweight
Underweight-30%
Marketweight
Underweight-30%
Marketweight
Underweight-30%
Marketweight
Underweight-30%
Marketweight
Underweight-30%
Marketweight
Underweight-30%
Marketweight
Underweight-30%
Marketweight
Underweight-30%
Marketweight
Underweight-30%
Marketweight
Underweight-30%
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Commonwealth Edison Co. / EXC
Company
4.6, First Mortgage Bonds, USD, 2043:B
4.7, First Mortgage Bonds, USD, 2044:B
3.1, First Mortgage Bonds, USD, 2024:B

Date^
09-Nov-2015
31-Jan-2015
09-Nov-2015
31-Jan-2015
09-Nov-2015
31-Jan-2015
09-Nov-2015

Action
Rating System Change
Rating System Change
Rating System Change
Rating System Change

Recommendation
Marketweight
Underweight-30%
Marketweight
Underweight-30%
Marketweight
Underweight-30%
Marketweight

Table reflects credit opinion history as of previous business day’s close. ^First date of recommendation within the last 36 months, if for a company or within the last 12 months, if for a security.
Prior to November 9, 2015, the investment opinion system included Overweight-100%, Overweight-70%, Overweight-30%, Underweight-30%, Underweight-70% and Underweight-100%. As
of November 9, 2015, the investment opinion system is contained at the end of the report under the heading "BofA Merrill Lynch Credit Opinion Key."
B=Bond; CS=Capital Security (Not including Equity Preferred); EP=Equity Preferred; CDS=Credit Default Swap
Exelon Corp. / EXC
Company
Exelon Corp. / EXC

Date^
Action
Recommendation
31-Jan-2013
Underweight-30%
06-May-2013
Upgrade
Overweight-30%
30-Apr-2014
Downgrade
Underweight-30%
17-Feb-2015
Upgrade
Overweight-30%
09-Nov-2015
Rating System Change
Overweight
Security
Date^
Action
Recommendation
5.15, Senior Notes, USD, 2020:B
31-Jan-2015
Underweight-30%
17-Feb-2015
Upgrade
Overweight-30%
09-Nov-2015
Rating System Change
Overweight
7.6, Senior Notes, USD, 2032:B
31-Jan-2015
Underweight-30%
17-Feb-2015
Upgrade
Overweight-30%
09-Nov-2015
Rating System Change
Overweight
5.625, Senior Notes, USD, 2035:B
31-Jan-2015
Underweight-30%
17-Feb-2015
Upgrade
Overweight-30%
09-Nov-2015
Rating System Change
Overweight
Table reflects credit opinion history as of previous business day’s close. ^First date of recommendation within the last 36 months, if for a company or within the last 12 months, if for a security.
Prior to November 9, 2015, the investment opinion system included Overweight-100%, Overweight-70%, Overweight-30%, Underweight-30%, Underweight-70% and Underweight-100%. As
of November 9, 2015, the investment opinion system is contained at the end of the report under the heading "BofA Merrill Lynch Credit Opinion Key."
B=Bond; CS=Capital Security (Not including Equity Preferred); EP=Equity Preferred; CDS=Credit Default Swap
Exelon Generation Co. LLC / EXC
Company
Exelon Generation Co. LLC / EXC

Security
6.2, Senior Notes, USD, 2017:B
5.2, Senior Notes, USD, 2019:B
2.95, Senior Notes, USD, 2020:B
4, Senior Notes, USD, 2020:B
4.25, Senior Notes, USD, 2022:B
6.25, Senior Notes, USD, 2039:B
5.75, Senior Notes, USD, 2041:B
5.6, Senior Notes, USD, 2042:B

Date^
31-Jan-2013
30-Apr-2014
17-Feb-2015
09-Nov-2015
Date^
31-Jan-2015
17-Feb-2015
09-Nov-2015
31-Jan-2015
17-Feb-2015
09-Nov-2015
31-Jan-2015
17-Feb-2015
09-Nov-2015
31-Jan-2015
17-Feb-2015
09-Nov-2015
31-Jan-2015
17-Feb-2015
09-Nov-2015
31-Jan-2015
17-Feb-2015
09-Nov-2015
31-Jan-2015
17-Feb-2015
09-Nov-2015
31-Jan-2015
17-Feb-2015
09-Nov-2015

Action
Downgrade
Upgrade
Rating System Change
Action
Upgrade
Rating System Change
Upgrade
Rating System Change
Upgrade
Rating System Change
Upgrade
Rating System Change
Upgrade
Rating System Change
Upgrade
Rating System Change
Upgrade
Rating System Change
Upgrade
Rating System Change

Recommendation
Overweight-30%
Underweight-30%
Overweight-30%
Overweight
Recommendation
Underweight-30%
Overweight-30%
Overweight
Underweight-30%
Overweight-30%
Overweight
Underweight-30%
Overweight-30%
Overweight
Underweight-30%
Overweight-30%
Overweight
Underweight-30%
Overweight-30%
Overweight
Underweight-30%
Overweight-30%
Overweight
Underweight-30%
Overweight-30%
Overweight
Underweight-30%
Overweight-30%
Overweight

Exelon Corp. | 08 February 2016
Provided for the exclusive use of Reid Bergstrom at Exelon on 29-Aug-2017 03:28 PM.

F

11

Exelon Generation Co. LLC / EXC
Company
Senior Unsecured, USD, Y5, CDS

Date^
31-Jan-2015
17-Feb-2015
09-Nov-2015

Action
Upgrade
Rating System Change

Recommendation
Underweight-30%
Overweight-30%
Sell Protection

Table reflects credit opinion history as of previous business day’s close. ^First date of recommendation within the last 36 months, if for a company or within the last 12 months, if for a security.
Prior to November 9, 2015, the investment opinion system included Overweight-100%, Overweight-70%, Overweight-30%, Underweight-30%, Underweight-70% and Underweight-100%. As
of November 9, 2015, the investment opinion system is contained at the end of the report under the heading "BofA Merrill Lynch Credit Opinion Key."
B=Bond; CS=Capital Security (Not including Equity Preferred); EP=Equity Preferred; CDS=Credit Default Swap
PECO Energy Co. / EXC
Company
PECO Energy Co. / EXC

Date^
Action
Recommendation
31-Jan-2013
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
Security
Date^
Action
Recommendation
1.2, FandR Mortgage Bonds, USD, 2016:B
31-Jan-2015
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
5.35, FandR Mortgage Bonds, USD, 2018:B 31-Jan-2015
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
2.375, FandR Mortgage Bonds, USD, 2022:B 31-Jan-2015
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
5.95, FandR Mortgage Bonds, USD, 2036:B 31-Jan-2015
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
4.8, FandR Mortgage Bonds, USD, 2043:B
31-Jan-2015
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
4.15, FandR Mortgage Bonds, USD, 2044:B 31-Jan-2015
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
Table reflects credit opinion history as of previous business day’s close. ^First date of recommendation within the last 36 months, if for a company or within the last 12 months, if for a security.
Prior to November 9, 2015, the investment opinion system included Overweight-100%, Overweight-70%, Overweight-30%, Underweight-30%, Underweight-70% and Underweight-100%. As
of November 9, 2015, the investment opinion system is contained at the end of the report under the heading "BofA Merrill Lynch Credit Opinion Key."
B=Bond; CS=Capital Security (Not including Equity Preferred); EP=Equity Preferred; CDS=Credit Default Swap
BofA Merrill Lynch Credit Opinion Key
BofA Merrill Lynch Global Research provides recommendations on an issuer’s bonds (including corporate and sovereign external debt securities), capital securities, equity preferreds and CDS as
described below. Convertible securities are not rated. An issuer level recommendation may also be provided for an issuer as explained below. BofA Merrill Lynch Global Research credit
recommendations are assigned using a three-month time horizon.
Issuer Recommendations: If an issuer credit recommendation is provided, it is applicable to bonds and capital securities of the issuer except bonds and capital securities specifically
referenced in the report with a different credit recommendation. Where there is no issuer credit recommendation, only individual bonds and capital securities with specific recommendations
are covered. CDS and equity preferreds are rated separately and issuer recommendations do not apply to them.
BofA Merrill Lynch Global Research credit recommendations are assigned using a three-month time horizon:
Overweight: Spreads and /or excess returns are likely to outperform the relevant and comparable market over the next three months.
Marketweight: Spreads and/or excess returns are likely to perform in-line with the relevant and comparable market over the next three months.
Underweight: Spreads and/or excess returns are likely to underperform the relevant and comparable market over the next three months.
BofA Merrill Lynch Global Research uses the following rating system with respect to Credit Default Swaps (CDS):
Buy Protection: Buy CDS, therefore going short credit risk.
Neutral: No purchase or sale of CDS is recommended.
Sell Protection: Sell CDS, therefore going long credit risk.
Corporate Credit Issuer Investment Rating Distribution: Global Group (as of 31 Dec 2015)
Coverage Universe
Count
Percent
Buy
146
35.96%
Hold
155
38.18%
Sell
105
25.86%

Inv. Banking Relationships*
Buy
Hold
Sell

Count
130
137
91

Percent
89.04%
88.39%
86.67%

* Issuers that were investment banking clients of BofA Merrill Lynch or one of its affiliates within the past 12 months. For purposes of this Investment Rating Distribution, the coverage universe includes only corporate
credit issuer recommendations. A corporate credit issuer rated Overweight is included as a Buy, a corporate credit issuer rated Marketweight is included as a Hold, and a corporate credit issuer rated Underweight is
included as a Sell.

Credit Opinion History Tables for the securities referenced in this research report are available at http://pricecharts.baml.com, or call 1-800-MERRILL to have them mailed.
MLPF&S or an affiliate was a manager of a public offering of securities of this issuer within the last 12 months: Commonwealth Edison, Exelon Corp.
The issuer is or was, within the last 12 months, an investment banking client of MLPF&S and/or one or more of its affiliates: Baltimore, Commonwealth Edison, Exelon Corp., Exelon Generation,
PECO Energy.
MLPF&S or an affiliate has received compensation from the issuer for non-investment banking services or products within the past 12 months: Baltimore, Commonwealth Edison, Exelon Corp.,
Exelon Generation, PECO Energy.
The issuer is or was, within the last 12 months, a non-securities business client of MLPF&S and/or one or more of its affiliates: Baltimore, Commonwealth Edison, Exelon Corp., Exelon
Generation, PECO Energy.
MLPF&S or an affiliate has received compensation for investment banking services from this issuer within the past 12 months: Baltimore, Commonwealth Edison, Exelon Corp., Exelon
Generation, PECO Energy.
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MLPF&S or an affiliate expects to receive or intends to seek compensation for investment banking services from this issuer or an affiliate of the issuer within the next three months: Baltimore,
Commonwealth Edison, Exelon Corp., Exelon Generation, PECO Energy.
The issuer is or was, within the last 12 months, a securities business client (non-investment banking) of MLPF&S and/or one or more of its affiliates: Baltimore, Commonwealth Edison, Exelon
Corp., Exelon Generation, PECO Energy.
BofA Merrill Lynch Research personnel (including the analyst(s) responsible for this report) receive compensation based upon, among other factors, the overall profitability of Bank of America
Corporation, including profits derived from investment banking revenues.
BofA Merrill Lynch Global Credit Research analysts regularly interact with sales and trading desk personnel in connection with their research, including to ascertain pricing and liquidity in the
fixed income markets.

Other Important Disclosures
MLPF&S or one of its affiliates has a significant financial interest in the fixed income instruments of the issuer. If this report was issued on or after the 15th day of the month, it reflects a
significant financial interest on the last day of the previous month. Reports issued before the 15th day of the month reflect a significant financial interest at the end of the second month
preceding the report: Baltimore, Exelon Corp., Exelon Generation.
This report may refer to fixed income securities that may not be offered or sold in one or more states or jurisdictions. Readers of this report are advised that any discussion, recommendation or
other mention of such securities is not a solicitation or offer to transact in such securities. Investors should contact their BofA Merrill Lynch representative or Merrill Lynch Financial Global
Wealth Management financial advisor for information relating to fixed income securities
Rule 144A securities may be offered or sold only to persons in the U.S. who are Qualified Institutional Buyers within the meaning of Rule 144A under the Securities Act of 1933, as amended.
SECURITIES DISCUSSED HEREIN MAY BE RATED BELOW INVESTMENT GRADE AND SHOULD THEREFORE ONLY BE CONSIDERED FOR INCLUSION IN ACCOUNTS QUALIFIED FOR SPECULATIVE
INVESTMENT.
Recipients who are not institutional investors or market professionals should seek the advice of their independent financial advisor before considering information in this report in connection
with any investment decision, or for a necessary explanation of its contents.
The securities discussed in this report may be traded over-the-counter. Retail sales and/or distribution of this report may be made only in states where these securities are exempt from
registration or have been qualified for sale.
Officers of MLPF&S or one or more of its affiliates (other than research analysts) may have a financial interest in securities of the issuer(s) or in related investments.
From time to time research analysts conduct site visits of covered issuers. BofA Merrill Lynch policies prohibit research analysts from accepting payment or reimbursement for travel expenses
from the issuer for such visits.
This report, and the securities discussed herein, may not be eligible for distribution or sale in all countries or to certain categories of investors.
Information relating to Affiliates of MLPF&S and Distribution of Affiliate Research Reports:
BofA Merrill Lynch includes Merrill Lynch, Pierce, Fenner & Smith Incorporated ("MLPF&S") and its affiliates. Investors should contact their BofA Merrill Lynch representative or
Merrill Lynch Global Wealth Management financial advisor if they have questions concerning this report. "BofA Merrill Lynch" and "Merrill Lynch" are each global brands for BofA
Merrill Lynch Global Research.
MLPF&S distributes, or may in the future distribute, research reports of the following non-US affiliates in the US (short name: legal name): BAMLI Paris: Bank of America Merrill Lynch
International Limited, Paris Branch; BAMLI Frankfurt: Bank of America Merrill Lynch International Limited, Frankfurt Branch; Merrill Lynch (South Africa): Merrill Lynch South Africa (Pty) Ltd.;
Merrill Lynch (Milan): Merrill Lynch International Bank Limited; MLI (UK): Merrill Lynch International; Merrill Lynch (Australia): Merrill Lynch Equities (Australia) Limited; Merrill Lynch (Hong
Kong): Merrill Lynch (Asia Pacific) Limited; Merrill Lynch (Singapore): Merrill Lynch (Singapore) Pte Ltd.; Merrill Lynch (Canada): Merrill Lynch Canada Inc; Merrill Lynch (Mexico): Merrill Lynch
Mexico, SA de CV, Casa de Bolsa; Merrill Lynch (Argentina): Merrill Lynch Argentina SA; Merrill Lynch (Japan): Merrill Lynch Japan Securities Co., Ltd.; Merrill Lynch (Seoul): Merrill Lynch
International Incorporated (Seoul Branch); Merrill Lynch (Taiwan): Merrill Lynch Securities (Taiwan) Ltd.; DSP Merrill Lynch (India): DSP Merrill Lynch Limited; PT Merrill Lynch (Indonesia): PT
Merrill Lynch Indonesia; Merrill Lynch (Israel): Merrill Lynch Israel Limited; Merrill Lynch (Russia): OOO Merrill Lynch Securities, Moscow; Merrill Lynch (Turkey I.B.): Merrill Lynch Yatirim Bank
A.S.; Merrill Lynch (Turkey Broker): Merrill Lynch Menkul Değerler A.Ş.; Merrill Lynch (Dubai): Merrill Lynch International, Dubai Branch; MLPF&S (Zurich rep. office): MLPF&S Incorporated Zurich
representative office; Merrill Lynch (Spain): Merrill Lynch Capital Markets Espana, S.A.S.V.; Merrill Lynch (Brazil): Bank of America Merrill Lynch Banco Multiplo S.A.; Merrill Lynch KSA Company,
Merrill Lynch Kingdom of Saudi Arabia Company.
This research report has been approved for publication and is distributed in the United Kingdom to professional clients and eligible counterparties (as each is defined in the rules of the
Financial Conduct Authority and the Prudential Regulation Authority) by Merrill Lynch International and Bank of America Merrill Lynch International Limited, which are authorized by the
Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority, and is distributed in the United Kingdom to retail clients (as defined
in the rules of the Financial Conduct Authority and the Prudential Regulation Authority) by Merrill Lynch International Bank Limited, London Branch, which is authorised by the Central Bank of
Ireland and subject to limited regulation by the Financial Conduct Authority and Prudential Regulation Authority - details about the extent of our regulation by the Financial Conduct Authority
and Prudential Regulation Authority are available from us on request; has been considered and distributed in Japan by Merrill Lynch Japan Securities Co., Ltd., a registered securities dealer under
the Financial Instruments and Exchange Act in Japan; is distributed in Hong Kong by Merrill Lynch (Asia Pacific) Limited, which is regulated by the Hong Kong SFC and the Hong Kong Monetary
Authority is issued and distributed in Taiwan by Merrill Lynch Securities (Taiwan) Ltd.; is issued and distributed in India by DSP Merrill Lynch Limited; and is issued and distributed in Singapore
to institutional investors and/or accredited investors (each as defined under the Financial Advisers Regulations) by Merrill Lynch International Bank Limited (Merchant Bank) and Merrill Lynch
(Singapore) Pte Ltd. (Company Registration No.’s F 06872E and 198602883D respectively). Merrill Lynch International Bank Limited (Merchant Bank) and Merrill Lynch (Singapore) Pte Ltd. are
regulated by the Monetary Authority of Singapore. Bank of America N.A., Australian Branch (ARBN 064 874 531), AFS License 412901 (BANA Australia) and Merrill Lynch Equities (Australia)
Limited (ABN 65 006 276 795), AFS License 235132 (MLEA) distributes this report in Australia only to 'Wholesale' clients as defined by s.761G of the Corporations Act 2001. With the exception
of BANA Australia, neither MLEA nor any of its affiliates involved in preparing this research report is an Authorised Deposit-Taking Institution under the Banking Act 1959 nor regulated by the
Australian Prudential Regulation Authority. No approval is required for publication or distribution of this report in Brazil and its local distribution is made by Bank of America Merrill Lynch Banco
Múltiplo S.A. in accordance with applicable regulations. Merrill Lynch (Dubai) is authorized and regulated by the Dubai Financial Services Authority (DFSA). Research reports prepared and issued
by Merrill Lynch (Dubai) are prepared and issued in accordance with the requirements of the DFSA conduct of business rules.
BAMLI Frankfurt distributes this report in Germany. BAMLI Frankfurt is regulated by BaFin.
This research report has been prepared and issued by MLPF&S and/or one or more of its non-US affiliates. MLPF&S is the distributor of this research report in the US and accepts full
responsibility for research reports of its non-US affiliates distributed to MLPF&S clients in the US. Any US person receiving this research report and wishing to effect any transaction in any
security discussed in the report should do so through MLPF&S and not such foreign affiliates.
General Investment Related Disclosures:
Taiwan Readers: Neither the information nor any opinion expressed herein constitutes an offer or a solicitation of an offer to transact in any securities or other financial instrument. No part of
this report may be used or reproduced or quoted in any manner whatsoever in Taiwan by the press or any other person without the express written consent of BofA Merrill Lynch.
This research report provides general information only. Neither the information nor any opinion expressed constitutes an offer or an invitation to make an offer, to buy or sell any securities or
other financial instrument or any derivative related to such securities or instruments (e.g., options, futures, warrants, and contracts for differences). This report is not intended to provide
personal investment advice and it does not take into account the specific investment objectives, financial situation and the particular needs of any specific person. Investors should seek
financial advice regarding the appropriateness of investing in financial instruments and implementing investment strategies discussed or recommended in this report and should understand
that statements regarding future prospects may not be realized. Any decision to purchase or subscribe for securities in any offering must be based solely on existing public information on such
security or the information in the prospectus or other offering document issued in connection with such offering, and not on this report.
Securities and other financial instruments discussed in this report, or recommended, offered or sold by Merrill Lynch, are not insured by the Federal Deposit Insurance Corporation and are not
deposits or other obligations of any insured depository institution (including, Bank of America, N.A.). Investments in general and, derivatives, in particular, involve numerous risks, including,
among others, market risk, counterparty default risk and liquidity risk. No security, financial instrument or derivative is suitable for all investors. In some cases, securities and other financial
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instruments may be difficult to value or sell and reliable information about the value or risks related to the security or financial instrument may be difficult to obtain. Investors should note that
income from such securities and other financial instruments, if any, may fluctuate and that price or value of such securities and instruments may rise or fall and, in some cases, investors may
lose their entire principal investment. Past performance is not necessarily a guide to future performance. Levels and basis for taxation may change.
BofA Merrill Lynch is aware that the implementation of the ideas expressed in this report may depend upon an investor's ability to "short" securities or other financial instruments and that such
action may be limited by regulations prohibiting or restricting "shortselling" in many jurisdictions. Investors are urged to seek advice regarding the applicability of such regulations prior to
executing any short idea contained in this report.
This report may contain a trading idea or recommendation which highlights a specific identified near-term catalyst or event impacting a security, issuer, industry sector or the market generally
that presents a transaction opportunity, but does not have any impact on the analyst’s particular “Overweight” or “Underweight” rating (which is based on a three month trade horizon). Trading
ideas and recommendations may differ directionally from the analyst’s rating on a security or issuer because they reflect the impact of a near-term catalyst or event.
Foreign currency rates of exchange may adversely affect the value, price or income of any security or financial instrument mentioned in this report. Investors in such securities and instruments
effectively assume currency risk.
UK Readers: The protections provided by the U.K. regulatory regime, including the Financial Services Scheme, do not apply in general to business coordinated by BofA Merrill Lynch entities
located outside of the United Kingdom. BofA Merrill Lynch Global Research policies relating to conflicts of interest are described at http://go.bofa.com/coi.
Officers of MLPF&S or one or more of its affiliates (other than research analysts) may have a financial interest in securities of the issuer(s) or in related investments.
MLPF&S or one of its affiliates is a regular issuer of traded financial instruments linked to securities that may have been recommended in this report. MLPF&S or one of its affiliates may, at any
time, hold a trading position (long or short) in the securities and financial instruments discussed in this report.
BofA Merrill Lynch, through business units other than BofA Merrill Lynch Global Research, may have issued and may in the future issue trading ideas or recommendations that are inconsistent
with, and reach different conclusions from, the information presented in this report. Such ideas or recommendations reflect the different time frames, assumptions, views and analytical
methods of the persons who prepared them, and BofA Merrill Lynch is under no obligation to ensure that such other trading ideas or recommendations are brought to the attention of any
recipient of this report.
In the event that the recipient received this report pursuant to a contract between the recipient and MLPF&S for the provision of research services for a separate fee, and in connection
therewith MLPF&S may be deemed to be acting as an investment adviser, such status relates, if at all, solely to the person with whom MLPF&S has contracted directly and does not extend
beyond the delivery of this report (unless otherwise agreed specifically in writing by MLPF&S). MLPF&S is and continues to act solely as a broker-dealer in connection with the execution of any
transactions, including transactions in any securities mentioned in this report.
Copyright, User Agreement and other general information related to this report:
Copyright 2016 Merrill Lynch, Pierce, Fenner & Smith Incorporated. All rights reserved. This research report is prepared for the use of BofA Merrill Lynch clients and may not be redistributed,
retransmitted or disclosed, in whole or in part, or in any form or manner, without the express written consent of BofA Merrill Lynch. BofA Merrill Lynch Global Research reports are distributed
simultaneously to internal and client websites and other portals by BofA Merrill Lynch and are not publicly-available materials. Any unauthorized use or disclosure is prohibited. Receipt and
review of this research report constitutes your agreement not to redistribute, retransmit, or disclose to others the contents, opinions, conclusion, or information contained in this report
(including any investment recommendations, estimates or price targets) without first obtaining express permission from an authorized officer of BofA Merrill Lynch.
Materials prepared by BofA Merrill Lynch Global Research personnel are based on public information. Facts and views presented in this material have not been reviewed by, and may not reflect
information known to, professionals in other business areas of BofA Merrill Lynch, including investment banking personnel. BofA Merrill Lynch has established information barriers between
BofA Merrill Lynch Global Research and certain business groups. As a result, BofA Merrill Lynch does not disclose certain client relationships with, or compensation received from, such issuers in
research reports. To the extent this report discusses any legal proceeding or issues, it has not been prepared as nor is it intended to express any legal conclusion, opinion or advice. Investors
should consult their own legal advisers as to issues of law relating to the subject matter of this report. BofA Merrill Lynch Global Research personnel’s knowledge of legal proceedings in which
any BofA Merrill Lynch entity and/or its directors, officers and employees may be plaintiffs, issuers mentioned in this report is based on public information. Facts and views presented in this
material that relate to any such proceedings have not been reviewed by, discussed with, and may not reflect information known to, professionals in other business areas of BofA Merrill Lynch in
connection with the legal proceedings or matters relevant to such proceedings.
This report has been prepared independently of any issuer of securities mentioned herein and not in connection with any proposed offering of securities or as agent of any issuer of any
securities. None of MLPF&S, any of its affiliates or their research analysts has any authority whatsoever to make any representation or warranty on behalf of the issuer(s). BofA Merrill Lynch
Global Research policy prohibits research personnel from disclosing a recommendation, investment rating, or investment thesis for review by an issuer prior to the publication of a research
report containing such rating, recommendation or investment thesis.
Any information relating to the tax status of financial instruments discussed herein is not intended to provide tax advice or to be used by anyone to provide tax advice. Investors are urged to
seek tax advice based on their particular circumstances from an independent tax professional.
The information herein (other than disclosure information relating to BofA Merrill Lynch and its affiliates) was obtained from various sources and we do not guarantee its accuracy. This report
may contain links to third-party websites. BofA Merrill Lynch is not responsible for the content of any third-party website or any linked content contained in a third party website. Content
contained on such third-party websites is not part of this report and is not incorporated by reference into this report. The inclusion of a link in this report does not imply any endorsement by or
any affiliation with BofA Merrill Lynch. Access to any third-party website is at your own risk, and you should always review the terms and privacy policies at third-party websites before
submitting any personal information to them. BofA Merrill Lynch is not responsible for such terms and privacy policies and expressly disclaims any liability for them.
All opinions, projections and estimates constitute the judgment of the author as of the date of the report and are subject to change without notice. Prices also are subject to change without
notice. BofA Merrill Lynch is under no obligation to update this report and BofA Merrill Lynch’s ability to publish research on the subject issuer(s) in the future is subject to applicable quiet
periods. You should therefore assume that BofA Merrill Lynch will not update any fact, circumstance or opinion contained in this report.
Certain outstanding reports may contain discussions and/or investment opinions relating to securities, financial instruments and/or issuers that are no longer current. Always refer to the most
recent research report relating to an issuer prior to making an investment decision.
In some cases, an issuer may be classified as Restricted or may be Under Review or Extended Review. In each case, investors should consider any investment opinion relating to such issuer (or
its security and/or financial instruments) to be suspended or withdrawn and should not rely on the analyses and investment opinion(s) pertaining to such issuer (or its securities and/or
financial instruments) nor should the analyses or opinion(s) be considered a solicitation of any kind. Sales persons and financial advisors affiliated with MLPF&S or any of its affiliates may not
solicit purchases of securities or financial instruments that are Restricted or Under Review and may only solicit securities under Extended Review in accordance with firm policies.
Neither BofA Merrill Lynch nor any officer or employee of BofA Merrill Lynch accepts any liability whatsoever for any direct, indirect or consequential damages or losses arising from any use of
this report or its contents.
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We are reaffirming our fair value estimates, moat ratings,
and moat trend ratings for all utilities and coal miners after
the U.S. Supreme Court's 5-4 decision to stay the
Environmental Protection Agency's Clean Power Plan. This
validates our view that it's too early, and the outcome too
uncertain, to make any investment decisions based on the
current terms of the CPP or any carbon regulation. We do
not include any CPP-related impacts in our fair value
estimates.
At a minimum, we expect that the decision will push
implementation one or two years past the 2022-30 phasedown period and will embolden political opposition to
carbon regulation. In addition, it means that a Supreme
Court ruling against the CPP could actually reverse industry
trends. When the Supreme Court struck down the EPA’s
MATS rule in June, the decision was largely moot
because most power plants were proceeding to implement
the rule or had already made plans to retire. The CPP timeline
is so long that there is plenty of time for the courts or
politicians to nullify it or make major revisions to it.

Vital Statistics
Market Cap (USD Mil)

28,617

52-Week High (USD)

35.10

52-Week Low (USD)

25.09

52-Week Total Return %

-6.7

YTD Total Return %

13.2

Last Fiscal Year End

31 Dec 2014

5-Yr Forward Revenue CAGR %

3.5

5-Yr Forward EPS CAGR %

9.9

Price/Fair Value

0.89

Valuation Summary and Forecasts
Fiscal Year:

Price/Earnings
EV/EBITDA
EV/EBIT
Free Cash Flow Yield %
Dividend Yield %

2013

2014

2015(E)

2016(E)

11.0
7.3
11.6
4.0
5.3

15.5
9.5
16.7
-5.1
3.3

12.7
7.7
12.6
2.8
3.8

13.0
7.6
12.6
-1.3
3.8

Financial Summary and Forecasts (USD Mil)
Fiscal Year:

Revenue
Revenue YoY %
EBIT
EBIT YoY %
Net Income, Adjusted

2013

2014

2015(E)

2016(E)

24,888

27,429

22,762

25,184

6.0

10.2

-17.0

10.6

3,656

3,096

3,821

3,826

53.6

-15.3

23.4

0.1

2,150

2,065

2,125

2,065

Net Income YoY %

-7.9

-4.0

2.9

-2.9

Diluted EPS

2.50

2.39

2.46

2.39

Diluted EPS YoY %

-12.3

-4.4

2.9

-3.0

Free Cash Flow

1,500

305

1,364

136

Free Cash Flow YoY %

-22.5

-79.7

347.7

-90.0

Historical/forecast data sources are Morningstar Estimates and may reflect adjustments.

For most utilities, power and gas market economics and
renewable energy policies remain the most important
variables for investors to consider.
The Supreme Court’s decision comes as good news for coal
miners that haven’t had any for some time. However, we
don’t view today’s announcement as a panacea for the coal
industry’s woes, as natural gas remains at prices at which
coal struggles to compete. However, our view that natural
gas prices will rise in the coming years hasn’t changed, so
we maintain our fair value estimates for both Peabody and
Cloud Peak. Peabody’s high leverage means it has less time
to wait--the basis for its extreme uncertainty rating.

Profile
Exelon's regulated distribution utilities deliver power and gas to 7.8 million
customers at Commonwealth Edison (Illinois), PECO (Pennsylvania), and
Baltimore Gas & Electric (Maryland). Exelon also owns 11 nuclear plants
and 35 gigawatts of generation capacity throughout North America,
producing 22% of U.S. nuclear power and 4% of all U.S. electricity. Exelon
also is the largest power retailer in the U.S., serving about 150 terawatt
hours of load. In March 2012, Exelon bought Constellation Energy for $7
billion.

© Morningstar 2016. All Rights Reserved. Unless otherwise provided in a separate agreement, you may use this report only in the country in which its original distributor is based. The information, data, analyses and opinions presented herein do not constitute
investment advice; are provided solely for informational purposes and therefore are not an offer to buy or sell a security; and are not warranted to be correct, complete or accurate. The opinions expressed are as of the date written and are subject to change without
notice. Except as otherwise required by law, Morningstar shall not be responsible for any trading decisions, damages or other losses resulting from, or related to, the information, data, analyses or opinions or their use. The information contained herein is the
proprietary property of Morningstar and may not be reproduced, in whole or in part, or used in any manner, without the prior written consent of Morningstar. To order reprints, call +1 312-696-6100. To license the research, call +1 312-696-6869. Please see important
disclosures at the end of this report.
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Financial Summary and Forecasts
Fiscal Year Ends in December

Forecast

Growth (% YoY)

Revenue
EBIT
EBITDA
Net Income
Diluted EPS
Earnings Before Interest, after Tax
Free Cash Flow

Profitability

Operating Margin %
EBITDA Margin %
Net Margin %
Free Cash Flow Margin %
ROIC %
Adjusted ROIC %
Return on Assets %
Return on Equity %

Leverage

Debt/Capital
Total Debt/EBITDA
EBITDA/Interest Expense

3-Year
Hist. CAGR

2012

2013

2014

2015

2016

5-Year
Proj. CAGR

13.2
-11.6
-2.4
-9.3
-16.9
-7.3
-19.5

24.1
-46.9
-26.7
-15.6
-31.5
-43.1
231.6

6.0
53.6
36.3
-7.9
-12.3
-13.1
-22.5

10.2
-15.3
-6.9
-4.0
-4.4
61.0
-79.7

-17.0
23.4
15.0
2.9
2.9
-30.3
347.7

10.6
0.1
1.7
-2.9
-3.0
-7.4
-90.0

3.5
13.9
10.1
10.0
9.9
-1.0
59.1

3-Year
Hist. Avg

2012

2013

2014

2015

2016

5-Year
Proj. Avg

12.0
20.4
8.7
5.1
2.2
2.3
2.0
7.1

10.1
18.1
9.9
8.2
1.6
1.7
1.7
6.4

14.7
23.3
8.6
6.0
2.5
2.7
2.2
7.7

11.3
19.7
7.5
1.1
2.5
2.7
2.0
7.1

16.8
27.3
9.3
6.0
5.2
5.4
2.4
9.0

15.2
25.1
8.2
0.5
5.2
5.4
2.3
8.3

16.4
25.9
9.0
5.5
5.7
6.0
2.7
9.4

3-Year
Hist. Avg

2012

2013

2014

2015

2016

5-Year
Proj. Avg

0.48
4.06
4.65

0.47
4.60
4.59

0.47
3.46
4.28

0.49
4.12
5.08

0.49
3.71
6.23

0.48
3.73
6.06

0.47
3.42
6.27

Valuation Summary and Forecasts
Price/Fair Value
Price/Earnings
EV/EBITDA
EV/EBIT
Free Cash Flow Yield %
Dividend Yield %

Discounted Cash Flow Valuation

2013

2014

2015(E)

2016(E)

0.65
11.0
7.3
11.6
4.0
5.3

0.90
15.5
9.5
16.7
-5.1
3.3

—
12.7
7.7
12.6
2.8
3.8

—
13.0
7.6
12.6
-1.3
3.8

Key Valuation Drivers
Cost of Equity %
Pre-Tax Cost of Debt %
Weighted Average Cost of Capital %
Long-Run Tax Rate %
Stage II EBI Growth Rate %
Stage II Investment Rate %
Perpetuity Year

9.0
5.8
7.1
37.0
3.0
33.3
15

Additional estimates and scenarios available for download at http://select.morningstar.com.

USD Mil

Firm Value
(%)

Per Share
Value

Present Value Stage I
Present Value Stage II
Present Value Stage III

6,148
15,608
28,162

12.3
31.3
56.4

7.11
18.05
32.56

Total Firm Value

49,918

100.0

57.72

1,878
-22,272
—
-789

—
—
—
—

2.17
-25.75
—
-0.91

28,736

—

33.22

Cash and Equivalents
Debt
Preferred Stock
Other Adjustments
Equity Value

Projected Diluted Shares
Fair Value per Share (USD)

865
—

The data in the table above represent base-case forecasts in the company’s reporting
currency as of the beginning of the current year. Our fair value estimate may differ from the
equity value per share shown above due to our time value of money adjustment and in cases
where probability-weighted scenario analysis is performed.
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Morningstar Analyst Forecasts
Income Statement (USD Mil)
Fiscal Year Ends in December

Forecast
2012

2013

2014

2015

2016

Revenue

23,489

24,888

27,429

22,762

25,184

Cost of Goods Sold
Gross Profit

10,157
13,332

10,724
14,164

13,003
14,426

7,756
15,006

10,000
15,184

Selling, General & Administrative Expenses
Other Operating Expense (Income)
Other Operating Expense (Income)
Depreciation & Amortization (if reported separately)
Operating Income (ex charges)

7,961
1,019
91
1,881
2,380

7,270
1,095
-10
2,153
3,656

8,568
1,154
-706
2,314
3,096

7,594
1,191
—
2,400
3,821

7,635
1,223
—
2,500
3,826

Restructuring & Other Cash Charges
Impairment Charges (if reported separately)
Other Non-Cash (Income)/Charges
Operating Income (incl charges)

—
—
—
2,380

—
—
—
3,656

—
—
—
3,096

—
—
—
3,821

—
—
—
3,826

Interest Expense
Interest Income
Pre-Tax Income

928
346
1,798

1,356
473
2,773

1,065
455
2,486

999
350
3,172

1,044
300
3,082

627

1,044

666

1,047

1,017

—
—
—
-11
1,160

—
—
—
-10
1,719

—
—
—
-197
1,623

—
—
—
—
2,125

—
—
—
—
2,065

819
1.42

860
2.00

864
1.88

864
2.46

866
2.39

2,334
2.85

2,150
2.50

2,065
2.39

2,125
2.46

2,065
2.39

2.10

1.46

1.24

1.24

1.24

6,459
4,261

7,435
5,809

6,964
5,410

6,221
6,221

6,326
6,326

Income Tax Expense
Other After-Tax Cash Gains (Losses)
Other After-Tax Non-Cash Gains (Losses)
(Minority Interest)
(Preferred Dividends)
Net Income
Weighted Average Diluted Shares Outstanding
Diluted Earnings Per Share
Adjusted Net Income
Diluted Earnings Per Share (Adjusted)
Dividends Per Common Share
EBITDA
Adjusted EBITDA
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Morningstar Analyst Forecasts
Balance Sheet (USD Mil)
Fiscal Year Ends in December

Forecast
2012

2013

2014

2015

2016

Cash and Equivalents
Investments
Accounts Receivable
Inventory
Deferred Tax Assets (Current)
Other Short Term Assets
Current Assets

1,486
—
4,226
1,014
131
3,276
10,133

1,609
—
4,156
1,105
573
2,694
10,137

1,878
—
4,709
1,603
244
3,663
12,097

3,024
—
3,991
701
—
2,900
10,616

2,138
—
4,140
877
—
2,900
10,055

Net Property Plant, and Equipment
Goodwill
Other Intangibles
Deferred Tax Assets (Long-Term)
Other Long-Term Operating Assets
Long-Term Non-Operating Assets
Total Assets

45,186
2,625
—
58
8,346
12,206
78,554

47,330
2,625
—
—
7,835
11,997
79,924

52,087
2,672
—
—
6,076
13,882
86,814

55,087
2,672
—
—
6,000
13,882
88,257

57,712
2,672
—
—
6,000
13,882
90,321

2,648
1,257
58
3,821
7,784

2,600
1,850
40
3,238
7,728

3,056
2,262
—
3,444
8,762

1,870
2,262
—
3,500
7,632

2,192
2,262
—
3,500
7,954

Long-Term Debt
Deferred Tax Liabilities (Long-Term)
Other Long-Term Operating Liabilities
Long-Term Non-Operating Liabilities
Total Liabilities

18,346
11,551
3,981
15,075
56,737

18,271
12,905
4,388
13,692
56,984

20,010
13,019
4,550
16,340
62,681

20,810
13,200
4,600
16,340
62,582

21,310
13,400
4,600
16,340
63,604

Preferred Stock
Common Stock
Additional Paid-in Capital
Retained Earnings (Deficit)
(Treasury Stock)
Other Equity
Shareholder's Equity

87
16,632
—
9,893
-2,327
-2,574
21,711

—
16,741
—
10,358
-2,327
-1,847
22,925

—
16,709
—
10,910
-2,327
-2,491
22,801

—
16,709
30
11,963
-2,327
-2,000
24,375

—
16,709
80
12,955
-2,327
-2,000
25,417

Minority Interest
Total Equity

106
21,817

15
22,940

1,332
24,133

1,300
25,675

1,300
26,717

Accounts Payable
Short-Term Debt
Deferred Tax Liabilities (Current)
Other Short-Term Liabilities
Current Liabilities
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Morningstar Analyst Forecasts
Cash Flow (USD Mil)
Forecast

Fiscal Year Ends in December
2012

2013

2014

2015

2016

Net Income

1,171

1,729

1,820

2,125

2,065

Depreciation
Amortization
Stock-Based Compensation
Impairment of Goodwill
Impairment of Other Intangibles
Deferred Taxes
Other Non-Cash Adjustments

4,079
—
—
—
—
615
894

3,779
—
—
—
—
119
261

3,868
—
—
—
—
502
1,514

2,400
—
—
—
—
425
—

2,500
—
—
—
—
200
—

(Increase) Decrease in Accounts Receivable
(Increase) Decrease in Inventory
Change in Other Short-Term Assets
Increase (Decrease) in Accounts Payable
Change in Other Short-Term Liabilities
Cash From Operations

243
26
-265
-632
—
6,131

-97
-100
742
-90
—
6,343

-318
-380
-2,758
209
—
4,457

718
902
763
-1,186
56
6,203

-149
-175
—
322
—
4,762

(Capital Expenditures)
Net (Acquisitions), Asset Sales, and Disposals
Net Sales (Purchases) of Investments
Other Investing Cash Flows
Cash From Investing

-5,789
-21
—
1,234
-4,576

-5,395
—
—
1
-5,394

-6,077
-386
—
1,864
-4,599

-5,400
—
—
126
-5,274

-5,125
—
—
—
-5,125

Common Stock Issuance (or Repurchase)
Common Stock (Dividends)
Short-Term Debt Issuance (or Retirement)
Long-Term Debt Issuance (or Retirement)
Other Financing Cash Flows
Cash From Financing

72
-1,716
-197
882
-126
-1,085

47
-1,249
332
466
-422
-826

35
-1,065
122
1,918
-599
411

30
-1,072
—
800
-32
-274

50
-1,073
—
500
—
-523

—
470

—
123

—
269

491
1,146

—
-886

Exchange Rates, Discontinued Ops, etc. (net)
Net Change in Cash
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Unless stated otherwise, this Research Report was
prepared by the person(s) noted in their capacity as Equity
Analysts employed by Morningstar, Inc., or one of its
affiliates. This Report has not been made available to the
issuer of the relevant financial products prior to publication.

Conflicts of Interest:

The Morningstar Rating for stocks identifies stocks trading
at a discount or premium to their intrinsic value. Five-star
stocks sell for the biggest risk-adjusted discount whereas
one-star stocks trade at premiums to their intrinsic value.
Based on a fundamentally focused methodology and a
robust, standardized set of procedures and core valuation
tools used by Morningstar's Equity Analysts, four key
components drive the Morningstar Rating: 1. Assessment
of the firm's economic moat, 2. Estimate of the stock's fair
value, 3. Uncertainty around that fair value estimate, and 4.
Current market price. Further information on Morningstar's
methodology is available from http://global.morningstar.
com/equitydisclosures.

-Equity Analysts are required to comply with the CFA
Institute's Code of Ethics and Standards of Professional
Conduct.

This Report is current as of the date on the Report until it is
replaced, updated or withdrawn. This Report may be
withdrawn or changed at any time as other information
becomes available to us. This Report will be updated if
events affecting the Report materially change.

-No material interests are held by Morningstar or the Equity
Analyst in the financial products that are the subject of the
Reports.

-Equity Analysts’ compensation is derived from
Morningstar's overall earnings and consists of salary, bonus
and in some cases restricted stock.
-Equity Analysts do not have authority over Morningstar's
investment management group's business arrangements
nor allow employees from the investment management
group to participate or influence the analysis or opinion
prepared by them. Morningstar will not receive any direct
benefit from the publication of this Report.
- Morningstar does not receive commissions for providing
research and does not charge companies to be rated.
-Equity Analysts use publicly available information.
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-Morningstar may provide the product issuer or its related
entities with services or products for a fee and on an arms’
length basis including software products and licenses,
research and consulting services, data services, licenses to
republish our ratings and research in their promotional
material, event sponsorship and website advertising.
-Further information on Morningstar's conflict of interest
policies is available from http://global.morningstar.com/
equitydisclosures.
If you wish to obtain further information regarding previous
Reports and recommendations and our services, please
contact your local Morningstar office.
Unless otherwise provided in a separate agreement, you
may use this Report only in the country in which the
Morningstar distributor is based. Unless stated otherwise,
the original distributor of this document is Morningstar Inc.
Redistribution, in any capacity, is prohibited without
permission. The information, data, analyses and opinions
presented herein do not constitute investment advice; are
provided solely for informational purposes and therefore are
not an offer to buy or sell a security; and are not warranted
to be correct, complete or accurate, nor may they be
construed as a representation regarding the legality of
investing in the security/ies concerned, under the applicable
investment or similar laws or regulations of any person or
entity accessing this report. The opinions expressed are as
of the date written and are subject to change without notice.
Except as otherwise required by law, Morningstar, its
affiliates, and their officers, directors and employees shall
not be responsible or liable for any trading decisions,
damages or other losses resulting from, or related to, the
information, data, analyses or opinions or their use. You
should seek the advice of your financial, legal, tax, business
and/or other consultant, and read all relevant issue
documents pertaining to the security/ies concerned,
including without limitation, the detailed risks involved in

the investment, before making an investment decision.
Please note that investments in securities are subject to
market and other risks and there is no assurance or
guarantee that the intended investment objectives will be
achieved. Past performance of a security may or may not be
sustained in future and is no indication of future
performance. As the price / value / interest rate of a security
fluctuates, the value of your investments in the said security,
and in the income, if any, derived therefrom may go up or
down.
For Recipients in Australia: This report has been authorized
by the Head of Equity and Credit Research, Asia Pacific,
Morningstar Australasia Pty Limited and is circulated
pursuant to RG 79.26(f) as a full restatement of an original
report (by the named Morningstar analyst) which has
already been broadly distributed. To the extent the report
contains general advice it has been prepared without
reference to your objectives, financial situation or needs.
You should consider the advice in light of these matters and,
if applicable, the relevant Product Disclosure Statement
before making any decision to invest. Refer to our Financial
Services Guide (FSG) for more information at www.
morningstar.com.au/fsg.pdf.
For Recipients in Hong Kong: The research is distributed by
Morningstar Investment Management Asia Limited, which
is regulated by the Hong Kong Securities and Futures
Commission to provide services to professional investors
only. Neither Morningstar Investment Management Asia
Limited, nor its representatives, are acting or will be deemed
to be acting as an investment advisor to any recipients of
this information unless expressly agreed to by Morningstar
Investment Management Asia Limited. For enquiries
regarding this research, please contact a Morningstar
Investment Management Asia Limited Licensed Representative
at http://global.morningstar.com/equitydisclosures.
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For Recipients in India: This research on securities [as
defined in clause (h) of Section 2 of the Securities Contracts
(Regulation) Act, 1956], such research being referred to for
the purpose of this document as “Investment Research”, is
issued by Morningstar Investment Adviser India Private
Limited.
Morningstar Investment Adviser India Private Limited is
registered with the Securities and Exchange Board of India
under the SEBI (Investment Advisers) Regulations, 2013,
vide Registration number INA000001357, dated March 27,
2014, and in compliance of the aforesaid regulations and
the SEBI (Research Analysts) Regulations, 2014, it carries
on the business activities of investment advice and
research. Morningstar Investment Adviser India Private
Limited has not been the subject of any disciplinary action
by SEBI or any other legal/regulatory body. Morningstar
Investment Adviser India Private Limited is a wholly owned
subsidiary of Morningstar Associates LLC, which is a part
of the Morningstar Investment Management group of
Morningstar, Inc., and Morningstar, Inc. is a leading provider
of independent investment research that offers an extensive
line of products and services for individual investors,
financial advisors, asset managers, and retirement plan
providers and sponsors. In India, Morningstar Investment
Adviser India Private Limited has only one associate, viz.,
Morningstar India Private Limited, and this company
predominantly carries on the business activities of providing
data input, data transmission and other data related
services, financial data analysis, software development etc.

Research.
The Research Analyst or his/her associates or his/her
relatives has/have not received any (i) compensation from
the subject company in the past twelve months; (ii)
compensation for products or services from the subject
company in the past twelve months; and (iii) compensation
or other material benefits from the subject company or third
party in connection with this Investment Research. Also, the
Research Analyst has not served as an officer, director or
employee of the subject company.
The terms and conditions on which Morningstar Investment
Adviser India Private Limited offers Investment Research to
clients, varies from client to client, and are spelt out in detail
in the respective client agreement.

The author/creator of this Investment Research (“Research
Analyst”) or his/her associates or his/her relatives does/do
not have (i) any financial interest in the subject company;
(ii) any actual/beneficial ownership of one per cent or more
securities of the subject company, at the end of the month
immediately preceding the date of publication of this
Investment Research; and (iii) any other material conflict of
interest at the time of publication of this Investment
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Exelon Corp EXC (XNYS)
Morningstar Rating

Last Price

Fair Value Estimate

Price/Fair Value

Dividend Yield %

Market Cap (Bil)

Industry

Stewardship

QQQQ

31.12 USD

35.00 USD

0.89

3.98

28.62

Utilities - Diversified

Standard

10 Feb 2016

10 Feb 2016

10 Feb 2016

10 Feb 2016

Morningstar Pillars

Analyst

Quantitative

Economic Moat
Valuation
Uncertainty
Financial Health

Narrow
QQQQ
Medium
—

Narrow
Undervalued
Low
Moderate

Source: Morningstar Equity Research

Quantitative Valuation
EXC
USA

f

Undervalued

Fairly Valued

Price/Quant Fair Value
Price/Earnings
Forward P/E
Price/Cash Flow
Price/Free Cash Flow
Dividend Yield %

Overvalued

Current

5-Yr Avg

0.86
12.2
11.7
3.6
—
3.98

0.85
15.6
—
5.1
74.7
4.65

Sector Country

0.85
15.0
15.2
6.0
11.0
3.98

0.78
18.2
12.4
10.1
16.0
2.57

Source: Morningstar

Bulls Say
ONuclear power plants run year-round, produce
electricity at low costs and generate large profits
even with currently depressed power prices.
OHigher natural gas and coal prices, rising
electricity demand and environmental regulations
help Exelon more than any other utility because of
its large nuclear fleet.
OIf gas and power prices remain low for many
years, Exelon's move to invest in retail and
regulated businesses will preserve value.
Bears Say
OExelon's performance in part is driven by
volatile power prices that fluctuate based on
natural gas prices, coal prices, and regional
electricity demand.
OThe Constellation and Pepco acquisitions dilute
Exelon's economic moat by adding more no-moat
retail business and narrow moat distribution
earnings.
OMany of Exelon's growth projects come with
regulated or contracted returns, reducing
shareholders' leverage to a rebound in power
markets.

Supreme Court Validates Our View That Carbon Regulation Remains Highly
Uncertain
Travis Miller, Sector Director, 06 October 2015

Investment Thesis

Travis Miller, Sector Director, 11 February 2016

As the largest nuclear power plant owner in the U.S.,
Exelon has long been a profit machine and an
industry-leading source of shareholder value creation. But
power prices have crashed hard since their 2008 highs
and appear stuck at current levels for at least the next
two years. The drop in Eastern U.S. gas and coal prices
have made those generation sources more competitive.

Analyst Note

That has resulted in a sharp drop in Exelon's returns, a
41% cut in the dividend in 2013, and a shift in strategy to
increase contributions from its countercyclical retail
supply and regulated distribution businesses. It acquired
Constellation Energy in 2012 for $8 billion and made a $12
billion bid for Pepco in April 2014, both including debt.
Management's political negotiations appear to have
revived the deal in Washington, D.C., where regulators
had rejected it in August 2015. We now expect it has a
75% chance of closing. Exelon has received all other
regulatory approvals.
Even with increased earnings diversification, Exelon can't
escape its overwhelming leverage to Eastern and
Midwestern U.S. power prices, which drive almost half
of earnings. The low operating costs and clean emission
profile of its nuclear fleet make Exelon the utilities sector's
biggest winner if our outlook for higher power prices and
tighter fossil fuel environmental regulations materialize.
Exelon's world-class operating efficiency ensures it can
realize that upside. However, persistently low margins are
making it difficult to justify continued investment in some
of its nuclear plants. Even though we think there is
long-term value in these plants, Exelon might choose to
close some plants to preserve cash flow. This would
reduce Exelon's upside.
We estimate Exelon's regulated distribution utilities will
contribute about half of consolidated earnings by 2016,
up from just 20% in 2008. Illinois state legislation in 2011
significantly improved the incentives for growth
investment by introducing formula rates, annual true-ups
and adjusted allowed returns. Excluding Pepco, we think
the regulated utilities can grow earnings 10% annually
the next three years.

We are reaffirming our fair value estimates, moat ratings,
and moat trend ratings for all utilities and coal miners after
the U.S. Supreme Court's 5-4 decision to stay the
Environmental Protection Agency's Clean Power Plan. This
validates our view that it's too early, and the outcome too
uncertain, to make any investment decisions based on the
current terms of the CPP or any carbon regulation. We do
not include any CPP-related impacts in our fair value
estimates.
At a minimum, we expect that the decision will push
implementation one or two years past the 2022-30
phase-down period and will embolden political opposition
to carbon regulation. In addition, it means that a Supreme
Court ruling against the CPP could actually reverse industry
trends. When the Supreme Court struck down the EPA’s
MATS rule in June, the decision was largely moot because
most power plants were proceeding to implement the rule
or had already made plans to retire. The CPP timeline is
so long that there is plenty of time for the courts or
politicians to nullify it or make major revisions to it.
For most utilities, power and gas market economics and
renewable energy policies remain the most important
variables for investors to consider.
The Supreme Court’s decision comes as good news for
coal miners that haven’t had any for some time. However,
we don’t view today’s announcement as a panacea for the
coal industry’s woes, as natural gas remains at prices at
which coal struggles to compete. However, our view that
natural gas prices will rise in the coming years hasn’t
changed, so we maintain our fair value estimates for both
Peabody and Cloud Peak. Peabody’s high leverage means
it has less time to wait--the basis for its extreme
uncertainty rating.

Economic Moat
Travis Miller, Sector Director, 06 October 2015

Considering Exelon's full suite of businesses, we think it
earns a narrow economic moat.
Nuclear generation in general still has wide-moat
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characteristics, with returns on capital above costs of
capital for the foreseeable future. However, that spread
between long-term returns on capital and Exelon's cost
of capital have shrunk based on our midcycle outlook for
power prices in the eastern U.S. Exelon's increasing
diversification into narrow- and no-moat businesses
together with the shrinking returns at its nuclear
generation business supports our narrow moat rating.
Nuclear generation's wide-moat economics are based on
two primary competitive advantages. First, nuclear plants
take more than seven years to site and build, cost several
billion dollars, and typically face community opposition.
These are significant barriers to entry, giving operators an
effective low-cost monopoly in a given region. Exelon's
large fleet gives it scale advantages that allow it to add
capacity at its plants at a fraction of the cost and risk of
a greenfield project. It is unlikely a competitor would be
able to earn sufficient returns on capital by building a
nuclear plant in close proximity to any of Exelon's plants.
Second, no other reliable power generation source can
match the cost or scale of a nuclear plant. Nuclear plants'
low variable costs and low greenhouse gas emissions
relative to competing fossil fuel power generation sources
like coal and natural gas reduce substitution threats.
Renewable energy, with effectively no marginal costs, has
depressed wholesale power prices and hurt Exelon's
returns on capital in some of its regions. We believe this
is a market distortion that fails to recognize the value of
Exelon's nuclear fleet reliability relative to intermittent
renewable energy.
As long as electricity remains a critical energy source in
the U.S. and nuclear investment requirements remain near
current levels, we expect nuclear plants will maintain a
low-cost advantage and generate high returns on capital.
To monetize this competitive advantage, Exelon must
continue to have access to wholesale power markets. Any
reregulation of its generation fleet would shrink its moat.
In addition, nuclear generation must maintain regulatory
and political support in the U.S. and states where Exelon
operates. If that support erodes, it could affect the

economics of routine maintenance investments and lead
to plant shutdowns as we've seen elsewhere in the U.S.
and overseas.
We believe Exelon's regulated distribution utilities have
narrow economic moats. Regulatory caps on profits
offsets the service territory monopolies and network
efficient scale advantages. Utility regulation in the U.S.
aims to fix customer rates at levels that ensure capital
providers earn fair returns on their investments while
keeping customer costs as low as possible. We believe
this regulatory compact ensures Exelon's utilities will earn
at least their costs of capital in the long run.
We believe Exelon's retail supply business has no
economic moat. Retail power and gas markets are highly
competitive with virtually no barriers to entry, switching
costs or product differentiation. Although customer
relationships can be sticky, retailers mostly end up
competing on price.

Valuation
Travis Miller, Sector Director, 06 October 2015

We are reaffirming our $35 per share fair value estimate
after raising our probability of the Pepco acquisition
closing to 75% from 25% as a result of an agreement the
companies reportedly reached with the Washington, D.C.,
mayor's office on Oct. 6. Although we think the deal is
value-dilutive, it is too small to have a material impact on
our fair value estimate. Exelon's $27.25-per-share cash
offer represents a 30% premium to our $21 per share
standalone fair value estimate for Pepco.
We continue to believe it is more likely than not that Exelon
will retire the three nuclear plants that did not clear the
2018-19 PJM base capacity auction--Quad Cities (Ill.),
Oyster Creek (N.J.), and Three Mile Island (Pa.)--as well
as the Clinton (Ill.) plant. We now assume a 50%
probability that the Byron (Ill.) plant will retire given it
cleared the 2018-19 capacity auction. These closures
represent about 25% of Exelon's current nuclear capacity.
Lower operating costs and capital expenditures partially
offset the lost gross margin from these plants, making
them cash flow-neutral in the near term.
We continue to forecast mostly flat consolidated earnings
through 2016, excluding contributions from Pepco. On a
midcycle basis, we assume Exelon earns $3.80 per share
and Exelon Generation earns $3.9 billion EBITDA. This is
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50% higher than our 2017 trough mark-to-market EBITDA
estimate for Exelon Generation.
Our midcycle earnings forecast at Exelon Generation is
based on a $4/mcf midcycle Henry Hub gas price, a
negative $0.60/mcf gas basis for PJM West, and heat
rates across all regions 10% above current 2017 forward
heat rates. At the retail business, we assume 8%
long-term normalized gross margins and 1% annual
volume growth beyond 2015.

As Exelon's regulated utilities generate a greater share of
earnings, investors will be subject more acutely to the
state and federal regulatory risk that all distribution and
transmission utilities face. Illinois and Maryland are two
historically tough regulatory environments, and punitive
rate decisions could have a material impact on earnings
and growth.

Management
Travis Miller, Sector Director, 06 October 2015

We assume all three regulated utilities earn average 10%
returns on equity starting in 2016.
We assume a 9% cost of equity and a 7.1% cost of capital.
Our cost of equity assumption is in line with the 9% rate
of return we expect investors to demand of a diversified
equity portfolio. A 2.25% long-term inflation outlook
underpins our capital cost assumptions.

Risk
Travis Miller, Sector Director, 06 October 2015

Investors should pay the most attention to political
developments that would re-regulate competitive
electricity markets in the Midwest and Mid-Atlantic. Even
though sharp increases in power prices would result in an
earnings windfall for Exelon, it could lead politicians and
regulators to pursue price caps as they did when markets
first deregulated. Although we think this is unlikely in the
current environment, it could have a substantial negative
impact on our fair value estimate. If market power prices
are capped or regulated, Exelon loses its primary profit
source.

We give Exelon's management team a Standard
stewardship rating. Since Exelon's earnings are at the
mercy of wholesale power market ups and downs, we
don't see much link between Exelon's recent
underperformance and management's capabilities.
President and CEO Chris Crane and Executive Chairman
Mayo Shattuck III have focused growth investment on the
regulated utilities, continuing a strategic shift that former
CEO and Chairman John Rowe made before his departure
in 2013. Crane's biggest move so far is the $12 billion
(including debt) Pepco acquisition in 2015. This will
increase Exelon's share of regulated utilities earnings and
dilute shareholders' exposure to wholesale power
markets. Management has shown strong conviction in the
value of the deal based on their efforts to gain support for
the deal from all parties, particularly in Washington, D.C.
Crane also faces tough decisions related to flagging profits
at several of Exelon's nuclear plants. We wouldn't be
surprised if Crane decides to close some plants absent
significant public policy support.

As the nation's largest wholesale generator and retail
supplier, Exelon's competitive edge requires Eastern U.S.
power markets to remain deregulated. In the decade
following deregulation, rate caps, and other regulations
limited Exelon's profits. Those are gone, and lower power
prices have eased concerns about reregulation. But we
expect politicians and regulators will continue to monitor
customers' utility bills and could intervene if power prices
skyrocket.

We're particularly impressed by management's nuclear
fleet operations, the one thing it can control. Crane led
the generation segment to world-class results in his five
years as COO, and that performance has continued with
Crane as CEO. Exelon's nuclear capacity factors routinely
approach 94% across its nuclear fleet. The rest of the
nuclear industry averages in the mid-80% range. Exelon's
operational excellence preserves the value-creation
opportunities available if power prices rise.

Reregulation also would destroy Exelon's retail business.
Although that business is still a relatively small source of
consolidated earnings, it would eliminate Exelon's
effective hedge against its generation fleet, potentially
leading to more volatile earnings.

The Constellation acquisition reshaped the board along
with the executive suite. The postmerger addition of four
former Constellation board members and the retirement
of five legacy Exelon board members, including Rowe,
leaves only two of the 16 members who were on the board
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when Exelon formed in 2000. In addition, Shattuck has
become the largest insider shareholder. He owned 3.8
million shares or vested options as of January 2015.
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Analyst Notes Archive
Supreme Court Validates Our View That Carbon
Regulation Remains Highly Uncertain
Travis Miller, Sector Director, 11 February 2016

We are reaffirming our fair value estimates, moat ratings,
and moat trend ratings for all utilities and coal miners
after the U.S. Supreme Court's 5-4 decision to stay the
Environmental Protection Agency's Clean Power Plan.
This validates our view that it's too early, and the outcome
too uncertain, to make any investment decisions based
on the current terms of the CPP or any carbon regulation.
We do not include any CPP-related impacts in our fair
value estimates.
At a minimum, we expect that the decision will push
implementation one or two years past the 2022-30
phase-down period and will embolden political opposition
to carbon regulation. In addition, it means that a Supreme
Court ruling against the CPP could actually reverse
industry trends. When the Supreme Court struck down the
EPA’s MATS rule in June, the decision was largely moot
because most power plants were proceeding to
implement the rule or had already made plans to retire.
The CPP timeline is so long that there is plenty of time for
the courts or politicians to nullify it or make major revisions
to it.
For most utilities, power and gas market economics and
renewable energy policies remain the most important
variables for investors to consider.
The Supreme Court’s decision comes as good news for
coal miners that haven’t had any for some time. However,
we don’t view today’s announcement as a panacea for the
coal industry’s woes, as natural gas remains at prices at
which coal struggles to compete. However, our view that
natural gas prices will rise in the coming years hasn’t
changed, so we maintain our fair value estimates for both
Peabody and Cloud Peak. Peabody’s high leverage means
it has less time to wait--the basis for its extreme
uncertainty rating.
Exelon Surprises With 2.5% Dividend Growth Target
Travis Miller, Sector Director, 03 February 2016

We are reaffirming our $35 fair value estimate and narrow
moat and stable moat trend ratings for Exelon after the
company reported earning $2.49 per share on an adjusted

basis in 2015. This was in line with our estimate and within
management's guidance range.
We think the biggest positive for shareholders was
management's announcement that it plans to recommend
to the board a 2.5% annual dividend increase for at least
the next three years, likely starting in the second half of
2016. We had not expected a dividend increase until at
least 2018, given our expected plateau in earnings the
next three years.
If the board accepts this policy, we estimate Exelon's
payout ratio will top 50% by 2018. This is at the high end
of what we think is reasonable for Exelon's cash flow
profile and debt load. We're not yet entirely convinced
that management has added sufficient regulated
distribution earnings and contracted generation revenue
to decouple cash flows from volatile energy markets.
Management continues to evaluate the economic viability
of at least three nuclear plants. We assume in our
long-term forecasts that Exelon closes three plants
representing 25% of its fleet capacity. We also expect a
final Pepco merger decision by early March, in line with
timeline indications from Washington, D.C., regulators.
We continue to assume $1 per share of value dilution
based on a 75% probability of the deal closing as
proposed. We don't think ongoing legal challenges in other
states will be an impediment.
We remain long-term bullish on fixed-price PJM power,
especially in the East, where we expect gas prices to
strengthen as takeaway capacity increases and demand
remains more robust than other regions. This drives the
bulk of the value upside as of early February. Our $8.4
billion midcycle gross margin outlook for Exelon
Generation remains at the high end of management's 2018
outlook range.
Supreme Court Sides With Demand Response; No
Fair Value Impacts
Andrew Bischof, CFA, Eq. Analyst, 25 January 2016

We are reaffirming our fair value estimates and our moat
and moat trend ratings for U.S. power producers and
diversified utilities after the U.S. Supreme Court issued a
6-2 decision effectively supporting the Federal Energy
Regulatory Commission's Order No. 745.
The decision on its face appears to be a win for demand
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response providers and a loss for power producers such
as NRG Energy, Dynegy, and Calpine. However, we think
the actual impact on energy and capacity prices will be
muted. Near-term capacity prices might go down, but
energy prices should go up since demand response has
much higher marginal costs than conventional generation.
We expect the trade-off to be mostly neutral.
Despite the Supreme Court win, demand response faces
other challenges. Mid-Atlantic grid operator PJM is
implementing rule changes that hurt the economics of
demand response and should boost margins for
conventional generators. We expect little change in the
amount of demand response that clears the 2019-20 base
capacity auction and are maintaining our long-term
outlook. Demand response participation might even drop
if PJM continues to make rule changes recommended by
the market monitor. This would be a benefit for
conventional generators.
Ultimately we think demand response market saturation
will be the limiting factor. As demand response gains
market share, capacity values will go down. This will
erode the profitability for new demand response entrants
since demand response providers typically receive more
than 90% of their revenue from capacity payments.

file with those states to offer customer benefits
comparable with those offered in D.C. We don't expect
this to be material to our assessment of the transaction
or our fair value estimate for Exelon, which includes $1
per share of dilution from the deal.
Management pushed out the start of its full $0.15-$0.20
earnings per share run-rate accretion to 2019 from 2017
initially. Apart from the closing delay, management said
the 2017-18 reduction was based on Pepco's
reassessment of its near-term outlook for earned returns.
At this point, most of the earnings accretion should come
from the extra leverage Exelon will use. We expect it will
take two to three years of operational improvements on
Exelon's side before it can achieve more constructive
regulatory outcomes.
Management estimated the deal could be $0.25 per share
earnings-accretive by 2020 if Pepco can achieve a 9%
earned return on equity. We think this is a stretch, but
even an 8% achieved ROE could make the deal
value-neutral relative to our previous stand-alone
forecasts for Pepco.
Exelon Still Awaiting Power Market Upside and
Pepco Acquisition Approvals
Travis Miller, Sector Director, 30 October 2015

Management Meeting: Exelon Sticks to March 4
Drop-Dead Date for Pepco Deal
Travis Miller, Sector Director, 11 November 2015

We are reaffirming our $35 and $26 fair value estimates
for Exelon and Pepco Holdings, respectively, after meeting
with Exelon's senior management at the Edison Electric
Institute Financial Conference in Hollywood, Florida. Our
narrow moat and stable moat trend ratings for both
companies are unchanged.
Management reiterated it will withdraw its offer to
acquire Pepco if Washington, D.C., regulators do not
approve the transaction by March 4, 2016. We continue
to incorporate in our fair value estimates a 75% probability
of the deal closing as proposed. D.C. regulators' written
approval for rehearing suggested they expect to rule
within that time frame. We expect Exelon will be able to
close the deal immediately following approval.
The most-favored-states contingencies in other states'
approvals would take effect after the deal closed and thus
are not an impediment to the deal closing. Exelon would

We are reaffirming our $35 fair value estimate and narrow
economic moat and stable moat trend ratings for Exelon
after the firm reported adjusted earnings of $0.83 per
share in the third quarter, up from $0.78 per share in the
third quarter of 2014. Management raised its full-year
earnings guidance range $0.05 per share to $2.40-$2.60,
in line with our full-year outlook.
Management noted Exelon's retail-wholesale combination
was a meaningful contributor to the higher quarterly and
year-to-date earnings, amplified by last year's Integrys
acquisition. We've long believed Exelon's retail-wholesale
combination and scale can be value-accretive for
shareholders, and it appears to be paying off, albeit at still
a small level. Favorable weather for Exelon's regulated
utilities was a key reason for higher earnings in the quarter.
On a weather-normalized basis, we expect capital
investment and recent rate activity in Pennsylvania and
Maryland to be the key earnings growth driver in 2016-18.
Estimated 2015-17 gross margin for Exelon Generation
climbed during the quarter primarily due to above-market
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hedges. Management now projects $7.8 billion gross
margin in 2016 and 2017 with a 2017 upside near $9.0
billion based on hedging about half of its projected
generation. We think this is a good position given our
bullish power market outlook. Management also
announced its intention to delay its nuclear plant
retirement decision until next year. We continue to
assume a high likelihood that it retires four plants by 2018
based on current market conditions.
Management now expects to close the Pepco acquisition
in the first quarter of 2016. We continue to incorporate
$1 per share fair value dilution. On Oct. 28, the D.C.
commission accepted Exelon-Pepco's appeal and said it
expects to make a decision in less than 150 days,
suggesting mid-March.
Pepco Reports Third-Quarter Earnings; Acquisition
by Exelon Likely to Close Early Next Year
Charles Fishman, Eq. Analyst, 26 October 2015

We are reiterating our $35 per share fair value estimate
for Exelon and $26 fair value estimate for Pepco after
Pepco reported third-quarter earnings. Our narrow moat
and stable moat trend ratings are also unchanged for both
companies.
Pepco reported operating earnings of $0.33 per share
versus $0.46 in the same period last year. Earnings were
negatively affected by higher operations and maintenance
expense, implementation costs associated with a new
customer information system, increased transmission
revenue reserves related to a return on equity challenge
and higher property taxes.
We continue to believe Exelon's proposed acquisition of
Pepco has a 75% chance of gaining approval of the Public
Service Commission of the District of Columbia and being
completed following the agreement with Washington,
D.C., Mayor Muriel Bowser. We expect the D.C.
commission to approve Exelon and Pepco's request to
reopen the merger proceeding in their meeting on Oct. 28.
Assuming the D.C. commission does reopen the
proceeding, briefings would not be completed until late
December. Therefore, we would not expect the merger to
close until early 2016.
Although the merger appears to be on track in D.C., it is
unclear whether the proceedings will be reopened in
Delaware, New Jersey, and Maryland, jurisdictions that

have already approved the transaction. The commitments
Exelon made to these states to obtain approval are subject
to most-favored-nation clauses and may need to be
enhanced.
Our stand-alone fair value estimate for Pepco remains $21
per share, a 23% discount to Exelon's $27.25 cash offer.
Despite this premium, the deal as proposed on a
probability-adjusted basis is too small to have a material
impact on our Exelon fair value estimate.
Exelon Reaches Agreement With D.C. Mayor to
Acquire Pepco
Charles Fishman, Eq. Analyst, 06 October 2015

We are reiterating our $35 fair value estimate for Exelon
and raising our fair value estimate for Pepco Holdings to
$26 per share from $23 per share following the
announcement by Washington, D.C., Mayor Muriel
Bowser's office that they had reached an agreement with
Exelon for its proposed acquisition of Pepco. Exelon has
now agreed to invest $78 million in the D.C. electric utility
system, up from the $14 million it previously proposed.
Based on the proposed agreement, we now believe the
merger has a better than 75% chance of gaining approval
of the Public Service Commission of the District of
Columbia and being completed. We had previously
handicapped the chances of the merger closing at only
25% following the Aug. 25, 2015, outright rejection of
Exelon's offer without the PSC providing any solutions for
gaining approval. Exelon and Pepco have received all other
regulatory approvals although there are some outstanding
legal challenges to the conditional approval of the
Maryland Public Service Commission that we expect to be
dismissed.
Our stand-alone fair value estimate for Pepco remains $21
per share, a 23% discount to Exelon's $27.25 cash offer.
Despite this premium, the deal as proposed on a
probability-adjusted basis is too small to have a material
impact on our Exelon fair value estimate.
Pepco and Exelon Refile With D.C. Commission but
Offer No Sweeteners
Charles Fishman, Eq. Analyst, 30 September 2015

We are reiterating our $35 fair value estimate for Exelon
and $23 fair value estimate for Pepco following the firms'
filing for reconsideration of their proposed merger to the
District of Columbia Public Service Commission. We are
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maintaining our narrow moat and stable moat trend
ratings for both. The filing asserts the merger is in the
public interest and the original decision contained
numerous errors of law and fact. The companies did not
propose any new financial incentives.
We continue to believe that the merger has a 25% chance
of closing. Since the D.C. PSC did not provide alternatives
to correct its concerns in the original decision, we think
the commission is unlikely to reverse itself without any
sweeteners. If the companies do offer additional benefits
to D.C. customers, the conditional approvals by Delaware,
Maryland, and New Jersey will be reopened.
Most-favored-nations clauses in these agreements allow
for the same incremental benefits, increasing the cost to
Exelon of completing the merger. Although incremental
customer benefits could be small for the D.C. jurisdiction,
making concessions across all of Pepco's service
territories could ruin the economics of the merger.
The D.C. commission has 30 days to respond. If it denies
the request for rehearing or does not respond, Pepco and
Exelon could appeal the decision to the D.C. Court of
Appeals. The Washington Post has reported that D.C.
Mayor Muriel Bowser has been subject to intense
lobbying by business groups favoring the merger and
public demonstrations opposing the merger. The Post
reported that private negotiations are taking place in the
mayor's office trying to determine if a revamped deal is
possible.
Our stand-alone fair value estimate for Pepco remains $21
per share, a 23% discount to Exelon's $27.25 cash offer.
Despite this premium, the deal as proposed on a
probability-adjusted basis is too small to have a material
impact on our Exelon fair value estimate.
Exelon Postpones Nuclear Plant Retirement
Decision; No Fair Value Impact
Travis Miller, Sector Director, 10 September 2015

We are reaffirming our $35 per share fair value estimate
for Exelon after management announced it will delay a
decision whether to close at least three of its struggling
nuclear plants. We recently incorporated into our fair
value estimate and financial projections the assumption
that it was more likely than not that Exelon would close
those three plants in 2018. We also assume a 50%
likelihood that Exelon will close its Byron (Illinois) nuclear
plant in 2019.

Results of the recent 2016-18 PJM transitional capacity
auctions and management's decision to delay potential
retirements do not change our assumptions that those
plants ultimately will close, absent significant energy
market or public policy changes. The Quad Cities (Illinois),
Three Mile Island (Pennsylvania), and Oyster Creek (New
Jersey) plants are obligated to run at least through
mid-2018, and the Byron plant is obligated to run through
mid-2019 based on results from PJM's recent capacity
auctions.
The key development for Exelon in last week's 2017-18
transitional capacity auction was that the Quad Cities and
Byron plants cleared and are now obligated to run. Neither
cleared PJM's 2017-18 base capacity auction last year at
$120/megawatt-day but did clear last week's capacity
performance transitional auction at $151.50/MW-day.
Including those plants and the uplift for the rest of the
fleet adds about $400 million of EBITDA in 2017-18.
The Clinton (Illinois) plant is the fourth that we assume
will close by 2018. It is not part of PJM. It is obligated to
run at least through 2016 as part of the Mid-Continent
ISO. Exelon continues to lobby Illinois politicians to adopt
a subsidy-like scheme that would improve the economics
for its six Illinois nuclear plants. We do not include any
benefits from policy changes in our fair value estimate.
D.C. Commission Rejects Pepco-Exelon Merger;
Lowering Pepco Fair Value Estimate
Charles Fishman, Eq. Analyst, 26 August 2015

We are lowering our fair value estimate of Pepco Holdings
Inc. to $23 per share from $27 per share, following the
decision by the Public Service Commission of the District
of Columbia to deny the merger with Exelon Corp, which
caused Pepco shares to close down 16.5% on Tuesday. At
the time of the merger in April 2014, we had believed the
transaction would be value-dilutive for Exelon, and we are
reviewing our $35 per share fair value estimate. We note
that Exelon shares were down almost 7% on Tuesday, on
which day the overall market and utilities were also weak.
Our narrow moat and stable moat trend are unchanged for
both companies.
Exelon and Pepco issued a joint press release indicating
that they were reviewing their options and will respond
once the process is complete. A summary of the decision
indicated that the D.C. commission did not believe the
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merger would provide sufficient benefits to customers or
guarantees for improvements in reliability. The
commission was also concerned that under the new
management structure Pepco would become "a
second-tier company in a much larger corporation whose
primary interest is not in distribution, but in generation."
The full decision is due Wednesday, and the companies
have 30 days to appeal the decision.
We were surprised by the decision, as we had believed
the most difficult regulatory hurdle would be in Maryland.
Pepco and Exelon agreed to stringent conditions and
additional customer benefits imposed by the Maryland
Public Service Commission on May 18. We thought the
commission in D.C., the last jurisdiction needed to approve
the deal, would agree to similar conditions. They did not.
Our new fair value estimate assumes that there is now
only a 25% chance of the transaction being restructured
to satisfy the D.C. regulators. If the deal is abandoned,
our standalone fair value estimate for Pepco is $21 per
share.
PJM Auction Results In Line With Our Forecast in
First Auction With Capacity Performance Inclusion

$200/MW-day for base generation capacity. However, we
do not believe that Exelon's Illinois Quad Cities and Byron
nuclear units cleared the auction at these prices. Based
on recent management commentary, we continue to
expect Exelon to close these two plants by the end of 2016,
with a final decision expected in September. Public Service
Enterprise Group, or PSEG, also benefits from strong base
results for the second year in a row, with base capacity
clearing in the Eastern Mid-Atlantic Area Council, or
EMAAC, LDA clearing at $210/MW-day for base
generation and $225/MW-day for CP. The premium
clearing price in the PSEG region shows the competitive
advantage of PSEG's fleet and supports our positive moat
trend. Higher capacity prices also benefit Calpine,
FirstEnergy, and NRG Energy.
Upcoming PJM Capacity Auction Could Prove
Disappointing
Andrew Bischof, CFA, Eq. Analyst, 17 August 2015

We are reaffirming our fair value estimates and our moat
and moat trend ratings for our independent power
producers and diversified utilities ahead of the upcoming
2018/19 Planning Year auction for Capacity Performance,
or CP. The capacity auction is currently under way, with
results posted Aug. 21.

Andrew Bischof, CFA, Eq. Analyst, 24 August 2015

Capacity prices across most of the 13-state PJM
Interconnection region cleared at $165/MW-day for
capacity performance, or CP, and $150/MW-day for base
generation for 2018-19. This is comparable to
$120/MW-day for last year's 2017-18 results, in which
there was no separate CP auction. The results are in line
with our auction expectations, in which we previously
expected CP to clear at $150/MW-day and base capacity
at $140/MW-day for the 2018-19 auction. We are
reaffirming our fair value estimates, moat ratings, and
moat trend ratings for all utilities we cover, as we are
maintaining our midcycle capacity assumptions.
Capacity revenue provides significant pretax earnings for
our independent power producers and diversified utilities
for any one auction year. Dynegy in our opinion is the
largest winner from strong base capacity results, as half
of its generation is now in PJM. For every $100/MW-day
change in capacity prices, we estimate that Dynegy
benefits $385 million in pretax earnings. Exelon's fleet
also benefited from a strong clearing in the
Commonwealth Edison, or COMED, locational deliverability
area, or LDA, with CP clearing at $215/MW-day and

In June, the Federal Energy Regulatory Commission
approved the proposal from PJM Interconnection to
implement CP in its 2018/19 base residual auction, which
PJM began on Aug. 10. CP increases the marginal capacity
cost for marginal generators, but the bullish impact should
be less than the market expects. We maintain our previous
estimate that the combination of CP, reduced impact from
demand response, and increased confidence of marginal
generators to raise prices will cause CP to clear at $150
per megawatt-day and base capacity at $140/MW-day for
the 2018-19 auction.
We believe that previous auctions already priced in
existing non-CP performance penalties, such as those a
generator must pay if it cannot deliver energy during
reserve shortages. CP is a further-reaching, stricter
penalty structure for nonperformance outside of reserve
shortages. Although generators participating in CP will
not be constrained by their avoidable cost rates this year,
which will allow generation to offer up to net cost of new
entry times the balancing ratio, we suspect that few
generators will raise offer prices for this reason alone. We
also highlight the possible expected increase in dark
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spreads over the 2018–19 time frame due to the large
increase in LNG exports over this time period; this could
add downside pressure to capacity offers from coal
generation in PJM.
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Exelon Corp is a utility services holding company engaged,
through Generation, in the energy generation business, and
through ComEd, PECO and BGE, in the energy delivery
businesses.
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Morningstar Equity Research Methodology
Fundamental Analysis
At Morningstar, we believe buying shares of superior
businesses at a discount and allowing them to compound over time is the surest way to create wealth in
the stock market. The long-term fundamentals of businesses, such as cash flow, competition, economic cycles, and stewardship, are our primary focus. Occasionally, this approach causes our recommendations to
appear out of step with the market, but willingness to
be contrarian is an important source of outperformance and a benefit of Morningstar’s independence.
Our analysts conduct primary research to inform our
views on each firm’s moat, fair value and uncertainty.

Fundamental Economic
Fair Value
Moat Rating Estimate
Analysis

Uncertainty
Assessment

QQQQQ
QQQQ
QQQ
QQ
Q
Star
Rating

Economic Moat
The economic moat concept is a cornerstone of Morningstar’s investment philosophy and is used to distinguish high-quality companies with sustainable competitive advantages. An economic moat is a structural
feature that allows a firm to sustain excess returns
over a long period of time. Without a moat, a company’s profits are more susceptible to competition. Companies with narrow moats are likely to achieve normalized excess returns beyond 10 years while wide-moat
companies are likely to sustain excess returns beyond
20 years. The longer a firm generates economic profits,
the higher its intrinsic value. We believe lower-quality
no-moat companies will see their returns gravitate to-

ward the firm’s cost of capital more quickly than companies with moats will. We have identified five sources of
economic moats: intangible assets, switching costs,
network effect, cost advantage, and efficient scale.

Fair Value Estimate
Our analyst-driven fair value estimate is based primarily on Morningstar’s proprietary three-stage discounted
cash flow model. We also use a variety of supplementary fundamental methods to triangulate a company’s
worth, such as sum-of-the-parts, multiples, and yields,
among others. We’re looking well beyond next quarter
to determine the cash-generating ability of a company’s
assets because we believe the market price of a security will migrate toward the firm’s intrinsic value over
time. Economic moats are not only an important sorting
mechanism for quality in our framework, but the designation also directly contributes to our estimate of a
company’s intrinsic value through sustained excess returns on invested capital.

Uncertainty Rating
The Morningstar Uncertainty Rating demonstrates our
assessment of a firm’s cash flow predictability, or valuation risk. From this rating, we determine appropriate
margins of safety: The higher the uncertainty, the wider
the margin of safety around our fair value estimate before our recommendations are triggered. Our uncertainty ratings are low, medium, high, very high, and extreme. With each uncertainty rating is a corresponding
set of price/fair value ratios that drive our recommendations: Lower price/fair value ratios (<1.0) lead to positive recommendations, while higher price/fair value

Economic Moat
C O M PE T I T I V E F O R C E S

WIDE

Moat Sources:

Intangible
Assets

NARROW

NONE

Switching
Costs

COMPANY PROFITABILITY

Network
Effect

Cost
Advantage
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Morningstar Equity Research Methodology
ratios (>1.0) lead to negative recommendations. In very
rare cases, the fair value estimate for a firm is so unpredictable that a margin of safety cannot be properly
estimated. For these firms, we use a rating of extreme.
Very high and extreme uncertainty companies tend to
have higher risk and volatility.

Quantitatively Driven Valuations
To complement our analysts’ work, we produce Quantitative Ratings for a much larger universe of companies.
These ratings are generated by statistical models that
are meant to divine the relationships between Morningstar’s analyst-driven ratings and key financial data
points. Consequently, our quantitative ratings are directly analogous to our analyst-driven ratings.
Quantitative Fair Value Estimate (QFVE): The QFVE is
analogous to Morningstar’s fair value estimate for
stocks. It represents the per-share value of the equity
of a company. The QFVE is displayed in the same currency as the company’s last close price.
Valuation: The valuation is based on the ratio of a company’s quantitative fair value estimate to its last close price.

Understanding Differences Between Analyst
and Quantitative Valuations
If our analyst-driven ratings did not sometimes differ
from our quantitative ratings, there would be little value in producing both. Differences occur because our
quantitative ratings are essentially a highly sophisticated analysis of the analyst-driven ratings of comparable companies. If a company is unique and has few
comparable companies, the quantitative model will
have more trouble assigning correct ratings, while an
analyst will have an easier time recognizing the true
characteristics of the company. On the other hand, the
quantitative models incorporate new data efficiently
and consistently. Empirically, we find quantitative ratings and analyst-driven ratings to be equally powerful
predictors of future performance. When the analystdriven rating and the quantitative rating agree, we find
the ratings to be much more predictive than when they
differ. In this way, they provide an excellent second
opinion for each other. When the ratings differ, it may
be wise to follow the analyst’s rating for a truly unique
company with its own special situation, and follow the
quantitative rating when a company has several reasonable comparable companies and relevant information is flowing at a rapid pace.

Quantitative Uncertainty: This rating describes our level of uncertainty about the accuracy of our quantitative
fair value estimate. In this way it is analogous to Morningstar’s fair value uncertainty ratings.
Quantitative Economic Moat: The quantitative moat
rating is analogous to Morningstar’s analyst-driven
economic moat rating in that both are meant to describe the strength of a firm’s competitive position.

Uncertainty Rating
Price/Fair Value
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Q
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95%

QQ
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QQQ

90%

85%

80%

70%
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0.50

50%

QQQQ
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0.25
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Uncertainty Rating

Medium
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The Morningstar Rating for stocks identifies stocks
trading at a discount or premium to their intrinsic value.
Five-star stocks sell for the biggest risk-adjusted
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methodology and a robust, standardized set of
procedures and core valuation tools used by
Morningstar's Equity Analysts, four key components
drive the Morningstar Rating: 1. Assessment of the
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Exelon Corp (EXC)
Pepco = Value Destructive. We assume the deal closes, back to
Sell rating.

Sell

 Pepco deal keeps our price target at $27. Following the Q4 update, our











standalone valuation for EXC increased to $28 from our current PT of $27.
However, we now incorporate the Pepco deal in our valuation as we expect the deal
to get approved. Together with Pepco, our EXC PT stays at $27 as the deal detracts
$1/share of value. The reason for this value erosion is that while Pepco adds $5B of
equity value to EXC, it also adds $4B of additional parent net debt and 58m shares.
With the EXC price now well above our PT of $27, we go back to a SELL rating.
Deal EPS accretive but value dilutive. Is that right? Yes. Our analysis suggests
5, 8 and 11 cents of accretion in 2017, 2018 and 2019, respectively. However, from
a value perspective, our stand alone PT reduces by $1. This outcome is possible
because: 1) the $1.5B in premium is financed using cheap debt helping EPS but
hurting equity value as it increases parent net debt; and 2) the concessions, fees
and expenses valued at $500m are ignored for ongoing EPS but reduce value.
Is the recent run up in the stock price justified? We launched with a Sell rating
on EXC in September 2015 highlighting weakness of the hybrid business model, a
weakening GenCo and a value destructive acquisition. None of these challenges
have gone away. We think the positive sentiment of Pepco closing and a higher
dividend aren't fundamental value drivers - We go back to our sell rating.
Transaction increases leverage at a time when ExGen is weakening. We
forecast EXC's consolidated FFO/Debt going from 25-27% to 20% following the
transaction. At a time when ExGen's cash flows and asset life are weakening, we
would have preferred EXC retain its financial flexibility.
What if the deal is terminated? We prefer this outcome. We think valuation is
higher in this scenario and, more importantly, the balance sheet isn’t stretched. Yes,
the dividends will need to be lowered but that may happen anyway, just a little later.
EXC value CONTINUES to be ALL ABOUT ExGen. We only see further
weakness. ExGen accounts for 35% of value in EXC post Pepco and we believe
will continue to be the key driver of the stock. With delays in CPP, weak power
prices and likely weakness in PJM capacity prices, we see additional challenges
ahead and this is one of the key drivers for our PT and Sell rating.
EPS (US$)

Q1

Q2

Q3

Q4

FY

FC Cons

2015A

0.71A

0.59A

0.83A

0.37A

2.49A

2.49A

2016E

0.93E

0.33E

0.77E

0.55E

2.59E

2.53E

Previous

0.90E
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0.74E

0.60E

2.58E

na

2017E

na

na

na

na

2.69E

2.66E

Previous

na

na

na

na

2.57E

na

2018E

na

na

na

na

2.88E

2.79E

Previous
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na

na
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2.79E

na

Source: Company Reports and dataCentral, Citi Research. FC Cons: First Call Consensus.
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EXC.N: Fiscal year end 31-Dec
Profit & Loss (US$m)
2014
Sales revenue
27,429
Cost of sales
-13,003
Gross profit
14,426
Gross Margin (%)
52.6
EBITDA (Adj)
4,704
EBITDA Margin (Adj)
17.1
Depreciation
-2,314
Amortisation
0
EBIT (Adj)
3,096
EBIT Margin (Adj) (%)
11.3
Net interest
-1,065
Associates
-20
Non-op/Except
1,181
Pre-tax profit
2,486
Tax
-666
Extraord./Min.Int./Pref.di
-197
Reported net profit
1,623
Net Margin (%)
5.9
Core NPAT
1,623
Per share data
2014
Reported EPS ($)
1.88
Core EPS ($)
1.88
DPS ($)
1.24
CFPS ($)
5.16
FCFPS ($)
-1.88
BVPS ($)
26.29
Wtd avg ord shares (m)
860
Wtd avg diluted shares
864
Growth rates
2014
Sales revenue (%)
10.2
EBIT (Adj) (%)
-15.6
Core NPAT (%)
-5.6
Core EPS (%)
-6.0
Balance Sheet (US$m)
2014
Cash & cash equiv.
1,878
Accounts receivables
4,709
Inventory
1,603
Net fixed & other
64,652
Goodwill & intangibles
8,748
Financial & other assets
5,224
Total assets
86,814
Accounts payable
3,048
Short-term debt
2,262
Long-term debt
20,010
Provisions & other liab
37,361
Total liabilities
62,681
Shareholders' equity
22,801
Minority interests
1,332
Total equity
24,133
Net debt (Adj)
20,394
Net debt to equity (Adj)
84.5

Citi Research

Price: US$31.61; TP: US$27.00; Market Cap: US$29,079m; Recomm: Sell
2015 2016E 2017E 2018E Valuation ratios
2014
2015 2016E 2017E 2018E
29,447 32,245 34,137 35,195 PE (x)
16.8
12.7
12.2
11.8
11.0
-13,087 -14,652 -15,388 -15,748 PB (x)
1.2
1.1
1.1
1.0
1.0
16,360 17,593 18,750 19,447 EV/EBITDA (x)
10.9
8.0
7.8
8.0
7.5
55.6
54.6
54.9
55.3 FCF yield (%)
-5.9
0.0
-3.3
-2.3
1.6
6,837
7,933
8,676
9,315 Dividend yield (%)
3.9
3.9
4.0
4.1
4.2
23.2
24.6
25.4
26.5 Payout ratio (%)
66
50
49
48
46
-2,451 -2,983 -3,333 -3,590 ROE (%)
7.2
9.4
7.8
8.7
9.3
0
0
0
0 Cashflow (US$m)
2014
2015 2016E 2017E 2018E
4,404
4,950
5,343
5,725 EBITDA
4,704
6,837
7,933
8,676
9,315
15.0
15.4
15.7
16.3 Working capital
-3,247
-246
0
0
0
-1,069 -1,537 -1,667 -1,715 Other
3,000
1,045 -1,189 -1,394 -1,884
0
0
0
0 Operating cashflow
4,457
7,636
6,744
7,281
7,431
9
-300
28
221 Capex
-6,077 -7,624 -7,696 -7,975 -6,950
3,326
3,113
3,704
4,230 Net acq/disposals
1,657
-145 -6,911
0
0
-1,074 -1,042 -1,257 -1,444 Other
-179
-71
0
0
0
16
-16
-16
-16 Investing cashflow
-4,599 -7,840 -14,607 -7,975 -6,950
2,268
2,055
2,431
2,770 Dividends paid
-1,486 -1,105 -1,168 -1,221 -1,276
7.7
6.4
7.1
7.9 Financing cashflow
411
4,830
1,461
694
-481
2,226
2,394
2,559
2,774 Net change in cash
269
4,626 -6,402
0
0
2015 2016E 2017E 2018E Free cashflow to
-1,620
12
-952
-694
481
2.54
2.22
2.55
2.88
2.49
2.59
2.69
2.88
1.24
1.26
1.29
1.33
8.55
7.29
7.65
7.73
0.01
-1.03
-0.73
0.50
29.00
28.98
30.67
31.94
889
921
948
958
893
925
952
962
2015 2016E 2017E 2018E
7.4
9.5
5.9
3.1
42.2
12.4
7.9
7.1
37.2
7.5
6.9
8.4
32.7
3.8
3.9
7.3
2015 2016E 2017E 2018E
6,502
100
100
100
4,099
4,099
4,099
4,099
1,566
1,566
1,566
1,566
69,916 85,372 89,009 91,465
8,737 10,493 10,493 10,493
4,564
4,564
4,575
4,592
95,384 106,193 109,841 112,315
2,883
2,883
2,883
2,883
2,033
3,582
3,806
3,253
24,286 31,422 31,963 33,310
38,860 40,081 40,589 40,758
68,062 77,968 79,241 80,204
25,986 26,889 29,264 30,775
1,308
1,308
1,308
1,308
27,294 28,197 30,572 32,083
19,817 34,904 35,669 36,463
72.6
123.8
116.7
113.7

For definitions of the items in this table, please click here.
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Pepco Transaction Analysis
Summary
Figure 1. Summary Impact of Pepco Transaction

Metric
Valuation

EPS

Credit

Dividend

Deal Completed

Deal Terminated



Target Price



$27



$28



2017



$2.69



$2.64



2018



$2.88



$2.80



2019



$2.88



$2.78



2018 FFO/Debt



20.7%



26.5%



2018 Parent
debt/Total Debt



13.5%



1.3%



2018 Dividend
Payout as % of utility
earnings



77%



94%

Source: Citi Research

Figure 2. Financing Implications if Deal is Completed or Terminated

Financing

Amount

Deal Completed

Parent notes

$3.3B



Mandatory Converts

Shares

$1.15B



$1.87B



Source: Citi Research

4

Stays outstanding

Converts to $33 shares in
2017

Increased share count by
57.5m shares

Deal Terminated


Assumed to be paid down in
2016



Practically, some ExGen debt
will be paid down given parent
debt is non-callable



Shares bought back in 2017 post
conversion



Remarketed debt of $1.15B
stays outstanding



Assumed that 57.5m shares are
bought back in Q2, Q3 2016
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Pepco: Value Impact: ($1) / share
Figure 3 lays out our valuation of Exelon pro forma for the acquisition. The two key
factors impacting valuation (vs. standalone) are:
 Pepco equity value: Exelon's valuation below represents a $19/share

standalone valuation of Pepco which is consistent with its unaffected share price.

 Parent debt: The offset to the increased equity value at Pepco is the increase in

net debt at Parent and the increase in share count to pay for the acquisition.

Figure 3. EXC Post Merger Valuation ($mm except per share data)
Utility

Pepco

Merchant

Parent

Target Price

$40

$10

$35

($7)

$30
$25
$20

$5

$27

$18

$15
$10
$5
$0
Components

Terminal Multiple
Discount Rate
Firm Value
Net Debt
Equity Value
Share Price

Utility

15.0x
6.5%
$29,569
(12,534)
$17,034
$18

Pepco

15.5x
6.5%
$11,020
(6,260)
$4,760
$5

Merchant
5.5x
8.5%
$17,497
(8,382)
$9,116
$10

Parent

Consolidated

($5,749)
($6)

$58,086
(27,175)
$25,162
$27

Source: Citi Research
Assumed 927 Shares Outstanding

Valuation Bridge – What is driving the reduction in value?
Below is a bridge from EXC's standalone valuation to its pro Forma valuation.
Figure 4. Valuation Bridge from Deal Terminated to Deal Completed EXC ($mm except per share data)

Current
$17,034
$9,116
($1,797)
$24,353
868
$28

Equity Value as of 9/30/2016
Utilities
PepCo
ExGen
Parent
Total Equity Value
Shares Outstanding
Value Per Share

PepCo Adj
$4,760
($3,952)
$809
58
($1)

Pro Forma
$17,034
$4,760
$9,116
($5,749)
$25,162
926
$27

Source: Citi Research

Note that the way to think about the value of the $58m shares is by applying the
standalone value of $28/share. Using that math, we value the stock issued at 1.6B
(see table below).
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Figure 5. Value Impact of Pepco – Approach 2 ($mm except per share data)

Valuation Creation / Destruction From Pepco
Additional Equity Value from PepCo (1)
Value of Shares issued (2)
Value Creation / (Destruction)
Value Per Share

$809
($1,613)
($805)
($1)

Source: Citi Research
1 Net equity value creation based on Pepco equity value less net debt.
2 57m shares times $28/share standalone valuation.

And finally, why is parent net debt going up this much?
EXC already has the financing in place to pay the shareholders of Pepco – see
sources and uses below. We think all the money raised is spoken for and the holdco
debt will stay outstanding post the deal close. For the converts, we assume that
they convert in 2Q of 2017 into 33m of additional EXC shares (conversion price of
$35/share, 1.4286 conversion factor) and the remarketed debt is retired using the
exercise proceeds.
Figure 6. PHI Funding – Sources ($mm)

Figure 7. PHI Funding – Uses ($mm)

Stock Issuance
Equity units
Debt issuance
Asset Sales (after tax)
Total Sources

$1,870
1,150
3,300
1,400
$7,720

Source: Citi Research

Purchase Price
Fees and expense to date (after tax)
Commitments to D.C. (after tax through 2017)
Charitable contributions (after tax over 10 years)
Additional fees and expense (after tax)
Excess Cash
Total investment
Source: Citi Research

6

$6,911
168
293
33
65
251
$7,720
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Pepco: EPS Accretive but at what cost?
Figure 8 below shows the EPS both with and without a Pepco deal. Our analysis
results in accretion of 5, 8 and 11 cents in 2017, 2018 and 2019 respectively.
Figure 8. Terminated vs Completed EPS and Accretion/Dilution ($ per share)
$5.00
$4.50
$4.00

Fiscal Year End
2016
Accretion/Dilution
($0.00)
% Accretion/Dilution (0.1%)

2017
$0.05
1.9%

2018
$0.08
2.8%

2019
$0.11
3.8%

$3.50
$3.00
$2.50

$2.59

$2.59

$2.64

$2.69

$2.80

$2.88

$2.78

$2.89

$2.00
$1.50
$1.00
$0.50
$0.00

2016

2017
Consolidated Standalone EPS

2018

2019

Consolidated Proforma EPS

Source: Citi Research estimates

Figure 9 below show the drivers for the accretion in 2017 generated primarily by the
increased earnings at Pepco net of the impact of increased interest expense and
share issuance.
Note that the $430 NPV worth of customer benefits, the $50m of charitable
contributions and other fees and expenses are excluded from EPS as one-time
impacts.

Figure 9. 2017 EPS Bridge from Terminated to Completed ($ per share)
2017 Segment EPS
Utilities
PepCo
ExGen
Parent
Tax Adjustment
Consolidated
Source: Citi Research

7

Current
$1.34
$0.00
$1.27
($0.03)
$0.05
$2.64

PepCo Adj
($0.08)
$0.36
($0.08)
($0.14)
($0.01)
$0.05

Pro Forma
$1.26
$0.36
$1.19
($0.17)
$0.04
$2.69
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Pepco: Credit clearly Weaker
The transaction weakens the FFO/Debt profile at the consolidated level. We see
FFO to debt reducing from 25% down to below 20%. Note that Exelon's current
target is 22%. We acknowledge that this decrease in metrics is partially offset with
the improved business profile with the increased proportion of utility FFO.
Figure 10 below shows the standalone and proforma FFO/Debt at a consolidated
level.
Figure 10. Consolidated FFO/Debt Deal Completed vs. Deal Terminated

30.0%

28.0%

25.0%
20.0%

19.7%

27.1%
20.8%

26.5%

26.2%

20.7%

20.3%

2018

2019

15.0%
10.0%
5.0%
0.0%

2016

2017

FFO/Debt Deal Completed

FFO/Debt Deal Terminated

Source: Citi Research

Figure 11 below highlights the improved business profile as reflected in the
increased utility contribution to FFO from 39% to 43%.
Figure 11. Relative Contribution to FFO (Deal Terminated) in 2016

ExGen
61%

Figure 12. Relative Contribution to FFO (Deal Completed) in 2016

Utilities
39%

ExGen
57%

Source: Citi Research

Utilities
43%

Source: Citi Research

Also note that the parent debt as a percentage of total debt is also increasing
following the Pepco transaction. Note that if parent debt goes over 20% of
consolidated debt then rating agencies start considering notching down parent
credit ratings from the consolidated ratings.
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Figure 13. Parent Debt to Total Consolidated Debt Deal Terminated vs. Deal Completed

25.0%
20.0%

18.5%
15.4%

15.0%

13.5%

11.5%

10.0%
5.0%
0.0%

4.3%

4.0%
1.3%

2016

2017

Parent Debt to Total Debt (Deal Completed)
Source: Citi Research

9

2018

0.0%
2019

Parent Debt to Total Debt (Deal Terminated)
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Pepco: Dividend payout improves
Exelon's dividend payout as a percentage of total utility earnings does reduce
thanks to the income stream from Pepco. However, the cash flow sources and uses
at the parent level do highlight the importance of ExGen and the risks to the story if
the ExGen cash flows weaken.
Figure 14. EXC HoldCo Sources and Uses in 2017 ($mm)

$2,000
$1,800
$1,600
$1,400
$1,200
$1,000
$800
$600
$400
$200
$0

$73

$288
Expense

$354

$1,221
Dividend

$995

ExGen Dividends Utilities Dividends PepCo Dividends
to Parent
to Parent
to Parent

Parent Needs

Source: Citi Research

We model any shortfall or excess cash as a short term borrowing or debt repayment
at the parent level. Tables below show the dividend payout both in a deal completed
and a terminated scenario.
Figure 15. Utilities Dividend Coverage Deal Terminated ($ per share)

Dividend Payout
EXC Utilites EPS
POM EPS
Total utility EPS
Dividend
Payout

2016
$1.28
$0.00
$1.28
$1.26
99%

2017
$1.34
$0.00
$1.34
$1.29
96%

2018
$1.42
$0.00
$1.42
$1.33
94%

2019
$1.49
$0.00
$1.49
$1.36
92%

Source: Citi Research

Figure 16. Utilities Dividend Coverage Deal Completed ($ per share)

Dividend Payout
EXC Utilites EPS
POM EPS
Total utility EPS
Dividend
Payout
Source: Citi Research
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2016
$1.23
$0.32
$1.55
$1.26
82%

2017
$1.26
$0.36
$1.62
$1.29
80%

2018
$1.33
$0.39
$1.72
$1.33
77%

2019
$1.40
$0.42
$1.81
$1.36
75%
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Pepco Overview and Valuation
POM is comprised of three electric T&D utilities: Potomac, Delmarva (DPL and
Atlantic City Electric. In addition to electric, Delmarva has a small gas distribution
business (we estimate 290m in rate base at 2014 year end).
Historically, POM struggled to earn up to its allowed state distribution ROEs across
all of its utilities, with ACE being the most visible under-earner. The company’s
relationships with regulators in DC and other jurisdictions have been historically
challenging, and up until recently POM lacked contemporaneous recovery
mechanisms that could help it eliminate persistent regulatory lag. As such, POM has
been relying on annual ratecase filings, cost containing measures and lower
investment levels (particularly at ACE) to offset negative impact of their regulatory
construct.
Among POM’s utilities, ACE has been particularly challenged due to well-advertised
weakness in the underlying economy at Atlantic City. ACE has seen negative load
growth and restrictive regulatory environment, which throttled its effective earned
ROEs into low single digit range. The situation was partially mitigated by 2014-2015
change in tax treatment by the NJ BPU, however ROEs remained depressed.

Citi Projections
We do not expect POM’s state earned ROEs to improve dramatically. EXC and
POM did not agree to any rate case stay-outs as a part of their settlements, and we
expect the strategy of annual rate case filings to continue. We note that POM’s
FERC rate base is earning formula rate returns, and we expect it to earn close to
authorized across all periods. We expect state ROEs to stay flat. Given load growth
profile (we assume 0.5% growth at DPL and Pepco and 0% at ACE) and
considering projected cost-containment measures (we assume 0% O&M growth
and 0.5% property tax creep), maintaining flat ROE will require annual rate
increases across all three utilities. Our assumptions and model outputs with respect
to POM are summarized in Figure 12.
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Figure 17. POM Model Assumptions and Outputs

DPL

Pepco

ACE

Auth. ROE
Auth. Equity Layer

9.70%
49.2%

9.40%
49.2%

8.75%
49.83%

Earned Distr. ROE Forecast
2016-2019

7.3%

8.8%

2.2%

11.49%
48%

11.65%
50%

11.47%
50%

Earned T&D ROE Forecast:
2016-2019

8.3%

9.3%

4.6%

Ratebase Forecast:
2016
2017
2018
2019

$2.5B
$2.6B
$2.8B
$3.0B

$4.3B
$4.7B
$5.0B
$5.4B

$2.0B
$2.1B
$2.2B
$2.3B

EPS Forecast (standalone):
2016
2017
2018
2019

$0.42
$0.48
$0.55
$0.58

$0.62
$0.71
$0.78
$0.86

$0.20
$0.22
$0.21
$0.21

FERC ROE
FERC Equity Layer

Source: Citi Research

Our assumptions translate into 7.5% ratebase CAGR through 2019 and 7.6%
theoretical EPS CAGR (calculated using POM flat 254m share count)
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Figure 18. POM Ratebase ($mm except per share data) and Earnings Growth
12,000.0

10,000.0

$1.80

Ratebase CAGR: 7.5%

$1.60

EPS CAGR: 7.6%

$1.40
$1.20
$1.00
6,000.0
$0.80
4,000.0

EPS

Rate Base

8,000.0

$0.60
$0.40

2,000.0
$0.20
0.0

2015

2016

2017
Ratebase

2018

2019

$0.00

EPS

Source: Citi Research

Standalone Valuation
We believe POM’s equity is worth $5/share with EXC (assuming 926m shares of
EXC after financing). On a standalone basis using POM’s sharecount, this value
would be $19/share. We use the same DCF approach as with other regulated
utilities with 15.5x terminal P/E multiple, which reflects a long-term growth rate of
3.5% which is in line with our view on growth of the average utility post 2019.
Figure 19. POM Standalone Valuation ($mm except per share data)

POM Utility Valuation

12/31/2016
$174
(61)
$113
20
157
(344)
($53)

EBIT
less taxes
EBIAT
add deferred income taxes
add depreciation
Less capex
Unlevered FCF
Terminal Value
Valuation Summary
Value of cash flows
Terminal Value
Total Firm Value
Less Net Debt
Equity Value
Shares outstanding
Share price

Source: Citi Research
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9/30/2016
($52)
11,071
$11,020
(6,259)
$4,760
926
$5

12/31/2017
$866
(303)
$563
82
674
(1,400)
($81)

12/31/2018
$935
(327)
$608
(1)
786
(1,350)
$43

12/31/2019
$992
(347)
$645
(34)
786
(1,350)
$47
$13,588
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Exelon Generation
Overview
Exelon is one of the hybrids where the generation business is a significant
proportion of the total company. ExGen generates over 200TWh of power annually
of which 170TWh comes from nuclear generation. ExGen is one of the most
respected nuclear operators in the country and generally operates its plants at very
high capacity factors.
However, with low baseload prices in Midwest and Mid-Atlantic, ExGen's business
has weakened considerably and we do not expect any change in this trajectory. The
CP product has provided a boost to ExGen’s cash flows with capacity revenues of
$1.5B in 2015 going up to $1.8B by 2018. Note that the recent weakness in ISO-NE
capacity prices could likely impact PJM as well. While the CP product has been
helpful, we see EBITDA remaining flat post 2019 in the $3.1B - $3.3B range

Figure 20. EBITDA and FCF Profile ($mm)

$4,000
$3,500

$3,109

$3,000
$2,500

$2,270

$3,141
$2,478

$3,356
$2,678

$3,358
$2,695

$2,000
$1,500
$1,000
$500
$0

2016

2017
FCF

2018
EBITDA

2019

Source: Citi Research

ExGen Valuation
We value ExGen using the following approach:
 DCF through 2019 with a 8.5% WACC and a 5.5x terminal EBITDA multiple
 Our 8.5% WACC is 50bps higher than a standalone IPP given the operational

and financial inefficiencies of operating as a hybrid utility

 Our 5.5x terminal EBITDA multiple is based on a 45% unlevered FCF (UFCF)

conversion and an assumed 20year asset life. Note that 1.0x of the 5.5x terminal
EBITDA multiple is supported by growth related to renewables and some benefit
of early plant retirements of Ginna, Clinton and Quad Cities.
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Figure 21. ExGen Valuation Summary ($mm except per share data)

ExGen Valuation

Q4 2016
$395
(138)
$257
16
573
(756)
$89

EBIT
less taxes
EBIAT
add deferred income taxes
add depreciation
Less capex
Unlevered FCF
Terminal Value
Valuation Summary
Value of cash flows
Terminal Value
Total Firm Value
Less Net Debt
Equity Value
Shares outstanding
Share price

2017
$1,929
(675)
$1,254
21
2,148
(2,575)
$849

2018
$2,069
(724)
$1,345
(70)
2,130
(1,950)
$1,455

2019
$1,921
(672)
$1,249
(181)
2,294
(1,850)
$1,511
$18,468

9/30/2016
$3,333
14,164
$17,497
(8,382)
$9,116
926
$10

What is the UFCF Conversion?
With high maintenance capex to support nuclear operations and cash taxes,
ExGen's unlevered free cash flow conversion (UFCF) is in the 45% range over the
forecast period, shown in the chart below.

Figure 22. EBITDA to UFCF Profile

EBITDA to UFCF conversion Factor

100%
90%
80%
70%
60%
50%

47%

40%

43%

43%

43%

2017

2018

2019

30%
20%
10%
0%

2016

Source: Citi Research

What about asset life?
We think the economic life of nuclear assets is challenged by the low power and
gas price environment, decreasing load growth and the increasing impact of
renewables. This fact, together with the aging fleet of EXC with more than half the
fleet greater than 40 years will, we think, limit the average life of this fleet to 20
years.
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Figure 23. ExGen - Nuclear Fleet Age

Figure 24. ExGen - Nuclear Fleet Profile

<30 Years
29%
40> Years
52%

Multi Unit
12
50%

30<39
Years
19%

Source: Citi Research

Single Unit
12
50%

Source: Citi Research

Figure 26 below helps connects the dots between the 45% conversion, the 20year
average life and the base terminal multiple we use of 45%.
The line in the figure below represents 45% conversion at varying levels of asset life
(x axis) and show the implied terminal EBITDA multiple (y axis).

Figure 25. Case for Terminal Multiple

Implied 2019 EBITDA Multiple (x)

5.5x
5.0x
4.5x

4.5x

4.7x

4.0x

4.0x
3.5x

5.2x

5.0x

EBITDA multiple assuming
45% conversion and 21 year
asset life

3.2x

3.0x
2.5x
2.0x
10

Asset
Nuclear
Gas/Other
Total
Conversion level
Implied multiple
Source: Citi Research
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What about ExGen's Leverage?
We think Exelon needs to actively focus on reducing its approximately $10B of
leverage at ExGen given the structural weaknesses of nuclear assets and the
overall weakness in power and capacity prices.
Note that the average cash cost of nuclear generation is in the $30 - $35/MWh
range and at given the current power price trends, many of the smaller single-unit
nuclear plants are economically challenged.
We think ExGen should focus on deleveraging not by expecting an EBITDA uplift
but by actually paying down some debt. EXC had noted on its last earnings call that
they plan to pay down $3.6B of debt by 2020. However, we do not see any free
cash flow available at the consolidated level to paydown ExGen debt without raising
additional equity.
Based on our EBITDA projections, shown in table below, we believe ExGen will
keep its debt-to-ebitda metrics around 2.9-3.1x range. At the same time, we believe
FFO-to-debt ratio will come down a bit by 2019 and will settle in 35% range.
Figure 26. Credit Profile
3.1x

3.3x

3.1x

Debt to EBITDA

3.0x

2.9x

30%

2.0x

25%
20%

1.5x

15%

1.0x

10%

0.5x

Inputs
FFO
Debt
EBITDA

Units
$mm
$mm
$mm

40%
35%

2.5x

0.0x

45%

FFO to Debt

3.5x

5%

2016
2016
$3,933
9,198
3,109

2017
2017
$3,375
9,393
3,141

2018
2018
$3,353
9,423
3,356

2019

0%

2019
$3,309
9,423
3,358

Source: Citi Research
Citi’s base case scenario does not include any debt pay down.

Byron, Clinton, Quad and Ginna Early Shutdown – Value
Implications
We evaluated the financial impact of the early retirement of Clinton, Quad Cities and
Ginna as EXC highlights these plants being at most risk related to an early
retirement.
 Byron is a single unit with net operating capacity of 2347MW. The plant is

already obligated to operate through May 2019. Exelon has decided to defer it
decision on operations of its Byron plant and will offer it in the 2019/20 auction in
May 2016.

 Clinton is a single unit plant located in Illinois with 1069MW net capacity. On

October 29th, 2015, the company declared deferral of its decision related to future
operations of the plant for one year. ExGen plans to bid the plant in MISO
capacity auction for 2016/2017 Planning year.
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 Quad Cities is a two unit plant located in Illinois with 1403MW net capacity. The

plant cleared 2017/2018 PJM auction. EXC is planning to operate this unit till
atleast May 2018. Exelon has decided to defer it decision on operations of its
Quad Cities plant and will offer it in the 2019/20 auction in May 2016.

 Ginna is a single unit plant located in New York with 288MW net capacity. The

plant is under PPA until March 31, 2017 and its currently under active
consideration.

What about the Decommissioning Liabilities?
In case of early retirement, Clinton and Ginna don’t meet the NRC minimum funding
requirement due to early commencement of decommissioning and Quad Cities
would also be at risk. This is because the funds don’t get enough time to accrete in
value to meet the liability. Given there are different approaches to decommissioning
including SAFSTOR the actual liability isn’t clear. However, EXC highlights that
parental guarantees of $315, $260m and $65m may be needed for Clinton, Ginna
and Quad Cities, respectively. ExGen also highlights that some portion of spent fuel
management would need to be funded by Generation (Clinton: $165m; Ginna:
$115). Given there is still meaningful uncertainty around the costs and type of
decommissioning, we don’t incorporate the potential additional liability in our
analysis.

Impact of early retirement
We do see $560m of uplift in value from

How much do you save by early decommissioning?
In the table below, we have quantified potential uplift in FCF and value, if these
plants were to close in 2017. Our analysis suggests these plants are losing $60m of
FCF every year and that shutting down these plants could unlock $560m in value.

early retirement related to elimination of the
negative FCF of these plants. However,
after you contrast this uplift with some of the

Figure 27. Nuclear Plant Shutdown Analysis

potential decommissioning liabilities, we
aren't certain the value uplift will be
meaningful.

Financials
Energy Margin
Capacity Revenue
Commodity Margin
Total O&M
EBITDA
Depreciation Expense
EBIT
Interest Expense
EBT
Tax Expense/Income
Net Income

Units
$mm
$mm
$mm
$mm
$mm
$mm
$mm
$mm
$mm
$mm
$mm

FY2019
483
108
591
594
(3)
86
(89)
0
(89)
(31)
(58)

EBITDA
Less
Capex
Cash Interest
Cash Taxes
FCF

$mm

(3)

$mm
$mm
$mm
$mm

96
0
(31)
(67)

Discount Rate
Assumed year of operation
Value uplift

%
yrs
$mm

8.50%
15.0
$558

Source: Citi Research
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Exelon Utilities
We have updated our EXC regulated utilities model to reflect reported 2015 figures
and impact of bonus depreciation. As a result of the bonus depreciation impact on
ratebase, we now see slightly lower EPS profile for the utilities in 2016-2019
timeframe. Our 2016 estimates are within EXC’s guidance range. Note that we now
model slightly higher capex in 2016-2017 timeframe. The summary of our
assumptions and Utilities EPS forecast change is shown below.
Figure 28. EXC Utility Valuation Summary ($mm except per share data)

EXC Utility Valuation

Q4 2016
$566
(198)
$368
367
(910)
($175)

EBIT
less taxes
EBIAT
add depreciation
Less capex
Unlevered FCF
Terminal Value

Valuation Summary
Value of cash flows
Terminal Value
Total Firm Value
Less Net Debt
Equity Value
Shares outstanding
Share price

2017
$2,555
(894)
$1,661
1,511
(4,000)
($828)

2018
$2,728
(955)
$1,773
1,574
(3,650)
($303)

2019
$2,872
(1,005)
$1,867
1,633
(3,450)
$50
$36,248

9/30/2016
$33
29,536
$29,569
(12,534)
$17,034
926
$18

Source: Citi Research

Figure 29. Previous Capex Assumptions ($mm)
Total Capex
Comed
Peco
BGE
Total Utes

2016
2,425.0
700.0
800.0
3,925.0

2017
2,200.0
725.0
850.0
3,775.0

Figure 30. Updated Capex Assumptions ($mm)
2018
1,900.0
725.0
925.0
3,550.0

2019
1,900.0
725.0
925.0
3,550.0

Source: Citi Research

2016
2,425.0
700.0
840.0
3,965.0

2017
2,450.0
750.0
1,000.0
4,200.0

2018
2,100.0
750.0
925.0
3,775.0

2019
1,900.0
750.0
925.0
3,575.0

2017
$0.53
$0.39
$0.34
$1.26
3.0%

2018
$0.56
$0.40
$0.37
$1.33
5.5%

2019
$0.58
$0.41
$0.40
$1.40
4.8%

Source: Citi Research

Figure 31. Previous Forecast ($mm)
Utility EPS
Comed
Peco
BGE
Total Utes
Growth Rate

Total Capex
Comed
Peco
BGE
Total Utes

2016
$0.56
$0.42
$0.27
$1.25
2.5%

Figure 32. Current Forecast ($mm)
2017
$0.65
$0.45
$0.30
$1.40
11.7%

2018
$0.70
$0.46
$0.33
$1.49
6.6%

2019
$0.75
$0.47
$0.36
$1.58
5.7%

Source: Citi Research

Utility EPS
Comed
Peco
BGE
Total Utes
Growth Rate

2016
$0.50
$0.41
$0.32
$1.23
1.5%

Source: Citi Research

To value the utility business we start by valuing cash flows through 2019, capturing
all tax attributes. We then value cash flows beyond 2019 using a 15.0x terminal P/E
multiple. To determine the 15.0x terminal P/E multiple, we start with an “average”
utility with the following characteristics
– Authorized equity layer of 50%
– Authorized ROE of 10% with minimal regulatory lag and no bonus depreciation
– Growth rate of 3.5% post 2019, going down to 2.5% by twentieth year
– WACC of 6%
– The DCF of this hypothetical utility implies a terminal LTM PE multiple of
15.5x.
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To arrive at the 15x multiple of EXC we evaluate the growth EXC's utilities vs. the
'average' utility with the 3.5% growth. The 15x multiple represents a 3.0% long-term
growth rate which reduces to 2% over time. We think this growth profile is
appropriate given the relatively weak load growth and capex profile.
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Exelon Corp
Company description
Exelon Corp (EXC) is an integrated electric and gas utility that operates three
utilities in Pennsylvania, Illinois, and Maryland and the largest deregulated nuclear
fleet in the United States. Exelon's regulated businesses consist of Commonwealth
Edison Company (ComEd) in IL, PECO Energy Company (PECO) in PA, and
Baltimore Gas & Electric in MD. Exelon Generation operates the largest nuclear
fleet in the United States, with plants located concentrated in the Midwest and the
Mid-Atlantic regions.

Investment strategy
We rate the shares of Exelon Corp Sell (3). Our rating is based on concerns around
the management team’s strategic vision and execution, downside related to the
Pepco transaction, concerns around the economics of Exelon’s nuclear fleet with
low unlevered free cash flow conversion (UFCF) of ~45% and a weak utility
business with below average growth of ~4% through 2019

Valuation
We value EXC using a sum-of-the-parts approach to get to our $27 target. We value
ExGen at $10/share and believe ExGen’s core nuclear assets will continue to
experience weak economics. Valuation is based on a 5.5x 2019 EBITDA multiple
that is supported by an UFCF conversion of 45%. The utilities business is valued at
$18/share based on a 15x terminal PE multiple. We also add $5/share value
provided by PepCo. We back out $6/share for the parent to get to our price target

Risks
Commodity price risk affecting merchant generation – If natural gas prices rise,
wholesale power prices will likely rise, raising commodity margins.
Exelon is inherently a long natural gas position since natural gas generation sets
the price of power in its key generation markets. If forward natural gas prices rise
significantly from current prices, Exelon’s earnings will likely exceed our forecasts.
Regulatory risk – All regulated utilities are subject to state and federal regulatory
agencies that can materially affect shareholder returns. Failure to obtain fair
recovery for capital expenditures or increases in operating costs can diminish
returns to shareholders and adversely affect the share price.
Credit rating – Exelon’s generation business is currently two notches above a high
yield credit rating, but declining cash flows at the merchant business presents some
risk of a possible credit rating downgrade barring deleveraging through an equity
issuance, asset sale, or other means. If ExGen’s credit rating is lowered to high
yield status, ExGen would likely have to increase their collateral and it could
pressure hedging activities going forward, which would reduce our earnings outlook.
If the impact on the company from any of these factors proves to be more
negative/positive than we anticipate, the stock will likely have difficulty achieving our
financial and price targets.
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discretionary and is done only after the research has been disseminated. The level and types of services provided by Citi Research analysts to clients may
vary depending on various factors such as the client’s individual preferences as to the frequency and manner of receiving communications from analysts, the
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obligations of any insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal
amount invested. The Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any
decision to purchase securities mentioned in the Product must take into account existing public information on such security or any registered prospectus.
Although information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its accuracy and it may
be incomplete and condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and completeness of the disclosures
made in the Important Disclosures section of the Product. The Firm's research department has received assistance from the subject company(ies) referred
to in this Product including, but not limited to, discussions with management of the subject company(ies). Firm policy prohibits research analysts from
sending draft research to subject companies. However, it should be presumed that the author of the Product has had discussions with the subject company
to ensure factual accuracy prior to publication. All opinions, projections and estimates constitute the judgment of the author as of the date of the Product and
these, plus any other information contained in the Product, are subject to change without notice. Prices and availability of financial instruments also are
subject to change without notice. Notwithstanding other departments within the Firm advising the companies discussed in this Product, information obtained
in such role is not used in the preparation of the Product. Although Citi Research does not set a predetermined frequency for publication, if the Product is a
fundamental equity or credit research report, it is the intention of Citi Research to provide research coverage of the covered issuers, including in response to
news affecting the issuer. For non-fundamental research reports, Citi Research may not provide regular updates to the views, recommendations and facts
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Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the
reporting requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign
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exact dividend computations. Investors who have received the Product from the Firm may be prohibited in certain states or other jurisdictions from
purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details. Citigroup Global Markets Inc.
takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product may be placed
only through Citigroup Global Markets Inc.
Important Disclosures for Bell Potter Customers: Bell Potter is making this Product available to its clients pursuant to an agreement with Citigroup Global
Markets Australia Pty Limited. Neither Citigroup Global Markets Australia Pty Limited nor any of its affiliates has made any determination as to the suitability
of the information provided herein and clients should consult with their Bell Potter financial advisor before making any investment decision.
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2000. Citigroup Global Markets Australia Pty Limited is not an Authorised Deposit-Taking Institution under the Banking Act 1959, nor is it regulated by the
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full responsibility for its content. Citigroup Global Markets Asia Ltd. is regulated by Hong Kong Securities and Futures Commission. If the Research is made
available through Citibank, N.A., Hong Kong Branch, for its clients in Citi Private Bank, it is made available by Citibank N.A., Citibank Tower, Citibank Plaza,
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Product is made available in Indonesia through PT Citigroup Securities Indonesia. 5/F, Citibank Tower, Bapindo Plaza, Jl. Jend. Sudirman Kav. 54-55,
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Platinum Building, 21 Ha'arba'ah St, Tel Aviv, Israel. The Product is made available in Italy by Citigroup Global Markets Limited, which is authorised by the
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Russian Federation through ZAO Citibank, which is licensed to carry out banking activities in the Russian Federation in accordance with the general
banking license issued by the Central Bank of the Russian Federation and brokerage activities in accordance with the license issued by the Federal Service
for Financial Markets. Neither the Product nor any information contained in the Product shall be considered as advertising the securities mentioned in this
report within the territory of the Russian Federation or outside the Russian Federation. The Product does not constitute an appraisal within the meaning of
the Federal Law of the Russian Federation of 29 July 1998 No. 135-FZ (as amended) On Appraisal Activities in the Russian Federation. 8-10 Gasheka
Street, 125047 Moscow. The Product is made available in Singapore through Citigroup Global Markets Singapore Pte. Ltd. (“CGMSPL”), a capital markets
services license holder, and regulated by Monetary Authority of Singapore. Please contact CGMSPL at 8 Marina View, 21st Floor Asia Square Tower 1,
Singapore 018960, in respect of any matters arising from, or in connection with, the analysis of this document. This report is intended for recipients who are
accredited, expert and institutional investors as defined under the Securities and Futures Act (Cap. 289). The Product is made available by The Citigroup
Private Bank in Singapore through Citibank, N.A., Singapore Branch, a licensed bank in Singapore that is regulated by Monetary Authority of Singapore.
Please contact your Private Banker in Citibank N.A., Singapore Branch if you have any queries on or any matters arising from or in connection with this
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research or analysis of the substance or in preparation of this report. Please contact your Citigold//Citigold Private Client Relationship Manager in CSL if you
have any queries on or any matters arising from or in connection with this report. This report is intended for recipients who are accredited investors as
defined under the Securities and Futures Act (Cap. 289). Citigroup Global Markets (Pty) Ltd. is incorporated in the Republic of South Africa (company
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The Product is not to be construed as providing investment services in any jurisdiction where the provision of such services would not be permitted.
Subject to the nature and contents of the Product, the investments described therein are subject to fluctuations in price and/or value and investors may get
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Citi Research product may source data from dataCentral. dataCentral is a Citi Research proprietary database, which includes the Firm’s estimates, data
from company reports and feeds from Thomson Reuters. The printed and printable version of the research report may not include all the information (e.g.,
certain financial summary information and comparable company data) that is linked to the online version available on the Firm's proprietary electronic
distribution platforms.
© 2016 Citigroup Global Markets Inc. Citi Research is a division of Citigroup Global Markets Inc. Citi and Citi with Arc Design are trademarks and service
marks of Citigroup Inc. and its affiliates and are used and registered throughout the world. All rights reserved. The research data in this report is not intended
to be used for the purpose of (a) determining the price or amounts due in respect of one or more financial products or instruments and/or (b) measuring or
comparing the performance of a financial product or a portfolio of financial instruments, and any such use is strictly prohibited without the prior written
consent of Citi Research. Any unauthorized use, duplication, redistribution or disclosure of this report (the “Product”), including, but not limited to,
redistribution of the Product by electronic mail, posting of the Product on a website or page, and/or providing to a third party a link to the Product, is
prohibited by law and will result in prosecution. The information contained in the Product is intended solely for the recipient and may not be further distributed
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Inc. (MSCI). Without prior written permission of MSCI, this information and any other MSCI intellectual property may not be reproduced, redisseminated or
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Pepco Reports In-Line 2015 Earnings; Exelon Believes D.C.
Will Approve Merger by March 4
Charles Fishman, CFA
Equity Analyst
charles.fishman@morningstar.com
312-696-6523

Analyst Note

22 Feb 2016

We are reiterating our $26 fair value estimate for Pepco
Holdings and $35 fair value estimate for Exelon after Pepco
reported in-line 2015 earnings. Our narrow moat and stable
moat trend ratings are also unchanged for both companies.

The primary analyst covering this company
does not own its stock.
Research as of 22 Feb 2016
Estimates as of 06 Oct 2015
Pricing data through 19 Feb 2016
Rating updated as of 19 Feb 2016
Currency amounts expressed with "$" are in
U.S. dollars (USD) unless otherwise denoted.

Vital Statistics
Market Cap (USD Mil)

28,738

52-Week High (USD)

34.98

52-Week Low (USD)

25.09

52-Week Total Return %

-2.8

YTD Total Return %

13.6

Last Fiscal Year End

31 Dec 2014

5-Yr Forward Revenue CAGR %

3.5

5-Yr Forward EPS CAGR %

9.9

Price/Fair Value

0.89

Valuation Summary and Forecasts

We continue to believe Exelon's proposed acquisition of
Pepco has a 75% chance of gaining the approval of the
District of Columbia Public Service Commission and being
completed following an agreement with D.C. Mayor Muriel
Bowser that sweetened the benefits for customers and
provided other benefits to the district.

Fiscal Year:

Price/Earnings
EV/EBITDA
EV/EBIT
Free Cash Flow Yield %
Dividend Yield %

2013

2014

2015(E)

2016(E)

11.0
8.9
14.1
3.0
3.9

15.5
8.3
14.5
-6.3
4.2

12.7
7.8
12.7
2.8
3.7

13.1
7.7
12.7
-1.3
3.7

Financial Summary and Forecasts (USD Mil)
Contents

Analyst Note

1

Morningstar Analyst Forecasts

2

Pepco Holdings or Exelon may terminate the merger
agreement if the D.C. commission fails to issue a final order
approving the merger without condition or modification of
the terms of the settlement agreement by March 4. Exelon
has made clear that if the D.C. commission does not approve
the deal by March 4, it will terminate the agreement.
However, Exelon's CEO recently said he believes D.C. will
approve the transaction at its next meeting before the
termination date.

Fiscal Year:

Revenue
Revenue YoY %
EBIT
EBIT YoY %
Net Income, Adjusted

2013

2014

2015(E)

2016(E)

24,888

27,429

22,762

25,184

6.0

10.2

-17.0

10.6

3,656

3,096

3,821

3,826

53.6

-15.3

23.4

0.1

2,150

2,065

2,125

2,065

Net Income YoY %

-7.9

-4.0

2.9

-2.9

Diluted EPS

2.50

2.39

2.46

2.39

Diluted EPS YoY %

-12.3

-4.4

2.9

-3.0

Free Cash Flow

1,500

305

1,364

136

Free Cash Flow YoY %

-22.5

-79.7

347.7

-90.0

Historical/forecast data sources are Morningstar Estimates and may reflect adjustments.

Pepco reported 2015 adjusted operating earnings of $1.28,
in line with our estimate and up from $1.27 per share in
2014. Earnings were favorably affected by rate increases
due to infrastructure investment, partially offset by higher
operation and maintenance expenses.
Our stand-alone fair value estimate for Pepco remains $21
per share, a 23% discount to Exelon's $27.25 cash offer.
Despite this premium, the deal as proposed on a probabilityadjusted basis is too small to have a material impact on our
Exelon fair value estimate.

Profile
Exelon's regulated distribution utilities deliver power and gas to 7.8 million
customers at Commonwealth Edison (Illinois), PECO (Pennsylvania), and
Baltimore Gas & Electric (Maryland). Exelon also owns 11 nuclear plants
and 35 gigawatts of generation capacity throughout North America,
producing 22% of U.S. nuclear power and 4% of all U.S. electricity. Exelon
also is the largest power retailer in the U.S., serving about 150 terawatt
hours of load. In March 2012, Exelon bought Constellation Energy for $7
billion.

© Morningstar 2016. All Rights Reserved. Unless otherwise provided in a separate agreement, you may use this report only in the country in which its original distributor is based. The information, data, analyses and opinions presented herein do not constitute
investment advice; are provided solely for informational purposes and therefore are not an offer to buy or sell a security; and are not warranted to be correct, complete or accurate. The opinions expressed are as of the date written and are subject to change without
notice. Except as otherwise required by law, Morningstar shall not be responsible for any trading decisions, damages or other losses resulting from, or related to, the information, data, analyses or opinions or their use. The information contained herein is the
proprietary property of Morningstar and may not be reproduced, in whole or in part, or used in any manner, without the prior written consent of Morningstar. To order reprints, call +1 312-696-6100. To license the research, call +1 312-696-6869. Please see important
disclosures at the end of this report.
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Financial Summary and Forecasts
Fiscal Year Ends in December

Forecast

Growth (% YoY)

Revenue
EBIT
EBITDA
Net Income
Diluted EPS
Earnings Before Interest, after Tax
Free Cash Flow

Profitability

Operating Margin %
EBITDA Margin %
Net Margin %
Free Cash Flow Margin %
ROIC %
Adjusted ROIC %
Return on Assets %
Return on Equity %

Leverage

Debt/Capital
Total Debt/EBITDA
EBITDA/Interest Expense

3-Year
Hist. CAGR

2012

2013

2014

2015

2016

5-Year
Proj. CAGR

13.2
-11.6
-2.4
-9.3
-16.9
-7.3
-19.5

24.1
-46.9
-26.7
-15.6
-31.5
-43.1
231.6

6.0
53.6
36.3
-7.9
-12.3
-13.1
-22.5

10.2
-15.3
-6.9
-4.0
-4.4
61.0
-79.7

-17.0
23.4
15.0
2.9
2.9
-30.3
347.7

10.6
0.1
1.7
-2.9
-3.0
-7.4
-90.0

3.5
13.9
10.1
10.0
9.9
-1.0
59.1

3-Year
Hist. Avg

2012

2013

2014

2015

2016

5-Year
Proj. Avg

12.0
20.4
8.7
5.1
2.2
2.3
2.0
7.1

10.1
18.1
9.9
8.2
1.6
1.7
1.7
6.4

14.7
23.3
8.6
6.0
2.5
2.7
2.2
7.7

11.3
19.7
7.5
1.1
2.5
2.7
2.0
7.1

16.8
27.3
9.3
6.0
5.2
5.4
2.4
9.0

15.2
25.1
8.2
0.5
5.2
5.4
2.3
8.3

16.4
25.9
9.0
5.5
5.7
6.0
2.7
9.4

3-Year
Hist. Avg

2012

2013

2014

2015

2016

5-Year
Proj. Avg

0.48
4.06
4.65

0.47
4.60
4.59

0.47
3.46
4.28

0.49
4.12
5.08

0.49
3.71
6.23

0.48
3.73
6.06

0.47
3.42
6.27

Valuation Summary and Forecasts
Price/Fair Value
Price/Earnings
EV/EBITDA
EV/EBIT
Free Cash Flow Yield %
Dividend Yield %

Discounted Cash Flow Valuation

2013

2014

2015(E)

2016(E)

0.65
11.0
8.9
14.1
3.0
3.9

0.90
15.5
8.3
14.5
-6.3
4.2

—
12.7
7.8
12.7
2.8
3.7

—
13.1
7.7
12.7
-1.3
3.7

Key Valuation Drivers
Cost of Equity %
Pre-Tax Cost of Debt %
Weighted Average Cost of Capital %
Long-Run Tax Rate %
Stage II EBI Growth Rate %
Stage II Investment Rate %
Perpetuity Year

9.0
5.8
7.1
37.0
3.0
33.3
15

Additional estimates and scenarios available for download at http://select.morningstar.com.

USD Mil

Firm Value
(%)

Per Share
Value

Present Value Stage I
Present Value Stage II
Present Value Stage III

6,148
15,608
28,162

12.3
31.3
56.4

7.11
18.05
32.56

Total Firm Value

49,918

100.0

57.72

1,878
-22,272
—
-789

—
—
—
—

2.17
-25.75
—
-0.91

28,736

—

33.22

Cash and Equivalents
Debt
Preferred Stock
Other Adjustments
Equity Value

Projected Diluted Shares
Fair Value per Share (USD)

865
—

The data in the table above represent base-case forecasts in the company’s reporting
currency as of the beginning of the current year. Our fair value estimate may differ from the
equity value per share shown above due to our time value of money adjustment and in cases
where probability-weighted scenario analysis is performed.
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Fair Value

Consider Buy

Consider Sell

Uncertainty
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Moat Trend™

Stewardship

Industry Group

31.24 USD

35.00 USD

24.50 USD

47.25 USD
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Narrow
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Utilities - Regulated

Morningstar Analyst Forecasts
Income Statement (USD Mil)
Fiscal Year Ends in December

Forecast
2012

2013

2014

2015

2016

Revenue

23,489

24,888

27,429

22,762

25,184

Cost of Goods Sold
Gross Profit

10,157
13,332

10,724
14,164

13,003
14,426

7,756
15,006

10,000
15,184

Selling, General & Administrative Expenses
Other Operating Expense (Income)
Other Operating Expense (Income)
Depreciation & Amortization (if reported separately)
Operating Income (ex charges)

7,961
1,019
91
1,881
2,380

7,270
1,095
-10
2,153
3,656

8,568
1,154
-706
2,314
3,096

7,594
1,191
—
2,400
3,821

7,635
1,223
—
2,500
3,826

Restructuring & Other Cash Charges
Impairment Charges (if reported separately)
Other Non-Cash (Income)/Charges
Operating Income (incl charges)

—
—
—
2,380

—
—
—
3,656

—
—
—
3,096

—
—
—
3,821

—
—
—
3,826

Interest Expense
Interest Income
Pre-Tax Income

928
346
1,798

1,356
473
2,773

1,065
455
2,486

999
350
3,172

1,044
300
3,082

627

1,044

666

1,047

1,017

—
—
—
-11
1,160

—
—
—
-10
1,719

—
—
—
-197
1,623

—
—
—
—
2,125

—
—
—
—
2,065

819
1.42

860
2.00

864
1.88

864
2.46

866
2.39

2,334
2.85

2,150
2.50

2,065
2.39

2,125
2.46

2,065
2.39

2.10

1.46

1.24

1.24

1.24

6,459
4,261

7,435
5,809

6,964
5,410

6,221
6,221

6,326
6,326

Income Tax Expense
Other After-Tax Cash Gains (Losses)
Other After-Tax Non-Cash Gains (Losses)
(Minority Interest)
(Preferred Dividends)
Net Income
Weighted Average Diluted Shares Outstanding
Diluted Earnings Per Share
Adjusted Net Income
Diluted Earnings Per Share (Adjusted)
Dividends Per Common Share
EBITDA
Adjusted EBITDA
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Morningstar Analyst Forecasts
Balance Sheet (USD Mil)
Fiscal Year Ends in December

Forecast
2012

2013

2014

2015

2016

Cash and Equivalents
Investments
Accounts Receivable
Inventory
Deferred Tax Assets (Current)
Other Short Term Assets
Current Assets

1,486
—
4,226
1,014
131
3,276
10,133

1,609
—
4,156
1,105
573
2,694
10,137

1,878
—
4,709
1,603
244
3,663
12,097

3,024
—
3,991
701
—
2,900
10,616

2,138
—
4,140
877
—
2,900
10,055

Net Property Plant, and Equipment
Goodwill
Other Intangibles
Deferred Tax Assets (Long-Term)
Other Long-Term Operating Assets
Long-Term Non-Operating Assets
Total Assets

45,186
2,625
—
58
8,346
12,206
78,554

47,330
2,625
—
—
7,835
11,997
79,924

52,087
2,672
—
—
6,076
13,882
86,814

55,087
2,672
—
—
6,000
13,882
88,257

57,712
2,672
—
—
6,000
13,882
90,321

2,648
1,257
58
3,821
7,784

2,600
1,850
40
3,238
7,728

3,056
2,262
—
3,444
8,762

1,870
2,262
—
3,500
7,632

2,192
2,262
—
3,500
7,954

Long-Term Debt
Deferred Tax Liabilities (Long-Term)
Other Long-Term Operating Liabilities
Long-Term Non-Operating Liabilities
Total Liabilities

18,346
11,551
3,981
15,075
56,737

18,271
12,905
4,388
13,692
56,984

20,010
13,019
4,550
16,340
62,681

20,810
13,200
4,600
16,340
62,582

21,310
13,400
4,600
16,340
63,604

Preferred Stock
Common Stock
Additional Paid-in Capital
Retained Earnings (Deficit)
(Treasury Stock)
Other Equity
Shareholder's Equity

87
16,632
—
9,893
-2,327
-2,574
21,711

—
16,741
—
10,358
-2,327
-1,847
22,925

—
16,709
—
10,910
-2,327
-2,491
22,801

—
16,709
30
11,963
-2,327
-2,000
24,375

—
16,709
80
12,955
-2,327
-2,000
25,417

Minority Interest
Total Equity

106
21,817

15
22,940

1,332
24,133

1,300
25,675

1,300
26,717

Accounts Payable
Short-Term Debt
Deferred Tax Liabilities (Current)
Other Short-Term Liabilities
Current Liabilities
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Morningstar Analyst Forecasts
Cash Flow (USD Mil)
Forecast

Fiscal Year Ends in December
2012

2013

2014

2015

2016

Net Income

1,171

1,729

1,820

2,125

2,065

Depreciation
Amortization
Stock-Based Compensation
Impairment of Goodwill
Impairment of Other Intangibles
Deferred Taxes
Other Non-Cash Adjustments

4,079
—
—
—
—
615
894

3,779
—
—
—
—
119
261

3,868
—
—
—
—
502
1,514

2,400
—
—
—
—
425
—

2,500
—
—
—
—
200
—

(Increase) Decrease in Accounts Receivable
(Increase) Decrease in Inventory
Change in Other Short-Term Assets
Increase (Decrease) in Accounts Payable
Change in Other Short-Term Liabilities
Cash From Operations

243
26
-265
-632
—
6,131

-97
-100
742
-90
—
6,343

-318
-380
-2,758
209
—
4,457

718
902
763
-1,186
56
6,203

-149
-175
—
322
—
4,762

(Capital Expenditures)
Net (Acquisitions), Asset Sales, and Disposals
Net Sales (Purchases) of Investments
Other Investing Cash Flows
Cash From Investing

-5,789
-21
—
1,234
-4,576

-5,395
—
—
1
-5,394

-6,077
-386
—
1,864
-4,599

-5,400
—
—
126
-5,274

-5,125
—
—
—
-5,125

Common Stock Issuance (or Repurchase)
Common Stock (Dividends)
Short-Term Debt Issuance (or Retirement)
Long-Term Debt Issuance (or Retirement)
Other Financing Cash Flows
Cash From Financing

72
-1,716
-197
882
-126
-1,085

47
-1,249
332
466
-422
-826

35
-1,065
122
1,918
-599
411

30
-1,072
—
800
-32
-274

50
-1,073
—
500
—
-523

—
470

—
123

—
269

491
1,146

—
-886

Exchange Rates, Discontinued Ops, etc. (net)
Net Change in Cash
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Unless stated otherwise, this Research Report was
prepared by the person(s) noted in their capacity as Equity
Analysts employed by Morningstar, Inc., or one of its
affiliates. This Report has not been made available to the
issuer of the relevant financial products prior to publication.

Conflicts of Interest:

The Morningstar Rating for stocks identifies stocks trading
at a discount or premium to their intrinsic value. Five-star
stocks sell for the biggest risk-adjusted discount whereas
one-star stocks trade at premiums to their intrinsic value.
Based on a fundamentally focused methodology and a
robust, standardized set of procedures and core valuation
tools used by Morningstar's Equity Analysts, four key
components drive the Morningstar Rating: 1. Assessment
of the firm's economic moat, 2. Estimate of the stock's fair
value, 3. Uncertainty around that fair value estimate, and 4.
Current market price. Further information on Morningstar's
methodology is available from http://global.morningstar.
com/equitydisclosures.

-Equity Analysts are required to comply with the CFA
Institute's Code of Ethics and Standards of Professional
Conduct.

This Report is current as of the date on the Report until it is
replaced, updated or withdrawn. This Report may be
withdrawn or changed at any time as other information
becomes available to us. This Report will be updated if
events affecting the Report materially change.

-No material interests are held by Morningstar or the Equity
Analyst in the financial products that are the subject of the
Reports.

-Equity Analysts’ compensation is derived from
Morningstar's overall earnings and consists of salary, bonus
and in some cases restricted stock.
-Equity Analysts do not have authority over Morningstar's
investment management group's business arrangements
nor allow employees from the investment management
group to participate or influence the analysis or opinion
prepared by them. Morningstar will not receive any direct
benefit from the publication of this Report.
- Morningstar does not receive commissions for providing
research and does not charge companies to be rated.
-Equity Analysts use publicly available information.
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-Morningstar may provide the product issuer or its related
entities with services or products for a fee and on an arms’
length basis including software products and licenses,
research and consulting services, data services, licenses to
republish our ratings and research in their promotional
material, event sponsorship and website advertising.
-Further information on Morningstar's conflict of interest
policies is available from http://global.morningstar.com/
equitydisclosures.
If you wish to obtain further information regarding previous
Reports and recommendations and our services, please
contact your local Morningstar office.
Unless otherwise provided in a separate agreement, you
may use this Report only in the country in which the
Morningstar distributor is based. Unless stated otherwise,
the original distributor of this document is Morningstar Inc.
Redistribution, in any capacity, is prohibited without
permission. The information, data, analyses and opinions
presented herein do not constitute investment advice; are
provided solely for informational purposes and therefore are
not an offer to buy or sell a security; and are not warranted
to be correct, complete or accurate, nor may they be
construed as a representation regarding the legality of
investing in the security/ies concerned, under the applicable
investment or similar laws or regulations of any person or
entity accessing this report. The opinions expressed are as
of the date written and are subject to change without notice.
Except as otherwise required by law, Morningstar, its
affiliates, and their officers, directors and employees shall
not be responsible or liable for any trading decisions,
damages or other losses resulting from, or related to, the
information, data, analyses or opinions or their use. You
should seek the advice of your financial, legal, tax, business
and/or other consultant, and read all relevant issue
documents pertaining to the security/ies concerned,
including without limitation, the detailed risks involved in

the investment, before making an investment decision.
Please note that investments in securities are subject to
market and other risks and there is no assurance or
guarantee that the intended investment objectives will be
achieved. Past performance of a security may or may not be
sustained in future and is no indication of future
performance. As the price / value / interest rate of a security
fluctuates, the value of your investments in the said security,
and in the income, if any, derived therefrom may go up or
down.
For Recipients in Australia: This report has been authorized
by the Head of Equity and Credit Research, Asia Pacific,
Morningstar Australasia Pty Limited and is circulated
pursuant to RG 79.26(f) as a full restatement of an original
report (by the named Morningstar analyst) which has
already been broadly distributed. To the extent the report
contains general advice it has been prepared without
reference to your objectives, financial situation or needs.
You should consider the advice in light of these matters and,
if applicable, the relevant Product Disclosure Statement
before making any decision to invest. Refer to our Financial
Services Guide (FSG) for more information at www.
morningstar.com.au/fsg.pdf.
For Recipients in Hong Kong: The research is distributed by
Morningstar Investment Management Asia Limited, which
is regulated by the Hong Kong Securities and Futures
Commission to provide services to professional investors
only. Neither Morningstar Investment Management Asia
Limited, nor its representatives, are acting or will be deemed
to be acting as an investment advisor to any recipients of
this information unless expressly agreed to by Morningstar
Investment Management Asia Limited. For enquiries
regarding this research, please contact a Morningstar
Investment Management Asia Limited Licensed Representative
at http://global.morningstar.com/equitydisclosures.
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For Recipients in India: This research on securities [as
defined in clause (h) of Section 2 of the Securities Contracts
(Regulation) Act, 1956], such research being referred to for
the purpose of this document as “Investment Research”, is
issued by Morningstar Investment Adviser India Private
Limited.
Morningstar Investment Adviser India Private Limited is
registered with the Securities and Exchange Board of India
under the SEBI (Investment Advisers) Regulations, 2013,
vide Registration number INA000001357, dated March 27,
2014, and in compliance of the aforesaid regulations and
the SEBI (Research Analysts) Regulations, 2014, it carries
on the business activities of investment advice and
research. Morningstar Investment Adviser India Private
Limited has not been the subject of any disciplinary action
by SEBI or any other legal/regulatory body. Morningstar
Investment Adviser India Private Limited is a wholly owned
subsidiary of Morningstar Associates LLC, which is a part
of the Morningstar Investment Management group of
Morningstar, Inc., and Morningstar, Inc. is a leading provider
of independent investment research that offers an extensive
line of products and services for individual investors,
financial advisors, asset managers, and retirement plan
providers and sponsors. In India, Morningstar Investment
Adviser India Private Limited has only one associate, viz.,
Morningstar India Private Limited, and this company
predominantly carries on the business activities of providing
data input, data transmission and other data related
services, financial data analysis, software development etc.

Research.
The Research Analyst or his/her associates or his/her
relatives has/have not received any (i) compensation from
the subject company in the past twelve months; (ii)
compensation for products or services from the subject
company in the past twelve months; and (iii) compensation
or other material benefits from the subject company or third
party in connection with this Investment Research. Also, the
Research Analyst has not served as an officer, director or
employee of the subject company.
The terms and conditions on which Morningstar Investment
Adviser India Private Limited offers Investment Research to
clients, varies from client to client, and are spelt out in detail
in the respective client agreement.

The author/creator of this Investment Research (“Research
Analyst”) or his/her associates or his/her relatives does/do
not have (i) any financial interest in the subject company;
(ii) any actual/beneficial ownership of one per cent or more
securities of the subject company, at the end of the month
immediately preceding the date of publication of this
Investment Research; and (iii) any other material conflict of
interest at the time of publication of this Investment
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Exelon Corp EXC (XNYS)
Morningstar Rating

Last Price

Fair Value Estimate

Price/Fair Value

Dividend Yield %

Market Cap (Bil)

Industry

Stewardship

QQQ

31.98 USD

35.00 USD

0.91

3.88

29.42

Utilities - Diversified

Standard

25 Feb 2016

25 Feb 2016

25 Feb 2016

25 Feb 2016

Morningstar Pillars

Analyst

Quantitative

Economic Moat
Valuation
Uncertainty
Financial Health

Narrow
QQQ
Medium
—

Narrow
Undervalued
Low
Moderate

Source: Morningstar Equity Research

Quantitative Valuation
EXC
USA

f

Undervalued

Fairly Valued

Price/Quant Fair Value
Price/Earnings
Forward P/E
Price/Cash Flow
Price/Free Cash Flow
Dividend Yield %

Overvalued

Current

5-Yr Avg

0.89
12.5
12.1
3.7
—
3.88

0.85
15.6
—
5.1
74.7
4.65

Sector Country

0.85
14.9
15.1
6.0
10.8
4.02

0.77
18.1
12.3
10.0
15.9
2.61

Source: Morningstar

Bulls Say
ONuclear power plants run year-round, produce
electricity at low costs and generate large profits
even with currently depressed power prices.
OHigher natural gas and coal prices, rising
electricity demand and environmental regulations
help Exelon more than any other utility because of
its large nuclear fleet.
OIf gas and power prices remain low for many
years, Exelon's move to invest in retail and
regulated businesses will preserve value.

Bears Say
OExelon's performance in part is driven by
volatile power prices that fluctuate based on
natural gas prices, coal prices, and regional
electricity demand.
OThe Constellation and Pepco acquisitions dilute
Exelon's economic moat by adding more no-moat
retail business and narrow moat distribution
earnings.
OMany of Exelon's growth projects come with
regulated or contracted returns, reducing
shareholders' leverage to a rebound in power
markets.

Pepco Reports In-Line 2015 Earnings; Exelon Believes D.C. Will Approve
Merger by March 4
Travis Miller, Sector Director, 06 October 2015

Investment Thesis

Charles Fishman, CFA, Eq. Analyst, 22 February 2016

As the largest nuclear power plant owner in the U.S.,
Exelon has long been a profit machine and an
industry-leading source of shareholder value creation. But
power prices have crashed hard since their 2008 highs
and appear stuck at current levels for at least the next
two years. The drop in Eastern U.S. gas and coal prices
have made those generation sources more competitive.

Analyst Note

That has resulted in a sharp drop in Exelon's returns, a
41% cut in the dividend in 2013, and a shift in strategy to
increase contributions from its countercyclical retail
supply and regulated distribution businesses. It acquired
Constellation Energy in 2012 for $8 billion and made a $12
billion bid for Pepco in April 2014, both including debt.
Management's political negotiations appear to have
revived the deal in Washington, D.C., where regulators
had rejected it in August 2015. We now expect it has a
75% chance of closing. Exelon has received all other
regulatory approvals.
Even with increased earnings diversification, Exelon can't
escape its overwhelming leverage to Eastern and
Midwestern U.S. power prices, which drive almost half
of earnings. The low operating costs and clean emission
profile of its nuclear fleet make Exelon the utilities sector's
biggest winner if our outlook for higher power prices and
tighter fossil fuel environmental regulations materialize.
Exelon's world-class operating efficiency ensures it can
realize that upside. However, persistently low margins are
making it difficult to justify continued investment in some
of its nuclear plants. Even though we think there is
long-term value in these plants, Exelon might choose to
close some plants to preserve cash flow. This would
reduce Exelon's upside.
We estimate Exelon's regulated distribution utilities will
contribute about half of consolidated earnings by 2016,
up from just 20% in 2008. Illinois state legislation in 2011
significantly improved the incentives for growth
investment by introducing formula rates, annual true-ups
and adjusted allowed returns. Excluding Pepco, we think
the regulated utilities can grow earnings 10% annually
the next three years.

We are reiterating our $26 fair value estimate for Pepco
Holdings and $35 fair value estimate for Exelon after Pepco
reported in-line 2015 earnings. Our narrow moat and
stable moat trend ratings are also unchanged for both
companies.
We continue to believe Exelon's proposed acquisition of
Pepco has a 75% chance of gaining the approval of the
District of Columbia Public Service Commission and being
completed following an agreement with D.C. Mayor
Muriel Bowser that sweetened the benefits for customers
and provided other benefits to the district.
Pepco Holdings or Exelon may terminate the merger
agreement if the D.C. commission fails to issue a final
order approving the merger without condition or
modification of the terms of the settlement agreement by
March 4. Exelon has made clear that if the D.C. commission
does not approve the deal by March 4, it will terminate
the agreement. However, Exelon's CEO recently said he
believes D.C. will approve the transaction at its next
meeting before the termination date.
Pepco reported 2015 adjusted operating earnings of $1.28,
in line with our estimate and up from $1.27 per share in
2014. Earnings were favorably affected by rate increases
due to infrastructure investment, partially offset by higher
operation and maintenance expenses.
Our stand-alone fair value estimate for Pepco remains $21
per share, a 23% discount to Exelon's $27.25 cash offer.
Despite this premium, the deal as proposed on a
probability-adjusted basis is too small to have a material
impact on our Exelon fair value estimate.

Economic Moat
Travis Miller, Sector Director, 06 October 2015

Considering Exelon's full suite of businesses, we think it
earns a narrow economic moat.
Nuclear generation in general still has wide-moat
characteristics, with returns on capital above costs of
capital for the foreseeable future. However, that spread
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between long-term returns on capital and Exelon's cost
of capital have shrunk based on our midcycle outlook for
power prices in the eastern U.S. Exelon's increasing
diversification into narrow- and no-moat businesses
together with the shrinking returns at its nuclear
generation business supports our narrow moat rating.
Nuclear generation's wide-moat economics are based on
two primary competitive advantages. First, nuclear plants
take more than seven years to site and build, cost several
billion dollars, and typically face community opposition.
These are significant barriers to entry, giving operators an
effective low-cost monopoly in a given region. Exelon's
large fleet gives it scale advantages that allow it to add
capacity at its plants at a fraction of the cost and risk of
a greenfield project. It is unlikely a competitor would be
able to earn sufficient returns on capital by building a
nuclear plant in close proximity to any of Exelon's plants.
Second, no other reliable power generation source can
match the cost or scale of a nuclear plant. Nuclear plants'
low variable costs and low greenhouse gas emissions
relative to competing fossil fuel power generation sources
like coal and natural gas reduce substitution threats.
Renewable energy, with effectively no marginal costs, has
depressed wholesale power prices and hurt Exelon's
returns on capital in some of its regions. We believe this
is a market distortion that fails to recognize the value of
Exelon's nuclear fleet reliability relative to intermittent
renewable energy.
As long as electricity remains a critical energy source in
the U.S. and nuclear investment requirements remain near
current levels, we expect nuclear plants will maintain a
low-cost advantage and generate high returns on capital.
To monetize this competitive advantage, Exelon must
continue to have access to wholesale power markets. Any
reregulation of its generation fleet would shrink its moat.
In addition, nuclear generation must maintain regulatory
and political support in the U.S. and states where Exelon
operates. If that support erodes, it could affect the
economics of routine maintenance investments and lead
to plant shutdowns as we've seen elsewhere in the U.S.

and overseas.
We believe Exelon's regulated distribution utilities have
narrow economic moats. Regulatory caps on profits
offsets the service territory monopolies and network
efficient scale advantages. Utility regulation in the U.S.
aims to fix customer rates at levels that ensure capital
providers earn fair returns on their investments while
keeping customer costs as low as possible. We believe
this regulatory compact ensures Exelon's utilities will earn
at least their costs of capital in the long run.
We believe Exelon's retail supply business has no
economic moat. Retail power and gas markets are highly
competitive with virtually no barriers to entry, switching
costs or product differentiation. Although customer
relationships can be sticky, retailers mostly end up
competing on price.

Valuation
Travis Miller, Sector Director, 06 October 2015

We are reaffirming our $35 per share fair value estimate
after raising our probability of the Pepco acquisition
closing to 75% from 25% as a result of an agreement the
companies reportedly reached with the Washington, D.C.,
mayor's office on Oct. 6. Although we think the deal is
value-dilutive, it is too small to have a material impact on
our fair value estimate. Exelon's $27.25-per-share cash
offer represents a 30% premium to our $21 per share
standalone fair value estimate for Pepco.
We continue to believe it is more likely than not that Exelon
will retire the three nuclear plants that did not clear the
2018-19 PJM base capacity auction--Quad Cities (Ill.),
Oyster Creek (N.J.), and Three Mile Island (Pa.)--as well
as the Clinton (Ill.) plant. We now assume a 50%
probability that the Byron (Ill.) plant will retire given it
cleared the 2018-19 capacity auction. These closures
represent about 25% of Exelon's current nuclear capacity.
Lower operating costs and capital expenditures partially
offset the lost gross margin from these plants, making
them cash flow-neutral in the near term.
We continue to forecast mostly flat consolidated earnings
through 2016, excluding contributions from Pepco. On a
midcycle basis, we assume Exelon earns $3.80 per share
and Exelon Generation earns $3.9 billion EBITDA. This is
50% higher than our 2017 trough mark-to-market EBITDA
estimate for Exelon Generation.
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Our midcycle earnings forecast at Exelon Generation is
based on a $4/mcf midcycle Henry Hub gas price, a
negative $0.60/mcf gas basis for PJM West, and heat
rates across all regions 10% above current 2017 forward
heat rates. At the retail business, we assume 8%
long-term normalized gross margins and 1% annual
volume growth beyond 2015.

of earnings, investors will be subject more acutely to the
state and federal regulatory risk that all distribution and
transmission utilities face. Illinois and Maryland are two
historically tough regulatory environments, and punitive
rate decisions could have a material impact on earnings
and growth.

Management
Travis Miller, Sector Director, 06 October 2015

We assume all three regulated utilities earn average 10%
returns on equity starting in 2016.
We assume a 9% cost of equity and a 7.1% cost of capital.
Our cost of equity assumption is in line with the 9% rate
of return we expect investors to demand of a diversified
equity portfolio. A 2.25% long-term inflation outlook
underpins our capital cost assumptions.

Risk
Travis Miller, Sector Director, 06 October 2015

Investors should pay the most attention to political
developments that would re-regulate competitive
electricity markets in the Midwest and Mid-Atlantic. Even
though sharp increases in power prices would result in an
earnings windfall for Exelon, it could lead politicians and
regulators to pursue price caps as they did when markets
first deregulated. Although we think this is unlikely in the
current environment, it could have a substantial negative
impact on our fair value estimate. If market power prices
are capped or regulated, Exelon loses its primary profit
source.

We give Exelon's management team a Standard
stewardship rating. Since Exelon's earnings are at the
mercy of wholesale power market ups and downs, we
don't see much link between Exelon's recent
underperformance and management's capabilities.
President and CEO Chris Crane and Executive Chairman
Mayo Shattuck III have focused growth investment on the
regulated utilities, continuing a strategic shift that former
CEO and Chairman John Rowe made before his departure
in 2013. Crane's biggest move so far is the $12 billion
(including debt) Pepco acquisition in 2015. This will
increase Exelon's share of regulated utilities earnings and
dilute shareholders' exposure to wholesale power
markets. Management has shown strong conviction in the
value of the deal based on their efforts to gain support for
the deal from all parties, particularly in Washington, D.C.
Crane also faces tough decisions related to flagging profits
at several of Exelon's nuclear plants. We wouldn't be
surprised if Crane decides to close some plants absent
significant public policy support.

As the nation's largest wholesale generator and retail
supplier, Exelon's competitive edge requires Eastern U.S.
power markets to remain deregulated. In the decade
following deregulation, rate caps, and other regulations
limited Exelon's profits. Those are gone, and lower power
prices have eased concerns about reregulation. But we
expect politicians and regulators will continue to monitor
customers' utility bills and could intervene if power prices
skyrocket.

We're particularly impressed by management's nuclear
fleet operations, the one thing it can control. Crane led
the generation segment to world-class results in his five
years as COO, and that performance has continued with
Crane as CEO. Exelon's nuclear capacity factors routinely
approach 94% across its nuclear fleet. The rest of the
nuclear industry averages in the mid-80% range. Exelon's
operational excellence preserves the value-creation
opportunities available if power prices rise.

Reregulation also would destroy Exelon's retail business.
Although that business is still a relatively small source of
consolidated earnings, it would eliminate Exelon's
effective hedge against its generation fleet, potentially
leading to more volatile earnings.

The Constellation acquisition reshaped the board along
with the executive suite. The postmerger addition of four
former Constellation board members and the retirement
of five legacy Exelon board members, including Rowe,
leaves only two of the 16 members who were on the board
when Exelon formed in 2000. In addition, Shattuck has
become the largest insider shareholder. He owned 3.8

As Exelon's regulated utilities generate a greater share
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Analyst Notes Archive
Pepco Reports In-Line 2015 Earnings; Exelon
Believes D.C. Will Approve Merger by March 4
Charles Fishman, Eq. Analyst, 22 February 2016

We are reiterating our $26 fair value estimate for Pepco
Holdings and $35 fair value estimate for Exelon after
Pepco reported in-line 2015 earnings. Our narrow moat
and stable moat trend ratings are also unchanged for both
companies.
We continue to believe Exelon's proposed acquisition of
Pepco has a 75% chance of gaining the approval of the
District of Columbia Public Service Commission and being
completed following an agreement with D.C. Mayor
Muriel Bowser that sweetened the benefits for customers
and provided other benefits to the district.
Pepco Holdings or Exelon may terminate the merger
agreement if the D.C. commission fails to issue a final
order approving the merger without condition or
modification of the terms of the settlement agreement by
March 4. Exelon has made clear that if the D.C.
commission does not approve the deal by March 4, it will
terminate the agreement. However, Exelon's CEO recently
said he believes D.C. will approve the transaction at its
next meeting before the termination date.
Pepco reported 2015 adjusted operating earnings of
$1.28, in line with our estimate and up from $1.27 per
share in 2014. Earnings were favorably affected by rate
increases due to infrastructure investment, partially offset
by higher operation and maintenance expenses.
Our stand-alone fair value estimate for Pepco remains $21
per share, a 23% discount to Exelon's $27.25 cash offer.
Despite this premium, the deal as proposed on a
probability-adjusted basis is too small to have a material
impact on our Exelon fair value estimate.
Supreme Court Validates Our View That Carbon
Regulation Remains Highly Uncertain
Travis Miller, Sector Director, 11 February 2016

We are reaffirming our fair value estimates, moat ratings,
and moat trend ratings for all utilities and coal miners
after the U.S. Supreme Court's 5-4 decision to stay the
Environmental Protection Agency's Clean Power Plan.
This validates our view that it's too early, and the outcome

too uncertain, to make any investment decisions based on
the current terms of the CPP or any carbon regulation. We
do not include any CPP-related impacts in our fair value
estimates.
At a minimum, we expect that the decision will push
implementation one or two years past the 2022-30
phase-down period and will embolden political opposition
to carbon regulation. In addition, it means that a Supreme
Court ruling against the CPP could actually reverse industry
trends. When the Supreme Court struck down the EPA’s
MATS rule in June, the decision was largely moot because
most power plants were proceeding to implement the rule
or had already made plans to retire. The CPP timeline is
so long that there is plenty of time for the courts or
politicians to nullify it or make major revisions to it.
For most utilities, power and gas market economics and
renewable energy policies remain the most important
variables for investors to consider.
The Supreme Court’s decision comes as good news for
coal miners that haven’t had any for some time. However,
we don’t view today’s announcement as a panacea for the
coal industry’s woes, as natural gas remains at prices at
which coal struggles to compete. However, our view that
natural gas prices will rise in the coming years hasn’t
changed, so we maintain our fair value estimates for both
Peabody and Cloud Peak. Peabody’s high leverage means
it has less time to wait--the basis for its extreme
uncertainty rating.
Exelon Surprises With 2.5% Dividend Growth Target
Travis Miller, Sector Director, 03 February 2016

We are reaffirming our $35 fair value estimate and narrow
moat and stable moat trend ratings for Exelon after the
company reported earning $2.49 per share on an adjusted
basis in 2015. This was in line with our estimate and within
management's guidance range.
We think the biggest positive for shareholders was
management's announcement that it plans to recommend
to the board a 2.5% annual dividend increase for at least
the next three years, likely starting in the second half of
2016. We had not expected a dividend increase until at
least 2018, given our expected plateau in earnings the
next three years.
If the board accepts this policy, we estimate Exelon's
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payout ratio will top 50% by 2018. This is at the high end
of what we think is reasonable for Exelon's cash flow
profile and debt load. We're not yet entirely convinced
that management has added sufficient regulated
distribution earnings and contracted generation revenue
to decouple cash flows from volatile energy markets.
Management continues to evaluate the economic viability
of at least three nuclear plants. We assume in our
long-term forecasts that Exelon closes three plants
representing 25% of its fleet capacity. We also expect a
final Pepco merger decision by early March, in line with
timeline indications from Washington, D.C., regulators.
We continue to assume $1 per share of value dilution
based on a 75% probability of the deal closing as
proposed. We don't think ongoing legal challenges in
other states will be an impediment.

conventional generators. We expect little change in the
amount of demand response that clears the 2019-20 base
capacity auction and are maintaining our long-term
outlook. Demand response participation might even drop
if PJM continues to make rule changes recommended by
the market monitor. This would be a benefit for
conventional generators.
Ultimately we think demand response market saturation
will be the limiting factor. As demand response gains
market share, capacity values will go down. This will erode
the profitability for new demand response entrants since
demand response providers typically receive more than
90% of their revenue from capacity payments.
Management Meeting: Exelon Sticks to March 4
Drop-Dead Date for Pepco Deal
Travis Miller, Sector Director, 11 November 2015

We remain long-term bullish on fixed-price PJM power,
especially in the East, where we expect gas prices to
strengthen as takeaway capacity increases and demand
remains more robust than other regions. This drives the
bulk of the value upside as of early February. Our $8.4
billion midcycle gross margin outlook for Exelon
Generation remains at the high end of management's
2018 outlook range.
Supreme Court Sides With Demand Response; No
Fair Value Impacts
Andrew Bischof, CFA, Eq. Analyst, 25 January 2016

We are reaffirming our fair value estimates and our moat
and moat trend ratings for U.S. power producers and
diversified utilities after the U.S. Supreme Court issued a
6-2 decision effectively supporting the Federal Energy
Regulatory Commission's Order No. 745.
The decision on its face appears to be a win for demand
response providers and a loss for power producers such
as NRG Energy, Dynegy, and Calpine. However, we think
the actual impact on energy and capacity prices will be
muted. Near-term capacity prices might go down, but
energy prices should go up since demand response has
much higher marginal costs than conventional generation.
We expect the trade-off to be mostly neutral.
Despite the Supreme Court win, demand response faces
other challenges. Mid-Atlantic grid operator PJM is
implementing rule changes that hurt the economics of
demand response and should boost margins for

We are reaffirming our $35 and $26 fair value estimates
for Exelon and Pepco Holdings, respectively, after meeting
with Exelon's senior management at the Edison Electric
Institute Financial Conference in Hollywood, Florida. Our
narrow moat and stable moat trend ratings for both
companies are unchanged.
Management reiterated it will withdraw its offer to
acquire Pepco if Washington, D.C., regulators do not
approve the transaction by March 4, 2016. We continue
to incorporate in our fair value estimates a 75% probability
of the deal closing as proposed. D.C. regulators' written
approval for rehearing suggested they expect to rule
within that time frame. We expect Exelon will be able to
close the deal immediately following approval.
The most-favored-states contingencies in other states'
approvals would take effect after the deal closed and thus
are not an impediment to the deal closing. Exelon would
file with those states to offer customer benefits
comparable with those offered in D.C. We don't expect
this to be material to our assessment of the transaction
or our fair value estimate for Exelon, which includes $1
per share of dilution from the deal.
Management pushed out the start of its full $0.15-$0.20
earnings per share run-rate accretion to 2019 from 2017
initially. Apart from the closing delay, management said
the 2017-18 reduction was based on Pepco's
reassessment of its near-term outlook for earned returns.
At this point, most of the earnings accretion should come
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from the extra leverage Exelon will use. We expect it will
take two to three years of operational improvements on
Exelon's side before it can achieve more constructive
regulatory outcomes.
Management estimated the deal could be $0.25 per share
earnings-accretive by 2020 if Pepco can achieve a 9%
earned return on equity. We think this is a stretch, but
even an 8% achieved ROE could make the deal
value-neutral relative to our previous stand-alone
forecasts for Pepco.
Exelon Still Awaiting Power Market Upside and
Pepco Acquisition Approvals

in the first quarter of 2016. We continue to incorporate $1
per share fair value dilution. On Oct. 28, the D.C.
commission accepted Exelon-Pepco's appeal and said it
expects to make a decision in less than 150 days,
suggesting mid-March.
Pepco Reports Third-Quarter Earnings; Acquisition
by Exelon Likely to Close Early Next Year
Charles Fishman, Eq. Analyst, 26 October 2015

We are reiterating our $35 per share fair value estimate
for Exelon and $26 fair value estimate for Pepco after
Pepco reported third-quarter earnings. Our narrow moat
and stable moat trend ratings are also unchanged for both
companies.

Travis Miller, Sector Director, 30 October 2015

We are reaffirming our $35 fair value estimate and narrow
economic moat and stable moat trend ratings for Exelon
after the firm reported adjusted earnings of $0.83 per
share in the third quarter, up from $0.78 per share in the
third quarter of 2014. Management raised its full-year
earnings guidance range $0.05 per share to $2.40-$2.60,
in line with our full-year outlook.

Pepco reported operating earnings of $0.33 per share
versus $0.46 in the same period last year. Earnings were
negatively affected by higher operations and maintenance
expense, implementation costs associated with a new
customer information system, increased transmission
revenue reserves related to a return on equity challenge
and higher property taxes.

Management noted Exelon's retail-wholesale combination
was a meaningful contributor to the higher quarterly and
year-to-date earnings, amplified by last year's Integrys
acquisition. We've long believed Exelon's retail-wholesale
combination and scale can be value-accretive for
shareholders, and it appears to be paying off, albeit at
still a small level. Favorable weather for Exelon's
regulated utilities was a key reason for higher earnings
in the quarter. On a weather-normalized basis, we expect
capital investment and recent rate activity in Pennsylvania
and Maryland to be the key earnings growth driver in
2016-18.

We continue to believe Exelon's proposed acquisition of
Pepco has a 75% chance of gaining approval of the Public
Service Commission of the District of Columbia and being
completed following the agreement with Washington,
D.C., Mayor Muriel Bowser. We expect the D.C.
commission to approve Exelon and Pepco's request to
reopen the merger proceeding in their meeting on Oct. 28.
Assuming the D.C. commission does reopen the
proceeding, briefings would not be completed until late
December. Therefore, we would not expect the merger to
close until early 2016.

Estimated 2015-17 gross margin for Exelon Generation
climbed during the quarter primarily due to above-market
hedges. Management now projects $7.8 billion gross
margin in 2016 and 2017 with a 2017 upside near $9.0
billion based on hedging about half of its projected
generation. We think this is a good position given our
bullish power market outlook. Management also
announced its intention to delay its nuclear plant
retirement decision until next year. We continue to
assume a high likelihood that it retires four plants by 2018
based on current market conditions.

Although the merger appears to be on track in D.C., it is
unclear whether the proceedings will be reopened in
Delaware, New Jersey, and Maryland, jurisdictions that
have already approved the transaction. The commitments
Exelon made to these states to obtain approval are subject
to most-favored-nation clauses and may need to be
enhanced.
Our stand-alone fair value estimate for Pepco remains $21
per share, a 23% discount to Exelon's $27.25 cash offer.
Despite this premium, the deal as proposed on a
probability-adjusted basis is too small to have a material
impact on our Exelon fair value estimate.

Management now expects to close the Pepco acquisition
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Exelon Reaches Agreement With D.C. Mayor to
Acquire Pepco
Charles Fishman, Eq. Analyst, 06 October 2015

We are reiterating our $35 fair value estimate for Exelon
and raising our fair value estimate for Pepco Holdings to
$26 per share from $23 per share following the
announcement by Washington, D.C., Mayor Muriel
Bowser's office that they had reached an agreement with
Exelon for its proposed acquisition of Pepco. Exelon has
now agreed to invest $78 million in the D.C. electric utility
system, up from the $14 million it previously proposed.
Based on the proposed agreement, we now believe the
merger has a better than 75% chance of gaining approval
of the Public Service Commission of the District of
Columbia and being completed. We had previously
handicapped the chances of the merger closing at only
25% following the Aug. 25, 2015, outright rejection of
Exelon's offer without the PSC providing any solutions for
gaining approval. Exelon and Pepco have received all other
regulatory approvals although there are some outstanding
legal challenges to the conditional approval of the
Maryland Public Service Commission that we expect to
be dismissed.
Our stand-alone fair value estimate for Pepco remains $21
per share, a 23% discount to Exelon's $27.25 cash offer.
Despite this premium, the deal as proposed on a
probability-adjusted basis is too small to have a material
impact on our Exelon fair value estimate.
Pepco and Exelon Refile With D.C. Commission but
Offer No Sweeteners
Charles Fishman, Eq. Analyst, 30 September 2015

We are reiterating our $35 fair value estimate for Exelon
and $23 fair value estimate for Pepco following the firms'
filing for reconsideration of their proposed merger to the
District of Columbia Public Service Commission. We are
maintaining our narrow moat and stable moat trend
ratings for both. The filing asserts the merger is in the
public interest and the original decision contained
numerous errors of law and fact. The companies did not
propose any new financial incentives.
We continue to believe that the merger has a 25% chance
of closing. Since the D.C. PSC did not provide alternatives
to correct its concerns in the original decision, we think
the commission is unlikely to reverse itself without any
sweeteners. If the companies do offer additional benefits

to D.C. customers, the conditional approvals by Delaware,
Maryland, and New Jersey will be reopened.
Most-favored-nations clauses in these agreements allow
for the same incremental benefits, increasing the cost to
Exelon of completing the merger. Although incremental
customer benefits could be small for the D.C. jurisdiction,
making concessions across all of Pepco's service
territories could ruin the economics of the merger.
The D.C. commission has 30 days to respond. If it denies
the request for rehearing or does not respond, Pepco and
Exelon could appeal the decision to the D.C. Court of
Appeals. The Washington Post has reported that D.C.
Mayor Muriel Bowser has been subject to intense lobbying
by business groups favoring the merger and public
demonstrations opposing the merger. The Post reported
that private negotiations are taking place in the mayor's
office trying to determine if a revamped deal is possible.
Our stand-alone fair value estimate for Pepco remains $21
per share, a 23% discount to Exelon's $27.25 cash offer.
Despite this premium, the deal as proposed on a
probability-adjusted basis is too small to have a material
impact on our Exelon fair value estimate.
Exelon Postpones Nuclear Plant Retirement
Decision; No Fair Value Impact
Travis Miller, Sector Director, 10 September 2015

We are reaffirming our $35 per share fair value estimate
for Exelon after management announced it will delay a
decision whether to close at least three of its struggling
nuclear plants. We recently incorporated into our fair value
estimate and financial projections the assumption that it
was more likely than not that Exelon would close those
three plants in 2018. We also assume a 50% likelihood
that Exelon will close its Byron (Illinois) nuclear plant in
2019.
Results of the recent 2016-18 PJM transitional capacity
auctions and management's decision to delay potential
retirements do not change our assumptions that those
plants ultimately will close, absent significant energy
market or public policy changes. The Quad Cities (Illinois),
Three Mile Island (Pennsylvania), and Oyster Creek (New
Jersey) plants are obligated to run at least through
mid-2018, and the Byron plant is obligated to run through
mid-2019 based on results from PJM's recent capacity
auctions.
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The key development for Exelon in last week's 2017-18
transitional capacity auction was that the Quad Cities and
Byron plants cleared and are now obligated to run. Neither
cleared PJM's 2017-18 base capacity auction last year at
$120/megawatt-day but did clear last week's capacity
performance transitional auction at $151.50/MW-day.
Including those plants and the uplift for the rest of the
fleet adds about $400 million of EBITDA in 2017-18.
The Clinton (Illinois) plant is the fourth that we assume
will close by 2018. It is not part of PJM. It is obligated to
run at least through 2016 as part of the Mid-Continent
ISO. Exelon continues to lobby Illinois politicians to adopt
a subsidy-like scheme that would improve the economics
for its six Illinois nuclear plants. We do not include any
benefits from policy changes in our fair value estimate.
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Exelon Corp EXC
Last Close 25 Feb 2016

Quantitative Fair Value Est 25 Feb 2016

Market Cap 25 Feb 2016

Sector

Industry

Country of Domicile

31.98

36.04

29,419.2 Mil

f Utilities

Utilities - Diversified

USA United States

Exelon Corp is a utility services holding company engaged,
through Generation, in the energy generation business, and
through ComEd, PECO and BGE, in the energy delivery
businesses.
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Total Return
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2.6
958.0

Quantitative Moat

-26.6
-42.9
5.30
21.0
1.0

-3.0
-36.1
5.31
14.7
0.9

39.9
27.1
3.34
15.2
1.2

-21.8
-22.5
4.47
12.3
0.8

16.3
22.2
3.88
12.6
1.0

Total Return %
+/– Market (Morningstar US Index)
Dividend Yield %
Price/Earnings
Price/Revenue
Morningstar RatingQ
QQQQQ
QQQQ
QQQ
QQ
Q

Financials (Fiscal Year in Mil)
Revenue
% Change

2011

2012

2013

2014

2015

TTM

18,924
1.5

23,489
24.1

24,888
6.0

27,429
10.2

29,447
7.4

29,447
0.0

4,480
-5.2
2,495

2,380
-46.9
1,160

3,656
53.6
1,719

3,096
-15.3
1,623

4,409
42.4
2,269

4,409
0.0
2,269

Operating Income
% Change
Net Income

11.9
4.7
303.7

4,853
-4,042
811
4.3
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Morningstar Equity Research Methodology
Fundamental Analysis
At Morningstar, we believe buying shares of superior
businesses at a discount and allowing them to compound over time is the surest way to create wealth in
the stock market. The long-term fundamentals of businesses, such as cash flow, competition, economic cycles, and stewardship, are our primary focus. Occasionally, this approach causes our recommendations to
appear out of step with the market, but willingness to
be contrarian is an important source of outperformance and a benefit of Morningstar’s independence.
Our analysts conduct primary research to inform our
views on each firm’s moat, fair value and uncertainty.

Fundamental Economic
Fair Value
Moat Rating Estimate
Analysis

Uncertainty
Assessment

QQQQQ
QQQQ
QQQ
QQ
Q
Star
Rating

Economic Moat
The economic moat concept is a cornerstone of Morningstar’s investment philosophy and is used to distinguish high-quality companies with sustainable competitive advantages. An economic moat is a structural
feature that allows a firm to sustain excess returns
over a long period of time. Without a moat, a company’s profits are more susceptible to competition. Companies with narrow moats are likely to achieve normalized excess returns beyond 10 years while wide-moat
companies are likely to sustain excess returns beyond
20 years. The longer a firm generates economic profits,
the higher its intrinsic value. We believe lower-quality
no-moat companies will see their returns gravitate to-

ward the firm’s cost of capital more quickly than companies with moats will. We have identified five sources of
economic moats: intangible assets, switching costs,
network effect, cost advantage, and efficient scale.

Fair Value Estimate
Our analyst-driven fair value estimate is based primarily on Morningstar’s proprietary three-stage discounted
cash flow model. We also use a variety of supplementary fundamental methods to triangulate a company’s
worth, such as sum-of-the-parts, multiples, and yields,
among others. We’re looking well beyond next quarter
to determine the cash-generating ability of a company’s
assets because we believe the market price of a security will migrate toward the firm’s intrinsic value over
time. Economic moats are not only an important sorting
mechanism for quality in our framework, but the designation also directly contributes to our estimate of a
company’s intrinsic value through sustained excess returns on invested capital.

Uncertainty Rating
The Morningstar Uncertainty Rating demonstrates our
assessment of a firm’s cash flow predictability, or valuation risk. From this rating, we determine appropriate
margins of safety: The higher the uncertainty, the wider
the margin of safety around our fair value estimate before our recommendations are triggered. Our uncertainty ratings are low, medium, high, very high, and extreme. With each uncertainty rating is a corresponding
set of price/fair value ratios that drive our recommendations: Lower price/fair value ratios (<1.0) lead to positive recommendations, while higher price/fair value

Economic Moat
C O M PE T I T I V E F O R C E S

WIDE

Moat Sources:

Intangible
Assets

NARROW

NONE

Switching
Costs

COMPANY PROFITABILITY

Network
Effect

Cost
Advantage
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Morningstar Equity Research Methodology
ratios (>1.0) lead to negative recommendations. In very
rare cases, the fair value estimate for a firm is so unpredictable that a margin of safety cannot be properly
estimated. For these firms, we use a rating of extreme.
Very high and extreme uncertainty companies tend to
have higher risk and volatility.

Quantitatively Driven Valuations
To complement our analysts’ work, we produce Quantitative Ratings for a much larger universe of companies.
These ratings are generated by statistical models that
are meant to divine the relationships between Morningstar’s analyst-driven ratings and key financial data
points. Consequently, our quantitative ratings are directly analogous to our analyst-driven ratings.
Quantitative Fair Value Estimate (QFVE): The QFVE is
analogous to Morningstar’s fair value estimate for
stocks. It represents the per-share value of the equity
of a company. The QFVE is displayed in the same currency as the company’s last close price.
Valuation: The valuation is based on the ratio of a company’s quantitative fair value estimate to its last close price.

Understanding Differences Between Analyst
and Quantitative Valuations
If our analyst-driven ratings did not sometimes differ
from our quantitative ratings, there would be little value in producing both. Differences occur because our
quantitative ratings are essentially a highly sophisticated analysis of the analyst-driven ratings of comparable companies. If a company is unique and has few
comparable companies, the quantitative model will
have more trouble assigning correct ratings, while an
analyst will have an easier time recognizing the true
characteristics of the company. On the other hand, the
quantitative models incorporate new data efficiently
and consistently. Empirically, we find quantitative ratings and analyst-driven ratings to be equally powerful
predictors of future performance. When the analystdriven rating and the quantitative rating agree, we find
the ratings to be much more predictive than when they
differ. In this way, they provide an excellent second
opinion for each other. When the ratings differ, it may
be wise to follow the analyst’s rating for a truly unique
company with its own special situation, and follow the
quantitative rating when a company has several reasonable comparable companies and relevant information is flowing at a rapid pace.

Quantitative Uncertainty: This rating describes our level of uncertainty about the accuracy of our quantitative
fair value estimate. In this way it is analogous to Morningstar’s fair value uncertainty ratings.
Quantitative Economic Moat: The quantitative moat
rating is analogous to Morningstar’s analyst-driven
economic moat rating in that both are meant to describe the strength of a firm’s competitive position.

Uncertainty Rating
Price/Fair Value
2.00
Q

1.75

175%

1.50
1.25
1.00
0.75

155%
125%
95%

QQ

135%
105%
80%

125%

115%

110%

QQQ

90%

85%

80%

70%
60%

0.50

50%

QQQQ
QQQQQ

0.25
Low
Uncertainty Rating

Medium

High

Very High
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Unless stated otherwise, this Research Report was
prepared by the person(s) noted in their capacity as
Equity Analysts employed by Morningstar, Inc., or one
of its affiliates. This Report has not been made available
to the issuer of the relevant financial products prior to
publication.
The Morningstar Rating for stocks identifies stocks
trading at a discount or premium to their intrinsic value.
Five-star stocks sell for the biggest risk-adjusted
discount whereas one-star stocks trade at premiums to
their intrinsic value. Based on a fundamentally focused
methodology and a robust, standardized set of
procedures and core valuation tools used by
Morningstar's Equity Analysts, four key components
drive the Morningstar Rating: 1. Assessment of the
firm's economic moat, 2. Estimate of the stock's fair
value, 3. Uncertainty around that fair value estimate,
and 4. Current market price. Further information on
Morningstar's methodology is available from
http://global.morningstar.com/equitydisclosures.
This Report is current as of the date on the Report until
it is replaced, updated or withdrawn. This Report may
be withdrawn or changed at any time as other
information becomes available to us. This Report will
be updated if events affecting the Report materially
change.
Conflicts of Interest:
-No material interests are held by Morningstar or the
Equity Analyst in the financial products that are the
subject of the Reports.
-Equity Analysts are required to comply with the CFA
Institute's Code of Ethics and Standards of Professional
Conduct.
-Equity Analysts’ compensation is derived from
Morningstar's overall earnings and consists of salary,
bonus and in some cases restricted stock.
-Equity Analysts do not have authority over
Morningstar's investment management group's
business arrangements nor allow employees from the
investment management group to participate or
influence the analysis or opinion prepared by them.
Morningstar will not receive any direct benefit from the

publication of this Report.
- Morningstar does not receive commissions for
providing research and does not charge companies to
be rated.
-Equity Analysts use publicly available information.
-Morningstar may provide the product issuer or its
related entities with services or products for a fee and
on an arms’ length basis including software products
and licenses, research and consulting services, data
services, licenses to republish our ratings and research
in their promotional material, event sponsorship and
website advertising.
-Further information on Morningstar's conflict of
interest policies is available from http://global.mornin
gstar.com/equitydisclosures.
If you wish to obtain further information regarding
previous Reports and recommendations and our
services, please contact your local Morningstar office.
Unless otherwise provided in a separate agreement,
you may use this Report only in the country in which the
Morningstar distributor is based. Unless stated
otherwise, the original distributor of this document is
Morningstar Inc. Redistribution, in any capacity, is
prohibited without permission. The information, data,
analyses and opinions presented herein do not
constitute investment advice; are provided solely for
informational purposes and therefore are not an offer

to buy or sell a security; and are not warranted to be
correct, complete or accurate, nor may they be
construed as a representation regarding the legality of
investing in the security/ies concerned, under the
applicable investment or similar laws or regulations of
any person or entity accessing this report. The opinions
expressed are as of the date written and are subject to
change without notice. Except as otherwise required
by law, Morningstar, its affiliates, and their officers,
directors and employees shall not be responsible or
liable for any trading decisions, damages or other
losses resulting from, or related to, the information,
data, analyses or opinions or their use. You should seek
the advice of your financial, legal, tax, business and/or
other consultant, and read all relevant issue documents
pertaining to the security/ies concerned, including
without limitation, the detailed risks involved in the
investment, before making an investment decision.
Please note that investments in securities are subject
to market and other risks and there is no assurance or
guarantee that the intended investment objectives will
be achieved. Past performance of a security may or may
not be sustained in future and is no indication of future
performance. As the price / value / interest rate of a
security fluctuates, the value of your investments in the
said security, and in the income, if any, derived
therefrom may go up or down.
For Recipients in Australia: This report has been
authorized by the Head of Equity and Credit Research,
Asia Pacific, Morningstar Australasia Pty Limited and
is circulated pursuant to RG 79.26(f) as a full
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restatement of an original report (by the named
Morningstar analyst) which has already been broadly
distributed. To the extent the report contains general
advice it has been prepared without reference to your
objectives, financial situation or needs. You should
consider the advice in light of these matters and, if
applicable, the relevant Product Disclosure Statement
before making any decision to invest. Refer to our
Financial Services Guide (FSG) for more information at
www.morningstar.com.au/fsg.pdf.
For Recipients in Hong Kong: The research is distributed
by Morningstar Investment Management Asia Limited,
which is regulated by the Hong Kong Securities and
Futures Commission to provide services to professional
investors only. Neither Morningstar Investment
Management Asia Limited, nor its representatives, are
acting or will be deemed to be acting as an investment
advisor to any recipients of this information unless
expressly agreed to by Morningstar Investment
Management Asia Limited. For enquiries regarding this
research, please contact a Morningstar Investment
Management Asia Limited Licensed Representative at
http://global.morningstar.com/equitydisclosures.
For Recipients in India: This research on securities [as
defined in clause (h) of Section 2 of the Securities
Contracts (Regulation) Act, 1956], such research being
referred to for the purpose of this document as
“Investment Research”, is issued by Morningstar
Investment Adviser India Private Limited.
Morningstar Investment Adviser India Private Limited
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Three upcoming DB Utilities & Power / Energy corporate access events
We wanted to highlight three pending DB Utilities & Power / Energy Corporate
Access Events in case you missed them.

Abe Azar

February 26 – White & Case call on FERC issues, focus on OH PPA complaints
This Friday (2/26) at 2pm we will be hosting a call with Dan Hagan and Jane
Rueger, Partner and Counsel from White & Case specializing in FERC issues.
We expect this call to be of general interest for utility clients and in particular
for those focused on the legal merits of pending complaints against AEP and
FE regarding their proposed PPAs in Ohio. In these complaints, a group of
generators and retail providers filed in late January asking FERC to withdraw
previously granted waivers on affiliate power sales restrictions and to review
AEP and FE’s affiliate PPAs under the FERC’s Edgar and Allegheny standards.
We expect to discuss procedural considerations, the likelihood of whether
FERC would withdraw the waivers, and relevant precedents, such as the Edgar
and Allegheny decisions.
Other relevant industry topics may also be
discussed. Our team or DB sales can provide dial-in details for this call to DB
clients on request.
March 2 – State of Global Oil, Gas & Refining Markets Event with Dr. Gary Ross
(PIRA) and Wood Mackenzie
On Wednesday next week our energy sector colleagues are hosting an event at
our offices (60 Wall Street) featuring Dr. Gary Ross, Founder and Executive
Chairman of PIRA Energy Group who also heads up the PIRA Global Oil Group.
The event will also feature expert speakers from Wood Mackenzie on Global oil
and refining markets as well as North America natural gas. The DB event will
run from 12.30pm to 3.30pm and the location will be particularly convenient
for those attending the Exxon Mobil analyst meeting at the NYSE that morning.
Further details are available from your DB Sales contact or Mike Sullivan in our
equity specialty sales group (michael.sullivan@db.com).
April 4-6 – California Utilities & Power Field Trip
We continue to register interest in our California Field Trip and the initial
request deadline is coming up soon on March 1. Since we first highlighted this
trip we added a meeting with the intervenor group TURN (The Utility Reform
Network). Other meetings are unchanged: Sempra (SRE), Edison International
(EIX), PG&E Corp. (PCG), Sunrun (RUN), CPUC (President Picker, Commissioner
Florio) and the Office of Ratepayer Advocates (ORA). Please contact DB sales
or our team soon if you have interest in joining this trip.
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Focus stocks
Exelon (EXC.N),USD31.19 Buy Price Target
USD34.00
Calpine (CPN.N),USD12.21 Hold Price Target
USD18.00
Dynegy Inc. (DYN.N),USD7.82 Buy Price Target
USD16.00
NRG Energy (NRG.N),USD10.32 Buy Price Target
USD18.00
Talen Energy (TLN.N),USD6.16 Hold Price Target
USD6.00
American Electric Power (AEP.N),USD62.76 Buy
Price Target USD63.00
FirstEnergy (FE.N),USD33.04 Hold Price Target
USD36.00
PSEG (PEG.N),USD43.59 Hold Price Target
USD44.00
PG&E Corp (PCG.N),USD57.22 Hold Price Target
USD58.50
Edison International (EIX.N),USD64.98 Buy Price
Target USD67.00
Source: Deutsche Bank
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Pepco Reports In-Line 2015 Earnings; Exelon Believes D.C.
Will Approve Merger by March 4
See Page 2 for the full Analyst Note from 22 Feb 2016
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Investment Thesis

06 Oct 2015

As the largest nuclear power plant owner in the U.S., Exelon has
long been a profit machine and an industry-leading source of
shareholder value creation. But power prices have crashed hard
since their 2008 highs and appear stuck at current levels for at
least the next two years. The drop in Eastern U.S. gas and coal

The primary analyst covering this company
does not own its stock.

prices have made those generation sources more competitive.
That has resulted in a sharp drop in Exelon's returns, a 41% cut in

Research as of 22 Feb 2016
Estimates as of 06 Oct 2015
Pricing data through 25 Feb 2016
Rating updated as of 25 Feb 2016

the dividend in 2013, and a shift in strategy to increase
contributions from its countercyclical retail supply and regulated

Currency amounts expressed with "$" are in
U.S. dollars (USD) unless otherwise denoted.

distribution businesses. It acquired Constellation Energy in 2012

Vital Statistics
Market Cap (USD Mil)

29,419

52-Week High (USD)

34.98

52-Week Low (USD)

25.09

52-Week Total Return %

-3.7

YTD Total Return %

16.3

Last Fiscal Year End

31 Dec 2014

5-Yr Forward Revenue CAGR %

rejected it in August 2015. We now expect it has a 75% chance of
closing. Exelon has received all other regulatory approvals.
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Even with increased earnings diversification, Exelon can't escape
its overwhelming leverage to Eastern and Midwestern U.S. power
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might choose to close some plants to preserve cash flow. This
would reduce Exelon's upside.
We estimate Exelon's regulated distribution utilities will contribute
about half of consolidated earnings by 2016, up from just 20% in
2008. Illinois state legislation in 2011 significantly improved the

Profile
Exelon's regulated distribution utilities deliver power and gas to 7.8 million
customers at Commonwealth Edison (Illinois), PECO (Pennsylvania), and
Baltimore Gas & Electric (Maryland). Exelon also owns 11 nuclear plants
and 35 gigawatts of generation capacity throughout North America,
producing 22% of U.S. nuclear power and 4% of all U.S. electricity. Exelon
also is the largest power retailer in the U.S., serving about 150 terawatt
hours of load. In March 2012, Exelon bought Constellation Energy for $7
billion.

incentives for growth investment by introducing formula rates,
annual true-ups and adjusted allowed returns. Excluding Pepco,
we think the regulated utilities can grow earnings 10% annually
the next three years.
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Morningstar Analysis
Pepco Reports In-Line 2015 Earnings; Exelon Believes
D.C. Will Approve Merger by March 4 22 Feb 2016

We are reiterating our $26 fair value estimate for Pepco
Holdings and $35 fair value estimate for Exelon after Pepco
reported in-line 2015 earnings. Our narrow moat and stable
moat trend ratings are also unchanged for both companies.
We continue to believe Exelon's proposed acquisition of
Pepco has a 75% chance of gaining the approval of the
District of Columbia Public Service Commission and being
completed following an agreement with D.C. Mayor Muriel
Bowser that sweetened the benefits for customers and
provided other benefits to the district.
Pepco Holdings or Exelon may terminate the merger
agreement if the D.C. commission fails to issue a final order
approving the merger without condition or modification of
the terms of the settlement agreement by March 4. Exelon
has made clear that if the D.C. commission does not approve
the deal by March 4, it will terminate the agreement.
However, Exelon's CEO recently said he believes D.C. will
approve the transaction at its next meeting before the
termination date.
Pepco reported 2015 adjusted operating earnings of $1.28,
in line with our estimate and up from $1.27 per share in
2014. Earnings were favorably affected by rate increases
due to infrastructure investment, partially offset by higher
operation and maintenance expenses.
Our stand-alone fair value estimate for Pepco remains $21
per share, a 23% discount to Exelon's $27.25 cash offer.
Despite this premium, the deal as proposed on a probabilityadjusted basis is too small to have a material impact on our
Exelon fair value estimate.

after raising our probability of the Pepco acquisition closing
to 75% from 25% as a result of an agreement the companies
reportedly reached with the Washington, D.C., mayor's
office on Oct. 6. Although we think the deal is value-dilutive,
it is too small to have a material impact on our fair value
estimate. Exelon's $27.25-per-share cash offer represents
a 30% premium to our $21 per share standalone fair value
estimate for Pepco.
We continue to believe it is more likely than not that Exelon
will retire the three nuclear plants that did not clear the
2018-19 PJM base capacity auction--Quad Cities (Ill.),
Oyster Creek (N.J.), and Three Mile Island (Pa.)--as well as
the Clinton (Ill.) plant. We now assume a 50% probability
that the Byron (Ill.) plant will retire given it cleared the
2018-19 capacity auction. These closures represent about
25% of Exelon's current nuclear capacity. Lower operating
costs and capital expenditures partially offset the lost gross
margin from these plants, making them cash flow-neutral
in the near term.
We continue to forecast mostly flat consolidated earnings
through 2016, excluding contributions from Pepco. On a
midcycle basis, we assume Exelon earns $3.80 per share
and Exelon Generation earns $3.9 billion EBITDA. This is
50% higher than our 2017 trough mark-to-market EBITDA
estimate for Exelon Generation.
Our midcycle earnings forecast at Exelon Generation is
based on a $4/mcf midcycle Henry Hub gas price, a negative
$0.60/mcf gas basis for PJM West, and heat rates across
all regions 10% above current 2017 forward heat rates. At
the retail business, we assume 8% long-term normalized
gross margins and 1% annual volume growth beyond 2015.
We assume all three regulated utilities earn average 10%
returns on equity starting in 2016.

Valuation, Growth and Profitability 06 Oct 2015

We are reaffirming our $35 per share fair value estimate

We assume a 9% cost of equity and a 7.1% cost of capital.
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share to our fair value estimate.
At the retail segment, every 100 basis points of long-term
normalized margin expansion generates $100 million of
pretax margin and $1 per share of value.
A 50-basis-point change in our cost of equity changes our
fair value estimate by $4 per share.
Economic Moat

Considering Exelon's full suite of businesses, we think it
earns a narrow economic moat.

Our cost of equity assumption is in line with the 9% rate of
return we expect investors to demand of a diversified equity
portfolio. A 2.25% long-term inflation outlook underpins our
capital cost assumptions.
Scenario Analysis

We assign a medium uncertainty rating. Exelon's
higher-than-average degree of operating leverage and
exposure to volatile power markets leads to a wider range
of outcomes in our base, high, and low scenarios. A $5 per
megawatt-hour average move in our midcycle power price
assumptions with no change in retail margins results in a
15% change in our open midcycle EPS estimate and an $800
million change in EBITDA. Our fair value estimate would
change by $6 per share. On a mark-to-market basis as of
early August, our fair value estimate would be $31 per share
and our midcycle EPS would be $3.00.
If we reduce our assumption for the operating efficiency and
utilization of Exelon's nuclear power plants by 2 percentage
points to near the industry average, it would change our fair
value estimate by $3 per share. If Exelon does not retire the
Clinton, Quad Cities, and Byron plants, it would add $3 per

Nuclear generation in general still has wide-moat
characteristics, with returns on capital above costs of
capital for the foreseeable future. However, that spread
between long-term returns on capital and Exelon's cost of
capital have shrunk based on our midcycle outlook for power
prices in the eastern U.S. Exelon's increasing diversification
into narrow- and no-moat businesses together with the
shrinking returns at its nuclear generation business supports
our narrow moat rating.
Nuclear generation's wide-moat economics are based on
two primary competitive advantages. First, nuclear plants
take more than seven years to site and build, cost several
billion dollars, and typically face community opposition.
These are significant barriers to entry, giving operators an
effective low-cost monopoly in a given region. Exelon's large
fleet gives it scale advantages that allow it to add capacity
at its plants at a fraction of the cost and risk of a greenfield
project. It is unlikely a competitor would be able to earn
sufficient returns on capital by building a nuclear plant in
close proximity to any of Exelon's plants.
Second, no other reliable power generation source can
match the cost or scale of a nuclear plant. Nuclear plants'
low variable costs and low greenhouse gas emissions
relative to competing fossil fuel power generation sources
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like coal and natural gas reduce substitution threats.
Renewable energy, with effectively no marginal costs, has
depressed wholesale power prices and hurt Exelon's returns
on capital in some of its regions. We believe this is a market
distortion that fails to recognize the value of Exelon's
nuclear fleet reliability relative to intermittent renewable
energy.
As long as electricity remains a critical energy source in the
U.S. and nuclear investment requirements remain near
current levels, we expect nuclear plants will maintain a
low-cost advantage and generate high returns on capital.
To monetize this competitive advantage, Exelon must
continue to have access to wholesale power markets. Any
reregulation of its generation fleet would shrink its moat.
In addition, nuclear generation must maintain regulatory
and political support in the U.S. and states where Exelon
operates. If that support erodes, it could affect the
economics of routine maintenance investments and lead to
plant shutdowns as we've seen elsewhere in the U.S. and
overseas.
We believe Exelon's regulated distribution utilities have
narrow economic moats. Regulatory caps on profits offsets
the service territory monopolies and network efficient scale
advantages. Utility regulation in the U.S. aims to fix
customer rates at levels that ensure capital providers earn
fair returns on their investments while keeping customer
costs as low as possible. We believe this regulatory compact
ensures Exelon's utilities will earn at least their costs of
capital in the long run.

Moat Trend

We assign Exelon a stable moat trend. The regulatory
environments in Illinois, Pennsylvania, and Maryland have
stabilized, allowing its distribution utilities to earn more
favorable returns. In the power markets, Exelon faces both
positive and negative trend developments. We expect
returns on capital will continue to face pressure from cheap
gas moving west and increasing renewable energy
penetration. However, environmental regulations, coal
plant closures, and capacity market changes should help
returns on capital. On balance, we think these positive and
negative dynamics offset each other.
Since the retail supply business is relatively new following
power market deregulation in the early 2000s, we're
watching to see if any company can build a sustainable
competitive advantage. Exelon and others are proving there
are some scale and cost advantages, particularly in
marketing, customer aggregation, risk mitigation, and
supply costs.
The one path we see to achieve excess returns in the supply
business is to match customer load with wholesale
generation. As liquidity has dried up in power markets, it is
increasingly difficult and costly to hedge future expected
generation. A retail supply business can improve hedging
opportunities by reducing collateral and trading costs. This
could give a retail supplier a low-cost advantage. As the
nation's largest wholesale power generator and retail
supplier, Exelon is well positioned to take advantage of
these wholesale-retail pairing benefits.

We believe Exelon's retail supply business has no economic
moat. Retail power and gas markets are highly competitive
with virtually no barriers to entry, switching costs or product
differentiation. Although customer relationships can be
sticky, retailers mostly end up competing on price.
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Bulls Say/Bears Say
Bulls Say

Bears Say

3 Nuclear power plants run year-round, produce
electricity at low costs and generate large profits even
with currently depressed power prices.

3 Exelon's performance in part is driven by volatile
power prices that fluctuate based on natural gas
prices, coal prices, and regional electricity demand.

3 Higher natural gas and coal prices, rising electricity
demand and environmental regulations help Exelon
more than any other utility because of its large nuclear
fleet.

3 The Constellation and Pepco acquisitions dilute
Exelon's economic moat by adding more no-moat
retail business and narrow moat distribution earnings.

3 If gas and power prices remain low for many years,
Exelon's move to invest in retail and regulated
businesses will preserve value.

3 Many of Exelon's growth projects come with regulated
or contracted returns, reducing shareholders' leverage
to a rebound in power markets.
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Five Year Adjusted Cash Flow Forecast (USD Mil)

Financial Health
2015(E)

2016(E)

2017(E)

2018(E)

2019(E)

Cash and Equivalents (beginning of period)
Adjusted Available Cash Flow
Total Cash Available before Debt Service

1,878
2,334
4,212

3,024
1,316
4,340

2,138
1,954
4,092

1,826
3,642
5,469

3,387
4,071
7,458

Principal Payments
Interest Payments
Other Cash Obligations and Commitments
Total Cash Obligations and Commitments

-976
-999
-303
-2,278

-1,500
-1,044
-303
-2,847

-1,500
-1,139
-463
-3,102

-1,250
-1,238
-464
-2,952

-1,250
-1,271
-463
-2,984

Cumulative Annual Cash Flow Cushion
Cash Flow Cushion
Possible Liquidity Need

Exelon's biggest challenge is warding off cash constraints
in unfavorable power markets. The 2007-08 commodity
boom led management to raise the dividend and buy back
stock. But as power markets have fallen from their 2008
peaks, the company has focused on preserving its
investment-grade credit rating. In 2011, the board spent $2.1
billion to reduce its pension liabilities instead of reinstating
a $1.5 billion share-repurchase plan approved in September
2008 but never executed. In February 2013, the board cut
the dividend 41% to $1.24 per share annualized, freeing up
$740 million in annual cash flow. We expect the dividend
to stay at this level for at least the next two years.
The Pepco acquisition would increase consolidated
leverage, but most of that additional leverage will be debt
at the regulated utilities. We don't expect a material change
in parentco or Exelon Generation leverage.

Adjusted Cash Flow Summary
% of
USD Millions Commitments

Beginning Cash Balance
Sum of 5-Year Adjusted Free Cash Flow
Sum of Cash and 5-Year Cash Generation
Revolver Availability
Asset Adjusted Borrowings (Repayment)
Sum of Cash, 5-Year Cash Generation, Revolver and Adjustments
Sum of 5-Year Cash Commitments

1,878
13,317
15,195

13.3
94.0
107.3

—
—

—
—

15,195
-14,163

107.3
—

We think Exelon will have sufficient cash coverage to keep
its investment-grade credit rating and current dividend at
least through 2016 based on current market conditions. Even
through these lean years, we expect Exelon can generate
at least $2 billion of cash flow after incorporating new
financing and excluding discretionary growth investments.
We project Exelon's consolidated EBITDA/interest coverage
will drop from 9 times in 2011 to 6 times by 2015 and
leverage to rise to 3.4 times debt/EBITDA in 2015 from 2
times in 2011.
More than half of Exelon's consolidated debt is secured at
the regulated utilities. This is in line with the utilities'
regulator-approved capital structure, and we don't expect a
material change. Apart from the utilities, Exelon has an
average $485 million of annual debt maturities at Exelon
Generation through 2017. As long as power markets remain
relatively stable and Exelon can maintain its
investment-grade ratings, we don't expect it to have trouble
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refinancing those maturities.
Exelon's pension and nuclear decommissioning funds are
well-funded now, but if interest rates stay low, Exelon could
have to contribute more cash.
Enterprise Risk

Investors should pay the most attention to political
developments that would re-regulate competitive electricity
markets in the Midwest and Mid-Atlantic. Even though
sharp increases in power prices would result in an earnings
windfall for Exelon, it could lead politicians and regulators
to pursue price caps as they did when markets first
deregulated. Although we think this is unlikely in the current
environment, it could have a substantial negative impact on
our fair value estimate. If market power prices are capped
or regulated, Exelon loses its primary profit source. As the
nation's largest wholesale generator and retail supplier,
Exelon's competitive edge requires Eastern U.S. power
markets to remain deregulated. In the decade following
deregulation, rate caps, and other regulations limited
Exelon's profits. Those are gone, and lower power prices
have eased concerns about reregulation. But we expect
politicians and regulators will continue to monitor
customers' utility bills and could intervene if power prices
skyrocket.Reregulation also would destroy Exelon's retail
business. Although that business is still a relatively small
source of consolidated earnings, it would eliminate Exelon's
effective hedge against its generation fleet, potentially
leading to more volatile earnings.As Exelon's regulated
utilities generate a greater share of earnings, investors will
be subject more acutely to the state and federal regulatory
risk that all distribution and transmission utilities face.
Illinois and Maryland are two historically tough regulatory
environments, and punitive rate decisions could have a
material impact on earnings and growth.
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Management & Ownership
Management
Management Activity

Name

Position

MR. CHRISTOPHER M.
CRANE
MR. WILLIAM A. VON
HOENE, JR
JONATHAN W. (JACK)
THAYER
MR. KENNETH W.
CORNEW
MS. ANNE R.
PRAMAGGIORE
MR. CRAIG L. ADAMS
PAYMON ALIABADI

Director

Shares Held

Report Date*

InsiderActivity

240,157

25 Jan 2016

—

87,509

25 Jan 2016

—

69,056

25 Jan 2016

—

62,844

25 Jan 2016

—

52,825

28 Jan 2016

—

46,218
37,923

25 Jan 2016
25 Jan 2016

—
—

*Represents the date on which the owner’s name, position, and common shares held were reported by the holder or issuer.

Fund Ownership
Top Owners

VA CollegeAmerica Invmt Co of America
Franklin Income Fund
Vanguard Total Stock Mkt Idx
Vanguard Wellington™
Utilities Select Sector SPDR® Fund

% of Shares
Held

% of Fund
Assets

Change
(k)

Portfolio Date

3.26
2.17
1.88
1.57
1.47

1.24
0.73
0.13
0.46
5.06

—
-5,000
409
—
198

31 Dec 2015
31 Dec 2015
31 Jan 2016
31 Dec 2015
24 Feb 2016

0.11
0.04
0.30
0.01
0.26

11.68
11.67
11.64
9.61
7.86

23
11
19
34
—

31 Dec 2015
31 Dec 2015
31 Dec 2015
31 Dec 2015
31 Dec 2015

% of Shares
Held

% of Fund
Assets

Shares
Bought/
Sold (k)

Portfolio Date

5.80
3.26
2.55
0.64
0.41

—
—
0.19
0.18
0.08

53,392
29,971
7,058
4,149
3,255

31 Dec 2015
31 Dec 2015
30 Sep 2015
30 Sep 2015
30 Sep 2015

0.22
2.20
6.00
0.85
0.17

0.03
0.13
0.58
0.11
0.09

-28,366
-14,689
-10,388
-3,887
-2,701

30 Sep 2015
30 Sep 2015
30 Sep 2015
30 Sep 2015
30 Sep 2015

Concentrated Holders

Fidelity Advisor® Utilities Fund
Fidelity VIP Utilities Portfolio
Fidelity® Select Utilities Portfolio
Vanguard Market Neutral
Fidelity® Telecom and Utilities Fund

Institutional Transactions
Top 5 Buyers

Fidelity Management and Research Company
Franklin Advisers, Inc.
Wellington Management Company LLP
BlackRock Advisors LLC
Columbia Mangmt Investment Advisers, LLC
Top 5 Sellers

Goldman, Sachs & Co.
T. Rowe Price Associates, Inc.
Capital Research Global Investors
J.P. Morgan Investment Management Inc
Deutsche Bank AG

06 Oct 2015

We give Exelon's management team a Standard
stewardship rating. Since Exelon's earnings are at the mercy
of wholesale power market ups and downs, we don't see
much link between Exelon's recent underperformance and
management's capabilities.
President and CEO Chris Crane and Executive Chairman
Mayo Shattuck III have focused growth investment on the
regulated utilities, continuing a strategic shift that former
CEO and Chairman John Rowe made before his departure
in 2013. Crane's biggest move so far is the $12 billion
(including debt) Pepco acquisition in 2015. This will increase
Exelon's share of regulated utilities earnings and dilute
shareholders' exposure to wholesale power markets.
Management has shown strong conviction in the value of
the deal based on their efforts to gain support for the deal
from all parties, particularly in Washington, D.C.
Crane also faces tough decisions related to flagging profits
at several of Exelon's nuclear plants. We wouldn't be
surprised if Crane decides to close some plants absent
significant public policy support.
We're particularly impressed by management's nuclear
fleet operations, the one thing it can control. Crane led the
generation segment to world-class results in his five years
as COO, and that performance has continued with Crane as
CEO. Exelon's nuclear capacity factors routinely approach
94% across its nuclear fleet. The rest of the nuclear industry
averages in the mid-80% range. Exelon's operational
excellence preserves the value-creation opportunities
available if power prices rise.
The Constellation acquisition reshaped the board along with
the executive suite. The postmerger addition of four former
Constellation board members and the retirement of five
legacy Exelon board members, including Rowe, leaves only
two of the 16 members who were on the board when Exelon
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formed in 2000. In addition, Shattuck has become the largest
insider shareholder. He owned 3.8 million shares or vested
options as of January 2015.
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Analyst Notes
Supreme Court Validates Our View That Carbon
Regulation Remains Highly Uncertain 11 Feb 2016

We are reaffirming our fair value estimates, moat ratings,
and moat trend ratings for all utilities and coal miners after
the U.S. Supreme Court's 5-4 decision to stay the
Environmental Protection Agency's Clean Power Plan. This
validates our view that it's too early, and the outcome too
uncertain, to make any investment decisions based on the
current terms of the CPP or any carbon regulation. We do
not include any CPP-related impacts in our fair value
estimates.
At a minimum, we expect that the decision will push
implementation one or two years past the 2022-30 phasedown period and will embolden political opposition to
carbon regulation. In addition, it means that a Supreme
Court ruling against the CPP could actually reverse industry
trends. When the Supreme Court struck down the EPA’s
MATS rule in June, the decision was largely moot
because most power plants were proceeding to implement
the rule or had already made plans to retire. The CPP timeline
is so long that there is plenty of time for the courts or
politicians to nullify it or make major revisions to it.
For most utilities, power and gas market economics and
renewable energy policies remain the most important
variables for investors to consider.
The Supreme Court’s decision comes as good news for coal
miners that haven’t had any for some time. However, we
don’t view today’s announcement as a panacea for the coal
industry’s woes, as natural gas remains at prices at which
coal struggles to compete. However, our view that natural
gas prices will rise in the coming years hasn’t changed, so
we maintain our fair value estimates for both Peabody and
Cloud Peak. Peabody’s high leverage means it has less time
to wait--the basis for its extreme uncertainty rating.

Exelon Surprises With 2.5% Dividend Growth Target 03
Feb 2016

We are reaffirming our $35 fair value estimate and narrow
moat and stable moat trend ratings for Exelon after the
company reported earning $2.49 per share on an adjusted
basis in 2015. This was in line with our estimate and within
management's guidance range.
We think the biggest positive for shareholders was
management's announcement that it plans to recommend
to the board a 2.5% annual dividend increase for at least
the next three years, likely starting in the second half of
2016. We had not expected a dividend increase until at least
2018, given our expected plateau in earnings the next three
years.
If the board accepts this policy, we estimate Exelon's payout
ratio will top 50% by 2018. This is at the high end of what
we think is reasonable for Exelon's cash flow profile and
debt load. We're not yet entirely convinced that
management has added sufficient regulated distribution
earnings and contracted generation revenue to decouple
cash flows from volatile energy markets.
Management continues to evaluate the economic viability
of at least three nuclear plants. We assume in our long-term
forecasts that Exelon closes three plants representing 25%
of its fleet capacity. We also expect a final Pepco merger
decision by early March, in line with timeline indications
from Washington, D.C., regulators. We continue to assume
$1 per share of value dilution based on a 75% probability
of the deal closing as proposed. We don't think ongoing
legal challenges in other states will be an impediment.
We remain long-term bullish on fixed-price PJM power,
especially in the East, where we expect gas prices to
strengthen as takeaway capacity increases and demand

© Morningstar 2016. All Rights Reserved. Unless otherwise provided in a separate agreement, you may use this report only in the country in which its original distributor is based. The information, data, analyses and opinions presented herein do not constitute
investment advice; are provided solely for informational purposes and therefore are not an offer to buy or sell a security; and are not warranted to be correct, complete or accurate. The opinions expressed are as of the date written and are subject to change without
notice. Except as otherwise required by law, Morningstar shall not be responsible for any trading decisions, damages or other losses resulting from, or related to, the information, data, analyses or opinions or their use. The information contained herein is the
proprietary property of Morningstar and may not be reproduced, in whole or in part, or used in any manner, without the prior written consent of Morningstar. To order reprints, call +1 312-696-6100. To license the research, call +1 312-696-6869. Please see important
disclosures at the end of this report.

Page 10 of 25

Morningstar Equity Research

Exelon Corp EXC (NYSE) | QQQ
Last Price

Fair Value

Consider Buy

Consider Sell

Uncertainty

Economic Moat™

Moat Trend™

Stewardship

Industry Group

31.98 USD

35.00 USD

24.50 USD

47.25 USD

Medium

Narrow

Stable

Standard

Utilities - Regulated

Analyst Notes
remains more robust than other regions. This drives the bulk
of the value upside as of early February. Our $8.4 billion
midcycle gross margin outlook for Exelon Generation
remains at the high end of management's 2018 outlook
range.

Supreme Court Sides With Demand Response; No Fair
Value Impacts 25 Jan 2016

We are reaffirming our fair value estimates and our moat
and moat trend ratings for U.S. power producers and
diversified utilities after the U.S. Supreme Court issued a
6-2 decision effectively supporting the Federal Energy
Regulatory Commission's Order No. 745.

share, capacity values will go down. This will erode the
profitability for new demand response entrants since
demand response providers typically receive more than 90%
of their revenue from capacity payments.
Independent power producers and diversified utilities are
trading at a significant discount to our fair value estimates,
and the Supreme Court's ruling has no material impact on
our long-term thesis. We believe the market reaction was
overly pessimistic to the ruling and presents a buying
opportunity for those with the appropriate risk appetite. We
highlight Dynegy and Exelon as those with the most
exposure to PJM. Calpine, FirstEnergy, NRG Energy, and
Public Service Enterprise Group also have material levels of
generation in PJM.

The decision on its face appears to be a win for demand
response providers and a loss for power producers such as
NRG Energy, Dynegy, and Calpine. However, we think the
actual impact on energy and capacity prices will be muted.
Near-term capacity prices might go down, but energy prices
should go up since demand response has much higher
marginal costs than conventional generation. We expect
the trade-off to be mostly neutral.

Management Meeting: Exelon Sticks to March 4 Drop-

Despite the Supreme Court win, demand response faces
other challenges. Mid-Atlantic grid operator PJM is
implementing rule changes that hurt the economics of
demand response and should boost margins for
conventional generators. We expect little change in the
amount of demand response that clears the 2019-20 base
capacity auction and are maintaining our long-term outlook.
Demand response participation might even drop if PJM
continues to make rule changes recommended by the market
monitor. This would be a benefit for conventional
generators.

Management reiterated it will withdraw its offer to acquire
Pepco if Washington, D.C., regulators do not approve the
transaction by March 4, 2016. We continue to incorporate
in our fair value estimates a 75% probability of the deal
closing as proposed. D.C. regulators' written approval for
rehearing suggested they expect to rule within that time
frame. We expect Exelon will be able to close the deal
immediately following approval.

Ultimately we think demand response market saturation will
be the limiting factor. As demand response gains market

Dead Date for Pepco Deal 11 Nov 2015

We are reaffirming our $35 and $26 fair value estimates for
Exelon and Pepco Holdings, respectively, after meeting with
Exelon's senior management at the Edison Electric Institute
Financial Conference in Hollywood, Florida. Our narrow
moat and stable moat trend ratings for both companies are
unchanged.

The most-favored-states contingencies in other states'
approvals would take effect after the deal closed and thus
are not an impediment to the deal closing. Exelon would file
with those states to offer customer benefits comparable
with those offered in D.C. We don't expect this to be material
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Analyst Notes
to our assessment of the transaction or our fair value
estimate for Exelon, which includes $1 per share of dilution
from the deal.
Management pushed out the start of its full $0.15-$0.20
earnings per share run-rate accretion to 2019 from 2017
initially. Apart from the closing delay, management said the
2017-18 reduction was based on Pepco's reassessment of
its near-term outlook for earned returns. At this point, most
of the earnings accretion should come from the extra
leverage Exelon will use. We expect it will take two to three
years of operational improvements on Exelon's side before
it can achieve more constructive regulatory outcomes.
Management estimated the deal could be $0.25 per share
earnings-accretive by 2020 if Pepco can achieve a 9%
earned return on equity. We think this is a stretch, but even
an 8% achieved ROE could make the deal value-neutral
relative to our previous stand-alone forecasts for Pepco.

utilities was a key reason for higher earnings in the quarter.
On a weather-normalized basis, we expect capital
investment and recent rate activity in Pennsylvania and
Maryland to be the key earnings growth driver in 2016-18.
Estimated 2015-17 gross margin for Exelon Generation
climbed during the quarter primarily due to above-market
hedges. Management now projects $7.8 billion gross
margin in 2016 and 2017 with a 2017 upside near $9.0 billion
based on hedging about half of its projected generation. We
think this is a good position given our bullish power market
outlook. Management also announced its intention to delay
its nuclear plant retirement decision until next year. We
continue to assume a high likelihood that it retires four
plants by 2018 based on current market conditions.
Management now expects to close the Pepco acquisition in
the first quarter of 2016. We continue to incorporate $1 per
share fair value dilution. On Oct. 28, the D.C. commission
accepted Exelon-Pepco's appeal and said it expects to make
a decision in less than 150 days, suggesting mid-March.

Exelon Still Awaiting Power Market Upside and Pepco
Acquisition Approvals 30 Oct 2015

We are reaffirming our $35 fair value estimate and narrow
economic moat and stable moat trend ratings for Exelon
after the firm reported adjusted earnings of $0.83 per share
in the third quarter, up from $0.78 per share in the third
quarter of 2014. Management raised its full-year earnings
guidance range $0.05 per share to $2.40-$2.60, in line with
our full-year outlook.
Management noted Exelon's retail-wholesale combination
was a meaningful contributor to the higher quarterly and
year-to-date earnings, amplified by last year's Integrys
acquisition. We've long believed Exelon's retail-wholesale
combination and scale can be value-accretive for
shareholders, and it appears to be paying off, albeit at still
a small level. Favorable weather for Exelon's regulated

Pepco Reports Third-Quarter Earnings; Acquisition by
Exelon Likely to Close Early Next Year 26 Oct 2015

We are reiterating our $35 per share fair value estimate for
Exelon and $26 fair value estimate for Pepco after Pepco
reported third-quarter earnings. Our narrow moat and stable
moat trend ratings are also unchanged for both companies.
Pepco reported operating earnings of $0.33 per share versus
$0.46 in the same period last year. Earnings were negatively
affected by higher operations and maintenance expense,
implementation costs associated with a new customer
information system, increased transmission revenue
reserves related to a return on equity challenge and higher
property taxes.
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We continue to believe Exelon's proposed acquisition of
Pepco has a 75% chance of gaining approval of the Public
Service Commission of the District of Columbia and being
completed following the agreement with Washington, D.C.,
Mayor Muriel Bowser. We expect the D.C. commission to
approve Exelon and Pepco's request to reopen the merger
proceeding in their meeting on Oct. 28. Assuming the D.C.
commission does reopen the proceeding, briefings would
not be completed until late December. Therefore, we would
not expect the merger to close until early 2016.

merger has a better than 75% chance of gaining approval
of the Public Service Commission of the District of Columbia
and being completed. We had previously handicapped the
chances of the merger closing at only 25% following the
Aug. 25, 2015, outright rejection of Exelon's offer without
the PSC providing any solutions for gaining approval. Exelon
and Pepco have received all other regulatory approvals
although there are some outstanding legal challenges to
the conditional approval of the Maryland Public Service
Commission that we expect to be dismissed.

Although the merger appears to be on track in D.C., it is
unclear whether the proceedings will be reopened in
Delaware, New Jersey, and Maryland, jurisdictions that
have already approved the transaction. The commitments
Exelon made to these states to obtain approval are subject
to most-favored-nation clauses and may need to be
enhanced.

Our stand-alone fair value estimate for Pepco remains $21
per share, a 23% discount to Exelon's $27.25 cash offer.
Despite this premium, the deal as proposed on a probabilityadjusted basis is too small to have a material impact on our
Exelon fair value estimate.

Our stand-alone fair value estimate for Pepco remains $21
per share, a 23% discount to Exelon's $27.25 cash offer.
Despite this premium, the deal as proposed on a probabilityadjusted basis is too small to have a material impact on our
Exelon fair value estimate.

No Sweeteners 30 Sep 2015

Pepco and Exelon Refile With D.C. Commission but Offer

Exelon Reaches Agreement With D.C. Mayor to Acquire
Pepco 06 Oct 2015

We are reiterating our $35 fair value estimate for Exelon
and raising our fair value estimate for Pepco Holdings to
$26 per share from $23 per share following the
announcement by Washington, D.C., Mayor Muriel
Bowser's office that they had reached an agreement with
Exelon for its proposed acquisition of Pepco. Exelon has now
agreed to invest $78 million in the D.C. electric utility
system, up from the $14 million it previously proposed.
Based on the proposed agreement, we now believe the

We are reiterating our $35 fair value estimate for Exelon
and $23 fair value estimate for Pepco following the firms'
filing for reconsideration of their proposed merger to the
District of Columbia Public Service Commission. We are
maintaining our narrow moat and stable moat trend ratings
for both. The filing asserts the merger is in the public interest
and the original decision contained numerous errors of law
and fact. The companies did not propose any new financial
incentives.
We continue to believe that the merger has a 25% chance
of closing. Since the D.C. PSC did not provide alternatives
to correct its concerns in the original decision, we think the
commission is unlikely to reverse itself without any
sweeteners. If the companies do offer additional benefits
to D.C. customers, the conditional approvals by Delaware,
Maryland, and New Jersey will be reopened. Most-favorednations clauses in these agreements allow for the same
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Analyst Notes
incremental benefits, increasing the cost to Exelon of
completing the merger. Although incremental customer
benefits could be small for the D.C. jurisdiction, making
concessions across all of Pepco's service territories could
ruin the economics of the merger.
The D.C. commission has 30 days to respond. If it denies
the request for rehearing or does not respond, Pepco and
Exelon could appeal the decision to the D.C. Court of
Appeals. The Washington Post has reported that D.C.
Mayor Muriel Bowser has been subject to intense lobbying
by business groups favoring the merger and public
demonstrations opposing the merger. The Post reported
that private negotiations are taking place in the mayor's
office trying to determine if a revamped deal is possible.
Our stand-alone fair value estimate for Pepco remains $21
per share, a 23% discount to Exelon's $27.25 cash offer.
Despite this premium, the deal as proposed on a probabilityadjusted basis is too small to have a material impact on our
Exelon fair value estimate.

market or public policy changes. The Quad Cities (Illinois),
Three Mile Island (Pennsylvania), and Oyster Creek (New
Jersey) plants are obligated to run at least through
mid-2018, and the Byron plant is obligated to run through
mid-2019 based on results from PJM's recent capacity
auctions.
The key development for Exelon in last week's 2017-18
transitional capacity auction was that the Quad Cities and
Byron plants cleared and are now obligated to run. Neither
cleared PJM's 2017-18 base capacity auction last year at
$120/megawatt-day but did clear last week's capacity
performance transitional auction at $151.50/MW-day.
Including those plants and the uplift for the rest of the fleet
adds about $400 million of EBITDA in 2017-18.
The Clinton (Illinois) plant is the fourth that we assume will
close by 2018. It is not part of PJM. It is obligated to run at
least through 2016 as part of the Mid-Continent ISO. Exelon
continues to lobby Illinois politicians to adopt a subsidy-like
scheme that would improve the economics for its six Illinois
nuclear plants. We do not include any benefits from policy
changes in our fair value estimate.

Exelon Postpones Nuclear Plant Retirement Decision;
No Fair Value Impact 10 Sep 2015

We are reaffirming our $35 per share fair value estimate for
Exelon after management announced it will delay a decision
whether to close at least three of its struggling nuclear
plants. We recently incorporated into our fair value estimate
and financial projections the assumption that it was more
likely than not that Exelon would close those three plants
in 2018. We also assume a 50% likelihood that Exelon will
close its Byron (Illinois) nuclear plant in 2019.
Results of the recent 2016-18 PJM transitional capacity
auctions and management's decision to delay potential
retirements do not change our assumptions that those
plants ultimately will close, absent significant energy
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Morningstar Analyst Forecasts
Financial Summary and Forecasts
Fiscal Year Ends in December

Forecast

Growth (% YoY)

Revenue
EBIT
EBITDA
Net Income
Diluted EPS
Earnings Before Interest, after Tax
Free Cash Flow

Profitability

Operating Margin %
EBITDA Margin %
Net Margin %
Free Cash Flow Margin %
ROIC %
Adjusted ROIC %
Return on Assets %
Return on Equity %

Leverage

Debt/Capital
Total Debt/EBITDA
EBITDA/Interest Expense

3-Year
Hist. CAGR

2012

2013

2014

2015

2016

5-Year
Proj. CAGR

13.2
-11.6
-2.4
-9.3
-16.9
-7.3
-19.5

24.1
-46.9
-26.7
-15.6
-31.5
-43.1
231.6

6.0
53.6
36.3
-7.9
-12.3
-13.1
-22.5

10.2
-15.3
-6.9
-4.0
-4.4
61.0
-79.7

-17.0
23.4
15.0
2.9
2.9
-30.3
347.7

10.6
0.1
1.7
-2.9
-3.0
-7.4
-90.0

3.5
13.9
10.1
10.0
9.9
-1.0
59.1

3-Year
Hist. Avg

2012

2013

2014

2015

2016

5-Year
Proj. Avg

12.0
20.4
8.7
5.1
2.2
2.3
2.0
7.1

10.1
18.1
9.9
8.2
1.6
1.7
1.7
6.4

14.7
23.3
8.6
6.0
2.5
2.7
2.2
7.7

11.3
19.7
7.5
1.1
2.5
2.7
2.0
7.1

16.8
27.3
9.3
6.0
5.2
5.4
2.4
9.0

15.2
25.1
8.2
0.5
5.2
5.4
2.3
8.3

16.4
25.9
9.0
5.5
5.7
6.0
2.7
9.4

3-Year
Hist. Avg

2012

2013

2014

2015

2016

5-Year
Proj. Avg

0.48
4.06
4.65

0.47
4.60
4.59

0.47
3.46
4.28

0.49
4.12
5.08

0.49
3.71
6.23

0.48
3.73
6.06

0.47
3.42
6.27

Valuation Summary and Forecasts
Price/Fair Value
Price/Earnings
EV/EBITDA
EV/EBIT
Free Cash Flow Yield %
Dividend Yield %

Discounted Cash Flow Valuation

2013

2014

2015(E)

2016(E)

0.65
11.0
8.9
14.1
3.0
3.9

0.90
15.5
8.3
14.5
-6.3
4.2

—
13.0
7.9
12.9
2.7
3.6

—
13.4
7.8
12.9
-1.2
3.7

Key Valuation Drivers
Cost of Equity %
Pre-Tax Cost of Debt %
Weighted Average Cost of Capital %
Long-Run Tax Rate %
Stage II EBI Growth Rate %
Stage II Investment Rate %
Perpetuity Year

9.0
5.8
7.1
37.0
3.0
33.3
15

Additional estimates and scenarios available for download at http://select.morningstar.com.

USD Mil

Firm Value
(%)

Per Share
Value

Present Value Stage I
Present Value Stage II
Present Value Stage III

6,148
15,608
28,162

12.3
31.3
56.4

7.11
18.05
32.56

Total Firm Value

49,918

100.0

57.72

1,878
-22,272
—
-789

—
—
—
—

2.17
-25.75
—
-0.91

28,736

—

33.22

Cash and Equivalents
Debt
Preferred Stock
Other Adjustments
Equity Value

Projected Diluted Shares
Fair Value per Share (USD)

865
—

The data in the table above represent base-case forecasts in the company’s reporting
currency as of the beginning of the current year. Our fair value estimate may differ from the
equity value per share shown above due to our time value of money adjustment and in cases
where probability-weighted scenario analysis is performed.
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Morningstar Analyst Forecasts
Income Statement (USD Mil)
Fiscal Year Ends in December

Forecast
2012

2013

2014

2015

2016

Revenue

23,489

24,888

27,429

22,762

25,184

Cost of Goods Sold
Gross Profit

10,157
13,332

10,724
14,164

13,003
14,426

7,756
15,006

10,000
15,184

Selling, General & Administrative Expenses
Other Operating Expense (Income)
Other Operating Expense (Income)
Depreciation & Amortization (if reported separately)
Operating Income (ex charges)

7,961
1,019
91
1,881
2,380

7,270
1,095
-10
2,153
3,656

8,568
1,154
-706
2,314
3,096

7,594
1,191
—
2,400
3,821

7,635
1,223
—
2,500
3,826

Restructuring & Other Cash Charges
Impairment Charges (if reported separately)
Other Non-Cash (Income)/Charges
Operating Income (incl charges)

—
—
—
2,380

—
—
—
3,656

—
—
—
3,096

—
—
—
3,821

—
—
—
3,826

Interest Expense
Interest Income
Pre-Tax Income

928
346
1,798

1,356
473
2,773

1,065
455
2,486

999
350
3,172

1,044
300
3,082

627

1,044

666

1,047

1,017

—
—
—
-11
1,160

—
—
—
-10
1,719

—
—
—
-197
1,623

—
—
—
—
2,125

—
—
—
—
2,065

819
1.42

860
2.00

864
1.88

864
2.46

866
2.39

2,334
2.85

2,150
2.50

2,065
2.39

2,125
2.46

2,065
2.39

2.10

1.46

1.24

1.24

1.24

6,459
4,261

7,435
5,809

6,964
5,410

6,221
6,221

6,326
6,326

Income Tax Expense
Other After-Tax Cash Gains (Losses)
Other After-Tax Non-Cash Gains (Losses)
(Minority Interest)
(Preferred Dividends)
Net Income
Weighted Average Diluted Shares Outstanding
Diluted Earnings Per Share
Adjusted Net Income
Diluted Earnings Per Share (Adjusted)
Dividends Per Common Share
EBITDA
Adjusted EBITDA
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Morningstar Analyst Forecasts
Balance Sheet (USD Mil)
Fiscal Year Ends in December

Forecast
2012

2013

2014

2015

2016

Cash and Equivalents
Investments
Accounts Receivable
Inventory
Deferred Tax Assets (Current)
Other Short Term Assets
Current Assets

1,486
—
4,226
1,014
131
3,276
10,133

1,609
—
4,156
1,105
573
2,694
10,137

1,878
—
4,709
1,603
244
3,663
12,097

3,024
—
3,991
701
—
2,900
10,616

2,138
—
4,140
877
—
2,900
10,055

Net Property Plant, and Equipment
Goodwill
Other Intangibles
Deferred Tax Assets (Long-Term)
Other Long-Term Operating Assets
Long-Term Non-Operating Assets
Total Assets

45,186
2,625
—
58
8,346
12,206
78,554

47,330
2,625
—
—
7,835
11,997
79,924

52,087
2,672
—
—
6,076
13,882
86,814

55,087
2,672
—
—
6,000
13,882
88,257

57,712
2,672
—
—
6,000
13,882
90,321

2,648
1,257
58
3,821
7,784

2,600
1,850
40
3,238
7,728

3,056
2,262
—
3,444
8,762

1,870
2,262
—
3,500
7,632

2,192
2,262
—
3,500
7,954

Long-Term Debt
Deferred Tax Liabilities (Long-Term)
Other Long-Term Operating Liabilities
Long-Term Non-Operating Liabilities
Total Liabilities

18,346
11,551
3,981
15,075
56,737

18,271
12,905
4,388
13,692
56,984

20,010
13,019
4,550
16,340
62,681

20,810
13,200
4,600
16,340
62,582

21,310
13,400
4,600
16,340
63,604

Preferred Stock
Common Stock
Additional Paid-in Capital
Retained Earnings (Deficit)
(Treasury Stock)
Other Equity
Shareholder's Equity

87
16,632
—
9,893
-2,327
-2,574
21,711

—
16,741
—
10,358
-2,327
-1,847
22,925

—
16,709
—
10,910
-2,327
-2,491
22,801

—
16,709
30
11,963
-2,327
-2,000
24,375

—
16,709
80
12,955
-2,327
-2,000
25,417

Minority Interest
Total Equity

106
21,817

15
22,940

1,332
24,133

1,300
25,675

1,300
26,717

Accounts Payable
Short-Term Debt
Deferred Tax Liabilities (Current)
Other Short-Term Liabilities
Current Liabilities
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Morningstar Analyst Forecasts
Cash Flow (USD Mil)
Forecast

Fiscal Year Ends in December
2012

2013

2014

2015

2016

Net Income

1,171

1,729

1,820

2,125

2,065

Depreciation
Amortization
Stock-Based Compensation
Impairment of Goodwill
Impairment of Other Intangibles
Deferred Taxes
Other Non-Cash Adjustments

4,079
—
—
—
—
615
894

3,779
—
—
—
—
119
261

3,868
—
—
—
—
502
1,514

2,400
—
—
—
—
425
—

2,500
—
—
—
—
200
—

(Increase) Decrease in Accounts Receivable
(Increase) Decrease in Inventory
Change in Other Short-Term Assets
Increase (Decrease) in Accounts Payable
Change in Other Short-Term Liabilities
Cash From Operations

243
26
-265
-632
—
6,131

-97
-100
742
-90
—
6,343

-318
-380
-2,758
209
—
4,457

718
902
763
-1,186
56
6,203

-149
-175
—
322
—
4,762

(Capital Expenditures)
Net (Acquisitions), Asset Sales, and Disposals
Net Sales (Purchases) of Investments
Other Investing Cash Flows
Cash From Investing

-5,789
-21
—
1,234
-4,576

-5,395
—
—
1
-5,394

-6,077
-386
—
1,864
-4,599

-5,400
—
—
126
-5,274

-5,125
—
—
—
-5,125

Common Stock Issuance (or Repurchase)
Common Stock (Dividends)
Short-Term Debt Issuance (or Retirement)
Long-Term Debt Issuance (or Retirement)
Other Financing Cash Flows
Cash From Financing

72
-1,716
-197
882
-126
-1,085

47
-1,249
332
466
-422
-826

35
-1,065
122
1,918
-599
411

30
-1,072
—
800
-32
-274

50
-1,073
—
500
—
-523

—
470

—
123

—
269

491
1,146

—
-886

Exchange Rates, Discontinued Ops, etc. (net)
Net Change in Cash
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Comparable Company Analysis
These companies are chosen by the analyst and the data are shown by nearest calendar year in descending market capitalization order.
Valuation Analysis
Price/Earnings

EV/EBITDA

Price/Free Cash Flow

Price/Book

Price/Sales

Price/Fair
Value

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

Public Service Enterprise Group Inc

1.09

15.0

15.0

14.7

7.6

7.6

7.5

61.6

NM

NM

1.7

1.7

1.6

1.9

2.1

2.1

FirstEnergy Corp FE USA

0.92

15.3

12.6

11.5

15.5

9.2

8.7

NM

24.3

NM

1.1

1.1

1.0

0.9

1.0

1.0

Entergy Corp ETR USA

0.99

15.0

12.7

14.7

6.6

18.4

8.0

8.9

NM

61.4

1.6

1.4

1.3

1.3

1.1

1.1

15.1

13.4

13.6

9.9

11.7

8.1

35.3

24.3

61.4

1.5

1.4

1.3

1.4

1.4

1.4

15.5

13.0

13.4

8.3

7.9

7.8

NM

36.6

NM

1.1

1.2

1.2

0.9

1.3

1.2

Company/Ticker

Average
Exelon Corp EXC US

0.91

Returns Analysis
ROIC %

Company/Ticker

Public Service Enterprise Group Inc
FirstEnergy Corp FE USA
Entergy Corp ETR USA

Return on Equity %

Return on Assets %

Dividend Yield %

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

— USD

8.2

6.9

6.6

8.2

6.9

6.6

12.8

11.8

11.4

4.5

4.1

4.0

3.6

3.4

3.6

52,166 USD

1.8

5.4

4.5

2.1

6.4

5.3

2.4

9.0

9.4

0.6

2.2

2.3

4.5

4.2

4.5

— USD

6.8

1.5

5.0

6.9

1.5

5.1

9.6

1.8

9.5

2.1

0.4

1.9

3.8

4.5

4.7

5.6

4.6

5.4

5.7

4.9

5.7

8.3

7.5

10.1

2.4

2.2

2.7

4.0

4.0

4.3

2.5

5.2

5.2

2.7

5.4

5.4

7.1

9.0

8.3

2.0

2.4

2.3

4.2

3.6

3.7

Average
Exelon Corp EXC US

Adjusted ROIC %

Last Historical Year
Total Assets
(Mil)

86,814 USD

Growth Analysis
Revenue Growth %

EBIT Growth %

EPS Growth %

Free Cash Flow Growth %

Dividend/Share Growth %

Last Historical Year
Revenue
(Mil)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

Public Service Enterprise Group Inc

10,886 USD

9.2

-1.9

0.2

14.1

6.4

-0.5

7.0

5.3

2.4

-26.4

-51.0

-320.7

2.8

5.4

5.1

FirstEnergy Corp FE USA

15,049 USD

0.9

-2.5

-3.0

-55.8

154.3

7.4

-15.7

5.7

9.5

56.3

158.4

-55.5

-34.6

—

5.6

Entergy Corp ETR USA

12,495 USD

9.7

-3.2

0.8

32.3

-15.1

6.7

8.7

0.4

-13.5

41.9

-193.0

-119.8

—

0.6

2.7

6.6

-2.5

-0.7

-3.1

48.5

4.5

—

3.8

-0.5

23.9

-28.5

-165.3

-15.9

3.0

4.5

10.2

-17.0

10.6

-15.3

23.4

0.1

-4.4

2.9

-3.0

-79.7

347.7

-90.0

-15.1

—

—

Company/Ticker

Average
Exelon Corp EXC US

27,429 USD
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Exelon Corp EXC (NYSE) | QQQ
Last Price

Fair Value

Consider Buy

Consider Sell

Uncertainty

Economic Moat™

Moat Trend™

Stewardship

Industry Group

31.98 USD

35.00 USD

24.50 USD

47.25 USD

Medium

Narrow

Stable

Standard

Utilities - Regulated

Comparable Company Analysis
These companies are chosen by the analyst and the data are shown by nearest calendar year in descending market capitalization order.
Profitability Analysis
Gross Margin %

EBITDA Margin %

Operating Margin %

Net Margin %

Free Cash Flow Margin %

Last Historical Year
Net Income
(Mil)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

Public Service Enterprise Group Inc

1,402 USD

64.3

67.1

69.2

35.4

38.3

38.9

24.1

26.1

25.9

12.9

13.8

14.1

3.1

-0.8

-5.4

FirstEnergy Corp FE USA

1,075 USD

53.5

55.9

57.9

15.2

26.8

29.5

7.1

18.4

20.4

7.1

7.8

8.8

-4.0

4.0

-1.8

Entergy Corp ETR USA

1,050 USD

63.6

62.4

63.9

34.5

11.9

27.0

17.5

15.4

16.2

8.4

8.7

7.5

14.2

-12.8

1.8

60.5

61.8

63.7

28.4

25.7

31.8

16.2

20.0

20.8

9.5

10.1

10.1

4.4

-3.2

-1.8

52.6

65.9

60.3

19.7

27.3

25.1

11.3

16.8

15.2

7.5

9.3

8.2

-5.9

3.5

-1.4

Company/Ticker

Average
Exelon Corp EXC US

2,065 USD

Leverage Analysis
Debt/Equity %

Debt/Total Cap %

EBITDA/Interest Exp.

Total Debt/EBITDA

Assets/Equity

Last Historical Year
Total Debt
(Mil)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

9,144 USD

75.0

75.6

81.1

42.9

43.1

44.8

9.9

10.4

9.4

2.4

2.4

2.7

2.9

2.8

2.8

FirstEnergy Corp FE USA

21,779 USD

175.4

165.7

161.7

63.7

62.4

61.8

2.1

3.6

3.8

9.5

5.5

5.3

4.2

4.1

4.0

Entergy Corp ETR USA

13,998 USD

138.6

159.3

160.9

58.1

61.4

61.7

6.9

2.1

4.6

3.2

10.7

4.9

4.6

5.0

5.0

129.7

133.5

134.6

54.9

55.6

56.1

6.3

5.4

5.9

5.0

6.2

4.3

3.9

4.0

3.9

97.7

94.7

92.7

49.4

48.6

48.1

5.1

6.2

6.1

4.1

3.7

3.7

3.8

3.6

3.6

Company/Ticker

Public Service Enterprise Group Inc

Average
Exelon Corp EXC US

22,272 USD

Liquidity Analysis
Company/Ticker

Market Cap
(Mil)

Cash per Share

Current Ratio

Quick Ratio

Cash/Short-Term Debt

Payout Ratio %
2014

2015(E)

2016(E)

Public Service Enterprise Group Inc

22,131 USD

0.79

0.51

0.41

1.18

1.11

1.11

1.03

0.95

0.95

0.46

0.30

0.24

49.5

53.7

55.1

FirstEnergy Corp FE USA

14,383 USD

0.20

0.39

0.51

0.70

0.51

0.51

0.55

0.38

0.39

0.03

0.06

0.07

202.8

53.3

51.4

Entergy Corp ETR USA

13,245 USD

7.89

3.07

2.92

1.14

0.85

0.85

0.85

0.57

0.57

0.95

0.37

0.35

63.6

338.0

67.8

2.96

1.32

1.28

1.01

0.82

0.82

0.81

0.63

0.64

0.48

0.24

0.22

105.3

148.3

58.1

2.17

3.50

2.47

1.38

1.39

1.26

1.20

1.30

1.15

0.83

1.34

0.95

66.0

50.4

52.0

Average
Exelon Corp EXC US

29,419 USD

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)

2014

2015(E)

2016(E)
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Research Methodology for Valuing Companies
Components of Our Methodology
3 Economic Moat™ Rating
3 Moat Trend™ Rating
3 Moat Valuation
3 Three-Stage Discounted Cash Flow
3 Weighted Average Cost of Capital
3 Fair Value Estimate
3 Scenario Analysis
3 Uncertainty Ratings
3 Margin of Safety
3 Consider Buying/Selling
3 Stewardship Rating

We believe that a company’s intrinsic worth results
from the future cash flows it can generate.
The Morningstar Rating for stocks identifies stocks
trading at a discount or premium to their intrinsic
worth—or fair value estimate, in Morningstar
terminology. Five-star stocks sell for the biggest
risk-adjusted discount to their fair values, whereas
1-star stocks trade at premiums to their intrinsic
worth. Four key components drive the Morningstar
rating: our assessment of the firm’s economic moat,
our estimate of the stock’s fair value, our uncertainty
around that fair value estimate and the current
market price. This process ultimately culminates
in our single-point star rating. Underlying this
rating is a fundamentally focused methodology
and a robust, standardized set of procedures
and core valuation tools used by Morningstar’s
equity analysts.
The concept of the Morningstar Economic Moat™
Rating plays a vital role not only in our qualitative
assessment of a firm’s investment potential, but
also in our actual calculation of our fair value
estimates. We assign three moat ratings—none,
narrow, or wide—as well as the Morningstar Moat
Trend™ Rating—positive, stable, or negative—to
each company we cover. Companies with a narrow
moat are those we believe are more likely than not
to achieve normalized excess returns on invested
capital over at least the next 10 years. Wide-moat
companies are those in which we have very
high confidence that excess returns will remain for

10 years, with excess returns more likely than not
to remain for at least 20 years. The longer a firm
generates economic profits, the higher its intrinsic
value. The assumptions that we make about a firm’s
economic moat play a vital role in determining
the length of “economic outperformance” that we
assume in the terminal sections of our valuation
model. To assess the sustainability of excess profits,
analysts perform ongoing assessments of what we
call the moat trend. A firm’s moat trend is positive
in cases where we think its sources of competitive
advantage are growing stronger; stable where we
don’t anticipate changes to competitive advantages
over the next several years; or negative when we
see signs of deterioration.
At the heart of our valuation system is a detailed
projection of a company’s future cash flows. The first
stage of our three-stage discounted cash flow model
can last from 5 to 10 years and contains numerous
detailed assumptions about various financial and
operating items. The second stage of our model—
where a firm’s return on new invested capital
(RONIC) and earnings growth rate implicitly fade
until the perpetuity year—can last anywhere from
one year (for companies with no economic moat)
to 10-15 years (for wide-moat companies). In our
third stage, we assume the firm’s RONIC equals its
weighted average cost of capital, and we calculate
a continuing value using a standard perpetuity
formula. In deciding on the rate at which to discount
future cash flows, we use a building block approach,

Morningstar Research Methodology for Valuing Companies
Economic Moat
Financial Health
Stewardship
Uncertainty
Moat Trend

Morningstar Fair Value

Margin of Safety
Market Pricing

Morningstar RatingTM For Stocks
QQQQQ

Source: Morningstar, Inc.
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Research Methodology for Valuing Companies

Detailed Methodology Documents
and Materials*
3 Comprehensive Equity Research Methodology
3 Uncertainty Methodology
3 Cost of Equity Methodology
3 Morningstar DCF Valuation Model
3 Stewardship Rating Methodology

which takes into account expectations for market
real return, inflation, country risk premia, corporate
credit spread, and any additional systematic risk.

operating and financial leverage, sales sensitivity
to the overall economy, product concentration,
pricing power, and other company-specific factors.

We also employ a number of other tools to augment
our valuation process, including scenario analysis,
where we assess the likelihood and performance
of a business under different economic and
firm-specific conditions. Our analysts model three
scenarios for each company we cover, stresstesting the model and examining the distribution of
resulting fair values.

Our corporate Stewardship Rating represents our
assessment of management’s stewardship of
shareholder capital, with particular emphasis on
capital allocation decisions. Analysts consider
companies’ investment strategy and valuation,
financial leverage, dividend and share buyback
policies, execution, compensation, related party
transactions, and accounting practices. Corporate
governance practices are only considered if
they’ve had a demonstrated impact on shareholder
value. Analysts assign one of three ratings:
“Exemplary,” “Standard,” and “Poor.” Analysts judge
stewardship from an equity holder’s perspective.
Ratings are determined on an absolute basis.
Most companies will receive a Standard rating,
and this is the default rating in the absence of
evidence that managers have made exceptionally
strong or poor capital allocation decisions. K

*Please contact a sales representative
for more information.

The Morningstar Uncertainty Rating captures the
range of likely potential fair values and uses
it to assign the margin of safety required before
investing, which in turn explicitly drives our stock
star rating system. The Uncertainty Rating represents the analysts’ ability to bound the estimated
value of the shares in a company around the
Fair Value Estimate, based on the characteristics
of the business underlying the stock, including

Morningstar Margin of Safety and Star Rating Bands
Price/Fair Value
2.75

• 1 Star

— 175%

—
—155%

2.25

1.75

• 2 Star

— 135%

—125%
105%—

— 95%
1.25

80% —

—

110% —

—

70% —

— 90%

125% —

115% —
— 85%
—

• 3 Star

• 4 Star

— 80%
60% —

50% — • 5 Star

0.75

0.25
Low

Medium

High

Very High *

* Occasionally a stock’s uncertainty will be too high for us to estimate, in which case we label it Extreme.

Source: Morningstar, Inc.

@Morningstar 2016. All Rights Reserved. Unless otherwise provided in a separate agreement, you may use this report only in the country in which its original distributor is based. The information, data, analyses and opinions presented herein do not constitute
investment advice; are provided solely for informational purposes and therefore are not an offer to buy or sell a security; and are not warranted to be correct, complete or accurate. The opinions expressed are as of the date written and are subject to change without
notice. Except as otherwise required by law, Morningstar shall not be responsible for any trading decisions, damages or other losses resulting from, or related to, the information, data, analyses or opinions or their use. The information contained herein is the
proprietary property of Morningstar and may not be reproduced, in whole or in part, or used in any manner, without the prior written consent of Morningstar. To order reprints, call +1 312-696-6100. To license the research, call +1 312-696-6869. Please see important
disclosures at the end of this report.

Page 22 of 25

Morningstar Equity Research

Exelon Corp EXC (NYSE) | QQQ
Last Price

Fair Value

Consider Buy

Consider Sell

Uncertainty

Economic Moat™

Moat Trend™

Stewardship

Industry Group

31.98 USD

35.00 USD

24.50 USD

47.25 USD

Medium

Narrow

Stable

Standard

Utilities - Regulated

Unless stated otherwise, this Research Report was
prepared by the person(s) noted in their capacity as Equity
Analysts employed by Morningstar, Inc., or one of its
affiliates. This Report has not been made available to the
issuer of the relevant financial products prior to publication.

Conflicts of Interest:

The Morningstar Rating for stocks identifies stocks trading
at a discount or premium to their intrinsic value. Five-star
stocks sell for the biggest risk-adjusted discount whereas
one-star stocks trade at premiums to their intrinsic value.
Based on a fundamentally focused methodology and a
robust, standardized set of procedures and core valuation
tools used by Morningstar's Equity Analysts, four key
components drive the Morningstar Rating: 1. Assessment
of the firm's economic moat, 2. Estimate of the stock's fair
value, 3. Uncertainty around that fair value estimate, and 4.
Current market price. Further information on Morningstar's
methodology is available from http://global.morningstar.
com/equitydisclosures.

-Equity Analysts are required to comply with the CFA
Institute's Code of Ethics and Standards of Professional
Conduct.

This Report is current as of the date on the Report until it is
replaced, updated or withdrawn. This Report may be
withdrawn or changed at any time as other information
becomes available to us. This Report will be updated if
events affecting the Report materially change.

-No material interests are held by Morningstar or the Equity
Analyst in the financial products that are the subject of the
Reports.

-Equity Analysts’ compensation is derived from
Morningstar's overall earnings and consists of salary, bonus
and in some cases restricted stock.
-Equity Analysts do not have authority over Morningstar's
investment management group's business arrangements
nor allow employees from the investment management
group to participate or influence the analysis or opinion
prepared by them. Morningstar will not receive any direct
benefit from the publication of this Report.
- Morningstar does not receive commissions for providing
research and does not charge companies to be rated.
-Equity Analysts use publicly available information.

© Morningstar 2016. All Rights Reserved. Unless otherwise provided in a separate agreement, you may use this report only in the country in which its original distributor is based. The information, data, analyses and opinions presented herein do not constitute
investment advice; are provided solely for informational purposes and therefore are not an offer to buy or sell a security; and are not warranted to be correct, complete or accurate. The opinions expressed are as of the date written and are subject to change without
notice. Except as otherwise required by law, Morningstar shall not be responsible for any trading decisions, damages or other losses resulting from, or related to, the information, data, analyses or opinions or their use. The information contained herein is the
proprietary property of Morningstar and may not be reproduced, in whole or in part, or used in any manner, without the prior written consent of Morningstar. To order reprints, call +1 312-696-6100. To license the research, call +1 312-696-6869.

Page 23 of 25

Morningstar Equity Research

Exelon Corp EXC (NYSE) | QQQ
Last Price

Fair Value

Consider Buy

Consider Sell

Uncertainty

Economic Moat™

Moat Trend™

Stewardship

Industry Group

31.98 USD

35.00 USD

24.50 USD

47.25 USD

Medium

Narrow

Stable

Standard

Utilities - Regulated

-Morningstar may provide the product issuer or its related
entities with services or products for a fee and on an arms’
length basis including software products and licenses,
research and consulting services, data services, licenses to
republish our ratings and research in their promotional
material, event sponsorship and website advertising.
-Further information on Morningstar's conflict of interest
policies is available from http://global.morningstar.com/
equitydisclosures.
If you wish to obtain further information regarding previous
Reports and recommendations and our services, please
contact your local Morningstar office.
Unless otherwise provided in a separate agreement, you
may use this Report only in the country in which the
Morningstar distributor is based. Unless stated otherwise,
the original distributor of this document is Morningstar Inc.
Redistribution, in any capacity, is prohibited without
permission. The information, data, analyses and opinions
presented herein do not constitute investment advice; are
provided solely for informational purposes and therefore are
not an offer to buy or sell a security; and are not warranted
to be correct, complete or accurate, nor may they be
construed as a representation regarding the legality of
investing in the security/ies concerned, under the applicable
investment or similar laws or regulations of any person or
entity accessing this report. The opinions expressed are as
of the date written and are subject to change without notice.
Except as otherwise required by law, Morningstar, its
affiliates, and their officers, directors and employees shall
not be responsible or liable for any trading decisions,
damages or other losses resulting from, or related to, the
information, data, analyses or opinions or their use. You
should seek the advice of your financial, legal, tax, business
and/or other consultant, and read all relevant issue
documents pertaining to the security/ies concerned,
including without limitation, the detailed risks involved in

the investment, before making an investment decision.
Please note that investments in securities are subject to
market and other risks and there is no assurance or
guarantee that the intended investment objectives will be
achieved. Past performance of a security may or may not be
sustained in future and is no indication of future
performance. As the price / value / interest rate of a security
fluctuates, the value of your investments in the said security,
and in the income, if any, derived therefrom may go up or
down.
For Recipients in Australia: This report has been authorized
by the Head of Equity and Credit Research, Asia Pacific,
Morningstar Australasia Pty Limited and is circulated
pursuant to RG 79.26(f) as a full restatement of an original
report (by the named Morningstar analyst) which has
already been broadly distributed. To the extent the report
contains general advice it has been prepared without
reference to your objectives, financial situation or needs.
You should consider the advice in light of these matters and,
if applicable, the relevant Product Disclosure Statement
before making any decision to invest. Refer to our Financial
Services Guide (FSG) for more information at www.
morningstar.com.au/fsg.pdf.
For Recipients in Hong Kong: The research is distributed by
Morningstar Investment Management Asia Limited, which
is regulated by the Hong Kong Securities and Futures
Commission to provide services to professional investors
only. Neither Morningstar Investment Management Asia
Limited, nor its representatives, are acting or will be deemed
to be acting as an investment advisor to any recipients of
this information unless expressly agreed to by Morningstar
Investment Management Asia Limited. For enquiries
regarding this research, please contact a Morningstar
Investment Management Asia Limited Licensed Representative
at http://global.morningstar.com/equitydisclosures.
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Exelon Corp EXC (NYSE) | QQQ
Last Price

Fair Value

Consider Buy

Consider Sell

Uncertainty

Economic Moat™

Moat Trend™

Stewardship

Industry Group

31.98 USD

35.00 USD

24.50 USD

47.25 USD

Medium

Narrow

Stable

Standard

Utilities - Regulated

For Recipients in India: This research on securities [as
defined in clause (h) of Section 2 of the Securities Contracts
(Regulation) Act, 1956], such research being referred to for
the purpose of this document as “Investment Research”, is
issued by Morningstar Investment Adviser India Private
Limited.
Morningstar Investment Adviser India Private Limited is
registered with the Securities and Exchange Board of India
under the SEBI (Investment Advisers) Regulations, 2013,
vide Registration number INA000001357, dated March 27,
2014, and in compliance of the aforesaid regulations and
the SEBI (Research Analysts) Regulations, 2014, it carries
on the business activities of investment advice and
research. Morningstar Investment Adviser India Private
Limited has not been the subject of any disciplinary action
by SEBI or any other legal/regulatory body. Morningstar
Investment Adviser India Private Limited is a wholly owned
subsidiary of Morningstar Associates LLC, which is a part
of the Morningstar Investment Management group of
Morningstar, Inc., and Morningstar, Inc. is a leading provider
of independent investment research that offers an extensive
line of products and services for individual investors,
financial advisors, asset managers, and retirement plan
providers and sponsors. In India, Morningstar Investment
Adviser India Private Limited has only one associate, viz.,
Morningstar India Private Limited, and this company
predominantly carries on the business activities of providing
data input, data transmission and other data related
services, financial data analysis, software development etc.

Research.
The Research Analyst or his/her associates or his/her
relatives has/have not received any (i) compensation from
the subject company in the past twelve months; (ii)
compensation for products or services from the subject
company in the past twelve months; and (iii) compensation
or other material benefits from the subject company or third
party in connection with this Investment Research. Also, the
Research Analyst has not served as an officer, director or
employee of the subject company.
The terms and conditions on which Morningstar Investment
Adviser India Private Limited offers Investment Research to
clients, varies from client to client, and are spelt out in detail
in the respective client agreement.

The author/creator of this Investment Research (“Research
Analyst”) or his/her associates or his/her relatives does/do
not have (i) any financial interest in the subject company;
(ii) any actual/beneficial ownership of one per cent or more
securities of the subject company, at the end of the month
immediately preceding the date of publication of this
Investment Research; and (iii) any other material conflict of
interest at the time of publication of this Investment
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Diversified Utilities
North America │ United States

Exelon Corp (EXC)
Alert: Pepco –Approved with Minimal Conditions. EXC should
Walk Away but Won't.
 The D.C. regulators approved the deal with minimal conditions. The DC

regulators' approval was contingent on EXC accepting the following changes:

– Decision on how to allocate $25.6m rate credit be deferred to next rate case
– Some changes on renewables development including requirement for EXC to
commit development of 7MW of solar in district before Dec 31, 2018
– CIF funds to be put into tow ESCROW sub accounts of $21.55m and $11.25m.
Helps commission monitor and track funds.
– Removed language that would have allowed Pepco recovery of four public
purpose microgrids of unknown size as it prejudges the outcome of a regulatory
proceeding. Added specific commitments for EXC, Pepco to support pilot projects
around microgrids.

Sell
Price (26 Feb 16)
Target price
Expected share price return
Expected dividend yield
Expected total return
Market Cap

3
US$31.77
US$27.00
-15.0%
3.9%
-11.1%
US$29,226M

Price Performance
(RIC: EXC.N, BB: EXC US)

 No need to go back to regulators if EXC accepts conditions within 14 days.

EXC could also file for relief but we are assuming that EXC wants to see an end to
this process and will likely accept the conditions.

 Further concessions add to the pain. We think the deal already destroys value

for EXC shareholders. While the concessions aren't really significant from a value
perspective, they continue to add to the pain, in our view. Exelon had indicated that
they wouldn’t give any more concessions. Well, this is the chance to walk away.

 EXC too committed at this stage we think to walk away but would be the right

thing to do, in our view. EXC had indicated that they wouldn’t give any more
concessions. This request from D.C. gives them the opportunity to walk away.
However, given the strategic importance EXC seems to have placed on Pepco, we
think they will find it very difficult to walk away. We think they accept the conditions
and close the deal.

 We reiterate our Sell rating. We expected the deal to be approved. Please see our

detailed report analyzing the deal from a value, EPS, credit and dividend
perspective here Exelon Corp (EXC) - Pepco = Value Destructive. We assume the
deal closes, back to Sell rating.
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Exelon Corp
Valuation
We value EXC using a sum-of-the-parts approach to get to our $27 target. We value
ExGen at $10/share and believe ExGen’s core nuclear assets will continue to
experience weak economics. Valuation is based on a 5.5x 2019 EBITDA multiple
that is supported by an UFCF conversion of 45%. The utilities business is valued at
$18/share based on a 15x terminal PE multiple. We also add $5/share value
provided by PepCo. We back out $6/share for the parent to get to our price target

Risks
Commodity price risk affecting merchant generation – If natural gas prices rise,
wholesale power prices will likely rise, raising commodity margins.
Exelon is inherently a long natural gas position since natural gas generation sets
the price of power in its key generation markets. If forward natural gas prices rise
significantly from current prices, Exelon’s earnings will likely exceed our forecasts.
Regulatory risk – All regulated utilities are subject to state and federal regulatory
agencies that can materially affect shareholder returns. Failure to obtain fair
recovery for capital expenditures or increases in operating costs can diminish
returns to shareholders and adversely affect the share price.
Credit rating – Exelon’s generation business is currently two notches above a high
yield credit rating, but declining cash flows at the merchant business presents some
risk of a possible credit rating downgrade barring deleveraging through an equity
issuance, asset sale, or other means. If ExGen’s credit rating is lowered to high
yield status, ExGen would likely have to increase their collateral and it could
pressure hedging activities going forward, which would reduce our earnings outlook.
If the impact on the company from any of these factors proves to be more
negative/positive than we anticipate, the stock will likely have difficulty achieving our
financial and price targets.

Appendix A-1
Analyst Certification
The research analyst(s) primarily responsible for the preparation and content of this research report are named in bold text in the author block at
the front of the product except for those sections where an analyst's name appears in bold alongside content which is attributable to that analyst.
Each of these analyst(s) certify, with respect to the section(s) of the report for which they are responsible, that the views expressed therein
accurately reflect their personal views about each issuer and security referenced and were prepared in an independent manner, including with
respect to Citigroup Global Markets Inc and its affiliates. No part of the research analyst's compensation was, is, or will be, directly or indirectly,
related to the specific recommendation(s) or view(s) expressed by that research analyst in this report.
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IMPORTANT DISCLOSURES

Citigroup Global Markets Inc. owns a position of 1 million USD or more in the debt securities of Exelon Corp
Within the past 12 months, Citigroup Global Markets Inc. or its affiliates has acted as manager or co-manager of an offering of securities of Exelon Corp.
Citigroup Global Markets Inc. or its affiliates has received compensation for investment banking services provided within the past 12 months from Exelon
Corp.
Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from Exelon Corp in
the past 12 months.
Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as investment banking client(s): Exelon Corp.
Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investmentbanking, securities-related: Exelon Corp.
Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investmentbanking, non-securities-related: Exelon Corp.
Citigroup Global Markets Inc. and/or its affiliates has a significant financial interest in relation to Exelon Corp. (For an explanation of the determination of
significant financial interest, please refer to the policy for managing conflicts of interest which can be found at www.citiVelocity.com.)
Analysts’ compensation is determined by Citi Research management and Citigroup’s senior management and is based upon activities and services intended
to benefit the investor clients of Citigroup Global Markets Inc. and its affiliates (the “Firm”). Compensation is not linked to specific transactions or
recommendations. Like all Firm employees, analysts receive compensation that is impacted by overall Firm profitability which includes investment banking,
sales and trading, and principal trading revenues. One factor in equity research analyst compensation is arranging corporate access events between
institutional clients and the management teams of covered companies. Typically, company management is more likely to participate when the analyst has a
positive view of the company.
For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and
may act as principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been
recommended in the Product. The Firm regularly trades in the securities of the issuer(s) discussed in the Product. The Firm may engage in securities
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transactions in a manner inconsistent with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal
basis.
For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Research product ("the
Product"), please contact Citi Research, 388 Greenwich Street, 28th Floor, New York, NY, 10013, Attention: Legal/Compliance [E6WYB6412478]. In
addition, the same important disclosures, with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's
disclosure website at https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures. Valuation and Risk assessments can be found in the text of the
most recent research note/report regarding the subject company. Historical disclosures (for up to the past three years) will be provided upon request.
Citi Research Equity Ratings Distribution

12 Month Rating
Data current as of 31 Dec 2015
Buy
Hold
Sell
Citi Research Global Fundamental Coverage
48%
40%
12%
% of companies in each rating category that are investment banking clients
64%
64%
59%
Guide to Citi Research Fundamental Research Investment Ratings:
Citi Research stock recommendations include an investment rating and an optional risk rating to highlight high risk stocks.
Risk rating takes into account both price volatility and fundamental criteria. Stocks will either have no risk rating or a High risk rating assigned.
Investment Ratings: Citi Research investment ratings are Buy, Neutral and Sell. Our ratings are a function of analyst expectations of expected total return
("ETR") and risk. ETR is the sum of the forecast price appreciation (or depreciation) plus the dividend yield for a stock within the next 12 months. The
Investment rating definitions are: Buy (1) ETR of 15% or more or 25% or more for High risk stocks; and Sell (3) for negative ETR. Any covered stock not
assigned a Buy or a Sell is a Neutral (2). For stocks rated Neutral (2), if an analyst believes that there are insufficient valuation drivers and/or investment
catalysts to derive a positive or negative investment view, they may elect with the approval of Citi Research management not to assign a target price and,
thus, not derive an ETR. Analysts may place covered stocks "Under Review" in response to exceptional circumstances (e.g. lack of information critical to the
analyst's thesis) affecting the company and / or trading in the company's securities (e.g. trading suspension). As soon as practically possible, the analyst will
publish a note re-establishing a rating and investment thesis. To satisfy regulatory requirements, we correspond Under Review and Neutral to Hold in our
ratings distribution table for our 12-month fundamental rating system. However, we reiterate that we do not consider Under Review to be a recommendation.
Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change
in target price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price
movements and/or other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to
review by Research Management. Your decision to buy or sell a security should be based upon your personal investment objectives and should be made
only after evaluating the stock's expected performance and risk.
Prior to May 1, 2014 Citi Research may have also assigned a three-month relative call (or rating) to a stock to highlight expected out-performance (most
preferred) or under-performance (least preferred) versus the geographic and industry sector over a 3 month period. The relative call may have highlighted a
specific near-term catalyst or event impacting the company or the market that was anticipated to have a short-term price impact on the equity securities of
the company. Absent any specific catalyst the analyst(s) may have indicated the most and least preferred stocks in the universe of stocks under
consideration, explaining the basis for this short-term view. This three-month view may have been different from and did not affect a stock's fundamental
equity rating, which reflected a longer-term total absolute return expectation.
NON-US RESEARCH ANALYST DISCLOSURES
Non-US research analysts who have prepared this report (i.e., all research analysts listed below other than those identified as employed by Citigroup Global
Markets Inc.) are not registered/qualified as research analysts with FINRA. Such research analysts may not be associated persons of the member
organization and therefore may not be subject to the FINRA Rule 2241 restrictions on communications with a subject company, public appearances and
trading securities held by a research analyst account. The legal entities employing the authors of this report are listed below:
Citigroup Global Markets Inc

Praful Mehta; Sophie K Karp; Tulkin Niyazov; Jesse Chai

OTHER DISCLOSURES

The subject company's share price set out on the front page of this Product is quoted as at 26 February 2016 09:54 AM on the issuer's primary market.
Many European regulators require that a firm must establish, implement and make available a policy for managing conflicts of interest arising as a result of
publication or distribution of investment research. The policy applicable to Citi Research's Products can be found
at https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures.
Citigroup Global Markets India Private Limited and/or its affiliates may have, from time to time, actual or beneficial ownership of 1% or more in the debt
securities of the subject issuer.
Citi Research generally disseminates its research to the Firm’s global institutional and retail clients via both proprietary (e.g., Citi Velocity and Citi Personal
Wealth Management) and non-proprietary electronic distribution platforms. Certain research may be disseminated only via the Firm’s proprietary distribution
platforms; however such research will not contain changes to earnings forecasts, target price, investment or risk rating or investment thesis or be otherwise
inconsistent with the author’s previously published research. Certain research is made available only to institutional investors to satisfy regulatory
requirements. Individual Citi Research analysts may also opt to circulate published research to one or more clients by email; such email distribution is
discretionary and is done only after the research has been disseminated. The level and types of services provided by Citi Research analysts to clients may
vary depending on various factors such as the client’s individual preferences as to the frequency and manner of receiving communications from analysts, the
client’s risk profile and investment focus and perspective (e.g. market-wide, sector specific, long term, short-term etc.), the size and scope of the overall
client relationship with the Firm and legal and regulatory constraints.
Pursuant to Comissão de Valores Mobiliários Rule 483, Citi is required to disclose whether a Citi related company or business has a commercial relationship
with the subject company. Considering that Citi operates multiple businesses in more than 100 countries around the world, it is likely that Citi has a
commercial relationship with the subject company.
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Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other
obligations of any insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal
amount invested. The Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any
decision to purchase securities mentioned in the Product must take into account existing public information on such security or any registered prospectus.
Although information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its accuracy and it may
be incomplete and condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and completeness of the disclosures
made in the Important Disclosures section of the Product. The Firm's research department has received assistance from the subject company(ies) referred
to in this Product including, but not limited to, discussions with management of the subject company(ies). Firm policy prohibits research analysts from
sending draft research to subject companies. However, it should be presumed that the author of the Product has had discussions with the subject company
to ensure factual accuracy prior to publication. All opinions, projections and estimates constitute the judgment of the author as of the date of the Product and
these, plus any other information contained in the Product, are subject to change without notice. Prices and availability of financial instruments also are
subject to change without notice. Notwithstanding other departments within the Firm advising the companies discussed in this Product, information obtained
in such role is not used in the preparation of the Product. Although Citi Research does not set a predetermined frequency for publication, if the Product is a
fundamental equity or credit research report, it is the intention of Citi Research to provide research coverage of the covered issuers, including in response to
news affecting the issuer. For non-fundamental research reports, Citi Research may not provide regular updates to the views, recommendations and facts
included in the reports. Notwithstanding that Citi Research maintains coverage on, makes recommendations concerning or discusses issuers, Citi Research
may be periodically restricted from referencing certain issuers due to legal or policy reasons. Citi Research may provide different research products and
services to different classes of customers (for example, based upon long-term or short-term investment horizons) that may lead to differing conclusions or
recommendations that could impact the price of a security contrary to the recommendations in the alternative research product, provided that each is
consistent with the rating system for each respective product.
Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the
reporting requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign
companies are generally not subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of
some foreign companies may be less liquid and their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate
movements may have an adverse effect on the value of an investment in a foreign stock and its corresponding dividend payment for U.S. investors. Net
dividends to ADR investors are estimated, using withholding tax rates conventions, deemed accurate, but investors are urged to consult their tax advisor for
exact dividend computations. Investors who have received the Product from the Firm may be prohibited in certain states or other jurisdictions from
purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details. Citigroup Global Markets Inc.
takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product may be placed
only through Citigroup Global Markets Inc.
Important Disclosures for Bell Potter Customers: Bell Potter is making this Product available to its clients pursuant to an agreement with Citigroup Global
Markets Australia Pty Limited. Neither Citigroup Global Markets Australia Pty Limited nor any of its affiliates has made any determination as to the suitability
of the information provided herein and clients should consult with their Bell Potter financial advisor before making any investment decision.
The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed
by. The Product is made available in Australia through Citigroup Global Markets Australia Pty Limited. (ABN 64 003 114 832 and AFSL No. 240992),
participant of the ASX Group and regulated by the Australian Securities & Investments Commission. Citigroup Centre, 2 Park Street, Sydney, NSW
2000. Citigroup Global Markets Australia Pty Limited is not an Authorised Deposit-Taking Institution under the Banking Act 1959, nor is it regulated by the
Australian Prudential Regulation Authority. The Product is made available in Australia to Private Banking wholesale clients through Citigroup Pty Limited
(ABN 88 004 325 080 and AFSL 238098). Citigroup Pty Limited provides all financial product advice to Australian Private Banking wholesale clients through
bankers and relationship managers. If there is any doubt about the suitability of investments held in Citigroup Private Bank accounts, investors should
contact the Citigroup Private Bank in Australia. Citigroup companies may compensate affiliates and their representatives for providing products and services
to clients. The Product is made available in Brazil by Citigroup Global Markets Brasil - CCTVM SA, which is regulated by CVM - Comissão de Valores
Mobiliários ("CVM"), BACEN - Brazilian Central Bank, APIMEC - Associação dos Analistas e Profissionais de Investimento do Mercado de Capitais and
ANBIMA – Associação Brasileira das Entidades dos Mercados Financeiro e de Capitais. Av. Paulista, 1111 - 14º andar(parte) - CEP: 01311920 - São Paulo SP. If the Product is being made available in certain provinces of Canada by Citigroup Global Markets (Canada) Inc. ("CGM Canada"), CGM Canada has
approved the Product. Citigroup Place, 123 Front Street West, Suite 1100, Toronto, Ontario M5J 2M3. This product is available in Chile through Banchile
Corredores de Bolsa S.A., an indirect subsidiary of Citigroup Inc., which is regulated by the Superintendencia de Valores y Seguros. Agustinas 975, piso 2,
Santiago, Chile. The Product is distributed in Germany by Citigroup Global Markets Deutschland AG ("CGMD"), which is regulated by Bundesanstalt fuer
Finanzdienstleistungsaufsicht (BaFin). CGMD, Reuterweg 16, 60323 Frankfurt am Main. Research which relates to "securities" (as defined in the Securities
and Futures Ordinance (Cap. 571 of the Laws of Hong Kong)) is issued in Hong Kong by, or on behalf of, Citigroup Global Markets Asia Limited which takes
full responsibility for its content. Citigroup Global Markets Asia Ltd. is regulated by Hong Kong Securities and Futures Commission. If the Research is made
available through Citibank, N.A., Hong Kong Branch, for its clients in Citi Private Bank, it is made available by Citibank N.A., Citibank Tower, Citibank Plaza,
3 Garden Road, Hong Kong. Citibank N.A. is regulated by the Hong Kong Monetary Authority. Please contact your Private Banker in Citibank N.A., Hong
Kong, Branch if you have any queries on or any matters arising from or in connection with this document. The Product is made available in India by
Citigroup Global Markets India Private Limited (CGM), which is regulated by the Securities and Exchange Board of India (SEBI), as a Research Analyst
(SEBI Registration No. INH000000438). CGM is also actively involved in the business of merchant banking, stock brokerage, and depository participant, in
India, and is registered with SEBI in this regard. CGM’s registered office is at 1202, 12th Floor, FIFC, G Block, Bandra Kurla Complex, Bandra East, Mumbai
– 400051. CGM’s Corporate Identity Number is U99999MH2000PTC126657, and its contact details are: Tel:+9102261759999 Fax:+9102261759961. The
Product is made available in Indonesia through PT Citigroup Securities Indonesia. 5/F, Citibank Tower, Bapindo Plaza, Jl. Jend. Sudirman Kav. 54-55,
Jakarta 12190. Neither this Product nor any copy hereof may be distributed in Indonesia or to any Indonesian citizens wherever they are domiciled or to
Indonesian residents except in compliance with applicable capital market laws and regulations. This Product is not an offer of securities in Indonesia. The
securities referred to in this Product have not been registered with the Capital Market and Financial Institutions Supervisory Agency (BAPEPAM-LK)
pursuant to relevant capital market laws and regulations, and may not be offered or sold within the territory of the Republic of Indonesia or to Indonesian
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citizens through a public offering or in circumstances which constitute an offer within the meaning of the Indonesian capital market laws and
regulations. The Product is made available in Israel through Citibank NA, regulated by the Bank of Israel and the Israeli Securities Authority. Citibank, N.A,
Platinum Building, 21 Ha'arba'ah St, Tel Aviv, Israel. The Product is made available in Italy by Citigroup Global Markets Limited, which is authorised by the
PRA and regulated by the FCA and the PRA. Via dei Mercanti, 12, Milan, 20121, Italy. The Product is made available in Japan by Citigroup Global Markets
Japan Inc. ("CGMJ"), which is regulated by Financial Services Agency, Securities and Exchange Surveillance Commission, Japan Securities Dealers
Association, Tokyo Stock Exchange and Osaka Securities Exchange. Shin-Marunouchi Building, 1-5-1 Marunouchi, Chiyoda-ku, Tokyo 100-6520 Japan. If
the Product was distributed by SMBC Nikko Securities Inc. it is being so distributed under license. In the event that an error is found in an CGMJ research
report, a revised version will be posted on the Firm's Citi Velocity website. If you have questions regarding Citi Velocity, please call (81 3) 6270-3019 for
help. The Product is made available in Korea by Citigroup Global Markets Korea Securities Ltd., which is regulated by the Financial Services Commission,
the Financial Supervisory Service and the Korea Financial Investment Association (KOFIA). Citibank Building, 39 Da-dong, Jung-gu, Seoul 100-180,
Korea. KOFIA makes available registration information of research analysts on its website. Please visit the following website if you wish to find KOFIA
registration information on research analysts of Citigroup Global Markets Korea Securities
Ltd. http://dis.kofia.or.kr/websquare/index.jsp?w2xPath=/wq/fundMgr/DISFundMgrAnalystList.xml&divisionId=MDIS03002002000000&serviceId=SDIS03002
002000. The Product is made available in Korea by Citibank Korea Inc., which is regulated by the Financial Services Commission and the Financial
Supervisory Service. Address is Citibank Building, 39 Da-dong, Jung-gu, Seoul 100-180, Korea. The Product is made available in Malaysia by Citigroup
Global Markets Malaysia Sdn Bhd (Company No. 460819-D) (“CGMM”) to its clients and CGMM takes responsibility for its contents. CGMM is regulated by
the Securities Commission of Malaysia. Please contact CGMM at Level 43 Menara Citibank, 165 Jalan Ampang, 50450 Kuala Lumpur, Malaysia in respect
of any matters arising from, or in connection with, the Product. The Product is made available in Mexico by Acciones y Valores Banamex, S.A. De C. V.,
Casa de Bolsa, Integrante del Grupo Financiero Banamex ("Accival") which is a wholly owned subsidiary of Citigroup Inc. and is regulated by Comision
Nacional Bancaria y de Valores. Reforma 398, Col. Juarez, 06600 Mexico, D.F. In New Zealand the Product is made available to ‘wholesale clients’ only as
defined by s5C(1) of the Financial Advisers Act 2008 (‘FAA’) through Citigroup Global Markets Australia Pty Ltd (ABN 64 003 114 832 and AFSL No.
240992), an overseas financial adviser as defined by the FAA, participant of the ASX Group and regulated by the Australian Securities & Investments
Commission. Citigroup Centre, 2 Park Street, Sydney, NSW 2000. The Product is made available in Pakistan by Citibank N.A. Pakistan branch, which is
regulated by the State Bank of Pakistan and Securities Exchange Commission, Pakistan. AWT Plaza, 1.1. Chundrigar Road, P.O. Box 4889, Karachi74200. The Product is made available in the Philippines through Citicorp Financial Services and Insurance Brokerage Philippines, Inc., which is regulated
by the Philippines Securities and Exchange Commission. 20th Floor Citibank Square Bldg. The Product is made available in the Philippines through Citibank
NA Philippines branch, Citibank Tower, 8741 Paseo De Roxas, Makati City, Manila. Citibank NA Philippines NA is regulated by The Bangko Sentral ng
Pilipinas. The Product is made available in Poland by Dom Maklerski Banku Handlowego SA an indirect subsidiary of Citigroup Inc., which is regulated by
Komisja Nadzoru Finansowego. Dom Maklerski Banku Handlowego S.A. ul.Senatorska 16, 00-923 Warszawa. The Product is made available in the
Russian Federation through ZAO Citibank, which is licensed to carry out banking activities in the Russian Federation in accordance with the general
banking license issued by the Central Bank of the Russian Federation and brokerage activities in accordance with the license issued by the Federal Service
for Financial Markets. Neither the Product nor any information contained in the Product shall be considered as advertising the securities mentioned in this
report within the territory of the Russian Federation or outside the Russian Federation. The Product does not constitute an appraisal within the meaning of
the Federal Law of the Russian Federation of 29 July 1998 No. 135-FZ (as amended) On Appraisal Activities in the Russian Federation. 8-10 Gasheka
Street, 125047 Moscow. The Product is made available in Singapore through Citigroup Global Markets Singapore Pte. Ltd. (“CGMSPL”), a capital markets
services license holder, and regulated by Monetary Authority of Singapore. Please contact CGMSPL at 8 Marina View, 21st Floor Asia Square Tower 1,
Singapore 018960, in respect of any matters arising from, or in connection with, the analysis of this document. This report is intended for recipients who are
accredited, expert and institutional investors as defined under the Securities and Futures Act (Cap. 289). The Product is made available by The Citigroup
Private Bank in Singapore through Citibank, N.A., Singapore Branch, a licensed bank in Singapore that is regulated by Monetary Authority of Singapore.
Please contact your Private Banker in Citibank N.A., Singapore Branch if you have any queries on or any matters arising from or in connection with this
document. This report is intended for recipients who are accredited, expert and institutional investors as defined under the Securities and Futures Act (Cap.
289). This report is distributed in Singapore by Citibank Singapore Ltd ("CSL") to selected Citigold/Citigold Private Clients. CSL provides no independent
research or analysis of the substance or in preparation of this report. Please contact your Citigold//Citigold Private Client Relationship Manager in CSL if you
have any queries on or any matters arising from or in connection with this report. This report is intended for recipients who are accredited investors as
defined under the Securities and Futures Act (Cap. 289). Citigroup Global Markets (Pty) Ltd. is incorporated in the Republic of South Africa (company
registration number 2000/025866/07) and its registered office is at 145 West Street, Sandton, 2196, Saxonwold. Citigroup Global Markets (Pty) Ltd. is
regulated by JSE Securities Exchange South Africa, South African Reserve Bank and the Financial Services Board. The investments and services
contained herein are not available to private customers in South Africa. The Product is made available in the Republic of China through Citigroup Global
Markets Taiwan Securities Company Ltd. ("CGMTS"), 14 and 15F, No. 1, Songzhi Road, Taipei 110, Taiwan and/or through Citibank Securities (Taiwan)
Company Limited ("CSTL"), 14 and 15F, No. 1, Songzhi Road, Taipei 110, Taiwan, subject to the respective license scope of each entity and the applicable
laws and regulations in the Republic of China. CGMTS and CSTL are both regulated by the Securities and Futures Bureau of the Financial Supervisory
Commission of Taiwan, the Republic of China. No portion of the Product may be reproduced or quoted in the Republic of China by the press or any third
parties [without the written authorization of CGMTS and CSTL]. If the Product covers securities which are not allowed to be offered or traded in the Republic
of China, neither the Product nor any information contained in the Product shall be considered as advertising the securities or making recommendation of
the securities in the Republic of China. The Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale
of a security or financial products. Any decision to purchase securities or financial products mentioned in the Product must take into account existing public
information on such security or the financial products or any registered prospectus. The Product is made available in Thailand through Citicorp Securities
(Thailand) Ltd., which is regulated by the Securities and Exchange Commission of Thailand. 399 Interchange 21 Building, 18th Floor, Sukhumvit Road,
Klongtoey Nua, Wattana ,Bangkok 10110, Thailand. The Product is made available in Turkey through Citibank AS which is regulated by Capital Markets
Board. Tekfen Tower, Eski Buyukdere Caddesi # 209 Kat 2B, 23294 Levent, Istanbul, Turkey. In the U.A.E, these materials (the "Materials") are
communicated by Citigroup Global Markets Limited, DIFC branch ("CGML"), an entity registered in the Dubai International Financial Center ("DIFC") and
licensed and regulated by the Dubai Financial Services Authority ("DFSA") to Professional Clients and Market Counterparties only and should not be relied
upon or distributed to Retail Clients. A distribution of the different Citi Research ratings distribution, in percentage terms for Investments in each sector
covered is made available on request. Financial products and/or services to which the Materials relate will only be made available to Professional Clients
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and Market Counterparties. The Product is made available in United Kingdom by Citigroup Global Markets Limited, which is authorised by the Prudential
Regulation Authority (“PRA”) and regulated by the Financial Conduct Authority (“FCA”) and the PRA. This material may relate to investments or services of
a person outside of the UK or to other matters which are not authorised by the PRA nor regulated by the FCA and the PRA and further details as to where
this may be the case are available upon request in respect of this material. Citigroup Centre, Canada Square, Canary Wharf, London, E14 5LB. The
Product is made available in United States by Citigroup Global Markets Inc, which is a member of FINRA and registered with the US Securities and
Exchange Commission. 388 Greenwich Street, New York, NY 10013. Unless specified to the contrary, within EU Member States, the Product is made
available by Citigroup Global Markets Limited, which is authorised by the PRA and regulated by the FCA and the PRA.
The Product is not to be construed as providing investment services in any jurisdiction where the provision of such services would not be permitted.
Subject to the nature and contents of the Product, the investments described therein are subject to fluctuations in price and/or value and investors may get
back less than originally invested. Certain high-volatility investments can be subject to sudden and large falls in value that could equal or exceed the amount
invested. Certain investments contained in the Product may have tax implications for private customers whereby levels and basis of taxation may be subject
to change. If in doubt, investors should seek advice from a tax adviser. The Product does not purport to identify the nature of the specific market or other
risks associated with a particular transaction. Advice in the Product is general and should not be construed as personal advice given it has been prepared
without taking account of the objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on the advice,
consider the appropriateness of the advice, having regard to their objectives, financial situation and needs. Prior to acquiring any financial product, it is the
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D.C. Commission Rejects EXC/POM Merger, But Offers Alternative Path for Approval
This morning, the District of Columbia Public Service Commission (PSC) voted two-to-one, with Commissioner Willie Phillips
(D) dissenting, to reject Exelon’s proposed acquisition of Pepco Holdings Inc. (POM, $26.72, Not Rated). The PSC noted that its
latest rejection of the merger settlement agreement, reached between Exelon/Pepco and various stakeholders, including D.C.
Mayor Muriel Bowser, and other parties, in October 2015, is rooted in the belief that the merger agreement, as proposed and
modified, is not in the public interest.
Specifically, Commissioner Joanne Doddy Fort (D) and Chairman Betty Ann Kane (D) stated that the modified agreement: 1)
failed to provide a persuasive rationale for excluding non-residential ratepayers from sharing in a proposed $25.6 million
allocation to a so-called Customer Investment Fund (CIF) for base rate credit relief; 2) assigns roles to EXC, as a developer of a
solar generation facility in the D.C. area, and to POM, as a developer of four public purpose microgrids, that undermine
competition and grid neutrality; 3) the proposed uses of the CIF for sustainability projects and programs for low-income ratepayers
do not improve POM’s distribution system; and 4) the proposed method of allocating the CIF funds to government agencies and
certain funds deprives the PSC the ability to ensure those funds are being used appropriately.
Following the rejection, Commissioner Fort outlined certain revisions to the above-mentioned areas, as well as other changes to
the proposed agreement, that she believes would satisfy a majority of the PSC’s concerns. The PSC voted two-to-one, with
Chairman Kane dissenting, to add those conditions set forth by Commissioner Fort to the PSC order for consideration by
EXC/POM and other settling parties. All parties involved will have 14 days (March 11, 2016) to review the revised terms and resubmit an updated settlement agreement. If agreed upon, the deal will considered done without another PSC vote.

Our View:


Not only do EXC and POM need to agree to the updated terms from the PSC, but all settling parties of the agreement do
as well. Both companies have stated that they are reviewing the terms of the updated agreement and will respond once a
thorough analysis is complete.



EXC has stated that if an agreement is not reached by the merger deadline of March 4, 2016, both parties could walk
away from the deal. However, given that at first read, the conditions set forth by Commissioner Fort do not appear to be
onerous, and coupled with EXC’s desire to be more regulated and de-risk, we believe that EXC/POM could agree to the
conditions. That said, it is not clear that all parties to the settlement will agree.

Please refer to pages 2 to 5 for Important Disclosures, including the Analyst's Certification.
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2.51

Growth(%):
5 Year:
-9.2
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* Current EPS is the 4 Quarter Trailing to Q4/2015.
* Valuation metrics are based on high and low for the fiscal year.
* Range indicates the valuation range for the period presented above.

Flash  Page 2

0

1.2

2013

ROE
%

2014

2015

2.5

EXC - Rating as of 12-Mar-09 = Mkt

13
11
8
20
27
23
19
19
21
20
22
23
29
26
23
20
20
12
10
9
9

10

5.9
6.4
4.7

Last Price ( February 25, 2016): $31.98
Sources: IHS Global Insight, Thomson Reuters, BMO Capital Markets.

IMPORTANT DISCLOSURES
Analyst's Certification
I, Michael S. Worms, hereby certify that the views expressed in this report accurately reflect my personal views about the subject securities or issuers. I
also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed in this
report.
Analysts who prepared this report are compensated based upon (among other factors) the overall profitability of BMO Capital Markets and their affiliates,
which includes the overall profitability of investment banking services. Compensation for research is based on effectiveness in generating new ideas and
in communication of ideas to clients, performance of recommendations, accuracy of earnings estimates, and service to clients.
Analysts employed by BMO Nesbitt Burns Inc. and/or BMO Capital Markets Limited are not registered as research analysts with FINRA (exceptions:
Alex Arfaei and Brodie Woods). These analysts may not be associated persons of BMO Capital Markets Corp. and therefore may not be subject to the
NASD Rule 2711 and NYSE Rule 472 restrictions on communications with a subject company, public appearances and trading securities held by a
research analyst account.
Company Specific Disclosure
Disclosure 10: A research analyst, associate, or any person (or their household members) directly involved in the preparation of this research report has a
financial interest in securities of this issuer.
Methodology and Risks to Price Target/Valuation
Methodology: Our valuation is based on a combination of our 2017 adjusted EBITDA estimate with an 8x EV/EBITDA multiple and 15x 2017E P/E
multiple.
Risks: A material decline in power prices and / or a change in the regulatory environment could affect our price target.
Distribution of Ratings (December 31, 2015)
Rating
BMOCM US
BMOCM US
BMOCM US
BMOCM
BMOCM
Starmine
Category
BMO Rating
Universe*
IB Clients**
IB Clients***
Universe****
IB Clients*****
Universe
Buy
Outperform
42.0%
20.9%
53.7%
44.1%
53.8%
55.6%
Hold
Market Perform
54.6%
13.5%
45.1%
52.3%
45.6%
39.4%
Sell
Underperform
3.4%
5.9%
1.2%
3.6%
0.5%
5.1%
*
Reflects rating distribution of all companies covered by BMO Capital Markets Corp. equity research analysts.
**
Reflects rating distribution of all companies from which BMO Capital Markets Corp. has received compensation for Investment Banking services
as percentage within ratings category.
***
Reflects rating distribution of all companies from which BMO Capital Markets Corp. has received compensation for Investment Banking
services as percentage of Investment Banking clients.
****
Reflects rating distribution of all companies covered by BMO Capital Markets equity research analysts.
*****
Reflects rating distribution of all companies from which BMO Capital Markets has received compensation for Investment Banking services as
percentage of Investment Banking clients.
Rating and Sector Key (as of April 5, 2013):
We use the following ratings system definitions:
OP = Outperform - Forecast to outperform the analyst’s coverage universe on a total return basis
Mkt = Market Perform - Forecast to perform roughly in line with the analyst’s coverage universe on a total return basis
Und = Underperform - Forecast to underperform the analyst’s coverage universe on a total return basis
(S) = speculative investment;
NR = No rating at this time;
R = Restricted – Dissemination of research is currently restricted.
BMO Capital Markets' seven Top 15 lists guide investors to our best ideas according to different objectives (CDN Large Cap, CDN Small Cap, US Large
Cap, US Small cap, Income, CDN Quant, and US Quant have replaced the Top Pick rating).
Prior BMO Capital Markets Ratings System (January 4, 2010–April 5, 2013):
http://researchglobal.bmocapitalmarkets.com/documents/2013/prior_rating_system.pdf
Other Important Disclosures
For
Other
Important
Disclosures
on
the
stocks
discussed
in
this
report,
please
go
to
http://researchglobal.bmocapitalmarkets.com/Public/Company_Disclosure_Public.aspx or write to Editorial Department, BMO Capital Markets, 3 Times
Square, New York, NY 10036 or Editorial Department, BMO Capital Markets, 1 First Canadian Place, Toronto, Ontario, M5X 1H3.

Flash  Page 3

Dissemination of Research
BMO
Capital
Markets
Equity
Research
is
available
via
our
website
ca.bmocapitalmarkets.com/Public/Secure/Login.aspx?ReturnUrl=/Member/Home/ResearchHome.aspx
Institutional clients may also receive our research via Thomson Reuters, Bloomberg, FactSet, and Capital IQ.
Research reports and other commentary are required to be simultaneously disseminated internally and externally to our clients.

https://research-

Conflict Statement
A general description of how BMO Financial Group identifies and manages conflicts of interest is contained in our public facing policy for managing
conflicts
of
interest
in
connection
with
investment
research
which
is
available
at
http://researchglobal.bmocapitalmarkets.com/Public/Conflict_Statement_Public.aspx
General Disclaimer
“BMO Capital Markets” is a trade name used by the BMO Investment Banking Group, which includes the wholesale arm of Bank of Montreal and its
subsidiaries BMO Nesbitt Burns Inc., BMO Capital Markets Limited in the U.K. and BMO Capital Markets Corp. in the U.S. BMO Nesbitt Burns Inc.,
BMO Capital Markets Limited and BMO Capital Markets Corp are affiliates. Bank of Montreal or its subsidiaries (“BMO Financial Group”) has lending
arrangements with, or provide other remunerated services to, many issuers covered by BMO Capital Markets. The opinions, estimates and projections
contained in this report are those of BMO Capital Markets as of the date of this report and are subject to change without notice. BMO Capital Markets
endeavours to ensure that the contents have been compiled or derived from sources that we believe are reliable and contain information and opinions that
are accurate and complete. However, BMO Capital Markets makes no representation or warranty, express or implied, in respect thereof, takes no
responsibility for any errors and omissions contained herein and accepts no liability whatsoever for any loss arising from any use of, or reliance on, this
report or its contents. Information may be available to BMO Capital Markets or its affiliates that is not reflected in this report. The information in this
report is not intended to be used as the primary basis of investment decisions, and because of individual client objectives, should not be construed as
advice designed to meet the particular investment needs of any investor. This material is for information purposes only and is not an offer to sell or the
solicitation of an offer to buy any security. BMO Capital Markets or its affiliates will buy from or sell to customers the securities of issuers mentioned in
this report on a principal basis. BMO Capital Markets or its affiliates, officers, directors or employees have a long or short position in many of the
securities discussed herein, related securities or in options, futures or other derivative instruments based thereon. The reader should assume that BMO
Capital Markets or its affiliates may have a conflict of interest and should not rely solely on this report in evaluating whether or not to buy or sell
securities of issuers discussed herein.
Additional Matters
To Canadian Residents: BMO Nesbitt Burns Inc. furnishes this report to Canadian residents and accepts responsibility for the contents herein subject to
the terms set out above. Any Canadian person wishing to effect transactions in any of the securities included in this report should do so through BMO
Nesbitt Burns Inc.
The following applies if this research was prepared in whole or in part by Alexander Pearce, David Round, Edward Sterck or Brendan Warn: This
research is not prepared subject to Canadian disclosure requirements. This research is prepared by BMO Capital Markets Limited and subject to the
regulations of the Financial Conduct Authority (FCA) in the United Kingdom. FCA regulations require that a firm providing research disclose its
ownership interest in the issuer that is the subject of the research if it and its affiliates own 5% or more of the equity of the issuer. Canadian regulations
require that a firm providing research disclose its ownership interest in the issuer that is the subject of the research if it and its affiliates own 1% or more
of the equity of the issuer that is the subject of the research. Therefore BMO Capital Markets Limited will disclose its and its affiliates’ ownership interest
in the subject issuer only if such ownership exceeds 5% of the equity of the issuer.
To U.S. Residents: BMO Capital Markets Corp. furnishes this report to U.S. residents and accepts responsibility for the contents herein, except to the
extent that it refers to securities of Bank of Montreal. Any U.S. person wishing to effect transactions in any security discussed herein should do so
through BMO Capital Markets Corp.
To U.K. Residents: In the UK this document is published by BMO Capital Markets Limited which is authorised and regulated by the Financial Conduct
Authority. The contents hereof are intended solely for the use of, and may only be issued or passed on to, (I) persons who have professional experience in
matters relating to investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the
“Order”) or (II) high net worth entities falling within Article 49(2)(a) to (d) of the Order (all such persons together referred to as “relevant persons”). The
contents hereof are not intended for the use of and may not be issued or passed on to retail clients.
Unauthorized reproduction, distribution, transmission or publication without the prior written consent of BMO Capital Markets is strictly prohibited.
Click here for data vendor disclosures when referenced within a BMO Capital Markets research document.

Flash  Page 4

ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST
BMO Financial Group (NYSE, TSX: BMO) is an integrated financial services provider offering a range of retail banking, wealth management, and investment and
corporate banking products. BMO serves Canadian retail clients through BMO Bank of Montreal and BMO Nesbitt Burns. In the United States, personal and
commercial banking clients are served by BMO Harris Bank N.A., (Member FDIC). Investment and corporate banking services are provided in Canada and the US
through BMO Capital Markets.
BMO Capital Markets is a trade name used by BMO Financial Group for the wholesale banking businesses of Bank of Montreal, BMO Harris Bank N.A, (Member
FDIC), BMO Ireland Plc, and Bank of Montreal (China) Co. Limited and the institutional broker dealer businesses of BMO Capital Markets Corp. (Member SIPC) in
the U.S., BMO Nesbitt Burns Inc. (Member Canadian Investor Protection Fund) in Canada, Europe and Asia, BMO Capital Markets Limited in Europe and Australia
and BMO Advisors Private Limited in India. “Nesbitt Burns” is a registered trademark of BMO Nesbitt Burns Corporation Limited, used under license. “BMO Capital
Markets” is a trademark of Bank of Montreal, used under license. "BMO (M-Bar roundel symbol)" is a registered trademark of Bank of Montreal, used under license.
® Registered trademark of Bank of Montreal in the United States, Canada and elsewhere.
TM Trademark Bank of Montreal

©COPYRIGHT 2016 BMO CAPITAL MARKETS CORP
A member of BMO

Flash  Page 5

Financial Group

QUICK
THOUGHTS

February 26, 2016

Exelon Corporation (EXC)

DC Commission Adds Minor Changes
To POM Merger; We Believe Deal
Gets Done

Buy
Price: $31.98

• This morning the Washington DC PSC voted to add minor modifications to

the settlement agreement related to the acquisition of Pepco (POM, $26.61,
Neutral) by EXC for $27.25/share in cash. Assuming the settlement parties
agree to the modifications, the merger would be deemed to be approved.

• We believe that the parties will agree to the modifications. Our EXC estimates
already incorporate the acquisition of POM, so we anticipate no changes to
our estimates.

• We have a Buy rating on EXC and Neutral rating on POM.
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ali.agha@suntrust.com

Roger Song
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roger.song@suntrust.com
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Company Update

Company Statistics
Market Capitalization (M):

$29,152

Shares Outstanding (M):

920

Dividend:

$1.26

Dividend Yield:

4.0%

Payout Ratio:

49.4%

Expected Total Return:

14.4%

Fiscal Year End

Dec

Earnings Summary

EPS
P/E
EPS vs Consensus
Consensus EPS
Consensus P/E

2016E

2017E

2018E

$2.56
12.4x
0.9%
$2.53
12.5x

$2.66
11.9x
0.2%
$2.66
11.9x

$2.82
11.2x
1.7%
$2.77
11.4x

1 Year Price History
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DC PSC Conditionally Approves POM Deal
in a 2-1 Vote. We Think the Transaction Will
Close.
Rating Buy, Target $35 / Share
In a 2-1 decision this morning, the DC Public Service Commission
conditionally approved EXC’s acquisition of Pepco. Chairwoman
Kane voted against the deal and Commissioner Fort voted to approve
the transaction only if the parties to the filed settlement agreed to
certain changes to the deal. Commissioner Phillips voted to approve
the original settlement and also voted to approve the deal as amended
by Commissioner Fort if the parties should consent to the changes.
Acceptance of the alternative terms by EXC, POM and the other
signatories to the original settlement agreement would result in the deal
moving forward to closing without any further regulatory proceedings.
The signatories have 14 days to decide. We outline the changes to the
settlement below.
The terms of the revised settlement agreement aren’t materially
different from those proposed in the original non-unanimous
settlement agreement. The total size of the customer investment fund
(CIF) provided to the District of Columbia is unchanged at $72.8mm, and
$14mm of that will still go towards a residential customer bill credit. The
customer base rate credit portion of this total was also unchanged at
$25.6, however the allocation of that money will be less proscriptive, and
ultimately defined in the next Pepco rate case. The $33.2mm balance of
the CIF, which had been previously allocated in specific tranches towards
various renewable, energy efficiency, sustainability, and low income
initiatives will instead be placed in an Escrow Fund, with a subaccount
of $21.55mm for a MEDSIS Pilot Project Fund (a project to modernize
the energy delivery system) and $11.25mm for an Energy Efficiency
and Energy Conservation Initiative fund (targeted towards low income
customers). Finally, the new agreement requires that EXC facilitate the
development of 12 MW of solar generation, including 5 MW of ground
mounted solar at the Blue Plains water facility – with the facility choosing
the vendor. This compares to the total of 7-10 MW that were required in
the original deal. Effectively, the new terms guarantee development at
Blue Plains and require EXC support a bit more solar generation. Finally,
the explicit provision that Pepco develop at least four microgrid projects
was removed.
In sum, nothing here looks like a game changer that would cause
EXC to walk from the deal. However, the parties to the settlement must
unanimously agree to the changes. These changes are summarized in
the attached Table 1. The parties to the settlement have 14 days to
respond to the DC Commission’s conditional approval. EXC or POM
have the ability to terminate the deal after 3/4/16.

Please see the analyst certification and important disclosures on page 3 of this report. Evercore ISI and affiliates do and seek to do business with
companies covered in its research reports. Investors should be aware that the firm may have a conflict of interest that could affect the objectivity
of this report. Investors should consider this report as only a single factor in making their investment decision.
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Exhibit 1

Summary of Revisions

Allocation
CIF Total
Customer Base Rate Credit
Residential Customer Bill Credit
Renewable
EE Initiative
Sustainability
Low Income Assistance
Solar Development
Microgrid Projects

Source: Evercore ISI Research

2

Original Settlement
($ mm)
72.8

New Proposal
($ mm)
72.8

25.6

25.6

14
3.5
3.5
10.05
16.15
10 MW, incl. 5 at Blue
Plains facility; 7 MW if
no deal at Blue Plains
YES

14
21.55
11.25
0.4

Placed in escrow fund for MEDSIS Pilot.
Placed in escrow fund for EE and EC Initiative.
Forgive residential customer receivables.

12 MW, incl. 5
MW at Blue
Plains
NO

Guarantee development at Blue Plains, facility
chooses vendor. Basically requires 2-5 more
MW.
But could be outgrowth of MEDSIS Pilot, above.

Notes
Had been exclusively for residential class, now
unallocated.
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VALUATION METHODOLOGY
Our valuation is based on a sum of the parts analysis. We use a P/E multiple on the utility and an EBITDA multiple for the genco
business.
RISKS
Lower power prices / capacity prices and unfavorable outcomes in regulatory proceedings would cause our valuation to be lower.
Higher interest rates would pull utility earnings up but pressure multiples so the net impact would likely be negative overall. A
favorable outcome in the upcoming PJM capacity auctions and/or passage of legislation to bolster the revenue stream of the Illinois
nuclear units would be accretive.

COMPANIES UNDER COVERAGE BY AUTHOR
Price
(2016-02-25)

Evercore ISI
Target

Hold

$48.13

$43.50

Buy

$63.89

$62.00

Calpine Corp.

Buy

$12.52

$16.00

CMS

CMS Energy Corp.

Hold

$40.59

$38.50

ED

Consolidated Edison Inc.

Hold

$72.45

$65.00

D

Dominion Resources Inc.

Buy

$71.83

$74.00

DTE

DTE Energy Co.

Hold

$86.97

$85.00

DUK

Duke Energy Corp.

Hold

$76.44

$73.00

DYN

Dynegy Inc.

Buy

$9.49

$20.00

EIX

Edison International

Buy

$68.79

$70.00

ETR

Entergy Corp.

Hold

$74.25

$72.00

ES

Eversource Energy

Hold

$56.66

$53.00

EXC

Exelon Corp.

Buy

$31.98

$35.00

FE

FirstEnergy Corp.

Hold

$33.95

$33.00

HE

Hawaiian Electric Industries Inc.

Hold

$29.92

$30.00

HIFR

InfraREIT, Inc.

Buy

$21.05

$29.00

ITC

ITC Holdings

Hold

$41.32

$42.00

NEE

NextEra Energy Inc

Buy

$115.84

$114.00

NRG

NRG Energy Inc.

Buy

$10.90

$16.00

NYLD

NRG Yield, Inc.

Buy

$12.86

$20.00

POM

Pepco Holdings, Inc.

Hold

$26.52

$25.25

PCG

PG&E Corp.

Buy

$58.34

$57.00

PNW

Pinnacle West Capital Corp.

Hold

$71.21

$66.00

PPL

PPL Corp.

Hold

$36.35

$36.00

PEG

Public Service Enterprise Group

Hold

$43.74

$44.00

SRE

Sempra Energy

Buy

$98.91

$110.00

SO

Southern Co.

Hold

$49.36

$46.00

TLN

Talen Energy Corporation

Buy

$6.59

$11.50

TE

TECO Energy Inc.

Hold

$27.48

$26.50

AES

The AES Corporation

Buy

$9.97

$13.25

WEC

WEC Energy Group, Inc.

Hold

$57.98

$51.50

WR

Westar Energy Inc.

Hold

$44.88

$40.00

XEL

Xcel Energy Inc.

Hold

$40.20

$36.50

Symbol

Company

Rating

AEE

Ameren Corp.

AEP

American Electric Power

CPN
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ANALYST CERTIFICATION
The analysts, Greg Gordon and Phil Covello, primarily responsible for the preparation of this research report attest to the following: (1) that the
views and opinions rendered in this research report reflect his or her personal views about the subject companies or issuers; and (2) that no part
of the research analyst’s compensation was, is, or will be directly related to the specific recommendations or views in this research report.

DISCLOSURES
This report is approved and/or distributed by Evercore Group LLC (“Evercore Group”), a U.S. licensed broker-dealer regulated by the Financial
Industry Regulatory Authority (“FINRA”), and International Strategy & Investment Group (UK) Limited (“ISI UK”), which is authorised and regulated
in the United Kingdom by the Financial Conduct Authority. The institutional sales, trading and research businesses of Evercore Group and ISI
UK collectively operate under the global marketing brand name Evercore ISI (“Evercore ISI”). Both Evercore Group and ISI UK are subsidiaries
of Evercore Partners Inc. ("Evercore Partners"). The trademarks, logos and service marks shown on this report are registered trademarks of
Evercore Partners.
The analysts and associates responsible for preparing this report receive compensation based on various factors, including Evercore Partners’
total revenues, a portion of which is generated by affiliated investment banking transactions. Evercore ISI seeks to update its research as
appropriate, but various regulations may prevent this from happening in certain instances. Aside from certain industry reports published on a
periodic basis, the large majority of reports are published at irregular intervals as appropriate in the analyst’s judgment.
Evercore ISI generally prohibits analysts, associates and members of their households from maintaining a financial interest in the securities
of any company in the analyst’s area of coverage. Any exception to this policy requires specific approval by a member of our Compliance
Department. Such ownership is subject to compliance with applicable regulations and disclosure. Evercore ISI also prohibits analysts, associates
and members of their households from serving as an officer, director, advisory board member or employee of any company that the analyst
covers.
This report may include a Tactical Call, which describes a near-term event or catalyst affecting the subject company or the market overall and
which is expected to have a short-term price impact on the equity shares of the subject company. This Tactical Call is separate from the analyst’s
long-term recommendation (Buy, Hold or Sell) that reflects a stock’s forward 12-month expected return, is not a formal rating and may differ from
the target prices and recommendations reflected in the analyst’s long-term view.
Applicable current disclosures regarding the subject companies covered in this report are available at the offices of Evercore ISI, and
can be obtained by writing to Evercore Group LLC, Attn. Compliance, 666 Fifth Avenue, 11th Floor, New York, NY 10103.
Evercore Partners and its affiliates, and / or their respective directors, officers, members and employees, may have, or have had, interests or
qualified holdings on issuers mentioned in this report. Evercore Partners and its affiliates may have, or have had, business relationships with the
companies mentioned in this report..
Additional information on securities or financial instruments mentioned in this report is available upon request.
Ratings Definitions
Current Ratings Definition
Evercore ISI’s recommendations are based on a stock’s total forecasted return over the next 12 months. Total forecasted return is equal to the
expected percentage price return plus gross dividend yield. We divide our stocks under coverage into three ratings categories, with the following
return guidelines:
Buy – the total forecasted return is expected to be greater than 10%
Hold – the total forecasted return is expected to be greater than or equal to 0% and less than or equal to 10%
Sell – the total forecasted return is expected to be less than 0%
Coverage Suspended – the rating and target price have been removed pursuant to Evercore ISI policy when Evercore is acting in an advisory
capacity in a merger or strategic transaction involving this company and in certain other circumstances.*
Rating Suspended - Evercore ISI has suspended the rating and target price for this stock because there is not sufficient fundamental basis for
determining, or there are legal, regulartory or policy constraints around publishing, a rating or target price. The previous rating and target price, if
any, are no longer in effect for this company and should not be relied upon.*
* Prior to October 10, 2015, the "Coverage Suspended" and "Rating Suspended" categories were included in the category "Suspended".
Historical Ratings Definitions
On October 31, 2014, Evercore Partners acquired International Strategy & Investment Group LLC ("ISI Group") and ISI UK (the "Acquisition") and
transferred Evercore Group's research, sales and trading businesses to ISI Group. On December 31, 2015, the combined research, sales and
trading businesses were transferred back to Evercore Group in an internal reorganization. Since the Acquisition, the combined research, sales
and trading businesses have operated under the global marketing brand name Evercore ISI.
ISI Group and ISI UK:
Prior to October 10, 2014, the ratings system of ISI Group LLC and ISI UK which was based on a 12-month risk adjusted total return:
Strong Buy - Return > 20%
Buy - Return 10% to 20%
Neutral - Return 0% to 10%
Cautious - Return -10% to 0%
Sell - Return < -10%
For disclosure purposes, ISI Group and ISI UK ratings were viewed as follows: Strong Buy and Buy equate to Buy, Neutral equates to Hold, and
Cautious and Sell equate to Sell.
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Evercore Group:
Prior to October 10, 2014, the rating system of Evercore Group was based on a stock’s expected total return relative to the analyst’s coverage
universe over the following 12 months. Stocks under coverage were divided into three categories:
Overweight – the stock is expected to outperform the average total return of the analyst’s coverage universe over the next 12 months.
Equal-Weight – the stock is expected to perform in line with the average total return of the analyst’s coverage universe over the next 12 months.
Underweight – the stock is expected to underperform the average total return of the analyst’s coverage universe over the next 12 months.
Suspended – the company rating, target price and earnings estimates have been temporarily suspended.
For disclosure purposes, Evercore Group’s prior “Overweight,” “Equal-Weight” and “Underweight” ratings were viewed as “Buy,” “Hold” and “Sell,”
respectively.
Evercore ISI ratings distribution (as of 02/26/2016)
Coverage Universe

Investment Banking Services / Past 12 Months

Ratings
Buy
Hold
Sell
Coverage Suspended
Rating Suspended

Count

Pct.

Rating

341
282
19
5
5

52%
43%
3%
1%
1%

Buy
Hold
Sell
Coverage Suspended
Rating Suspended

Count

Pct.

50
9
2
1
0

15%
3%
11%
20%
0%

Issuer-Specific Disclosures (as of February 26, 2016)
Exelon Corp. Rating History as of 02/25/2016
powered by: BlueMatrix

H:$36.00
05/06/13

H:$32.00
08/01/13

H:$31.50
10/30/13

H:$28.00
01/13/14

H:$34.00
04/21/14

B:$40.00
05/01/14

H:$33.00
07/23/14

B:$39.00
09/30/14

B:$40.00
01/13/15

B:$37.00
07/29/15

B:$36.00
08/25/15

B:$37.00
09/18/15

B:$35.00
11/02/15

45
40
35
30
25

Apr 2013

Jul 2013

Oct 2013

Jan 2014

Apr 2014

Jul 2014

Closing Price

Oct 2014

Jan 2015

Apr 2015

Jul 2015

Oct 2015

Jan 2016

Target Price

General Disclosures

This report is provided for informational purposes only. It is not to be construed as an offer to buy or sell or a solicitation of an offer to buy
or sell any financial instruments or to participate in any particular trading strategy in any jurisdiction. The information and opinions in this
report were prepared by registered employees of Evercore ISI. The information herein is believed by Evercore ISI to be reliable and has been
obtained from public sources believed to be reliable, but Evercore ISI makes no representation as to the accuracy or completeness of such
information. Opinions, estimates and projections in this report constitute the current judgment of the author as of the date of this report. They do
not necessarily reflect the opinions of Evercore and are subject to change without notice. In addition, opinions, estimates and projections in this
report may differ from or be contrary to those expressed by other business areas or groups of Evercore and its affiliates. Evercore ISI has no
obligation to update, modify or amend this report or to otherwise notify a reader thereof in the event that any matter stated herein, or any opinion,
projection, forecast or estimate set forth herein, changes or subsequently becomes inaccurate. Facts and views in Evercore ISI research reports
and notes have not been reviewed by, and may not reflect information known to, professionals in other Evercore affiliates or business areas,
including investment banking personnel.
Evercore ISI does not provide individually tailored investment advice in research reports. This report has been prepared without regard to the
particular investments and circumstances of the recipient. The financial instruments discussed in this report may not suitable for all investors
and investors must make their own investment decisions using their own independent advisors as they believe necessary and based upon their
specific financial situations and investment objectives. Securities and other financial instruments discussed in this report, or recommended or
offered by Evercore ISI, are not insured by the Federal Deposit Insurance Corporation and are not deposits of or other obligations of any insured
depository institution. If a financial instrument is denominated in a currency other than an investor’s currency, a change in exchange rates may
adversely affect the price or value of, or the income derived from the financial instrument, and such investor effectively assumes such currency
risk. In addition, income from an investment may fluctuate and the price or value of financial instruments described in this report, either directly or
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indirectly, may rise or fall. Estimates of future performance are based on assumptions that may not be realized. Furthermore, past performance is
not necessarily indicative of future performance.
Evercore ISI salespeople, traders and other professionals may provide oral or written market commentary or trading strategies to our clients that
reflect opinions that are contrary to the opinions expressed in this research. Our asset management affiliates and investing businesses may make
investment decisions that are inconsistent with the recommendations or views expressed in this research.
Electronic research is simultaneously available to all clients. This report is provided to Evercore ISI clients and may not be redistributed,
retransmitted or disclosed, in whole or in part, or in any form or manner, without the express written consent of Evercore ISI. Receipt and review
of this research report constitutes your agreement not to redistribute, retransmit, or disclose to others the contents, opinions, conclusion or
information contained in this report (including any investment recommendations, estimates or target prices) without first obtaining express
permission from Evercore ISI.
This report is not intended for distribution to, or use by any person or entity in any jurisdiction or country where such distribution or use would be
contrary to local law or regulation.
For investors in the UK: In making this report available, Evercore makes no recommendation to buy, sell or otherwise deal in any securities or
investments whatsoever and you should neither rely or act upon, directly or indirectly, any of the information contained in this report in respect of
any such investment activity. This report is being directed at or distributed to, (a) persons who fall within the definition of Investment Professionals
(set out in Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the “Order”)); (b) persons falling within
the definition of high net worth companies, unincorporated associations, etc. (set out in Article 49(2) of the Order); (c) other persons to whom it
may otherwise lawfully be communicated (all such persons together being referred to as “relevant persons”). This report must not be acted on or
relied on by persons who are not relevant persons.
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im1l01'"fllllt

di~do~l1l"f:10 ,

11nct

requi.red aual,)·~t <.·erli.fil•alioms.
:\11 P~tim:ltPJ;/fnrf'!~:t~~ :ll"f' :u;; of <•:!/ :!Cj/ a6 nniPU othf':l"\\-i ,;p ~:ltf'!d .
W~-IJ~

}'an:u

::i'-'~"'rilil.~.

LLl'

.to...,. :md :.cl-b

lu du lJuloU.cn with

..:u.uw:mil.~

eu•w r o:d in ib' Wl>Ca n:h

rcou~. :b l::l. ft:JulL in'-nwn ~uhl ~ 111\' III"C lh•t llv: li.rur. ta.._' ' bavo: ._ ttmOio:t u( iu.to::n-,. that c ould
ooiT- ·1 1h ....l.j ..n ;" ~'~ .,r 11,,. ....,..,rl ,.,.,1 ;," -" "·" ,.1,.,.,1.1 ,,.,.,,.,i, &.. r 11,;,. ....,..,.,., - •uo l~ .. ,.;,.I'll.. 1-...~.,,. ;.,
,. ,,.k; ~ lh ,.; ,.

;,.v...o:t ....... ol <k;.._;,,.,,

'

Ad el il iu rm l I n fn r tnal ic•n ;\ \'ot ilahh~. U p n n
J <:..,t·li(': llta!:
1) .'\U ;,· i~w;: c-"p rf';:;:«J in tl'l i~

~~.,reh TC~pon :;r.-:t;r:,tC'ly

'R(~·•J•wsl

rf'tlt'r.t my ptn on:-.1viC'"';~ :;hont an~· and :;II of th~ ~~~ hj~n ;:~r:nriti~;: or

hi$U~tr:> clblcus:;ed: l:Jtd

:.!) No. p:rr; nf my

mm ~n~:~rion

v.w., 1::, or ..,;ill bn. dfrnr.<lr or inrth nr:ily, rt'l:'lit'd m

;h ~

;:pnr..ffir; l'N':omml'n ri:;.Nnn:: nr .,.; l'w:•:

~'.:.PI'I!Slied by U16iJt lhi::l tl<'li~Uclt t~pU.i:L

Wp.jb Far~o SAt.n ritiA.~, 1.1.(': mt~ inUJ it\..~ A marh t in thP.~nmmnn mor;k nf PF!pc:n H oM in~~,, Tnr:., ~F!l on \.nrpnn tinn .
Wcib H.tr~o St·t..-urillt·:;. w.; ur i t:; affiliate:; m;,u t;,'<l;t·tl vr w~OO a publi<: oJfcriu~ Q( :i«'Witi~ !vr D.\<.·1uu U>rput;,ttivu
wiohin thP. 'iY~~ ; 2 mon th~ .
We] s Ncu~v ~~t;will~~-. .1.1.1'..: ut· ils affilia~ Wl...uili:- to w~:>k u; ~p..,tJ..s lo r...r~v~ C.'Uillp-~US<'.lluu fvr ill\'~~-tWJO;Ul baukii!S
~P.f'Vi(';P -~ in tht> n H~ thn'!f! montl\..:; from F.'.\Pion CorporAtion .
WEKls f <'xgo s...r urili...s. LLt'or i~ zJfili<-.~~- t~t:e5,·~ttl ru1up"'usz liou for iu,·..,sUuent bau\jn~& ~11 1'-'iU:i$ ft·om li.~uu Cvrpot<ttivu
in ihf' pa::t 12 month,-:.
E.wloJl <.:u.q.1tm :Uou <.•un'"utly is. vr duri1;g U1~t !2-WQn lh p~:-tiOO pt·~t·~tili.!l~ llw. <.llll~ of di:-ttibuliuu Q( ll te l~~lllt.'h l'"purt lVII.:>.
a r:l i~nt of Wnllr. F:-.~o ~nr.ur it i~;:, U .C:. W~ll r. F:;rgo s...c:nri;i~. l.l.G prm:i d~d imon~ttn t'nt b., nking ;:~n:ir:~~ ro F.xf'lon
<.:orpun\Uou.
P€'-poo 11<\lrling;:, Tnr_ m rnmilr i~, or during iht' 1:.1 m()nth p~rioti prnooding th~ d:'lit' nf di~rri bnt'inn o.f th~ Tn;:~:n·~h 1'<'-p nn w:-~ _;:,
a "~ie.ut of Wells- .Fr.r,~o SE<uritiE3, LLC. We-Us- Fall;O Securit iM, Llt' prot·ided nouin.,.~:er:t ba»kiu.~ sECurit iE*· roili:te.d
::~n.ir.t';: to P~?r.n llnMing..::, In~.
We!b .Farw Securit:ie:) w.; receit·ed co:mp.e.usr.tion for products or setvice.s o&.er thrm int·e:-tm~nt ba»kiu.;; setvices from
P(•pcn 11(11dius~•, Tru:.. in Uw 1''""'~ 12 uu m1 11 ~; .
we!b i<'ar~o Seeuritie.s, W..: or it:- affiU...~ hr:: -a si,;uifiw : t fan.encialint e.Im in l'e.})c:'O Ho!dings. In c:'.. l£.~on Corporation.
Wd b Fa~.ev Sct:wilic~ . lJ.C ut· il:; alllliat..-:o Wlcw.b to :;cck u; (.'X.pcct:; loo rcn -iv1.
. ' Will!J'I'. u:;aliuu for iJt,·c:::1.w..·ul baulcius
~f!rvir.M in th P. n""1 thMP. monfl\..~ from 11n t~ffil iF.tl\of K~F!lon <:nrpnn ticm, l'to.p ro Holrlin ~-~. lnr-..
\Yd b FarsQ Sct.:urillc:;. LLC wit:; afiilfu.tt.<;:; 11JO.U~cd u; w utaJ~ed a public ufit:tius vf :::c-curilk :; fu.1· au alllli~ te QJ E."tdou
Corpn~tion v:ith in thP. pF.!.=.< 1 ~ monohs.
\ Yclb Ru z;o S<.-cutitk~. IJ..Cor ib a!Ullit~ t1.'l'(.-i\'1.' d ootup<.'Jl:io.tl.ion JQr iuvc:;tmr:n l b;,~u.!W t~ !>1.•n k c:; Jrotu ;.·.u d ft.fialt- ofE.w -lou
Corpn~tion in tbf! p11n 1:.: month~.
F.XC:: Ri;: ~;: 1ncludt' mmmotiityprkn ~l'n::iti.,.i;y :-. n ti nnf:-.vo.T:;h1~ l'~gl!b tnl)'/[><)licy d~\·nlo.pml'mt. .
JIOl\1: Risks it:clv.d6 the r-.bility t o sec:'u re n:er.~u roe.g uk:'toty r.pprow.b and regulat ory ri~ks assoeided with
pt ~ru li no/• •!mmui uc; ~~•k fil; * '&~ ·
mmp~n.<~:a<t' it;: r.:-;:~:-.~V;h :m:l.f!.';:rr. J).-;.::<'d ()n ~pnr.ffir: 1n\•n;:rml'm h:~n l~n g n:;n~ar:tinn;:.
tl<$1<'llt't'h t:m:l,o,.:ob - nK'l"i"'e comJJeltsllliuu llw.l 1: - bas~tl upuil wtd ilupt:t~!ed b.v lh~t u-..wdl
p1'n tit!1.hHil}' :;.nrt l'('.\.'l 'nl1l' <.f th~ firm. whkh indtt d~. tmt ir. n()t limil('rito 1nw~mm~nt J).-;.n king_ J'l'\.'~nu~ .

Wt'll~

F:-.rgo

SC'~nririM= .

l.l.C dnM n()t

W ~:-U~- I'W1i.O ~~cwm~:, l.LI': s

Sl 'OCK &\'1'1NU

t - Onfllr;1f m'fn: TllP. N()(':k ll)')'i'JP!II~ ;,nmctivPly \'tlnP.d, 11nd WI"! hP.lito;,.'f' thP. N()(':k'~ ;oml Tf!mm ,~;n PX~P.P!Ii ;hAt of t'hf! m~rk~
U\W lh$ u l!-:d !2 n:unths. llliY
z - Mm•kf' t P('rfor m : ThP. N M.k IIPllPII~ '·J)prnprimtoly Vilhtf!rl, ~ttd WP! bP.IiP\o~ thP ~od:' ;~ romI TP.t m n v:ill bP. in linf! with tht>
w:c~,rbl V '< l!-1' Ut~t J~.\L l~ u.wullu:-. JlOLV
3 - lfn ciP-'1l P-rf01·m : Th~ :::oc-;1~ :;ppn:;r;: OV('-n::;ln ~d, :m et •~"" b~lit'-\o\" The-!:hlr:t ';: m1:l1 rf'tl;rn v!ill hf' I'>~low iht' m:~rkct ov~r ;h('
ul:"x.l !!2 mou lh . Sli.LL

-S£<.':-t'OR llA.'llNC
0 = Oven veigh l: l udu:::lt·y cxp<:d cd lu Qlllpctf urm Ute rd c\'<:.lll l•ruad marl\t:L bcud tmatk Q\'-t:l' Ute 11e.\.1. l~ IUQnlk;.

M Mm•kC'.t 'Wcight : Tn-cimrtl)' "'-Tif!mM m Jw.ri'orm in·linf! v:itb thP. n=.!fwr;nt hmOO marh t hl\nC;lunArk o;,w thP. nfr.l.t 1~
won Uc;.
1f Uudt:1'\\'C'·i~lu : Tn-cimrt~· fr.I.'J'!1"C':tf!-ci to nn-ciA'J"!l"'rform thAM!P.'.'IInt hror.-ci mArkf!t h"nr.bm.r.rk ovf!rthf! nA.,1' 1:.: month~.

Pka$.r; 10~(' Oi~do~nl"r. Ap1~ncti :-c fnr l'tlting dC'tin ition~, imJlOI"fllllt
requi.red aual,)·~t ._.erli.fil•alioms.
:\11 P~tim:ltP10/t'nrP.~:l~~ :ll"f' :'l~ of (1:!} :!Cj/ a6 nnltou othf!l"\\oi ,;p ~:ltf!d .

di~do~l1l"f:10 ,

11nct

w~-o~ }'a n:u :;"~"'rilil.~. LLl' .to...,. :md :.Cl- b lu du 1Ju14J.cn willa I.:U.IIW:mil.~ eu·w ro:d in ib' Wl>Ca n:h
rcou~. :b l:l. .A<:JulL in' -nwn ~uhl ~ 111\' IU-c lh•t tlv: li.rur. t a.._.' ' ba"o: • ttmOio:t u( iu.to::n-,. !hat could
oo iT-·1 lh,.. .,l,j ..n i... ~ l~ .,r II"• ""f><'"' ,.,,.1 ;,.,_ .,,._,. ,.1,.,,,1.1 ,,., .,_.,i,&..r 1loioo ....,.. ,.,., - •uo l~ to ,.;,.I'll"' f>ot~ur ;.,
,. ,,.ki ~ l h,.; ,. ;,. v...o:t ........ ol <k ;.._;,,.,,

VOL~l'JU'l'Y R ATiNG
V = :\ ;.mr:l~ i;. rll'tinM :;.;: w~lari !~ a ;h ~ ~<'l r;k prioo ha;: tlm:tn:;.;M by 1/ :m% nr gr<':!.fl'l 'in :;.t 1~:\,o::; 8 o.f t ttr: p:;.;:t :.!4 mnnrh!: n:rif
the t'.l".t'l yst e.:..-pects s ~lCallt ''ok-.ti!it:y. All ll-'0 stocks rn r.utomatically n :te.Ch ·o!r-.tile •..:ithln ili6 firrt 2·1mot: ths-of tw iln,;.

As of: Jo'cJJru ury 2 0. a o t 6

4;t.o% of tvmp;:.nic:; W\rCtcd l>y WdJ:; Fa~.ev S..:cutili._'t>, Wd l:;
I ,I.<: Kqu ify RMP.r.rr;'h FIN! m tf'od (hltpP.rfotm .

Fa~.ev

Sct:utitic:i, LLC Jw v.n)\idcd ill\'C:i1.w..·u l baulcins

RP.IViC:M for :;li.o'..t of it.:.Ont,w.rform-rnt M MmpAn iP.&

s.:~.o% nf mmp:;.n i~;: c:m.rnrr:d h;: WC'll;. F:rrgo S('C:I Iriri~. WC'll;: F:ngo ~nt.uritir:;:, l.l.C ha;: pro\'idr:d int·r:;:ml('n t b:-~ nldng
UJ..: J::quity Jt~:.;n.-t:n·ll uno n \ted tlu;h>l l"torforttt.
s~,>n·it:r:.:~ !or :10.0% ufil:- Mt:d~.~! fl1 1fomH1l!~d t•oJilpu.u.ko::-.

~. n':<. of r.omrmn iP.~ r.m·P.rP.Ci by WP.Us Fr.r,;o SH:nririfo.•l. WPo!b FA ~o ~AC';nritiA.<,, l.l.C hM. l'~tm·idP.d im'P.Ntuf..nt h1mking
U..C Equity ltc:;t·i.~tTh ;.tn• Jo.~tcd Uutk·Jpcd onu.
!it·n k c:; lor t6.o% of i~ lludt.·!pc.rlorw l\~ocd oompiutit·:$.

Imp urlanl Dj:sclu::sun fu r lnl~ru01LiuuaJ Cli(:u b
~.ti.A - 'l'he se"ur.ities aud re.k ted fanand ll it:::-!rulnM.!:s described he.rem may not be e.li,;ib!e for sr.le in r.ll jurisructiot:::-or to
t.:e!lo.UU t:alcsuric:; uf iu\'-c:;tor:;. r vr n:-dpicul:i iu Un; EE.\, thb !C!iOrl i:: <li:;LriiJ-utt-t.J by Wdb f ;:.!SU Sl' t.:urllil·:; In t..·mativual
l.imitM (''WFSII.'). \\' ..}:11, i~ 11 U .K. inrorporAt P.d in'\'P.~hnf-ni frrm Ant hort?i'i!tJnd rP..,;nllltP.d hy thP. ~inr.nC";itJi Cond11r.t
Aulhorily. FQ; Utt· putpo:ie:> of Scd .luu 21 ol Ute t:K Fiuaud al Scr11W aud M;.ul~:; 1\d 2000 ("Uu.· J\d "). Ute conOOU! o{ U1h
rP.pon hAA h P.f-n FlppTO;.'fil hy ""Till. 11 r~uluAd pP.r.~on nn-df..T t hP. .., t:r. \ 't"'FSIJ. dnf...<, nor dP.r.J ·,.,·i; h rP.tr.il (;)iP.nts AA -df..fi n«i in

lllt· !'rh-..rkcb ill 1'iuaur5d JJtslrumcub lliR·tJj \'t\ 2007. 'tb c F<.:A a·ul~ uwt..k· uutk·<t llu.\ JiiJto.-.Jl(.t .t! SC!\iu.~ awl Mou:kd :$ :\J.~

m

for t hP ptmli'C':tion of rm n d iP.nt~ ..... thPn:!lorP not Fl))flly. nor v: ill t hP. Finllnd Al ~P.n'kP.;; ComJ~lW.t ion
avai!.-.bko.. 11U~- l~pu;1. is uu1. iuhmw..d !or. aud shuu!d uu1. bto.~l.j;;d Llj.IUHby. noh·.U dii:OH!s.

2 ()(!(1

Sr;'hP.mP. l1P

Ausb-alia • Welb Far~o Se"ur.ities, l.Lt' is e..-.:M:pt from the roequire-ments to ho!d t'. n Aurtrnli.an fm.nnd .el setvk-es liceuse in
n~:p<'(:l o f t lu~ li u:• uc~ a l ~·r~rvic:•~~· i l prc•~idt ~~· lo w lw l<<:<al<· di<·ub i n A ul< l rall;~. \\'<4 1~; F:uc;o S<'(:llli1 ic~•, T.T.C i~• nc;ula i<'(J u ndt•r
li.S. laws whk h diftW from Aus-traUtm laws. Any offe-r or documeniatiou pi'O'·ided to Aus-trilir.n redpients by Wells l'f'.I~o

Sct:utitic:i, LLC i.u U!.t: t:Qu!:iC ol pn>'lidi.ue Ute ftJw ttia! :>Ct"'it:J.'t> 't'oill l:c p!t:pured iu <:.Ll:Q!daut:e 't'. iUt U!.t: );:.v.':i ol Ute t:uilcd
StlltP.~ 11nd not Au .'ihtJ1illn l11w~.

C::lu.'ld :t

Thi;: nrport i:: cli;:t riburC'd in
u~l,>

t\umda w d Ule-mbt<J' of

C::-~ n:-~ d:;.

IU'ti!Sl.JI!I:'Ul

by

W('ll~

F.'lTJ:;O ~nr.u ritir:;. C::ltl:'ld:;., l.tct.,

lud w:-lr~ R~:.guht!o;y OrgllU~IIllUH

:'1 rr.:;i~"r«J im~mr:nt

~md

uf <.:mu:du (UROt')

Pro.:l"c:tinn F und (CTPT). Wt'!ll;: F.'lt-g<'l SC'c:nrioiN:. U t:'.';: r.:-;:~:'IN';h :-~ n :-~ 1~'\tt::: ma;: p.•n•;kip:;.t~ in

clc-:1!r:r in

CU.UIIcliiiU lu ...~lol'

oomp:m~· r:\'t'!nt;: ~n r; h a~ 1:itt'! \i !:"it;:

bu! uno. Keuen\11;.- pt·ohibitl:!d frow at.'l~ pliu.,~ pt\,\'W~>ul or M mb ut:e.Jnt-n l by l11to. li-ubjr:.l'l l'Ulltpaui~ fol· ~C:~::olidt-d 1:0.-.:.p~u:~t-li
nniM.;. pr~

:-~ nthn:ri;r-L'd by

ml'mhN•:•: nf RMl'a1'1";h M:;.n:;.gnmr-nt.

llf.I IQ:. KQug '!'h b ropurt b h :;ucd aud tlhltibull.·-d iu li on~ Kous b y Wdb n us u S-tX·urilic:o :\!.i ;., l.iurill.·d (" \\' 11!:il\L~) . a Huus
Kong inc:mp ou .tM iiWf'.'iflllP.Iil t'inn l kP.n.:;Pil f)n-d rP~ tlm·pd by t hP ~P.r:nritiP.;; And FumrP .~ CommiH ion of Hong Kong e <hP
~ F<.n to l<'J l }' ou ly~ !. ·1. 6 ZJtd 9 l~~u1<'.led ad i\iliJO$ (a.s ili>fwJ<d i.u lh~ S10or urili$S aud ru t~- Ol-diuauc.·~<" (t'ay. 571 uf '!b~
l.A w~

of Hong

Kon~.

·•t hP. SFO"'). T hi;; rP.pon

i~

not intP.ncltod for, 11nd ;;honld nm hP rP.IiPd

on ~·.

p;o(~,>s~ iou?.l ill\'t-$1.0!~-

11ny

pP.r::~on

mhtor t h11n

(Z$ ili>fiJJecl i.u lh~t !:il"O). Any s~r Uiill~s w d !t-!al~:>d flJlaud al iustrw nt-n ~ d$st:n'bed h~t~iJt <'J~<" uot
int t'!ndC'd for ;;a!r:, nor will I-.e' M!d. to any pr:r;:on ot hr:r t h:;.n prnfr-;:;: io n :-~ 1 in\'t'!:::or,~ (a~:. ctc-tin«J in ; hr- ~FO). Thr: :;.m hor or
11.ullwt'S of lhis l~purt lli-or uno. nol IW.;w...d by lJ1e Slo't:. }la·o!~:~iurud iuv~:.:~tor;; who l~h·to llrili-!t>YQ!l should dirt-<.-1 UU)
t}UN i~;: mg:;rcting ~

m ntr:nt!:. to M:;.rk Jonr:;: :'I t WFS.\T. (r:m:;il: \\~:'l lm;:('.'1Tt':h ~'l\'.tr:11 t.furgn .r.om ).

PkFI$.~ 10~(' Oi~do~nl"r. Ap1~ncti :oc

for l'llting

dc-tin ition~,

im1l01"fllllt

di~do~l1l"f:10 ,

11nct

required aua.l,r~t <.·erli.fi~.·alioms.
:\II

P~tim.'ltP10/t'orP.~a~~

W~-IJ~

}'a n:u

::i'-'~"'rit.il.~.

.'ll"f' :l~ of (1:!}

:!Cj/ a6

nnltou othP.l"\\oi J:.P ~atP.d .

LLl' do.,.,_. :md :.cl- b lu du lJu loU.cn with

..:u.uw:mil.~

eu•w ro:d in ib' Wl>Ca n:h

rcou~. :b l:l. ft:JulL in' -nwn ~uhl ~ 111\' IU"C th•t tlv: lirla.la.._.'' ba"o: • ttmOio:t u( illto::n-,. that could
o~ IT-·1 1h ....l.j ..n i" ~ '~
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Exelon
A New Deal In Washington DC; Exelon-Pepco
Merger Update
Maintain Rating: NEUTRAL | PO: 32.00 USD | Price: 31.98 USD

Key takeaways
•

D.C. Commission provided an alternative avenue set of conditions to close on the
Exelon-Pepco deal.

•

In our view, the new terms do not appear to require Exelon provide any additional
capital.

•

We believe it more likely that the alternate terms will be agreed to by Exelon and
parties next week; maintain Neutral.

D.C. Commission puts in New Terms
On 2/26/16, the D.C. Public Service Commission rejected the settlement of the ExelonPepco proposed merger in a 2-1 vote. However, the Commission provided alternative
terms and conditions in the order that, if accepted, would consummate the deal. The
commission voted 2-1 in favor of the alternative decision and requested a decision
within 14 days.
The alternate proposed decision largely altered funding requirements to energy
efficiency and low-income customer programs. Furthermore, the new terms request
small additions in solar generation, while removing a request to develop microgrid
facilities. Exelon has stated that March 4, 2016, is the last day before it could walk away
from the deal, so a decision is likely to be reached before that date.
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As far as we can quantify, the additional concessions appear to be relatively minor. In
our view, Exelon is more likely to agree to the necessary concessions to acquire Pepco,
in order to ensure longer-term support/cushion for the dividend, and we see closing on
the deal as a marginal positive for the shares.

Investment Opinion

Shares remain fairly valued; Maintain Neutral

BofAML Ticker / Exchange

Despite the strong possibility of closing on the Pepco deal, Exelon remains an integrated
utility where strong commodity headwinds continue to deteriorate the profitability of
the deregulated business. In addition, the Clean Power Plan stay is likely to push out any
potential credit for Exelon’s nuclear fleet into the future; we maintain our Neutral rating.
Our financial estimates already assume the Pepco merger is closed by 2Q16.

31.98 USD

Price Objective

52-Week Range
Mrkt Val (mn) / Shares Out

B-2-7
25.09 USD - 34.98 USD
29,198 USD / 913.0

(mn)
Average Daily Value (mn)
Bloomberg / Reuters

293.36 USD
EXC / NYS
EXC US / EXC.N

ROE (2015E)

9.3%

Net Dbt to Eqty (Dec-2014A)

84.5%

Exelon: Exelon reaches D.C.
Settlement; Pepco Deal Gets One
Step Closer to Finish Line 07
October 2015
Exelon: Breadcrumbs Suggest Pepco
Deal Regaining Momentum 30
September 2015
Exelon: Pepco rejected by District of
Columbia 25 August 2015

BofA Merrill Lynch does and seeks to do business with issuers covered in its research reports. As a
result, investors should be aware that the firm may have a conflict of interest that could affect the
objectivity of this report. Investors should consider this report as only a single factor in making
their investment decision.
Refer to important disclosures on page 3 to 5. Analyst Certification on page 2. Price Objective
Basis/Risk on page 2.
11607666
Provided for the exclusive use of Reid Bergstrom at Exelon on 29-Aug-2017 03:28 PM.
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Relative Performance Charts

Source: BofA Merrill Lynch Global Research, Bloomberg
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Price objective basis & risk
Exelon (EXC)
Our $32/share price objective for EXC shares is derived from our sum of the parts
valuation model, where we assign approximately $8 of value to ExGen, $(4) for the
parent, and approximately $28 of value to the regulated utility. We value integrated
electric utilities, including Exelon, using a sum of the parts valuation model based on
2018E earnings and EBITDA. For Exelon specifically we use a target 6.8x EV/EBITDA
multiple to value the deregulated generation segment, in line with peers. We apply a
target 15.0 P/E multiple to value the regulated side of the business, which is a discount
to regulated peers at 15.5x to reflect the generally below-average ROEs allowed by the
state commissioners for the states in which Exelon has regulated operations.
Downside (upside) risks to our price objective are: 1) increasing (decreasing) of forward
power prices driven by rising natural gas prices, heat rates, or Northeast and Midwest
gas basis to Henry Hub, 2) regulatory outcomes as well as changes in nuclear regulation,
3) deterioration (improvements) in operating efficiency beyond our base scenario, and 4)
risks to the successful completion of the Pepco Holdings acquisition

Analyst Certification
I, Brian Chin, hereby certify that the views expressed in this research report accurately
reflect my personal views about the subject securities and issuers. I also certify that no
part of my compensation was, is, or will be, directly or indirectly, related to the specific
recommendations or view expressed in this research report.
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Disclosures
Important Disclosures
EXC Price Chart
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EXC

Review

1-Jan-14
Restricted

No Coverage

1-Jan-15

1-Jan-16

B: Buy, N: Neutral, U: Underperform, PO: Price Objective, NA: No longer valid, NR: No Rating
The Investment Opinion System is contained at the end of the report under the heading "Fundamental Equity Opinion Key". Dark grey shading indicates the security is restricted with the opinion suspended. Medium grey
shading indicates the security is under review with the opinion withdrawn. Light grey shading indicates the security is not covered. Chart is current as of January 31, 2016 or such later date as indicated.

Equity Investment Rating Distribution: Utilities Group (as of 31 Dec 2015)
Coverage Universe
Count
Percent
Buy
69
47.26%
Hold
40
27.40%
Sell
37
25.34%

Inv. Banking Relationships*
Buy
Hold
Sell

Count
58
32
27

Percent
84.06%
80.00%
72.97%

Equity Investment Rating Distribution: Global Group (as of 31 Dec 2015)
Coverage Universe
Count
Percent
Buy
1673
50.16%
Hold
777
23.30%
Sell
885
26.54%

Inv. Banking Relationships*
Buy
Hold
Sell

Count
1244
545
533

Percent
74.36%
70.14%
60.23%

* Issuers that were investment banking clients of BofA Merrill Lynch or one of its affiliates within the past 12 months. For purposes of this Investment Rating Distribution, the coverage universe includes only stocks. A
stock rated Neutral is included as a Hold, and a stock rated Underperform is included as a Sell.

FUNDAMENTAL EQUITY OPINION KEY: Opinions include a Volatility Risk Rating, an Investment Rating and an Income Rating. VOLATILITY RISK RATINGS, indicators of potential
price fluctuation, are: A - Low, B - Medium and C - High. INVESTMENT RATINGS reflect the analyst’s assessment of a stock’s: (i) absolute total return potential and (ii)
attractiveness for investment relative to other stocks within its Coverage Cluster (defined below). There are three investment ratings: 1 - Buy stocks are expected to have a total
return of at least 10% and are the most attractive stocks in the coverage cluster; 2 - Neutral stocks are expected to remain flat or increase in value and are less attractive than
Buy rated stocks and 3 - Underperform stocks are the least attractive stocks in a coverage cluster. Analysts assign investment ratings considering, among other things, the 0-12
month total return expectation for a stock and the firm’s guidelines for ratings dispersions (shown in the table below). The current price objective for a stock should be
referenced to better understand the total return expectation at any given time. The price objective reflects the analyst’s view of the potential price appreciation (depreciation).
Investment rating
Total return expectation (within 12-month period of date of initial rating)
Ratings dispersion guidelines for coverage cluster*
Buy
≥ 10%
≤ 70%
Neutral
≥ 0%
≤ 30%
Underperform
N/A
≥ 20%
* Ratings dispersions may vary from time to time where BofA Merrill Lynch Research believes it better reflects the investment prospects of stocks in a Coverage Cluster.
INCOME RATINGS, indicators of potential cash dividends, are: 7 - same/higher (dividend considered to be secure), 8 - same/lower (dividend not considered to be secure) and 9 - pays
no cash dividend. Coverage Cluster is comprised of stocks covered by a single analyst or two or more analysts sharing a common industry, sector, region or other classification(s). A stock’s
coverage cluster is included in the most recent BofA Merrill Lynch report referencing the stock.
Price charts for the securities referenced in this research report are available at http://pricecharts.baml.com, or call 1-800-MERRILL to have them mailed.
MLPF&S or one of its affiliates acts as a market maker for the equity securities recommended in the report: Exelon Corp.
MLPF&S or an affiliate was a manager of a public offering of securities of this issuer within the last 12 months: Exelon Corp.
The issuer is or was, within the last 12 months, an investment banking client of MLPF&S and/or one or more of its affiliates: Exelon Corp.
MLPF&S or an affiliate has received compensation from the issuer for non-investment banking services or products within the past 12 months: Exelon Corp.
The issuer is or was, within the last 12 months, a non-securities business client of MLPF&S and/or one or more of its affiliates: Exelon Corp.
MLPF&S or an affiliate has received compensation for investment banking services from this issuer within the past 12 months: Exelon Corp.
MLPF&S or an affiliate expects to receive or intends to seek compensation for investment banking services from this issuer or an affiliate of the issuer within the next three months: Exelon
Corp.
MLPF&S or one of its affiliates is willing to sell to, or buy from, clients the common equity of the issuer on a principal basis: Exelon Corp.
The issuer is or was, within the last 12 months, a securities business client (non-investment banking) of MLPF&S and/or one or more of its affiliates: Exelon Corp.
BofA Merrill Lynch Research personnel (including the analyst(s) responsible for this report) receive compensation based upon, among other factors, the overall profitability of Bank of America
Corporation, including profits derived from investment banking revenues.
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Other Important Disclosures
Officers of MLPF&S or one or more of its affiliates (other than research analysts) may have a financial interest in securities of the issuer(s) or in related investments.
From time to time research analysts conduct site visits of covered issuers. BofA Merrill Lynch policies prohibit research analysts from accepting payment or reimbursement for travel expenses
from the issuer for such visits.
BofA Merrill Lynch Global Research policies relating to conflicts of interest are described at http://go.bofa.com/coi.
"BofA Merrill Lynch" includes Merrill Lynch, Pierce, Fenner & Smith Incorporated ("MLPF&S") and its affiliates. Investors should contact their BofA Merrill Lynch representative or
Merrill Lynch Global Wealth Management financial advisor if they have questions concerning this report. "BofA Merrill Lynch" and "Merrill Lynch" are each global brands for BofA
Merrill Lynch Global Research.
Information relating to Non-US affiliates of BofA Merrill Lynch and Distribution of Affiliate Research Reports:
MLPF&S distributes, or may in the future distribute, research reports of the following non-US affiliates in the US (short name: legal name): BAMLI Paris: Bank of America Merrill Lynch
International Limited, Paris Branch; BAMLI Frankfurt: Bank of America Merrill Lynch International Limited, Frankfurt Branch; Merrill Lynch (South Africa): Merrill Lynch South Africa (Pty) Ltd.;
Merrill Lynch (Milan): Merrill Lynch International Bank Limited; MLI (UK): Merrill Lynch International; Merrill Lynch (Australia): Merrill Lynch Equities (Australia) Limited; Merrill Lynch (Hong
Kong): Merrill Lynch (Asia Pacific) Limited; Merrill Lynch (Singapore): Merrill Lynch (Singapore) Pte Ltd.; Merrill Lynch (Canada): Merrill Lynch Canada Inc; Merrill Lynch (Mexico): Merrill Lynch
Mexico, SA de CV, Casa de Bolsa; Merrill Lynch (Argentina): Merrill Lynch Argentina SA; Merrill Lynch (Japan): Merrill Lynch Japan Securities Co., Ltd.; Merrill Lynch (Seoul): Merrill Lynch
International Incorporated (Seoul Branch); Merrill Lynch (Taiwan): Merrill Lynch Securities (Taiwan) Ltd.; DSP Merrill Lynch (India): DSP Merrill Lynch Limited; PT Merrill Lynch (Indonesia): PT
Merrill Lynch Indonesia; Merrill Lynch (Israel): Merrill Lynch Israel Limited; Merrill Lynch (Russia): OOO Merrill Lynch Securities, Moscow; Merrill Lynch (Turkey I.B.): Merrill Lynch Yatirim Bank
A.S.; Merrill Lynch (Turkey Broker): Merrill Lynch Menkul Değerler A.Ş.; Merrill Lynch (Dubai): Merrill Lynch International, Dubai Branch; MLPF&S (Zurich rep. office): MLPF&S Incorporated Zurich
representative office; Merrill Lynch (Spain): Merrill Lynch Capital Markets Espana, S.A.S.V.; Merrill Lynch (Brazil): Bank of America Merrill Lynch Banco Multiplo S.A.; Merrill Lynch KSA Company,
Merrill Lynch Kingdom of Saudi Arabia Company.
This research report has been approved for publication and is distributed in the United Kingdom to professional clients and eligible counterparties (as each is defined in the rules of the
Financial Conduct Authority and the Prudential Regulation Authority) by Merrill Lynch International and Bank of America Merrill Lynch International Limited, which are authorized by the
Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority, and is distributed in the United Kingdom to retail clients (as defined
in the rules of the Financial Conduct Authority and the Prudential Regulation Authority) by Merrill Lynch International Bank Limited, London Branch, which is authorised by the Central Bank of
Ireland and subject to limited regulation by the Financial Conduct Authority and Prudential Regulation Authority - details about the extent of our regulation by the Financial Conduct Authority
and Prudential Regulation Authority are available from us on request; has been considered and distributed in Japan by Merrill Lynch Japan Securities Co., Ltd., a registered securities dealer under
the Financial Instruments and Exchange Act in Japan; is distributed in Hong Kong by Merrill Lynch (Asia Pacific) Limited, which is regulated by the Hong Kong SFC and the Hong Kong Monetary
Authority is issued and distributed in Taiwan by Merrill Lynch Securities (Taiwan) Ltd.; is issued and distributed in India by DSP Merrill Lynch Limited; and is issued and distributed in Singapore
to institutional investors and/or accredited investors (each as defined under the Financial Advisers Regulations) by Merrill Lynch International Bank Limited (Merchant Bank) and Merrill Lynch
(Singapore) Pte Ltd. (Company Registration No.’s F 06872E and 198602883D respectively). Merrill Lynch International Bank Limited (Merchant Bank) and Merrill Lynch (Singapore) Pte Ltd. are
regulated by the Monetary Authority of Singapore. Bank of America N.A., Australian Branch (ARBN 064 874 531), AFS License 412901 (BANA Australia) and Merrill Lynch Equities (Australia)
Limited (ABN 65 006 276 795), AFS License 235132 (MLEA) distributes this report in Australia only to 'Wholesale' clients as defined by s.761G of the Corporations Act 2001. With the exception
of BANA Australia, neither MLEA nor any of its affiliates involved in preparing this research report is an Authorised Deposit-Taking Institution under the Banking Act 1959 nor regulated by the
Australian Prudential Regulation Authority. No approval is required for publication or distribution of this report in Brazil and its local distribution is made by Bank of America Merrill Lynch Banco
Múltiplo S.A. in accordance with applicable regulations. Merrill Lynch (Dubai) is authorized and regulated by the Dubai Financial Services Authority (DFSA). Research reports prepared and issued
by Merrill Lynch (Dubai) are prepared and issued in accordance with the requirements of the DFSA conduct of business rules.
BAMLI Frankfurt distributes this report in Germany. BAMLI Frankfurt is regulated by BaFin.
This research report has been prepared and issued by MLPF&S and/or one or more of its non-US affiliates. MLPF&S is the distributor of this research report in the US and accepts full
responsibility for research reports of its non-US affiliates distributed to MLPF&S clients in the US. Any US person receiving this research report and wishing to effect any transaction in any
security discussed in the report should do so through MLPF&S and not such foreign affiliates. Hong Kong recipients of this research report should contact Merrill Lynch (Asia Pacific) Limited in
respect of any matters relating to dealing in securities or provision of specific advice on securities. Singapore recipients of this research report should contact Merrill Lynch International Bank
Limited (Merchant Bank) and/or Merrill Lynch (Singapore) Pte Ltd in respect of any matters arising from, or in connection with, this research report.
General Investment Related Disclosures:
Taiwan Readers: Neither the information nor any opinion expressed herein constitutes an offer or a solicitation of an offer to transact in any securities or other financial instrument. No part of
this report may be used or reproduced or quoted in any manner whatsoever in Taiwan by the press or any other person without the express written consent of BofA Merrill Lynch.
This research report provides general information only. Neither the information nor any opinion expressed constitutes an offer or an invitation to make an offer, to buy or sell any securities or
other financial instrument or any derivative related to such securities or instruments (e.g., options, futures, warrants, and contracts for differences). This report is not intended to provide
personal investment advice and it does not take into account the specific investment objectives, financial situation and the particular needs of any specific person. Investors should seek
financial advice regarding the appropriateness of investing in financial instruments and implementing investment strategies discussed or recommended in this report and should understand
that statements regarding future prospects may not be realized. Any decision to purchase or subscribe for securities in any offering must be based solely on existing public information on such
security or the information in the prospectus or other offering document issued in connection with such offering, and not on this report.
Securities and other financial instruments discussed in this report, or recommended, offered or sold by Merrill Lynch, are not insured by the Federal Deposit Insurance Corporation and are not
deposits or other obligations of any insured depository institution (including, Bank of America, N.A.). Investments in general and, derivatives, in particular, involve numerous risks, including,
among others, market risk, counterparty default risk and liquidity risk. No security, financial instrument or derivative is suitable for all investors. In some cases, securities and other financial
instruments may be difficult to value or sell and reliable information about the value or risks related to the security or financial instrument may be difficult to obtain. Investors should note that
income from such securities and other financial instruments, if any, may fluctuate and that price or value of such securities and instruments may rise or fall and, in some cases, investors may
lose their entire principal investment. Past performance is not necessarily a guide to future performance. Levels and basis for taxation may change.
This report may contain a short-term trading idea or recommendation, which highlights a specific near-term catalyst or event impacting the issuer or the market that is anticipated to have a
short-term price impact on the equity securities of the issuer. Short-term trading ideas and recommendations are different from and do not affect a stock's fundamental equity rating, which
reflects both a longer term total return expectation and attractiveness for investment relative to other stocks within its Coverage Cluster. Short-term trading ideas and recommendations may
be more or less positive than a stock's fundamental equity rating.
BofA Merrill Lynch is aware that the implementation of the ideas expressed in this report may depend upon an investor's ability to "short" securities or other financial instruments and that such
action may be limited by regulations prohibiting or restricting "shortselling" in many jurisdictions. Investors are urged to seek advice regarding the applicability of such regulations prior to
executing any short idea contained in this report.
Foreign currency rates of exchange may adversely affect the value, price or income of any security or financial instrument mentioned in this report. Investors in such securities and instruments,
including ADRs, effectively assume currency risk.
UK Readers: The protections provided by the U.K. regulatory regime, including the Financial Services Scheme, do not apply in general to business coordinated by BofA Merrill Lynch entities
located outside of the United Kingdom. BofA Merrill Lynch Global Research policies relating to conflicts of interest are described at http://go.bofa.com/coi.
Officers of MLPF&S or one or more of its affiliates (other than research analysts) may have a financial interest in securities of the issuer(s) or in related investments.
MLPF&S or one of its affiliates is a regular issuer of traded financial instruments linked to securities that may have been recommended in this report. MLPF&S or one of its affiliates may, at any
time, hold a trading position (long or short) in the securities and financial instruments discussed in this report.
BofA Merrill Lynch, through business units other than BofA Merrill Lynch Global Research, may have issued and may in the future issue trading ideas or recommendations that are inconsistent
with, and reach different conclusions from, the information presented in this report. Such ideas or recommendations reflect the different time frames, assumptions, views and analytical
methods of the persons who prepared them, and BofA Merrill Lynch is under no obligation to ensure that such other trading ideas or recommendations are brought to the attention of any
recipient of this report.
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In the event that the recipient received this report pursuant to a contract between the recipient and MLPF&S for the provision of research services for a separate fee, and in connection
therewith MLPF&S may be deemed to be acting as an investment adviser, such status relates, if at all, solely to the person with whom MLPF&S has contracted directly and does not extend
beyond the delivery of this report (unless otherwise agreed specifically in writing by MLPF&S). MLPF&S is and continues to act solely as a broker-dealer in connection with the execution of any
transactions, including transactions in any securities mentioned in this report.
Copyright and General Information regarding Research Reports:
Copyright 2016 Merrill Lynch, Pierce, Fenner & Smith Incorporated. All rights reserved. iQmethod, iQmethod 2.0, iQprofile, iQtoolkit, iQworks are service marks of Bank of America Corporation.
iQanalytics®, iQcustom®, iQdatabase® are registered service marks of Bank of America Corporation. This research report is prepared for the use of BofA Merrill Lynch clients and may not be
redistributed, retransmitted or disclosed, in whole or in part, or in any form or manner, without the express written consent of BofA Merrill Lynch. BofA Merrill Lynch Global Research reports are
distributed simultaneously to internal and client websites and other portals by BofA Merrill Lynch and are not publicly-available materials. Any unauthorized use or disclosure is prohibited.
Receipt and review of this research report constitutes your agreement not to redistribute, retransmit, or disclose to others the contents, opinions, conclusion, or information contained in this
report (including any investment recommendations, estimates or price targets) without first obtaining expressed permission from an authorized officer of BofA Merrill Lynch.
Materials prepared by BofA Merrill Lynch Global Research personnel are based on public information. Facts and views presented in this material have not been reviewed by, and may not reflect
information known to, professionals in other business areas of BofA Merrill Lynch, including investment banking personnel. BofA Merrill Lynch has established information barriers between
BofA Merrill Lynch Global Research and certain business groups. As a result, BofA Merrill Lynch does not disclose certain client relationships with, or compensation received from, such issuers in
research reports. To the extent this report discusses any legal proceeding or issues, it has not been prepared as nor is it intended to express any legal conclusion, opinion or advice. Investors
should consult their own legal advisers as to issues of law relating to the subject matter of this report. BofA Merrill Lynch Global Research personnel’s knowledge of legal proceedings in which
any BofA Merrill Lynch entity and/or its directors, officers and employees may be plaintiffs, defendants, co-defendants or co-plaintiffs with or involving issuers mentioned in this report is based
on public information. Facts and views presented in this material that relate to any such proceedings have not been reviewed by, discussed with, and may not reflect information known to,
professionals in other business areas of BofA Merrill Lynch in connection with the legal proceedings or matters relevant to such proceedings.
This report has been prepared independently of any issuer of securities mentioned herein and not in connection with any proposed offering of securities or as agent of any issuer of any
securities. None of MLPF&S, any of its affiliates or their research analysts has any authority whatsoever to make any representation or warranty on behalf of the issuer(s). BofA Merrill Lynch
Global Research policy prohibits research personnel from disclosing a recommendation, investment rating, or investment thesis for review by an issuer prior to the publication of a research
report containing such rating, recommendation or investment thesis.
Any information relating to the tax status of financial instruments discussed herein is not intended to provide tax advice or to be used by anyone to provide tax advice. Investors are urged to
seek tax advice based on their particular circumstances from an independent tax professional.
The information herein (other than disclosure information relating to BofA Merrill Lynch and its affiliates) was obtained from various sources and we do not guarantee its accuracy. This report
may contain links to third-party websites. BofA Merrill Lynch is not responsible for the content of any third-party website or any linked content contained in a third-party website. Content
contained on such third-party websites is not part of this report and is not incorporated by reference into this report. The inclusion of a link in this report does not imply any endorsement by or
any affiliation with BofA Merrill Lynch. Access to any third-party website is at your own risk, and you should always review the terms and privacy policies at third-party websites before
submitting any personal information to them. BofA Merrill Lynch is not responsible for such terms and privacy policies and expressly disclaims any liability for them.
Subject to the quiet period applicable under laws of the various jurisdictions in which we distribute research reports and other legal and BofA Merrill Lynch policy-related restrictions on the
publication of research reports, fundamental equity reports are produced on a regular basis as necessary to keep the investment recommendation current.
Certain outstanding reports may contain discussions and/or investment opinions relating to securities, financial instruments and/or issuers that are no longer current. Always refer to the most
recent research report relating to an issuer prior to making an investment decision.
In some cases, an issuer may be classified as Restricted or may be Under Review or Extended Review. In each case, investors should consider any investment opinion relating to such issuer (or
its security and/or financial instruments) to be suspended or withdrawn and should not rely on the analyses and investment opinion(s) pertaining to such issuer (or its securities and/or
financial instruments) nor should the analyses or opinion(s) be considered a solicitation of any kind. Sales persons and financial advisors affiliated with MLPF&S or any of its affiliates may not
solicit purchases of securities or financial instruments that are Restricted or Under Review and may only solicit securities under Extended Review in accordance with firm policies.
Neither BofA Merrill Lynch nor any officer or employee of BofA Merrill Lynch accepts any liability whatsoever for any direct, indirect or consequential damages or losses arising from any use of
this report or its contents.
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Utilities and Power

Power play in DC
DC PSC votes to approve merger on their terms
This morning, the DC Public Service Commission held a public meeting to vote
on the proposed Exelon (EXC) and Pepco Holdings (POM) merger. First the
PSC voted (2-1) to deny the proposed settlement finding it to be not in the
public interest on several counts. The non-unanimous settlement agreement
(NSA) had been filed with the PSC back in the fall by EXC, POM, the DC
Mayor, the OPC and several other parties. In a somewhat unexpected turn of
events, the PSC took a second vote to approve proposed adjustments to the
NSA. This vote was also 2-1 with Chairman Kane vocally expressing her
opposition in her closing statement. Per the final order, the DC PSC would
allow the merger to go through so long as all of the parties to the original NSA
agree to the PSC’s proposed new terms. Parties have 14 days to either accept
the revised NSA or request “other relief”. If other relief is requested then nonsettling parties would have 7 days to file comments.
Conditions unlikely to be deal-stoppers for EXC; but what about others?
The PSC’s proposed adjustments to the NSA do not seem particularly onerous
from an EXC standpoint, in our view. The company will be required to
contribute a similar amount of money as contemplated by the original NSA but
the adjustments would give the DC PSC greater control over how some of
these funds are then disbursed, effectively taking control out of the hands of
the DC District Government, a key party to the settlement. In addition,
residential rate payers will no longer be guaranteed the same base rate credit
of $25.6M. This credit could now be shared with non-residential rate payers
and parties are invited to propose allocation methodologies to the PSC in the
context of the next rate case. We see no reason to think these adjustments
would be deal breakers for EXC, but the conditions do reveal something of a
turf war between various local interests in DC, and it remains to be seen
whether all settling parties will remain on board as the PSC order requires.
EXC now off the hook per merger terms; but unlikely to walk in our view
With the DC PSC requiring modifications to the NSA, we note that EXC could
now freely walk away from the merger if they so choose. This also effectively
renders the March 4 termination date somewhat moot. We see EXC walking
away as a low probability though given management’s overall narrative, need
for consistency/credibility and overall focus on becoming more regulated.

Price at 25 Feb 2016 (USD)

31.98

Price target

34.00

52-week range

34.81 - 25.46

Jonathan Arnold
Research Analyst
(+1) 212 250-3182
jonathan.arnold@db.com
Caroline Bone, CFA
Associate Analyst
(+1) 212 250-8253
caroline.bone@db.com
Stock & option liquidity data
Market cap (USDm)

29,533.5

Shares outstanding (m)

923.5

Free float (%)

100

Volume (25 Feb 2016)

2,090,321

Option volume (und. shrs., 1M
avg.)
Short interest (m)

532,137
–

Short interest (%)

–

Institutional ownership (%)

–

DPS (USD)

1.26

Source: Deutsche Bank

Key data
FYE 12/31

2015A

2016E

2017E

1Q EPS

0.71

–

–

2Q EPS

0.59

–

–

3Q EPS

0.83

–

–

4Q EPS

0.38

–

–

FY EPS (USD)
P/E (x)

2.49
12.8

2.50
12.8

2.65
12.1

Source: Deutsche Bank
* Includes the impact of FAS123R requiring the expensing of stock
options.

What’s next? Resolution could be quick, but political angle might delay
EXC and POM have indicated they will carefully review the PSC’s changes with
the other settling parties, and we are likely to have a better idea as to whether
the merger will still go forward at some point next week. Given the relatively
limited changes it seems plausible parties could reach an agreement as soon
as over the weekend, although local political/financial wrangling over the
PSC’s effective assertion of jurisdiction could conceivably take longer.
________________________________________________________________________________________________________________
Deutsche Bank Securities Inc.
The views expressed above accurately reflect the personal views of the authors about the subject companies and
its(their) securities. The authors have not and will not receive any compensation for providing a specific
recommendation or view. Deutsche Bank does and seeks to do business with companies covered in its research
reports. As a result, investors should be aware that the firm may have a conflict of interest that could affect the
objectivity of this report. Investors should consider this report as only a single factor in making their investment
decision. Prices are current as of the end of the previous trading session unless otherwise indicated and are sourced
from local exchanges via Reuters, Bloomberg and other vendors. FOR OTHER IMPORTANT DISCLOSURES PLEASE
VISIT http://gm.db.com/ger/disclosure/Disclosure.eqsr?ricCode=EXC.N MCI (P) 124/04/2015.

Exelon Corp.
EXC: DC PSC again rejects Pepco merger by
2-1, but dissenter offers revised terms
Company Update
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EXC/POM’s April 2014 merger pact still at risk but still alive

High Grade
United States
Electric Utilities

The Public Service Commission (PSC) of the District of Columbia voted 2-1 to reject the
Exelon/Pepco Holdings settlement agreement filed by the companies, the Mayor and
Attorney General for the District of Columbia, People’s Counsel and several other parties
in October 2015. That settlement was the result of extensive negotiations following the
PSC’s 2-1 rejection of the companies’ application on August 25, 2015 on what appeared
to us to be narrow and minor grounds. Today, however, Commissioner Fort, who voted
against the merger both times, proposed a revised settlement agreement and stipulation
(PSC Order’s Exhibit A) which she would support if the parties agree to it within 14 days.
News services stated Exelon and Pepco would review the proposed revised agreement.

~$1.88B notes redeemable if deal delayed or terminated
Exelon Corporation’s 3.95% senior notes of 2025 ($807 million outstanding), 4.95%
senior notes of 2035 ($333 million) and 5.10% senior notes of 2045 ($741 million) have
a mandatory redemption provision at 101% of par, plus accrued and unpaid interest,
upon the earlier of 1) June 30, 2016 (which can be extended by the issuer to August 31)
and 2) the date on which the agreement relating to the merger is terminated.

Proposed changes appear very minor in context of merger
We compared the October 2015 settlement agreement and today’s revised proposal and
found changes to eight of the 142 sections (below). Relative to the scale of the merger,
these changes seem very minor to us. Therefore, we assume that the settling parties
are more likely than not to agree to the proposed revised agreement.

Peter D. Quinn, CFA
Research Analyst
MLPF&S
+1 646 855 8284
peter.d.quinn@baml.com

Exhibit 1: Recommendations
Overweight
Exelon Corp.
Exelon Generation
Marketweight
Baltimore Gas & Electric
Commonwealth Edison
PECO Energy
Source: BofA Merrill Lynch Global Research.

Section 4 – The residential customer base rate credit has been revised to a customer
base rate credit, thus permitting more customers to share in that $25.6 million credit.
Most of the specifics have been deleted; now, the parties to the next Pepco base rate
case will have an opportunity to propose how the credit will be allocated among
customers and over what period of time. Also, the utility will no longer be permitted to
recover the Incremental Offset, reflecting deferred recovery of a residential rate
increase before March 31, 2019 not offset by the base rate credit.
Sections 6 through 9 – The allocation of $33.2 million of funds that Exelon would have
provided for renewable generation development ($3.5 million), energy efficiency
initiatives ($3.5 million), sustainability ($10.05 million),, forgiveness of aged accounts
receivable ($0.4 million), low-income home energy assistance ($9 million) and
multifamily building energy initiatives ($6.75 million) has been moderately modified.
Section 118 – The solar generation in the District of Columbia that Exelon is to develop
or assist in developing has been slightly modified, from A) 10 MW plus good faith effort
for 5 MW at Blue Plains (or 7 MW if Blue Plains did not materialize), to B) 7 MW
excluding Blue Plains plus expedited interconnection of 5 MW of solar generation at Blue
Plains to be constructed by a vendor selected by DC Water.
Section 128 – Development of microgrid facilities was eliminated.
Section 129 – One sentence was added stating that Pepco and Exelon shall support and
facilitate the implementation of any pilot projects approved by the Commission that
emerge from the Formal Case No. 1130 proceeding (In the Matter of the Investigation
into Modernizing the Energy Delivery Structure for Increased Sustainability).

BofA Merrill Lynch does and seeks to do business with issuers covered in its research reports. As a
result, investors should be aware that the firm may have a conflict of interest that could affect the
objectivity of this report. Investors should consider this report as only a single factor in making
their investment decision.
Refer to important disclosures on page 4 to 9. Analyst Certification on page 2. Valuation & Risk on
page 2.
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Valuation & risk
Exelon Corp. (EXC)
We view Exelon Corporation and Exelon Generation credit spreads as attractive relative
to peers with a large, low-emissions baseload generation portfolio, strong operating
performance, substantial capacity revenues, ongoing hedging of commodity prices, the
commitment to a strong balance sheet and liquidity, and the implicit support of a
diversified, regulated utility portfolio. Risks are the rehearing of the Pepco Holdings
merger application following the rejection by Washington DC regulators, low natural gas
prices and quark spreads.
Baltimore (EXC)
We view Exelon Corporation and Exelon Generation credit spreads as attractive relative
to peers with a large, low-emissions baseload generation portfolio, strong operating
performance, substantial capacity revenues, ongoing hedging of commodity prices, the
commitment to a strong balance sheet and liquidity, and the implicit support of a
diversified, regulated utility portfolio. Risks are the rehearing of the Pepco Holdings
merger application following the rejection by Washington DC regulators, low natural gas
prices and quark spreads.
Commonwealth Edison (EXC)
We view Exelon Corporation and Exelon Generation credit spreads as attractive relative
to peers with a large, low-emissions baseload generation portfolio, strong operating
performance, substantial capacity revenues, ongoing hedging of commodity prices, the
commitment to a strong balance sheet and liquidity, and the implicit support of a
diversified, regulated utility portfolio. Risks are the rehearing of the Pepco Holdings
merger application following the rejection by Washington DC regulators, low natural gas
prices and quark spreads.
Exelon Generation Co (EXC)
We view Exelon Corporation and Exelon Generation credit spreads as attractive relative
to peers with a large, low-emissions baseload generation portfolio, strong operating
performance, substantial capacity revenues, ongoing hedging of commodity prices, the
commitment to a strong balance sheet and liquidity, and the implicit support of a
diversified, regulated utility portfolio. Risks are the rehearing of the Pepco Holdings
merger application following the rejection by Washington DC regulators, low natural gas
prices and quark spreads.
PECO Energy Co. (EXC)
We view Exelon Corporation and Exelon Generation credit spreads as attractive relative
to peers with a large, low-emissions baseload generation portfolio, strong operating
performance, substantial capacity revenues, ongoing hedging of commodity prices, the
commitment to a strong balance sheet and liquidity, and the implicit support of a
diversified, regulated utility portfolio. Risks are the rehearing of the Pepco Holdings
merger application following the rejection by Washington DC regulators, low natural gas
prices and quark spreads.

Analyst Certification
I, Peter D. Quinn, CFA, hereby certify that the views expressed in this research report
accurately reflect my personal views about the subject securities and issuers. I also
certify that no part of my compensation was, is, or will be, directly or indirectly, related
to the specific recommendations or view expressed in this research report.

2

Exelon Corp. | 26 February 2016

Provided for the exclusive use of Reid Bergstrom at Exelon on 29-Aug-2017 03:28 PM.

F

Security pricing
Baltimore Gas & Electric Co. / EXC
Security
5.9, Notes, USD, 2016:B
3.5, Notes, USD, 2021:B
2.8, Notes, USD, 2022:B
3.35, Notes, USD, 2023:B
6.35, Notes, USD, 2036:B

Amt
300
300
250
300
400

Maturity date
01-OCT-2016
15-NOV-2021
15-AUG-2022
01-JUL-2023
01-OCT-2036

Ratings
Moody's/S&P/Fitch
A3/A-/AA3/A-/AA3/A-/AA3/A-/AA3/A-/A-

Price
102.64
106.53
102.52
104.30
129.80

Price date
25-Feb-2016
25-Feb-2016
25-Feb-2016
25-Feb-2016
25-Feb-2016

Yield
(%)
1.45
2.23
2.36
2.68
4.18

Spread
(bps)
92
94
98
119
190

Prices are as of date indicated and are from various sources, including BofA Merrill Lynch Global Fixed Income Indices and BofA Merrill Lynch trading desks. CDS spreads are sourced from the Markit Group Limited. Prices
are indicative and for information purposes only.
B=Bond; CS=Capital Security (Not including Equity Preferred); CDS=Credit Default Swap; EP=Equity Preferred

Commonwealth Edison Co. / EXC
Security
5.95, First Mortgage Bonds, USD, 2016:B
1.95, First Mortgage Bonds, USD, 2016:B
6.15, First Mortgage Bonds, USD, 2017:B
5.8, First Mortgage Bonds, USD, 2018:B
2.15, First Mortgage Bonds, USD, 2019:B
4, First Mortgage Bonds, USD, 2020:B
3.4, First Mortgage Bonds, USD, 2021:B
3.1, First Mortgage Bonds, USD, 2024:B
6.45, First Mortgage Bonds, USD, 2038:B
3.8, First Mortgage Bonds, USD, 2042:B
4.6, First Mortgage Bonds, USD, 2043:B
4.7, First Mortgage Bonds, USD, 2044:B
3.7, First Mortgage Bonds, USD, 2045:B

Amt
415
250
425
700
300
500
350
250
450
350
350
350
400

Maturity date
15-AUG-2016
01-SEP-2016
15-SEP-2017
15-Mar-2018
15-JAN-2019
01-AUG-2020
01-SEP-2021
01-Nov-2024
15-Jan-2038
01-OCT-2042
15-AUG-2043
15-JAN-2044
01-Mar-2045

Ratings
Moody's/S&P/Fitch
A2/A-/AA2/A-/AA2/A-/AA2/A-/AA2/A-/AA2/A-/AA2/A-/AA2/A-/AA2/A-/AA2/A-/AA2/A-/AA2/A-/AA2/A-/A-

Price
102.15
100.30
106.74
108.48
101.25
107.46
105.79
102.27
135.47
97.48
109.04
110.75
94.90

Price date
25-Feb-2016
25-Feb-2016
25-Feb-2016
25-Feb-2016
25-Feb-2016
25-Feb-2016
25-Feb-2016
25-Feb-2016
25-Feb-2016
25-Feb-2016
25-Feb-2016
25-Feb-2016
25-Feb-2016

Yield
(%)
1.34
1.25
1.73
1.59
1.69
2.13
2.23
2.80
4.00
3.95
4.05
4.05
4.00

Spread
(bps)
85
77
106
85
84
105
98
116
167
145
153
152
142

Prices are as of date indicated and are from various sources, including BofA Merrill Lynch Global Fixed Income Indices and BofA Merrill Lynch trading desks. CDS spreads are sourced from the Markit Group Limited. Prices
are indicative and for information purposes only.
B=Bond; CS=Capital Security (Not including Equity Preferred); CDS=Credit Default Swap; EP=Equity Preferred

Exelon Corp. / EXC
Security
1.55, Senior Notes, USD, 2017:B
2.85, Senior Notes, USD, 2020:B
5.15, Senior Notes, USD, 2020:B
3.95, Senior Notes, USD, 2025:B
7.6, Senior Notes, USD, 2032:B
4.95, Senior Notes, USD, 2035:B
5.625, Senior Notes, USD, 2035:B
5.1, Senior Notes, USD, 2045:B

Amt
550
900
550
807
258
333
500
741

Maturity date
09-Jun-2017
15-Jun-2020
01-DEC-2020
15-JUN-2025
01-APR-2032
15-JUN-2035
15-Jun-2035
15-JUN-2045

Ratings
Moody's/S&P/Fitch
Baa2/BBB-/BBB+
Baa2/BBB-/BBB+
Baa2/BBB-/BBB+
Baa2/BBB-/BBB+
Baa2/BBB-/BBB+
Baa2/N.A./BBB+
Baa2/BBB-/BBB+
Baa2/N.A./BBB+

Price
99.61
100.75
109.44
101.71
128.48
102.83
109.44
103.56

Price date
25-Feb-2016
25-Feb-2016
25-Feb-2016
25-Feb-2016
25-Feb-2016
25-Feb-2016
25-Feb-2016
25-Feb-2016

Yield
(%)
1.86
2.66
2.90
3.73
5.00
4.72
4.87
4.87

Spread
(bps)
122
157
177
204
291
251
264
230

Prices are as of date indicated and are from various sources, including BofA Merrill Lynch Global Fixed Income Indices and BofA Merrill Lynch trading desks. CDS spreads are sourced from the Markit Group Limited. Prices
are indicative and for information purposes only.
B=Bond; CS=Capital Security (Not including Equity Preferred); CDS=Credit Default Swap; EP=Equity Preferred

Exelon Generation Co. LLC / EXC
Security
6.2, Senior Notes, USD, 2017:B
5.2, Senior Notes, USD, 2019:B
2.95, Senior Notes, USD, 2020:B
4, Senior Notes, USD, 2020:B
4.25, Senior Notes, USD, 2022:B
6.25, Senior Notes, USD, 2039:B
5.75, Senior Notes, USD, 2041:B
5.6, Senior Notes, USD, 2042:B
Senior Unsecured, USD, Y5, CDS

Amt
700
600
750
550
523
900
350
788

Maturity date
01-Oct-2017
01-OCT-2019
15-Jan-2020
01-OCT-2020
15-JUN-2022
01-OCT-2039
01-Oct-2041
15-JUN-2042

Ratings
Moody's/S&P/Fitch
Baa2/BBB/BBB
Baa2/BBB/BBB
Baa2/BBB/BBB
Baa2/BBB/BBB
Baa2/BBB/BBB
Baa2/BBB/BBB
Baa2/BBB/BBB
Baa2/BBB/BBB

Price
106.61
108.16
100.33
102.94
101.98
99.97
92.33
91.08
31.50

Price date
25-Feb-2016
25-Feb-2016
25-Feb-2016
25-Feb-2016
25-Feb-2016
25-Feb-2016
25-Feb-2016
25-Feb-2016
26-Feb-2016

Yield
(%)
1.97
2.80
2.86
3.27
3.88
6.25
6.36
6.30

Spread
(bps)
130
182
184
216
251
386
389
381
295

Prices are as of date indicated and are from various sources, including BofA Merrill Lynch Global Fixed Income Indices and BofA Merrill Lynch trading desks. CDS spreads are sourced from the Markit Group Limited. Prices
are indicative and for information purposes only.
B=Bond; CS=Capital Security (Not including Equity Preferred); CDS=Credit Default Swap; EP=Equity Preferred
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PECO Energy Co. / EXC
Security
1.2, FandR Mortgage Bonds, USD, 2016:B
5.35, FandR Mortgage Bonds, USD, 2018:B
2.375, FandR Mortgage Bonds, USD, 2022:B
3.15, FandR Mortgage Bonds, USD, 2025:B
5.95, FandR Mortgage Bonds, USD, 2036:B
4.8, FandR Mortgage Bonds, USD, 2043:B
4.15, FandR Mortgage Bonds, USD, 2044:B

Amt
300
500
350
350
300
250
300

Maturity date
15-OCT-2016
01-Mar-2018
15-SEP-2022
15-Oct-2025
01-Oct-2036
15-OCT-2043
01-Oct-2044

Ratings
Moody's/S&P/Fitch
Aa3/A-/A
Aa3/A-/A
Aa3/A-/A
Aa3/A-/A
Aa3/A-/A
Aa3/A-/A
Aa3/A-/A

Price
100.11
107.44
100.53
103.79
127.57
113.86
103.15

Price date
25-Feb-2016
25-Feb-2016
25-Feb-2016
25-Feb-2016
25-Feb-2016
25-Feb-2016
25-Feb-2016

Yield
(%)
1.02
1.58
2.28
2.69
3.98
3.96
3.96

Spread
(bps)
49
85
89
97
170
144
142

Prices are as of date indicated and are from various sources, including BofA Merrill Lynch Global Fixed Income Indices and BofA Merrill Lynch trading desks. CDS spreads are sourced from the Markit Group Limited. Prices
are indicative and for information purposes only.
B=Bond; CS=Capital Security (Not including Equity Preferred); CDS=Credit Default Swap; EP=Equity Preferred

Disclosures
Important Disclosures
Credit opinion history
Baltimore Gas & Electric Co. / EXC
Company
Baltimore Gas & Electric Co. / EXC

Date^
Action
Recommendation
31-Jan-2013
Overweight-30%
30-Apr-2014
Downgrade
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
Security
Date^
Action
Recommendation
5.9, Notes, USD, 2016:B
31-Jan-2015
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
3.5, Notes, USD, 2021:B
31-Jan-2015
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
2.8, Notes, USD, 2022:B
31-Jan-2015
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
3.35, Notes, USD, 2023:B
31-Jan-2015
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
6.35, Notes, USD, 2036:B
31-Jan-2015
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
Table reflects credit opinion history as of previous business day’s close. ^First date of recommendation within the last 36 months, if for an issuer or within the last 12 months, if for a security.
Prior to November 9, 2015, the investment opinion system included Overweight-100%, Overweight-70%, Overweight-30%, Underweight-30%, Underweight-70% and Underweight-100%. As
of November 9, 2015, the investment opinion system is contained at the end of the report under the heading "BofA Merrill Lynch Credit Opinion Key."
B=Bond; CS=Capital Security (Not including Equity Preferred); EP=Equity Preferred; CDS=Credit Default Swap
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Commonwealth Edison Co. / EXC
Company
Commonwealth Edison Co. / EXC

Date^
Action
Recommendation
31-Jan-2013
Underweight-30%
06-May-2013
Downgrade
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
Security
Date^
Action
Recommendation
5.95, First Mortgage Bonds, USD, 2016:B
31-Jan-2015
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
1.95, First Mortgage Bonds, USD, 2016:B
31-Jan-2015
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
6.15, First Mortgage Bonds, USD, 2017:B
31-Jan-2015
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
5.8, First Mortgage Bonds, USD, 2018:B
31-Jan-2015
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
2.15, First Mortgage Bonds, USD, 2019:B
31-Jan-2015
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
4, First Mortgage Bonds, USD, 2020:B
31-Jan-2015
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
3.4, First Mortgage Bonds, USD, 2021:B
31-Jan-2015
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
3.1, First Mortgage Bonds, USD, 2024:B
31-Jan-2015
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
5.875, First Mortgage Bonds, USD, 2033:B
31-Jan-2015
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
5.9, First Mortgage Bonds, USD, 2036:B
31-Jan-2015
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
6.45, First Mortgage Bonds, USD, 2038:B
31-Jan-2015
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
3.8, First Mortgage Bonds, USD, 2042:B
31-Jan-2015
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
4.6, First Mortgage Bonds, USD, 2043:B
31-Jan-2015
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
4.7, First Mortgage Bonds, USD, 2044:B
31-Jan-2015
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
3.7, First Mortgage Bonds, USD, 2045:B
02-Mar-2015
New Issue
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
Table reflects credit opinion history as of previous business day’s close. ^First date of recommendation within the last 36 months, if for an issuer or within the last 12 months, if for a security.
Prior to November 9, 2015, the investment opinion system included Overweight-100%, Overweight-70%, Overweight-30%, Underweight-30%, Underweight-70% and Underweight-100%. As
of November 9, 2015, the investment opinion system is contained at the end of the report under the heading "BofA Merrill Lynch Credit Opinion Key."
B=Bond; CS=Capital Security (Not including Equity Preferred); EP=Equity Preferred; CDS=Credit Default Swap
Exelon Corp. / EXC
Company
Date^
Action
Recommendation
Exelon Corp. / EXC
31-Jan-2013
Underweight-30%
06-May-2013
Upgrade
Overweight-30%
30-Apr-2014
Downgrade
Underweight-30%
17-Feb-2015
Upgrade
Overweight-30%
09-Nov-2015
Rating System Change
Overweight
Security
Date^
Action
Recommendation
1.55, Senior Notes, USD, 2017:B
11-Jun-2015
New Issue
Overweight-30%
09-Nov-2015
Rating System Change
Overweight
2.85, Senior Notes, USD, 2020:B
11-Jun-2015
New Issue
Overweight-30%
09-Nov-2015
Rating System Change
Overweight
5.15, Senior Notes, USD, 2020:B
31-Jan-2015
Underweight-30%
17-Feb-2015
Upgrade
Overweight-30%
09-Nov-2015
Rating System Change
Overweight
3.95, Senior Notes, USD, 2025:B
02-Dec-2015
New Issue
Overweight
7.6, Senior Notes, USD, 2032:B
31-Jan-2015
Underweight-30%
17-Feb-2015
Upgrade
Overweight-30%
09-Nov-2015
Rating System Change
Overweight
4.95, Senior Notes, USD, 2035:B
02-Dec-2015
New Issue
Overweight
5.625, Senior Notes, USD, 2035:B
31-Jan-2015
Underweight-30%
17-Feb-2015
Upgrade
Overweight-30%
09-Nov-2015
Rating System Change
Overweight
5.1, Senior Notes, USD, 2045:B
02-Dec-2015
New Issue
Overweight
Table reflects credit opinion history as of previous business day’s close. ^First date of recommendation within the last 36 months, if for an issuer or within the last 12 months, if for a security.
Prior to November 9, 2015, the investment opinion system included Overweight-100%, Overweight-70%, Overweight-30%, Underweight-30%, Underweight-70% and Underweight-100%. As
of November 9, 2015, the investment opinion system is contained at the end of the report under the heading "BofA Merrill Lynch Credit Opinion Key."
B=Bond; CS=Capital Security (Not including Equity Preferred); EP=Equity Preferred; CDS=Credit Default Swap
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Exelon Generation Co. LLC / EXC
Company
Exelon Generation Co. LLC / EXC

Date^
Action
Recommendation
31-Jan-2013
Overweight-30%
30-Apr-2014
Downgrade
Underweight-30%
17-Feb-2015
Upgrade
Overweight-30%
09-Nov-2015
Rating System Change
Overweight
Security
Date^
Action
Recommendation
6.2, Senior Notes, USD, 2017:B
31-Jan-2015
Underweight-30%
17-Feb-2015
Upgrade
Overweight-30%
09-Nov-2015
Rating System Change
Overweight
5.2, Senior Notes, USD, 2019:B
31-Jan-2015
Underweight-30%
17-Feb-2015
Upgrade
Overweight-30%
09-Nov-2015
Rating System Change
Overweight
2.95, Senior Notes, USD, 2020:B
31-Jan-2015
Underweight-30%
17-Feb-2015
Upgrade
Overweight-30%
09-Nov-2015
Rating System Change
Overweight
4, Senior Notes, USD, 2020:B
31-Jan-2015
Underweight-30%
17-Feb-2015
Upgrade
Overweight-30%
09-Nov-2015
Rating System Change
Overweight
4.25, Senior Notes, USD, 2022:B
31-Jan-2015
Underweight-30%
17-Feb-2015
Upgrade
Overweight-30%
09-Nov-2015
Rating System Change
Overweight
6.25, Senior Notes, USD, 2039:B
31-Jan-2015
Underweight-30%
17-Feb-2015
Upgrade
Overweight-30%
09-Nov-2015
Rating System Change
Overweight
5.75, Senior Notes, USD, 2041:B
31-Jan-2015
Underweight-30%
17-Feb-2015
Upgrade
Overweight-30%
09-Nov-2015
Rating System Change
Overweight
5.6, Senior Notes, USD, 2042:B
31-Jan-2015
Underweight-30%
17-Feb-2015
Upgrade
Overweight-30%
09-Nov-2015
Rating System Change
Overweight
Senior Unsecured, USD, Y5, CDS
31-Jan-2015
Underweight-30%
17-Feb-2015
Upgrade
Overweight-30%
09-Nov-2015
Rating System Change
Sell Protection
Table reflects credit opinion history as of previous business day’s close. ^First date of recommendation within the last 36 months, if for an issuer or within the last 12 months, if for a security.
Prior to November 9, 2015, the investment opinion system included Overweight-100%, Overweight-70%, Overweight-30%, Underweight-30%, Underweight-70% and Underweight-100%. As
of November 9, 2015, the investment opinion system is contained at the end of the report under the heading "BofA Merrill Lynch Credit Opinion Key."
B=Bond; CS=Capital Security (Not including Equity Preferred); EP=Equity Preferred; CDS=Credit Default Swap
PECO Energy Co. / EXC
Company
PECO Energy Co. / EXC

Date^
Action
Recommendation
31-Jan-2013
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
Security
Date^
Action
Recommendation
1.2, FandR Mortgage Bonds, USD, 2016:B
31-Jan-2015
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
5.35, FandR Mortgage Bonds, USD, 2018:B 31-Jan-2015
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
2.375, FandR Mortgage Bonds, USD, 2022:B 31-Jan-2015
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
3.15, FandR Mortgage Bonds, USD, 2025:B 05-Oct-2015
New Issue
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
5.95, FandR Mortgage Bonds, USD, 2036:B 31-Jan-2015
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
4.8, FandR Mortgage Bonds, USD, 2043:B
31-Jan-2015
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
4.15, FandR Mortgage Bonds, USD, 2044:B 31-Jan-2015
Underweight-30%
09-Nov-2015
Rating System Change
Marketweight
Table reflects credit opinion history as of previous business day’s close. ^First date of recommendation within the last 36 months, if for an issuer or within the last 12 months, if for a security.
Prior to November 9, 2015, the investment opinion system included Overweight-100%, Overweight-70%, Overweight-30%, Underweight-30%, Underweight-70% and Underweight-100%. As
of November 9, 2015, the investment opinion system is contained at the end of the report under the heading "BofA Merrill Lynch Credit Opinion Key."
B=Bond; CS=Capital Security (Not including Equity Preferred); EP=Equity Preferred; CDS=Credit Default Swap
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BofA Merrill Lynch Credit Opinion Key
BofA Merrill Lynch Global Research provides recommendations on an issuer’s bonds (including corporate and sovereign external debt securities), capital securities, equity preferreds and CDS as
described below. Convertible securities are not rated. An issuer level recommendation may also be provided for an issuer as explained below. BofA Merrill Lynch Global Research credit
recommendations are assigned using a three-month time horizon.
Issuer Recommendations: If an issuer credit recommendation is provided, it is applicable to bonds and capital securities of the issuer except bonds and capital securities specifically
referenced in the report with a different credit recommendation. Where there is no issuer credit recommendation, only individual bonds and capital securities with specific recommendations
are covered. CDS and equity preferreds are rated separately and issuer recommendations do not apply to them.
BofA Merrill Lynch Global Research credit recommendations are assigned using a three-month time horizon:
Overweight: Spreads and /or excess returns are likely to outperform the relevant and comparable market over the next three months.
Marketweight: Spreads and/or excess returns are likely to perform in-line with the relevant and comparable market over the next three months.
Underweight: Spreads and/or excess returns are likely to underperform the relevant and comparable market over the next three months.
BofA Merrill Lynch Global Research uses the following rating system with respect to Credit Default Swaps (CDS):
Buy Protection: Buy CDS, therefore going short credit risk.
Neutral: No purchase or sale of CDS is recommended.
Sell Protection: Sell CDS, therefore going long credit risk.
Corporate Credit Issuer Investment Rating Distribution: Global Group (as of 31 Dec 2015)
Coverage Universe
Count
Percent
Buy
146
35.96%
Hold
155
38.18%
Sell
105
25.86%

Inv. Banking Relationships*
Buy
Hold
Sell

Count
130
137
91

Percent
89.04%
88.39%
86.67%

* Issuers that were investment banking clients of BofA Merrill Lynch or one of its affiliates within the past 12 months. For purposes of this Investment Rating Distribution, the coverage universe includes only corporate
credit issuer recommendations. A corporate credit issuer rated Overweight is included as a Buy, a corporate credit issuer rated Marketweight is included as a Hold, and a corporate credit issuer rated Underweight is
included as a Sell.

Credit Opinion History Tables for the securities referenced in this research report are available at http://pricecharts.baml.com, or call 1-800-MERRILL to have them mailed.
MLPF&S or an affiliate was a manager of a public offering of securities of this issuer within the last 12 months: Commonwealth Edison, Exelon Corp.
The issuer is or was, within the last 12 months, an investment banking client of MLPF&S and/or one or more of its affiliates: Baltimore, Commonwealth Edison, Exelon Corp., Exelon Generation,
PECO Energy.
MLPF&S or an affiliate has received compensation from the issuer for non-investment banking services or products within the past 12 months: Baltimore, Commonwealth Edison, Exelon Corp.,
Exelon Generation, PECO Energy.
The issuer is or was, within the last 12 months, a non-securities business client of MLPF&S and/or one or more of its affiliates: Baltimore, Commonwealth Edison, Exelon Corp., Exelon
Generation, PECO Energy.
MLPF&S or an affiliate has received compensation for investment banking services from this issuer within the past 12 months: Baltimore, Commonwealth Edison, Exelon Corp., Exelon
Generation, PECO Energy.
MLPF&S or an affiliate expects to receive or intends to seek compensation for investment banking services from this issuer or an affiliate of the issuer within the next three months: Baltimore,
Commonwealth Edison, Exelon Corp., Exelon Generation, PECO Energy.
The issuer is or was, within the last 12 months, a securities business client (non-investment banking) of MLPF&S and/or one or more of its affiliates: Baltimore, Commonwealth Edison, Exelon
Corp., Exelon Generation, PECO Energy.
BofA Merrill Lynch Research personnel (including the analyst(s) responsible for this report) receive compensation based upon, among other factors, the overall profitability of Bank of America
Corporation, including profits derived from investment banking revenues.
BofA Merrill Lynch Global Credit Research analysts regularly interact with sales and trading desk personnel in connection with their research, including to ascertain pricing and liquidity in the
fixed income markets.

Other Important Disclosures
MLPF&S or one of its affiliates has a significant financial interest in the fixed income instruments of the issuer. If this report was issued on or after the 15th day of the month, it reflects a
significant financial interest on the last day of the previous month. Reports issued before the 15th day of the month reflect a significant financial interest at the end of the second month
preceding the report: Baltimore, Exelon Corp., Exelon Generation.
This report may refer to fixed income securities that may not be offered or sold in one or more states or jurisdictions. Readers of this report are advised that any discussion, recommendation or
other mention of such securities is not a solicitation or offer to transact in such securities. Investors should contact their BofA Merrill Lynch representative or Merrill Lynch Financial Global
Wealth Management financial advisor for information relating to fixed income securities
Rule 144A securities may be offered or sold only to persons in the U.S. who are Qualified Institutional Buyers within the meaning of Rule 144A under the Securities Act of 1933, as amended.
SECURITIES DISCUSSED HEREIN MAY BE RATED BELOW INVESTMENT GRADE AND SHOULD THEREFORE ONLY BE CONSIDERED FOR INCLUSION IN ACCOUNTS QUALIFIED FOR SPECULATIVE
INVESTMENT.
Recipients who are not institutional investors or market professionals should seek the advice of their independent financial advisor before considering information in this report in connection
with any investment decision, or for a necessary explanation of its contents.
The securities discussed in this report may be traded over-the-counter. Retail sales and/or distribution of this report may be made only in states where these securities are exempt from
registration or have been qualified for sale.
Officers of MLPF&S or one or more of its affiliates (other than research analysts) may have a financial interest in securities of the issuer(s) or in related investments.
From time to time research analysts conduct site visits of covered issuers. BofA Merrill Lynch policies prohibit research analysts from accepting payment or reimbursement for travel expenses
from the issuer for such visits.
This report, and the securities discussed herein, may not be eligible for distribution or sale in all countries or to certain categories of investors.
Information relating to Affiliates of MLPF&S and Distribution of Affiliate Research Reports:
BofA Merrill Lynch includes Merrill Lynch, Pierce, Fenner & Smith Incorporated ("MLPF&S") and its affiliates. Investors should contact their BofA Merrill Lynch representative or
Merrill Lynch Global Wealth Management financial advisor if they have questions concerning this report. "BofA Merrill Lynch" and "Merrill Lynch" are each global brands for BofA
Merrill Lynch Global Research.
MLPF&S distributes, or may in the future distribute, research reports of the following non-US affiliates in the US (short name: legal name): BAMLI Paris: Bank of America Merrill Lynch
International Limited, Paris Branch; BAMLI Frankfurt: Bank of America Merrill Lynch International Limited, Frankfurt Branch; Merrill Lynch (South Africa): Merrill Lynch South Africa (Pty) Ltd.;
Merrill Lynch (Milan): Merrill Lynch International Bank Limited; MLI (UK): Merrill Lynch International; Merrill Lynch (Australia): Merrill Lynch Equities (Australia) Limited; Merrill Lynch (Hong
Kong): Merrill Lynch (Asia Pacific) Limited; Merrill Lynch (Singapore): Merrill Lynch (Singapore) Pte Ltd.; Merrill Lynch (Canada): Merrill Lynch Canada Inc; Merrill Lynch (Mexico): Merrill Lynch
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Mexico, SA de CV, Casa de Bolsa; Merrill Lynch (Argentina): Merrill Lynch Argentina SA; Merrill Lynch (Japan): Merrill Lynch Japan Securities Co., Ltd.; Merrill Lynch (Seoul): Merrill Lynch
International Incorporated (Seoul Branch); Merrill Lynch (Taiwan): Merrill Lynch Securities (Taiwan) Ltd.; DSP Merrill Lynch (India): DSP Merrill Lynch Limited; PT Merrill Lynch (Indonesia): PT
Merrill Lynch Indonesia; Merrill Lynch (Israel): Merrill Lynch Israel Limited; Merrill Lynch (Russia): OOO Merrill Lynch Securities, Moscow; Merrill Lynch (Turkey I.B.): Merrill Lynch Yatirim Bank
A.S.; Merrill Lynch (Turkey Broker): Merrill Lynch Menkul Değerler A.Ş.; Merrill Lynch (Dubai): Merrill Lynch International, Dubai Branch; MLPF&S (Zurich rep. office): MLPF&S Incorporated Zurich
representative office; Merrill Lynch (Spain): Merrill Lynch Capital Markets Espana, S.A.S.V.; Merrill Lynch (Brazil): Bank of America Merrill Lynch Banco Multiplo S.A.; Merrill Lynch KSA Company,
Merrill Lynch Kingdom of Saudi Arabia Company.
This research report has been approved for publication and is distributed in the United Kingdom to professional clients and eligible counterparties (as each is defined in the rules of the
Financial Conduct Authority and the Prudential Regulation Authority) by Merrill Lynch International and Bank of America Merrill Lynch International Limited, which are authorized by the
Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority, and is distributed in the United Kingdom to retail clients (as defined
in the rules of the Financial Conduct Authority and the Prudential Regulation Authority) by Merrill Lynch International Bank Limited, London Branch, which is authorised by the Central Bank of
Ireland and subject to limited regulation by the Financial Conduct Authority and Prudential Regulation Authority - details about the extent of our regulation by the Financial Conduct Authority
and Prudential Regulation Authority are available from us on request; has been considered and distributed in Japan by Merrill Lynch Japan Securities Co., Ltd., a registered securities dealer under
the Financial Instruments and Exchange Act in Japan; is distributed in Hong Kong by Merrill Lynch (Asia Pacific) Limited, which is regulated by the Hong Kong SFC and the Hong Kong Monetary
Authority is issued and distributed in Taiwan by Merrill Lynch Securities (Taiwan) Ltd.; is issued and distributed in India by DSP Merrill Lynch Limited; and is issued and distributed in Singapore
to institutional investors and/or accredited investors (each as defined under the Financial Advisers Regulations) by Merrill Lynch International Bank Limited (Merchant Bank) and Merrill Lynch
(Singapore) Pte Ltd. (Company Registration No.’s F 06872E and 198602883D respectively). Merrill Lynch International Bank Limited (Merchant Bank) and Merrill Lynch (Singapore) Pte Ltd. are
regulated by the Monetary Authority of Singapore. Bank of America N.A., Australian Branch (ARBN 064 874 531), AFS License 412901 (BANA Australia) and Merrill Lynch Equities (Australia)
Limited (ABN 65 006 276 795), AFS License 235132 (MLEA) distributes this report in Australia only to 'Wholesale' clients as defined by s.761G of the Corporations Act 2001. With the exception
of BANA Australia, neither MLEA nor any of its affiliates involved in preparing this research report is an Authorised Deposit-Taking Institution under the Banking Act 1959 nor regulated by the
Australian Prudential Regulation Authority. No approval is required for publication or distribution of this report in Brazil and its local distribution is made by Bank of America Merrill Lynch Banco
Múltiplo S.A. in accordance with applicable regulations. Merrill Lynch (Dubai) is authorized and regulated by the Dubai Financial Services Authority (DFSA). Research reports prepared and issued
by Merrill Lynch (Dubai) are prepared and issued in accordance with the requirements of the DFSA conduct of business rules.
BAMLI Frankfurt distributes this report in Germany. BAMLI Frankfurt is regulated by BaFin.
This research report has been prepared and issued by MLPF&S and/or one or more of its non-US affiliates. MLPF&S is the distributor of this research report in the US and accepts full
responsibility for research reports of its non-US affiliates distributed to MLPF&S clients in the US. Any US person receiving this research report and wishing to effect any transaction in any
security discussed in the report should do so through MLPF&S and not such foreign affiliates.
General Investment Related Disclosures:
Taiwan Readers: Neither the information nor any opinion expressed herein constitutes an offer or a solicitation of an offer to transact in any securities or other financial instrument. No part of
this report may be used or reproduced or quoted in any manner whatsoever in Taiwan by the press or any other person without the express written consent of BofA Merrill Lynch.
This research report provides general information only. Neither the information nor any opinion expressed constitutes an offer or an invitation to make an offer, to buy or sell any securities or
other financial instrument or any derivative related to such securities or instruments (e.g., options, futures, warrants, and contracts for differences). This report is not intended to provide
personal investment advice and it does not take into account the specific investment objectives, financial situation and the particular needs of any specific person. Investors should seek
financial advice regarding the appropriateness of investing in financial instruments and implementing investment strategies discussed or recommended in this report and should understand
that statements regarding future prospects may not be realized. Any decision to purchase or subscribe for securities in any offering must be based solely on existing public information on such
security or the information in the prospectus or other offering document issued in connection with such offering, and not on this report.
Securities and other financial instruments discussed in this report, or recommended, offered or sold by Merrill Lynch, are not insured by the Federal Deposit Insurance Corporation and are not
deposits or other obligations of any insured depository institution (including, Bank of America, N.A.). Investments in general and, derivatives, in particular, involve numerous risks, including,
among others, market risk, counterparty default risk and liquidity risk. No security, financial instrument or derivative is suitable for all investors. In some cases, securities and other financial
instruments may be difficult to value or sell and reliable information about the value or risks related to the security or financial instrument may be difficult to obtain. Investors should note that
income from such securities and other financial instruments, if any, may fluctuate and that price or value of such securities and instruments may rise or fall and, in some cases, investors may
lose their entire principal investment. Past performance is not necessarily a guide to future performance. Levels and basis for taxation may change.
BofA Merrill Lynch is aware that the implementation of the ideas expressed in this report may depend upon an investor's ability to "short" securities or other financial instruments and that such
action may be limited by regulations prohibiting or restricting "shortselling" in many jurisdictions. Investors are urged to seek advice regarding the applicability of such regulations prior to
executing any short idea contained in this report.
This report may contain a trading idea or recommendation which highlights a specific identified near-term catalyst or event impacting a security, issuer, industry sector or the market generally
that presents a transaction opportunity, but does not have any impact on the analyst’s particular “Overweight” or “Underweight” rating (which is based on a three month trade horizon). Trading
ideas and recommendations may differ directionally from the analyst’s rating on a security or issuer because they reflect the impact of a near-term catalyst or event.
Foreign currency rates of exchange may adversely affect the value, price or income of any security or financial instrument mentioned in this report. Investors in such securities and instruments
effectively assume currency risk.
UK Readers: The protections provided by the U.K. regulatory regime, including the Financial Services Scheme, do not apply in general to business coordinated by BofA Merrill Lynch entities
located outside of the United Kingdom. BofA Merrill Lynch Global Research policies relating to conflicts of interest are described at http://go.bofa.com/coi.
Officers of MLPF&S or one or more of its affiliates (other than research analysts) may have a financial interest in securities of the issuer(s) or in related investments.
MLPF&S or one of its affiliates is a regular issuer of traded financial instruments linked to securities that may have been recommended in this report. MLPF&S or one of its affiliates may, at any
time, hold a trading position (long or short) in the securities and financial instruments discussed in this report.
BofA Merrill Lynch, through business units other than BofA Merrill Lynch Global Research, may have issued and may in the future issue trading ideas or recommendations that are inconsistent
with, and reach different conclusions from, the information presented in this report. Such ideas or recommendations reflect the different time frames, assumptions, views and analytical
methods of the persons who prepared them, and BofA Merrill Lynch is under no obligation to ensure that such other trading ideas or recommendations are brought to the attention of any
recipient of this report.
In the event that the recipient received this report pursuant to a contract between the recipient and MLPF&S for the provision of research services for a separate fee, and in connection
therewith MLPF&S may be deemed to be acting as an investment adviser, such status relates, if at all, solely to the person with whom MLPF&S has contracted directly and does not extend
beyond the delivery of this report (unless otherwise agreed specifically in writing by MLPF&S). MLPF&S is and continues to act solely as a broker-dealer in connection with the execution of any
transactions, including transactions in any securities mentioned in this report.
Copyright, User Agreement and other general information related to this report:
Copyright 2016 Merrill Lynch, Pierce, Fenner & Smith Incorporated. All rights reserved. This research report is prepared for the use of BofA Merrill Lynch clients and may not be redistributed,
retransmitted or disclosed, in whole or in part, or in any form or manner, without the express written consent of BofA Merrill Lynch. BofA Merrill Lynch Global Research reports are distributed
simultaneously to internal and client websites and other portals by BofA Merrill Lynch and are not publicly-available materials. Any unauthorized use or disclosure is prohibited. Receipt and
review of this research report constitutes your agreement not to redistribute, retransmit, or disclose to others the contents, opinions, conclusion, or information contained in this report
(including any investment recommendations, estimates or price targets) without first obtaining express permission from an authorized officer of BofA Merrill Lynch.
Materials prepared by BofA Merrill Lynch Global Research personnel are based on public information. Facts and views presented in this material have not been reviewed by, and may not reflect
information known to, professionals in other business areas of BofA Merrill Lynch, including investment banking personnel. BofA Merrill Lynch has established information barriers between
BofA Merrill Lynch Global Research and certain business groups. As a result, BofA Merrill Lynch does not disclose certain client relationships with, or compensation received from, such issuers in
research reports. To the extent this report discusses any legal proceeding or issues, it has not been prepared as nor is it intended to express any legal conclusion, opinion or advice. Investors
should consult their own legal advisers as to issues of law relating to the subject matter of this report. BofA Merrill Lynch Global Research personnel’s knowledge of legal proceedings in which
any BofA Merrill Lynch entity and/or its directors, officers and employees may be plaintiffs, issuers mentioned in this report is based on public information. Facts and views presented in this
material that relate to any such proceedings have not been reviewed by, discussed with, and may not reflect information known to, professionals in other business areas of BofA Merrill Lynch in
connection with the legal proceedings or matters relevant to such proceedings.

8

Exelon Corp. | 26 February 2016

Provided for the exclusive use of Reid Bergstrom at Exelon on 29-Aug-2017 03:28 PM.

F

This report has been prepared independently of any issuer of securities mentioned herein and not in connection with any proposed offering of securities or as agent of any issuer of any
securities. None of MLPF&S, any of its affiliates or their research analysts has any authority whatsoever to make any representation or warranty on behalf of the issuer(s). BofA Merrill Lynch
Global Research policy prohibits research personnel from disclosing a recommendation, investment rating, or investment thesis for review by an issuer prior to the publication of a research
report containing such rating, recommendation or investment thesis.
Any information relating to the tax status of financial instruments discussed herein is not intended to provide tax advice or to be used by anyone to provide tax advice. Investors are urged to
seek tax advice based on their particular circumstances from an independent tax professional.
The information herein (other than disclosure information relating to BofA Merrill Lynch and its affiliates) was obtained from various sources and we do not guarantee its accuracy. This report
may contain links to third-party websites. BofA Merrill Lynch is not responsible for the content of any third-party website or any linked content contained in a third party website. Content
contained on such third-party websites is not part of this report and is not incorporated by reference into this report. The inclusion of a link in this report does not imply any endorsement by or
any affiliation with BofA Merrill Lynch. Access to any third-party website is at your own risk, and you should always review the terms and privacy policies at third-party websites before
submitting any personal information to them. BofA Merrill Lynch is not responsible for such terms and privacy policies and expressly disclaims any liability for them.
All opinions, projections and estimates constitute the judgment of the author as of the date of the report and are subject to change without notice. Prices also are subject to change without
notice. BofA Merrill Lynch is under no obligation to update this report and BofA Merrill Lynch’s ability to publish research on the subject issuer(s) in the future is subject to applicable quiet
periods. You should therefore assume that BofA Merrill Lynch will not update any fact, circumstance or opinion contained in this report.
Certain outstanding reports may contain discussions and/or investment opinions relating to securities, financial instruments and/or issuers that are no longer current. Always refer to the most
recent research report relating to an issuer prior to making an investment decision.
In some cases, an issuer may be classified as Restricted or may be Under Review or Extended Review. In each case, investors should consider any investment opinion relating to such issuer (or
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Neither BofA Merrill Lynch nor any officer or employee of BofA Merrill Lynch accepts any liability whatsoever for any direct, indirect or consequential damages or losses arising from any use of
this report or its contents.
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RBC Credit: DC Commission rejects EXC/POM settlement, but recommends revised terms
Sentiment Indicator : positive
Posted by Leung, Raymond (RBC Capital Markets, LLC) on Friday, February 26, 2016, 12:29 PM ET

Takeaway: Today, the DC Public Service Commission voted 2-1 against the proposed Exelon-Pepco deal as it found the non-unanimous settlement agreement
was not in public interest. However, the commission recommended revised settlement terms for which Exelon and Pepco will have 14 days (March 11th) to
approve or reject. We view the proposed settlement changes as manageable and a dissenting commissioner, Joanne Fort, on the initial vote indicated that she
would support the merger with the revised terms. Should the companies approve the revised terms, there is no further action required by the DC Commission
and the deal will close. We remain Outperform on Exelon Corp (3.95% of 2025s at +200bps) as the proposed Pepco deal will raise the contribution of regulated
cash flows to about two-thirds from one-half in addition to the recently disclosed credit metric guidance at Exelon Generation which we find supportive of credit
spreads. A potential decision from Exelon/Pepco could come prior to the merger termination date of March 4.
The revised terms include:
l
l
l

l

The deferral of a decision on the allocation of $25.6 million in customer base rate credits until the next Pepco rate case,
removing Exelon as a developer of a 5MW solar generation facility, committing Pepco to facilitate this project with DC Water’s choice of developer,
creating an escrow fund with two sub-accounts (one for modernization projects and one for energy efficiency for low income housing) at Pepco to hold the
$72.8 million Customer Investment Fund funded by Exelon, and
requiring Pepco to facilitate and support pilot projects for micro grids.

In the event the merger is not accepted, the EXC would call the outstanding 25s, 35s, and 45s bonds at $101 that were issued to finance the transaction.

RBC Capital Markets, LLC
Raymond Leung | (212) 301-1618 | raymond.leung@rbccm.com
RBC Capital Markets, LLC
Karen Gunnerson | (212) 428-6489 | karen.gunnerson@rbccm.com
Click here for conflict of interest and other disclosures relating to Exelon Corporation, Exelon Generation Co LLC, Raymond Leung These disclosures are also available by
sending a written request to RBC Capital Markets Research Publishing, P.O. Box 50, 200 Bay Street, Royal Bank Plaza, 29th Floor, South Tower, Toronto, Ontario M5J 2W7
or an email to rbcinsight@rbccm.com

All rights reserved. This material may not be published, broadcast, rewritten or redistributed in any form. Please click here for legal restrictions and terms of use applicable to this site. Use of this site
signifies your agreement to the terms of use.

Provided for the exclusive use of Reid Bergstrom at Exelon on 29-Aug-2017 03:28 PM.
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The Never-Ending Exelon-Pepco Saga Gets Another Two
Weeks of Life, but No Real Changes
Travis Miller
Sector Director
travis.miller@morningstar.com
+1 (312) 384-4813

Research as of 29 Feb 2016
Estimates as of 06 Oct 2015
Pricing data through 26 Feb 2016
Rating updated as of 26 Feb 2016
Currency amounts expressed with "$" are in
U.S. dollars (USD) unless otherwise denoted.

Market Cap (USD Mil)

29,189

52-Week High (USD)

34.98

52-Week Low (USD)

25.09

52-Week Total Return %

-2.9

We are reiterating our $26 fair value estimate for Pepco
Holdings and $35 fair value estimate for Exelon after
Washington, D.C., regulators again rejected Exelon's offer
to acquire Pepco but left open an option for the companies
to gain approval.

YTD Total Return %

15.4

Last Fiscal Year End

31 Dec 2014

We still include $1 per share of value dilution in our fair
value estimate for Exelon and $5 per share of incremental
value for Pepco, based on a 75% probability that the
companies will close the transaction at Exelon's $27.25 cash
offer. We are reaffirming our narrow moat and stable moat
trend ratings for both companies.

Price/Earnings
EV/EBITDA
EV/EBIT
Free Cash Flow Yield %
Dividend Yield %

Even though Washington, D.C., regulators formally rejected
the deal, we think the companies are committed enough to
closing the deal that there is a good likelihood they will
accept the terms set by regulators. The terms sap additional
value from shareholders to benefit customers through rate
refunds and benefits, limiting cost reductions, returning
merger synergies to customers, and limiting recovery for
some costs. However, the D.C. service territory is not big
enough for the incremental lost value to have an impact on
our valuation of the deal. The terms also set strict
ringfencing provisions, but those are typical and don't have
any impact on our valuations.

Revenue

Analyst Note

The primary analyst covering this company
does not own its stock.

Vital Statistics

29 Feb 2016

5-Yr Forward Revenue CAGR %

Analyst Note

1

Morningstar Analyst Forecasts

2

0.91

Valuation Summary and Forecasts
Fiscal Year:

Exelon management had said they would terminate the deal
if regulators did not approve it by March 4, but we don't
think that date is sacred any longer, as regulators have said
the companies have until March 11.

9.9

Price/Fair Value

2013

2014

2015(E)

2016(E)

11.0
8.9
14.1
3.0
3.9

15.5
8.3
14.5
-6.3
4.2

12.9
7.9
12.8
2.8
3.7

13.3
7.7
12.8
-1.2
3.7

Financial Summary and Forecasts (USD Mil)
Fiscal Year:

Contents

3.5

5-Yr Forward EPS CAGR %

Revenue YoY %
EBIT
EBIT YoY %
Net Income, Adjusted

2013

2014

2015(E)

2016(E)

24,888

27,429

22,762

25,184

6.0

10.2

-17.0

10.6

3,656

3,096

3,821

3,826

53.6

-15.3

23.4

0.1

2,150

2,065

2,125

2,065

Net Income YoY %

-7.9

-4.0

2.9

-2.9

Diluted EPS

2.50

2.39

2.46

2.39

Diluted EPS YoY %

-12.3

-4.4

2.9

-3.0

Free Cash Flow

1,500

305

1,364

136

Free Cash Flow YoY %

-22.5

-79.7

347.7

-90.0

Historical/forecast data sources are Morningstar Estimates and may reflect adjustments.

Profile
Exelon's regulated distribution utilities deliver power and gas to 7.8 million
customers at Commonwealth Edison (Illinois), PECO (Pennsylvania), and
Baltimore Gas & Electric (Maryland). Exelon also owns 11 nuclear plants
and 35 gigawatts of generation capacity throughout North America,
producing 22% of U.S. nuclear power and 4% of all U.S. electricity. Exelon
also is the largest power retailer in the U.S., serving about 150 terawatt
hours of load. In March 2012, Exelon bought Constellation Energy for $7
billion.
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Morningstar Analyst Forecasts
Financial Summary and Forecasts
Fiscal Year Ends in December

Forecast

Growth (% YoY)

Revenue
EBIT
EBITDA
Net Income
Diluted EPS
Earnings Before Interest, after Tax
Free Cash Flow

Profitability

Operating Margin %
EBITDA Margin %
Net Margin %
Free Cash Flow Margin %
ROIC %
Adjusted ROIC %
Return on Assets %
Return on Equity %

Leverage

Debt/Capital
Total Debt/EBITDA
EBITDA/Interest Expense

3-Year
Hist. CAGR

2012

2013

2014

2015

2016

5-Year
Proj. CAGR

13.2
-11.6
-2.4
-9.3
-16.9
-7.3
-19.5

24.1
-46.9
-26.7
-15.6
-31.5
-43.1
231.6

6.0
53.6
36.3
-7.9
-12.3
-13.1
-22.5

10.2
-15.3
-6.9
-4.0
-4.4
61.0
-79.7

-17.0
23.4
15.0
2.9
2.9
-30.3
347.7

10.6
0.1
1.7
-2.9
-3.0
-7.4
-90.0

3.5
13.9
10.1
10.0
9.9
-1.0
59.1

3-Year
Hist. Avg

2012

2013

2014

2015

2016

5-Year
Proj. Avg

12.0
20.4
8.7
5.1
2.2
2.3
2.0
7.1

10.1
18.1
9.9
8.2
1.6
1.7
1.7
6.4

14.7
23.3
8.6
6.0
2.5
2.7
2.2
7.7

11.3
19.7
7.5
1.1
2.5
2.7
2.0
7.1

16.8
27.3
9.3
6.0
5.2
5.4
2.4
9.0

15.2
25.1
8.2
0.5
5.2
5.4
2.3
8.3

16.4
25.9
9.0
5.5
5.7
6.0
2.7
9.4

3-Year
Hist. Avg

2012

2013

2014

2015

2016

5-Year
Proj. Avg

0.48
4.06
4.65

0.47
4.60
4.59

0.47
3.46
4.28

0.49
4.12
5.08

0.49
3.71
6.23

0.48
3.73
6.06

0.47
3.42
6.27

Valuation Summary and Forecasts
Price/Fair Value
Price/Earnings
EV/EBITDA
EV/EBIT
Free Cash Flow Yield %
Dividend Yield %

Discounted Cash Flow Valuation

2013

2014

2015(E)

2016(E)

0.65
11.0
8.9
14.1
3.0
3.9

0.90
15.5
8.3
14.5
-6.3
4.2

—
12.9
7.9
12.8
2.8
3.7

—
13.3
7.7
12.8
-1.2
3.7

Key Valuation Drivers
Cost of Equity %
Pre-Tax Cost of Debt %
Weighted Average Cost of Capital %
Long-Run Tax Rate %
Stage II EBI Growth Rate %
Stage II Investment Rate %
Perpetuity Year

9.0
5.8
7.1
37.0
3.0
33.3
15

Additional estimates and scenarios available for download at http://select.morningstar.com.

USD Mil

Firm Value
(%)

Per Share
Value

Present Value Stage I
Present Value Stage II
Present Value Stage III

6,148
15,608
28,162

12.3
31.3
56.4

7.11
18.05
32.56

Total Firm Value

49,918

100.0

57.72

1,878
-22,272
—
-789

—
—
—
—

2.17
-25.75
—
-0.91

28,736

—

33.22

Cash and Equivalents
Debt
Preferred Stock
Other Adjustments
Equity Value

Projected Diluted Shares
Fair Value per Share (USD)

865
—

The data in the table above represent base-case forecasts in the company’s reporting
currency as of the beginning of the current year. Our fair value estimate may differ from the
equity value per share shown above due to our time value of money adjustment and in cases
where probability-weighted scenario analysis is performed.
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Morningstar Analyst Forecasts
Income Statement (USD Mil)
Fiscal Year Ends in December

Forecast
2012

2013

2014

2015

2016

Revenue

23,489

24,888

27,429

22,762

25,184

Cost of Goods Sold
Gross Profit

10,157
13,332

10,724
14,164

13,003
14,426

7,756
15,006

10,000
15,184

Selling, General & Administrative Expenses
Other Operating Expense (Income)
Other Operating Expense (Income)
Depreciation & Amortization (if reported separately)
Operating Income (ex charges)

7,961
1,019
91
1,881
2,380

7,270
1,095
-10
2,153
3,656

8,568
1,154
-706
2,314
3,096

7,594
1,191
—
2,400
3,821

7,635
1,223
—
2,500
3,826

Restructuring & Other Cash Charges
Impairment Charges (if reported separately)
Other Non-Cash (Income)/Charges
Operating Income (incl charges)

—
—
—
2,380

—
—
—
3,656

—
—
—
3,096

—
—
—
3,821

—
—
—
3,826

Interest Expense
Interest Income
Pre-Tax Income

928
346
1,798

1,356
473
2,773

1,065
455
2,486

999
350
3,172

1,044
300
3,082

627

1,044

666

1,047

1,017

—
—
—
-11
1,160

—
—
—
-10
1,719

—
—
—
-197
1,623

—
—
—
—
2,125

—
—
—
—
2,065

819
1.42

860
2.00

864
1.88

864
2.46

866
2.39

2,334
2.85

2,150
2.50

2,065
2.39

2,125
2.46

2,065
2.39

2.10

1.46

1.24

1.24

1.24

6,459
4,261

7,435
5,809

6,964
5,410

6,221
6,221

6,326
6,326

Income Tax Expense
Other After-Tax Cash Gains (Losses)
Other After-Tax Non-Cash Gains (Losses)
(Minority Interest)
(Preferred Dividends)
Net Income
Weighted Average Diluted Shares Outstanding
Diluted Earnings Per Share
Adjusted Net Income
Diluted Earnings Per Share (Adjusted)
Dividends Per Common Share
EBITDA
Adjusted EBITDA
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Morningstar Analyst Forecasts
Balance Sheet (USD Mil)
Fiscal Year Ends in December

Forecast
2012

2013

2014

2015

2016

Cash and Equivalents
Investments
Accounts Receivable
Inventory
Deferred Tax Assets (Current)
Other Short Term Assets
Current Assets

1,486
—
4,226
1,014
131
3,276
10,133

1,609
—
4,156
1,105
573
2,694
10,137

1,878
—
4,709
1,603
244
3,663
12,097

3,024
—
3,991
701
—
2,900
10,616

2,138
—
4,140
877
—
2,900
10,055

Net Property Plant, and Equipment
Goodwill
Other Intangibles
Deferred Tax Assets (Long-Term)
Other Long-Term Operating Assets
Long-Term Non-Operating Assets
Total Assets

45,186
2,625
—
58
8,346
12,206
78,554

47,330
2,625
—
—
7,835
11,997
79,924

52,087
2,672
—
—
6,076
13,882
86,814

55,087
2,672
—
—
6,000
13,882
88,257

57,712
2,672
—
—
6,000
13,882
90,321

2,648
1,257
58
3,821
7,784

2,600
1,850
40
3,238
7,728

3,056
2,262
—
3,444
8,762

1,870
2,262
—
3,500
7,632

2,192
2,262
—
3,500
7,954

Long-Term Debt
Deferred Tax Liabilities (Long-Term)
Other Long-Term Operating Liabilities
Long-Term Non-Operating Liabilities
Total Liabilities

18,346
11,551
3,981
15,075
56,737

18,271
12,905
4,388
13,692
56,984

20,010
13,019
4,550
16,340
62,681

20,810
13,200
4,600
16,340
62,582

21,310
13,400
4,600
16,340
63,604

Preferred Stock
Common Stock
Additional Paid-in Capital
Retained Earnings (Deficit)
(Treasury Stock)
Other Equity
Shareholder's Equity

87
16,632
—
9,893
-2,327
-2,574
21,711

—
16,741
—
10,358
-2,327
-1,847
22,925

—
16,709
—
10,910
-2,327
-2,491
22,801

—
16,709
30
11,963
-2,327
-2,000
24,375

—
16,709
80
12,955
-2,327
-2,000
25,417

Minority Interest
Total Equity

106
21,817

15
22,940

1,332
24,133

1,300
25,675

1,300
26,717

Accounts Payable
Short-Term Debt
Deferred Tax Liabilities (Current)
Other Short-Term Liabilities
Current Liabilities
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Morningstar Analyst Forecasts
Cash Flow (USD Mil)
Forecast

Fiscal Year Ends in December
2012

2013

2014

2015

2016

Net Income

1,171

1,729

1,820

2,125

2,065

Depreciation
Amortization
Stock-Based Compensation
Impairment of Goodwill
Impairment of Other Intangibles
Deferred Taxes
Other Non-Cash Adjustments

4,079
—
—
—
—
615
894

3,779
—
—
—
—
119
261

3,868
—
—
—
—
502
1,514

2,400
—
—
—
—
425
—

2,500
—
—
—
—
200
—

(Increase) Decrease in Accounts Receivable
(Increase) Decrease in Inventory
Change in Other Short-Term Assets
Increase (Decrease) in Accounts Payable
Change in Other Short-Term Liabilities
Cash From Operations

243
26
-265
-632
—
6,131

-97
-100
742
-90
—
6,343

-318
-380
-2,758
209
—
4,457

718
902
763
-1,186
56
6,203

-149
-175
—
322
—
4,762

(Capital Expenditures)
Net (Acquisitions), Asset Sales, and Disposals
Net Sales (Purchases) of Investments
Other Investing Cash Flows
Cash From Investing

-5,789
-21
—
1,234
-4,576

-5,395
—
—
1
-5,394

-6,077
-386
—
1,864
-4,599

-5,400
—
—
126
-5,274

-5,125
—
—
—
-5,125

Common Stock Issuance (or Repurchase)
Common Stock (Dividends)
Short-Term Debt Issuance (or Retirement)
Long-Term Debt Issuance (or Retirement)
Other Financing Cash Flows
Cash From Financing

72
-1,716
-197
882
-126
-1,085

47
-1,249
332
466
-422
-826

35
-1,065
122
1,918
-599
411

30
-1,072
—
800
-32
-274

50
-1,073
—
500
—
-523

—
470

—
123

—
269

491
1,146

—
-886

Exchange Rates, Discontinued Ops, etc. (net)
Net Change in Cash
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Unless stated otherwise, this Research Report was
prepared by the person(s) noted in their capacity as Equity
Analysts employed by Morningstar, Inc., or one of its
affiliates. This Report has not been made available to the
issuer of the relevant financial products prior to publication.

Conflicts of Interest:

The Morningstar Rating for stocks identifies stocks trading
at a discount or premium to their intrinsic value. Five-star
stocks sell for the biggest risk-adjusted discount whereas
one-star stocks trade at premiums to their intrinsic value.
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Bulls Say
ONuclear power plants run year-round, produce
electricity at low costs and generate large profits
even with currently depressed power prices.
OHigher natural gas and coal prices, rising
electricity demand and environmental regulations
help Exelon more than any other utility because of
its large nuclear fleet.
OIf gas and power prices remain low for many
years, Exelon's move to invest in retail and
regulated businesses will preserve value.

Bears Say
OExelon's performance in part is driven by
volatile power prices that fluctuate based on
natural gas prices, coal prices, and regional
electricity demand.
OThe Constellation and Pepco acquisitions dilute
Exelon's economic moat by adding more no-moat
retail business and narrow moat distribution
earnings.
OMany of Exelon's growth projects come with
regulated or contracted returns, reducing
shareholders' leverage to a rebound in power
markets.

The Never-Ending Exelon-Pepco Saga Gets Another Two Weeks of Life, but
No Real Changes
Travis Miller, Sector Director, 06 October 2015

Investment Thesis

Travis Miller, Sector Director, 29 February 2016

As the largest nuclear power plant owner in the U.S.,
Exelon has long been a profit machine and an
industry-leading source of shareholder value creation. But
power prices have crashed hard since their 2008 highs
and appear stuck at current levels for at least the next
two years. The drop in Eastern U.S. gas and coal prices
have made those generation sources more competitive.

Analyst Note

That has resulted in a sharp drop in Exelon's returns, a
41% cut in the dividend in 2013, and a shift in strategy to
increase contributions from its countercyclical retail
supply and regulated distribution businesses. It acquired
Constellation Energy in 2012 for $8 billion and made a $12
billion bid for Pepco in April 2014, both including debt.
Management's political negotiations appear to have
revived the deal in Washington, D.C., where regulators
had rejected it in August 2015. We now expect it has a
75% chance of closing. Exelon has received all other
regulatory approvals.
Even with increased earnings diversification, Exelon can't
escape its overwhelming leverage to Eastern and
Midwestern U.S. power prices, which drive almost half
of earnings. The low operating costs and clean emission
profile of its nuclear fleet make Exelon the utilities sector's
biggest winner if our outlook for higher power prices and
tighter fossil fuel environmental regulations materialize.
Exelon's world-class operating efficiency ensures it can
realize that upside. However, persistently low margins are
making it difficult to justify continued investment in some
of its nuclear plants. Even though we think there is
long-term value in these plants, Exelon might choose to
close some plants to preserve cash flow. This would
reduce Exelon's upside.
We estimate Exelon's regulated distribution utilities will
contribute about half of consolidated earnings by 2016,
up from just 20% in 2008. Illinois state legislation in 2011
significantly improved the incentives for growth
investment by introducing formula rates, annual true-ups
and adjusted allowed returns. Excluding Pepco, we think
the regulated utilities can grow earnings 10% annually
the next three years.

We are reiterating our $26 fair value estimate for Pepco
Holdings and $35 fair value estimate for Exelon after
Washington, D.C., regulators again rejected Exelon's offer
to acquire Pepco but left open an option for the companies
to gain approval.
We still include $1 per share of value dilution in our fair
value estimate for Exelon and $5 per share of incremental
value for Pepco, based on a 75% probability that the
companies will close the transaction at Exelon's $27.25
cash offer. We are reaffirming our narrow moat and stable
moat trend ratings for both companies.
Even though Washington, D.C., regulators formally
rejected the deal, we think the companies are committed
enough to closing the deal that there is a good likelihood
they will accept the terms set by regulators. The terms
sap additional value from shareholders to benefit
customers through rate refunds and benefits, limiting cost
reductions, returning merger synergies to customers, and
limiting recovery for some costs. However, the D.C. service
territory is not big enough for the incremental lost value
to have an impact on our valuation of the deal. The terms
also set strict ringfencing provisions, but those are typical
and don't have any impact on our valuations.
Exelon management had said they would terminate the
deal if regulators did not approve it by March 4, but we
don't think that date is sacred any longer, as regulators
have said the companies have until March 11.

Economic Moat
Travis Miller, Sector Director, 06 October 2015

Considering Exelon's full suite of businesses, we think it
earns a narrow economic moat.
Nuclear generation in general still has wide-moat
characteristics, with returns on capital above costs of
capital for the foreseeable future. However, that spread
between long-term returns on capital and Exelon's cost of
capital have shrunk based on our midcycle outlook for
power prices in the eastern U.S. Exelon's increasing
diversification into narrow- and no-moat businesses
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together with the shrinking returns at its nuclear
generation business supports our narrow moat rating.
Nuclear generation's wide-moat economics are based on
two primary competitive advantages. First, nuclear plants
take more than seven years to site and build, cost several
billion dollars, and typically face community opposition.
These are significant barriers to entry, giving operators an
effective low-cost monopoly in a given region. Exelon's
large fleet gives it scale advantages that allow it to add
capacity at its plants at a fraction of the cost and risk of
a greenfield project. It is unlikely a competitor would be
able to earn sufficient returns on capital by building a
nuclear plant in close proximity to any of Exelon's plants.
Second, no other reliable power generation source can
match the cost or scale of a nuclear plant. Nuclear plants'
low variable costs and low greenhouse gas emissions
relative to competing fossil fuel power generation sources
like coal and natural gas reduce substitution threats.
Renewable energy, with effectively no marginal costs, has
depressed wholesale power prices and hurt Exelon's
returns on capital in some of its regions. We believe this
is a market distortion that fails to recognize the value of
Exelon's nuclear fleet reliability relative to intermittent
renewable energy.
As long as electricity remains a critical energy source in
the U.S. and nuclear investment requirements remain near
current levels, we expect nuclear plants will maintain a
low-cost advantage and generate high returns on capital.
To monetize this competitive advantage, Exelon must
continue to have access to wholesale power markets. Any
reregulation of its generation fleet would shrink its moat.
In addition, nuclear generation must maintain regulatory
and political support in the U.S. and states where Exelon
operates. If that support erodes, it could affect the
economics of routine maintenance investments and lead
to plant shutdowns as we've seen elsewhere in the U.S.
and overseas.
We believe Exelon's regulated distribution utilities have
narrow economic moats. Regulatory caps on profits

offsets the service territory monopolies and network
efficient scale advantages. Utility regulation in the U.S.
aims to fix customer rates at levels that ensure capital
providers earn fair returns on their investments while
keeping customer costs as low as possible. We believe
this regulatory compact ensures Exelon's utilities will earn
at least their costs of capital in the long run.
We believe Exelon's retail supply business has no
economic moat. Retail power and gas markets are highly
competitive with virtually no barriers to entry, switching
costs or product differentiation. Although customer
relationships can be sticky, retailers mostly end up
competing on price.

Valuation
Travis Miller, Sector Director, 06 October 2015

We are reaffirming our $35 per share fair value estimate
after raising our probability of the Pepco acquisition
closing to 75% from 25% as a result of an agreement the
companies reportedly reached with the Washington, D.C.,
mayor's office on Oct. 6. Although we think the deal is
value-dilutive, it is too small to have a material impact on
our fair value estimate. Exelon's $27.25-per-share cash
offer represents a 30% premium to our $21 per share
standalone fair value estimate for Pepco.
We continue to believe it is more likely than not that Exelon
will retire the three nuclear plants that did not clear the
2018-19 PJM base capacity auction--Quad Cities (Ill.),
Oyster Creek (N.J.), and Three Mile Island (Pa.)--as well
as the Clinton (Ill.) plant. We now assume a 50%
probability that the Byron (Ill.) plant will retire given it
cleared the 2018-19 capacity auction. These closures
represent about 25% of Exelon's current nuclear capacity.
Lower operating costs and capital expenditures partially
offset the lost gross margin from these plants, making
them cash flow-neutral in the near term.
We continue to forecast mostly flat consolidated earnings
through 2016, excluding contributions from Pepco. On a
midcycle basis, we assume Exelon earns $3.80 per share
and Exelon Generation earns $3.9 billion EBITDA. This is
50% higher than our 2017 trough mark-to-market EBITDA
estimate for Exelon Generation.
Our midcycle earnings forecast at Exelon Generation is
based on a $4/mcf midcycle Henry Hub gas price, a
negative $0.60/mcf gas basis for PJM West, and heat
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rates across all regions 10% above current 2017 forward
heat rates. At the retail business, we assume 8%
long-term normalized gross margins and 1% annual
volume growth beyond 2015.

rate decisions could have a material impact on earnings
and growth.

Management
Travis Miller, Sector Director, 06 October 2015

We assume all three regulated utilities earn average 10%
returns on equity starting in 2016.
We assume a 9% cost of equity and a 7.1% cost of capital.
Our cost of equity assumption is in line with the 9% rate
of return we expect investors to demand of a diversified
equity portfolio. A 2.25% long-term inflation outlook
underpins our capital cost assumptions.

Risk
Travis Miller, Sector Director, 06 October 2015

Investors should pay the most attention to political
developments that would re-regulate competitive
electricity markets in the Midwest and Mid-Atlantic. Even
though sharp increases in power prices would result in an
earnings windfall for Exelon, it could lead politicians and
regulators to pursue price caps as they did when markets
first deregulated. Although we think this is unlikely in the
current environment, it could have a substantial negative
impact on our fair value estimate. If market power prices
are capped or regulated, Exelon loses its primary profit
source.

We give Exelon's management team a Standard
stewardship rating. Since Exelon's earnings are at the
mercy of wholesale power market ups and downs, we
don't see much link between Exelon's recent
underperformance and management's capabilities.
President and CEO Chris Crane and Executive Chairman
Mayo Shattuck III have focused growth investment on the
regulated utilities, continuing a strategic shift that former
CEO and Chairman John Rowe made before his departure
in 2013. Crane's biggest move so far is the $12 billion
(including debt) Pepco acquisition in 2015. This will
increase Exelon's share of regulated utilities earnings and
dilute shareholders' exposure to wholesale power
markets. Management has shown strong conviction in the
value of the deal based on their efforts to gain support for
the deal from all parties, particularly in Washington, D.C.
Crane also faces tough decisions related to flagging profits
at several of Exelon's nuclear plants. We wouldn't be
surprised if Crane decides to close some plants absent
significant public policy support.

As the nation's largest wholesale generator and retail
supplier, Exelon's competitive edge requires Eastern U.S.
power markets to remain deregulated. In the decade
following deregulation, rate caps, and other regulations
limited Exelon's profits. Those are gone, and lower power
prices have eased concerns about reregulation. But we
expect politicians and regulators will continue to monitor
customers' utility bills and could intervene if power prices
skyrocket.

We're particularly impressed by management's nuclear
fleet operations, the one thing it can control. Crane led
the generation segment to world-class results in his five
years as COO, and that performance has continued with
Crane as CEO. Exelon's nuclear capacity factors routinely
approach 94% across its nuclear fleet. The rest of the
nuclear industry averages in the mid-80% range. Exelon's
operational excellence preserves the value-creation
opportunities available if power prices rise.

Reregulation also would destroy Exelon's retail business.
Although that business is still a relatively small source of
consolidated earnings, it would eliminate Exelon's
effective hedge against its generation fleet, potentially
leading to more volatile earnings.

The Constellation acquisition reshaped the board along
with the executive suite. The postmerger addition of four
former Constellation board members and the retirement
of five legacy Exelon board members, including Rowe,
leaves only two of the 16 members who were on the board
when Exelon formed in 2000. In addition, Shattuck has
become the largest insider shareholder. He owned 3.8
million shares or vested options as of January 2015.

As Exelon's regulated utilities generate a greater share
of earnings, investors will be subject more acutely to the
state and federal regulatory risk that all distribution and
transmission utilities face. Illinois and Maryland are two
historically tough regulatory environments, and punitive
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Analyst Notes Archive
The Never-Ending Exelon-Pepco Saga Gets
Another Two Weeks of Life, but No Real Changes
Travis Miller, Sector Director, 29 February 2016

We are reiterating our $26 fair value estimate for Pepco
Holdings and $35 fair value estimate for Exelon after
Washington, D.C., regulators again rejected Exelon's offer
to acquire Pepco but left open an option for the companies
to gain approval.
We still include $1 per share of value dilution in our fair
value estimate for Exelon and $5 per share of incremental
value for Pepco, based on a 75% probability that the
companies will close the transaction at Exelon's $27.25
cash offer. We are reaffirming our narrow moat and stable
moat trend ratings for both companies.
Even though Washington, D.C., regulators formally
rejected the deal, we think the companies are committed
enough to closing the deal that there is a good likelihood
they will accept the terms set by regulators. The terms
sap additional value from shareholders to benefit
customers through rate refunds and benefits, limiting cost
reductions, returning merger synergies to customers, and
limiting recovery for some costs. However, the D.C. service
territory is not big enough for the incremental lost value
to have an impact on our valuation of the deal. The terms
also set strict ringfencing provisions, but those are typical
and don't have any impact on our valuations.
Exelon management had said they would terminate the
deal if regulators did not approve it by March 4, but we
don't think that date is sacred any longer, as regulators
have said the companies have until March 11.
Pepco Reports In-Line 2015 Earnings; Exelon
Believes D.C. Will Approve Merger by March 4
Charles Fishman, Eq. Analyst, 22 February 2016

We are reiterating our $26 fair value estimate for Pepco
Holdings and $35 fair value estimate for Exelon after
Pepco reported in-line 2015 earnings. Our narrow moat
and stable moat trend ratings are also unchanged for both
companies.
We continue to believe Exelon's proposed acquisition of
Pepco has a 75% chance of gaining the approval of the
District of Columbia Public Service Commission and being

completed following an agreement with D.C. Mayor
Muriel Bowser that sweetened the benefits for customers
and provided other benefits to the district.
Pepco Holdings or Exelon may terminate the merger
agreement if the D.C. commission fails to issue a final
order approving the merger without condition or
modification of the terms of the settlement agreement by
March 4. Exelon has made clear that if the D.C. commission
does not approve the deal by March 4, it will terminate
the agreement. However, Exelon's CEO recently said he
believes D.C. will approve the transaction at its next
meeting before the termination date.
Pepco reported 2015 adjusted operating earnings of $1.28,
in line with our estimate and up from $1.27 per share in
2014. Earnings were favorably affected by rate increases
due to infrastructure investment, partially offset by higher
operation and maintenance expenses.
Our stand-alone fair value estimate for Pepco remains $21
per share, a 23% discount to Exelon's $27.25 cash offer.
Despite this premium, the deal as proposed on a
probability-adjusted basis is too small to have a material
impact on our Exelon fair value estimate.
Supreme Court Validates Our View That Carbon
Regulation Remains Highly Uncertain
Travis Miller, Sector Director, 11 February 2016

We are reaffirming our fair value estimates, moat ratings,
and moat trend ratings for all utilities and coal miners after
the U.S. Supreme Court's 5-4 decision to stay the
Environmental Protection Agency's Clean Power Plan. This
validates our view that it's too early, and the outcome too
uncertain, to make any investment decisions based on the
current terms of the CPP or any carbon regulation. We do
not include any CPP-related impacts in our fair value
estimates.
At a minimum, we expect that the decision will push
implementation one or two years past the 2022-30
phase-down period and will embolden political opposition
to carbon regulation. In addition, it means that a Supreme
Court ruling against the CPP could actually reverse industry
trends. When the Supreme Court struck down the EPA’s
MATS rule in June, the decision was largely moot because
most power plants were proceeding to implement the rule
or had already made plans to retire. The CPP timeline is
so long that there is plenty of time for the courts or
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politicians to nullify it or make major revisions to it.
For most utilities, power and gas market economics and
renewable energy policies remain the most important
variables for investors to consider.
The Supreme Court’s decision comes as good news for
coal miners that haven’t had any for some time. However,
we don’t view today’s announcement as a panacea for the
coal industry’s woes, as natural gas remains at prices at
which coal struggles to compete. However, our view that
natural gas prices will rise in the coming years hasn’t
changed, so we maintain our fair value estimates for both
Peabody and Cloud Peak. Peabody’s high leverage means
it has less time to wait--the basis for its extreme
uncertainty rating.
Exelon Surprises With 2.5% Dividend Growth Target
Travis Miller, Sector Director, 03 February 2016

We are reaffirming our $35 fair value estimate and narrow
moat and stable moat trend ratings for Exelon after the
company reported earning $2.49 per share on an adjusted
basis in 2015. This was in line with our estimate and within
management's guidance range.
We think the biggest positive for shareholders was
management's announcement that it plans to recommend
to the board a 2.5% annual dividend increase for at least
the next three years, likely starting in the second half of
2016. We had not expected a dividend increase until at
least 2018, given our expected plateau in earnings the
next three years.
If the board accepts this policy, we estimate Exelon's
payout ratio will top 50% by 2018. This is at the high end
of what we think is reasonable for Exelon's cash flow
profile and debt load. We're not yet entirely convinced
that management has added sufficient regulated
distribution earnings and contracted generation revenue
to decouple cash flows from volatile energy markets.
Management continues to evaluate the economic viability
of at least three nuclear plants. We assume in our
long-term forecasts that Exelon closes three plants
representing 25% of its fleet capacity. We also expect a
final Pepco merger decision by early March, in line with
timeline indications from Washington, D.C., regulators.
We continue to assume $1 per share of value dilution
based on a 75% probability of the deal closing as

proposed. We don't think ongoing legal challenges in other
states will be an impediment.
We remain long-term bullish on fixed-price PJM power,
especially in the East, where we expect gas prices to
strengthen as takeaway capacity increases and demand
remains more robust than other regions. This drives the
bulk of the value upside as of early February. Our $8.4
billion midcycle gross margin outlook for Exelon
Generation remains at the high end of management's 2018
outlook range.
Supreme Court Sides With Demand Response; No
Fair Value Impacts
Andrew Bischof, CFA, Eq. Analyst, 25 January 2016

We are reaffirming our fair value estimates and our moat
and moat trend ratings for U.S. power producers and
diversified utilities after the U.S. Supreme Court issued a
6-2 decision effectively supporting the Federal Energy
Regulatory Commission's Order No. 745.
The decision on its face appears to be a win for demand
response providers and a loss for power producers such
as NRG Energy, Dynegy, and Calpine. However, we think
the actual impact on energy and capacity prices will be
muted. Near-term capacity prices might go down, but
energy prices should go up since demand response has
much higher marginal costs than conventional generation.
We expect the trade-off to be mostly neutral.
Despite the Supreme Court win, demand response faces
other challenges. Mid-Atlantic grid operator PJM is
implementing rule changes that hurt the economics of
demand response and should boost margins for
conventional generators. We expect little change in the
amount of demand response that clears the 2019-20 base
capacity auction and are maintaining our long-term
outlook. Demand response participation might even drop
if PJM continues to make rule changes recommended by
the market monitor. This would be a benefit for
conventional generators.
Ultimately we think demand response market saturation
will be the limiting factor. As demand response gains
market share, capacity values will go down. This will erode
the profitability for new demand response entrants since
demand response providers typically receive more than
90% of their revenue from capacity payments.
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Management Meeting: Exelon Sticks to March 4
Drop-Dead Date for Pepco Deal
Travis Miller, Sector Director, 11 November 2015

We are reaffirming our $35 and $26 fair value estimates
for Exelon and Pepco Holdings, respectively, after meeting
with Exelon's senior management at the Edison Electric
Institute Financial Conference in Hollywood, Florida. Our
narrow moat and stable moat trend ratings for both
companies are unchanged.
Management reiterated it will withdraw its offer to
acquire Pepco if Washington, D.C., regulators do not
approve the transaction by March 4, 2016. We continue
to incorporate in our fair value estimates a 75% probability
of the deal closing as proposed. D.C. regulators' written
approval for rehearing suggested they expect to rule
within that time frame. We expect Exelon will be able to
close the deal immediately following approval.
The most-favored-states contingencies in other states'
approvals would take effect after the deal closed and thus
are not an impediment to the deal closing. Exelon would
file with those states to offer customer benefits
comparable with those offered in D.C. We don't expect
this to be material to our assessment of the transaction
or our fair value estimate for Exelon, which includes $1
per share of dilution from the deal.
Management pushed out the start of its full $0.15-$0.20
earnings per share run-rate accretion to 2019 from 2017
initially. Apart from the closing delay, management said
the 2017-18 reduction was based on Pepco's
reassessment of its near-term outlook for earned returns.
At this point, most of the earnings accretion should come
from the extra leverage Exelon will use. We expect it will
take two to three years of operational improvements on
Exelon's side before it can achieve more constructive
regulatory outcomes.
Management estimated the deal could be $0.25 per share
earnings-accretive by 2020 if Pepco can achieve a 9%
earned return on equity. We think this is a stretch, but
even an 8% achieved ROE could make the deal
value-neutral relative to our previous stand-alone
forecasts for Pepco.
Exelon Still Awaiting Power Market Upside and
Pepco Acquisition Approvals
Travis Miller, Sector Director, 30 October 2015

We are reaffirming our $35 fair value estimate and narrow
economic moat and stable moat trend ratings for Exelon
after the firm reported adjusted earnings of $0.83 per
share in the third quarter, up from $0.78 per share in the
third quarter of 2014. Management raised its full-year
earnings guidance range $0.05 per share to $2.40-$2.60,
in line with our full-year outlook.
Management noted Exelon's retail-wholesale combination
was a meaningful contributor to the higher quarterly and
year-to-date earnings, amplified by last year's Integrys
acquisition. We've long believed Exelon's retail-wholesale
combination and scale can be value-accretive for
shareholders, and it appears to be paying off, albeit at still
a small level. Favorable weather for Exelon's regulated
utilities was a key reason for higher earnings in the quarter.
On a weather-normalized basis, we expect capital
investment and recent rate activity in Pennsylvania and
Maryland to be the key earnings growth driver in 2016-18.
Estimated 2015-17 gross margin for Exelon Generation
climbed during the quarter primarily due to above-market
hedges. Management now projects $7.8 billion gross
margin in 2016 and 2017 with a 2017 upside near $9.0
billion based on hedging about half of its projected
generation. We think this is a good position given our
bullish power market outlook. Management also
announced its intention to delay its nuclear plant
retirement decision until next year. We continue to assume
a high likelihood that it retires four plants by 2018 based
on current market conditions.
Management now expects to close the Pepco acquisition
in the first quarter of 2016. We continue to incorporate $1
per share fair value dilution. On Oct. 28, the D.C.
commission accepted Exelon-Pepco's appeal and said it
expects to make a decision in less than 150 days,
suggesting mid-March.
Pepco Reports Third-Quarter Earnings; Acquisition
by Exelon Likely to Close Early Next Year
Charles Fishman, Eq. Analyst, 26 October 2015

We are reiterating our $35 per share fair value estimate
for Exelon and $26 fair value estimate for Pepco after
Pepco reported third-quarter earnings. Our narrow moat
and stable moat trend ratings are also unchanged for both
companies.
Pepco reported operating earnings of $0.33 per share
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versus $0.46 in the same period last year. Earnings were
negatively affected by higher operations and maintenance
expense, implementation costs associated with a new
customer information system, increased transmission
revenue reserves related to a return on equity challenge
and higher property taxes.
We continue to believe Exelon's proposed acquisition of
Pepco has a 75% chance of gaining approval of the Public
Service Commission of the District of Columbia and being
completed following the agreement with Washington,
D.C., Mayor Muriel Bowser. We expect the D.C.
commission to approve Exelon and Pepco's request to
reopen the merger proceeding in their meeting on Oct. 28.
Assuming the D.C. commission does reopen the
proceeding, briefings would not be completed until late
December. Therefore, we would not expect the merger to
close until early 2016.
Although the merger appears to be on track in D.C., it is
unclear whether the proceedings will be reopened in
Delaware, New Jersey, and Maryland, jurisdictions that
have already approved the transaction. The commitments
Exelon made to these states to obtain approval are subject
to most-favored-nation clauses and may need to be
enhanced.
Our stand-alone fair value estimate for Pepco remains $21
per share, a 23% discount to Exelon's $27.25 cash offer.
Despite this premium, the deal as proposed on a
probability-adjusted basis is too small to have a material
impact on our Exelon fair value estimate.
Exelon Reaches Agreement With D.C. Mayor to
Acquire Pepco
Charles Fishman, Eq. Analyst, 06 October 2015

We are reiterating our $35 fair value estimate for Exelon
and raising our fair value estimate for Pepco Holdings to
$26 per share from $23 per share following the
announcement by Washington, D.C., Mayor Muriel
Bowser's office that they had reached an agreement with
Exelon for its proposed acquisition of Pepco. Exelon has
now agreed to invest $78 million in the D.C. electric utility
system, up from the $14 million it previously proposed.
Based on the proposed agreement, we now believe the
merger has a better than 75% chance of gaining approval
of the Public Service Commission of the District of
Columbia and being completed. We had previously

handicapped the chances of the merger closing at only
25% following the Aug. 25, 2015, outright rejection of
Exelon's offer without the PSC providing any solutions for
gaining approval. Exelon and Pepco have received all other
regulatory approvals although there are some outstanding
legal challenges to the conditional approval of the
Maryland Public Service Commission that we expect to be
dismissed.
Our stand-alone fair value estimate for Pepco remains $21
per share, a 23% discount to Exelon's $27.25 cash offer.
Despite this premium, the deal as proposed on a
probability-adjusted basis is too small to have a material
impact on our Exelon fair value estimate.
Pepco and Exelon Refile With D.C. Commission but
Offer No Sweeteners
Charles Fishman, Eq. Analyst, 30 September 2015

We are reiterating our $35 fair value estimate for Exelon
and $23 fair value estimate for Pepco following the firms'
filing for reconsideration of their proposed merger to the
District of Columbia Public Service Commission. We are
maintaining our narrow moat and stable moat trend
ratings for both. The filing asserts the merger is in the
public interest and the original decision contained
numerous errors of law and fact. The companies did not
propose any new financial incentives.
We continue to believe that the merger has a 25% chance
of closing. Since the D.C. PSC did not provide alternatives
to correct its concerns in the original decision, we think
the commission is unlikely to reverse itself without any
sweeteners. If the companies do offer additional benefits
to D.C. customers, the conditional approvals by Delaware,
Maryland, and New Jersey will be reopened.
Most-favored-nations clauses in these agreements allow
for the same incremental benefits, increasing the cost to
Exelon of completing the merger. Although incremental
customer benefits could be small for the D.C. jurisdiction,
making concessions across all of Pepco's service
territories could ruin the economics of the merger.
The D.C. commission has 30 days to respond. If it denies
the request for rehearing or does not respond, Pepco and
Exelon could appeal the decision to the D.C. Court of
Appeals. The Washington Post has reported that D.C.
Mayor Muriel Bowser has been subject to intense lobbying
by business groups favoring the merger and public
demonstrations opposing the merger. The Post reported
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that private negotiations are taking place in the mayor's
office trying to determine if a revamped deal is possible.
Our stand-alone fair value estimate for Pepco remains $21
per share, a 23% discount to Exelon's $27.25 cash offer.
Despite this premium, the deal as proposed on a
probability-adjusted basis is too small to have a material
impact on our Exelon fair value estimate.
Exelon Postpones Nuclear Plant Retirement
Decision; No Fair Value Impact
Travis Miller, Sector Director, 10 September 2015

We are reaffirming our $35 per share fair value estimate
for Exelon after management announced it will delay a
decision whether to close at least three of its struggling
nuclear plants. We recently incorporated into our fair
value estimate and financial projections the assumption
that it was more likely than not that Exelon would close
those three plants in 2018. We also assume a 50%
likelihood that Exelon will close its Byron (Illinois) nuclear
plant in 2019.
Results of the recent 2016-18 PJM transitional capacity
auctions and management's decision to delay potential
retirements do not change our assumptions that those
plants ultimately will close, absent significant energy
market or public policy changes. The Quad Cities (Illinois),
Three Mile Island (Pennsylvania), and Oyster Creek (New
Jersey) plants are obligated to run at least through
mid-2018, and the Byron plant is obligated to run through
mid-2019 based on results from PJM's recent capacity
auctions.
The key development for Exelon in last week's 2017-18
transitional capacity auction was that the Quad Cities and
Byron plants cleared and are now obligated to run. Neither
cleared PJM's 2017-18 base capacity auction last year at
$120/megawatt-day but did clear last week's capacity
performance transitional auction at $151.50/MW-day.
Including those plants and the uplift for the rest of the
fleet adds about $400 million of EBITDA in 2017-18.
The Clinton (Illinois) plant is the fourth that we assume
will close by 2018. It is not part of PJM. It is obligated to
run at least through 2016 as part of the Mid-Continent
ISO. Exelon continues to lobby Illinois politicians to adopt
a subsidy-like scheme that would improve the economics
for its six Illinois nuclear plants. We do not include any
benefits from policy changes in our fair value estimate.
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Morningstar Equity Research Methodology
Fundamental Analysis
At Morningstar, we believe buying shares of superior
businesses at a discount and allowing them to compound over time is the surest way to create wealth in
the stock market. The long-term fundamentals of businesses, such as cash flow, competition, economic cycles, and stewardship, are our primary focus. Occasionally, this approach causes our recommendations to
appear out of step with the market, but willingness to
be contrarian is an important source of outperformance and a benefit of Morningstar’s independence.
Our analysts conduct primary research to inform our
views on each firm’s moat, fair value and uncertainty.

Fundamental Economic
Fair Value
Moat Rating Estimate
Analysis

Uncertainty
Assessment
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QQQQ
QQQ
QQ
Q
Star
Rating

Economic Moat
The economic moat concept is a cornerstone of Morningstar’s investment philosophy and is used to distinguish high-quality companies with sustainable competitive advantages. An economic moat is a structural
feature that allows a firm to sustain excess returns
over a long period of time. Without a moat, a company’s profits are more susceptible to competition. Companies with narrow moats are likely to achieve normalized excess returns beyond 10 years while wide-moat
companies are likely to sustain excess returns beyond
20 years. The longer a firm generates economic profits,
the higher its intrinsic value. We believe lower-quality
no-moat companies will see their returns gravitate to-

ward the firm’s cost of capital more quickly than companies with moats will. We have identified five sources of
economic moats: intangible assets, switching costs,
network effect, cost advantage, and efficient scale.

Fair Value Estimate
Our analyst-driven fair value estimate is based primarily on Morningstar’s proprietary three-stage discounted
cash flow model. We also use a variety of supplementary fundamental methods to triangulate a company’s
worth, such as sum-of-the-parts, multiples, and yields,
among others. We’re looking well beyond next quarter
to determine the cash-generating ability of a company’s
assets because we believe the market price of a security will migrate toward the firm’s intrinsic value over
time. Economic moats are not only an important sorting
mechanism for quality in our framework, but the designation also directly contributes to our estimate of a
company’s intrinsic value through sustained excess returns on invested capital.

Uncertainty Rating
The Morningstar Uncertainty Rating demonstrates our
assessment of a firm’s cash flow predictability, or valuation risk. From this rating, we determine appropriate
margins of safety: The higher the uncertainty, the wider
the margin of safety around our fair value estimate before our recommendations are triggered. Our uncertainty ratings are low, medium, high, very high, and extreme. With each uncertainty rating is a corresponding
set of price/fair value ratios that drive our recommendations: Lower price/fair value ratios (<1.0) lead to positive recommendations, while higher price/fair value

Economic Moat
C O M PE T I T I V E F O R C E S

WIDE

Moat Sources:

Intangible
Assets

NARROW

NONE
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Costs

COMPANY PROFITABILITY
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Cost
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Morningstar Equity Research Methodology
ratios (>1.0) lead to negative recommendations. In very
rare cases, the fair value estimate for a firm is so unpredictable that a margin of safety cannot be properly
estimated. For these firms, we use a rating of extreme.
Very high and extreme uncertainty companies tend to
have higher risk and volatility.

Quantitatively Driven Valuations
To complement our analysts’ work, we produce Quantitative Ratings for a much larger universe of companies.
These ratings are generated by statistical models that
are meant to divine the relationships between Morningstar’s analyst-driven ratings and key financial data
points. Consequently, our quantitative ratings are directly analogous to our analyst-driven ratings.
Quantitative Fair Value Estimate (QFVE): The QFVE is
analogous to Morningstar’s fair value estimate for
stocks. It represents the per-share value of the equity
of a company. The QFVE is displayed in the same currency as the company’s last close price.
Valuation: The valuation is based on the ratio of a company’s quantitative fair value estimate to its last close price.

Understanding Differences Between Analyst
and Quantitative Valuations
If our analyst-driven ratings did not sometimes differ
from our quantitative ratings, there would be little value in producing both. Differences occur because our
quantitative ratings are essentially a highly sophisticated analysis of the analyst-driven ratings of comparable companies. If a company is unique and has few
comparable companies, the quantitative model will
have more trouble assigning correct ratings, while an
analyst will have an easier time recognizing the true
characteristics of the company. On the other hand, the
quantitative models incorporate new data efficiently
and consistently. Empirically, we find quantitative ratings and analyst-driven ratings to be equally powerful
predictors of future performance. When the analystdriven rating and the quantitative rating agree, we find
the ratings to be much more predictive than when they
differ. In this way, they provide an excellent second
opinion for each other. When the ratings differ, it may
be wise to follow the analyst’s rating for a truly unique
company with its own special situation, and follow the
quantitative rating when a company has several reasonable comparable companies and relevant information is flowing at a rapid pace.

Quantitative Uncertainty: This rating describes our level of uncertainty about the accuracy of our quantitative
fair value estimate. In this way it is analogous to Morningstar’s fair value uncertainty ratings.
Quantitative Economic Moat: The quantitative moat
rating is analogous to Morningstar’s analyst-driven
economic moat rating in that both are meant to describe the strength of a firm’s competitive position.

Uncertainty Rating
Price/Fair Value
2.00
Q

1.75

175%

1.50
1.25
1.00
0.75

155%
125%
95%

QQ

135%
105%
80%

125%

115%

110%

QQQ

90%

85%

80%

70%
60%

0.50

50%

QQQQ
QQQQQ

0.25
Low
Uncertainty Rating

Medium

High

Very High

© 2016 Morningstar. All Rights Reserved. Unless otherwise provided in a separate agreement, you may use this report only in the country in which its original distributor is based. Data as originally reported. The information contained
herein is not represented or warranted to be accurate, correct, complete, or timely. This report is for information purposes only, and should not be considered a solicitation to buy or sell any security. Redistribution is prohibited without
written permission. To order reprints, call +1 312-696-6100. To license the research, call +1 312-696-6869. See last page for important disclosures.

?

Morningstar Equity Analyst Report |Page 12 of 13

Exelon Corp EXC (XNYS)
Morningstar Rating

Last Price

Fair Value Estimate

Price/Fair Value

Dividend Yield %

Market Cap (Bil)

Industry

Stewardship

QQQ

31.73 USD

35.00 USD

0.91

3.91

29.19

Utilities - Diversified

Standard

26 Feb 2016

26 Feb 2016

26 Feb 2016

26 Feb 2016

Unless stated otherwise, this Research Report was
prepared by the person(s) noted in their capacity as
Equity Analysts employed by Morningstar, Inc., or one
of its affiliates. This Report has not been made available
to the issuer of the relevant financial products prior to
publication.
The Morningstar Rating for stocks identifies stocks
trading at a discount or premium to their intrinsic value.
Five-star stocks sell for the biggest risk-adjusted
discount whereas one-star stocks trade at premiums to
their intrinsic value. Based on a fundamentally focused
methodology and a robust, standardized set of
procedures and core valuation tools used by
Morningstar's Equity Analysts, four key components
drive the Morningstar Rating: 1. Assessment of the
firm's economic moat, 2. Estimate of the stock's fair
value, 3. Uncertainty around that fair value estimate,
and 4. Current market price. Further information on
Morningstar's methodology is available from
http://global.morningstar.com/equitydisclosures.
This Report is current as of the date on the Report until
it is replaced, updated or withdrawn. This Report may
be withdrawn or changed at any time as other
information becomes available to us. This Report will
be updated if events affecting the Report materially
change.
Conflicts of Interest:
-No material interests are held by Morningstar or the
Equity Analyst in the financial products that are the
subject of the Reports.
-Equity Analysts are required to comply with the CFA
Institute's Code of Ethics and Standards of Professional
Conduct.
-Equity Analysts’ compensation is derived from
Morningstar's overall earnings and consists of salary,
bonus and in some cases restricted stock.
-Equity Analysts do not have authority over
Morningstar's investment management group's
business arrangements nor allow employees from the
investment management group to participate or
influence the analysis or opinion prepared by them.
Morningstar will not receive any direct benefit from the

publication of this Report.
- Morningstar does not receive commissions for
providing research and does not charge companies to
be rated.
-Equity Analysts use publicly available information.
-Morningstar may provide the product issuer or its
related entities with services or products for a fee and
on an arms’ length basis including software products
and licenses, research and consulting services, data
services, licenses to republish our ratings and research
in their promotional material, event sponsorship and
website advertising.
-Further information on Morningstar's conflict of
interest policies is available from http://global.mornin
gstar.com/equitydisclosures.
If you wish to obtain further information regarding
previous Reports and recommendations and our
services, please contact your local Morningstar office.
Unless otherwise provided in a separate agreement,
you may use this Report only in the country in which the
Morningstar distributor is based. Unless stated
otherwise, the original distributor of this document is
Morningstar Inc. Redistribution, in any capacity, is
prohibited without permission. The information, data,
analyses and opinions presented herein do not
constitute investment advice; are provided solely for
informational purposes and therefore are not an offer

to buy or sell a security; and are not warranted to be
correct, complete or accurate, nor may they be
construed as a representation regarding the legality of
investing in the security/ies concerned, under the
applicable investment or similar laws or regulations of
any person or entity accessing this report. The opinions
expressed are as of the date written and are subject to
change without notice. Except as otherwise required
by law, Morningstar, its affiliates, and their officers,
directors and employees shall not be responsible or
liable for any trading decisions, damages or other
losses resulting from, or related to, the information,
data, analyses or opinions or their use. You should seek
the advice of your financial, legal, tax, business and/or
other consultant, and read all relevant issue documents
pertaining to the security/ies concerned, including
without limitation, the detailed risks involved in the
investment, before making an investment decision.
Please note that investments in securities are subject
to market and other risks and there is no assurance or
guarantee that the intended investment objectives will
be achieved. Past performance of a security may or may
not be sustained in future and is no indication of future
performance. As the price / value / interest rate of a
security fluctuates, the value of your investments in the
said security, and in the income, if any, derived
therefrom may go up or down.
For Recipients in Australia: This report has been
authorized by the Head of Equity and Credit Research,
Asia Pacific, Morningstar Australasia Pty Limited and
is circulated pursuant to RG 79.26(f) as a full
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restatement of an original report (by the named
Morningstar analyst) which has already been broadly
distributed. To the extent the report contains general
advice it has been prepared without reference to your
objectives, financial situation or needs. You should
consider the advice in light of these matters and, if
applicable, the relevant Product Disclosure Statement
before making any decision to invest. Refer to our
Financial Services Guide (FSG) for more information at
www.morningstar.com.au/fsg.pdf.
For Recipients in Hong Kong: The research is distributed
by Morningstar Investment Management Asia Limited,
which is regulated by the Hong Kong Securities and
Futures Commission to provide services to professional
investors only. Neither Morningstar Investment
Management Asia Limited, nor its representatives, are
acting or will be deemed to be acting as an investment
advisor to any recipients of this information unless
expressly agreed to by Morningstar Investment
Management Asia Limited. For enquiries regarding this
research, please contact a Morningstar Investment
Management Asia Limited Licensed Representative at
http://global.morningstar.com/equitydisclosures.
For Recipients in India: This research on securities [as
defined in clause (h) of Section 2 of the Securities
Contracts (Regulation) Act, 1956], such research being
referred to for the purpose of this document as
“Investment Research”, is issued by Morningstar
Investment Adviser India Private Limited.
Morningstar Investment Adviser India Private Limited
is registered with the Securities and Exchange Board
of India under the SEBI (Investment Advisers)
Regulations, 2013, vide Registration number INA000001357,
dated March 27, 2014, and in compliance of the
aforesaid regulations and the SEBI (Research Analysts)
Regulations, 2014, it carries on the business activities
of investment advice and research. Morningstar
Investment Adviser India Private Limited has not been
the subject of any disciplinary action by SEBI or any
other legal/regulatory body. Morningstar Investment
Adviser India Private Limited is a wholly owned
subsidiary of Morningstar Associates LLC, which is a
part of the Morningstar Investment Management group
of Morningstar, Inc., and Morningstar, Inc. is a leading
provider of independent investment research that offers
an extensive line of products and services for individual

investors, financial advisors, asset managers, and
retirement plan providers and sponsors. In India,
Morningstar Investment Adviser India Private Limited
has only one associate, viz., Morningstar India Private
Limited, and this company predominantly carries on the
business activities of providing data input, data
transmission and other data related services, financial
data analysis, software development etc.
The author/creator of this Investment Research
(“Research Analyst”) or his/her associates or his/her
relatives does/do not have (i) any financial interest in
the subject company; (ii) any actual/beneficial
ownership of one per cent or more securities of the
subject company, at the end of the month immediately
preceding the date of publication of this Investment
Research; and (iii) any other material conflict of interest
at the time of publication of this Investment Research.
The Research Analyst or his/her associates or his/her
relatives has/have not received any (i) compensation
from the subject company in the past twelve months;
(ii) compensation for products or services from the
subject company in the past twelve months; and (iii)
compensation or other material benefits from the
subject company or third party in connection with this
Investment Research. Also, the Research Analyst has
not served as an officer, director or employee of the
subject company.
The terms and conditions on which Morningstar
Investment Adviser India Private Limited offers
Investment Research to clients, varies from client to
client, and are spelt out in detail in the respective client
agreement.
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EXC – BUY – Surprise Rejections from Three Key Parties; EXC
More Likely to Walk from Deal but Still Hope
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FLASH NOTE

SECTOR: Power and Utilities

March 1, 2016

What’s new? Surprise announcements from the DC Mayor, Attorney General, and Office of People’s Counsel, three
key parties in the settlement, reject the amendments proposed by the DC PSC – the clear path to automatic approval
has vanished, in our view. For the merger to move forward, EXC (BUY, $31.77) will have to negotiate with nine parties
including the above three stakeholders for new terms by March 11 to respond to the Commission with alternative conditions.
While there is time to negotiate any alternative conditions, we believe there is increasing likelihood EXC could walk from the
deal.
EXC’s buyback program is already planned. If the deal fails, we believe management will start to implement plans to buy
back 57.5mm shares within 5 months and retire the debt associated with Pepco. Near-tem drag could equate to $0.07/share
as the company completes the buyback program as well as delevers. While EXC is currently guiding to the 57.5mm shares,
we note that they raised $3B in equity sales (including $1.15B in forward sale) and could increase their buybacks to be above
their planned $1.6B. Although there will be a drag in the near term, we believe the buybacks would likely be accretive in 2017
given the reduction in sharecount and lower interest expense.
If the deal does not close, there could be additional $4-5 downside to POM. Given that POM (NC, $22.81) has been out of
a rate case since 2014 and the delays with this merger, POM has materially deteriorated as a standalone company, in our view.
We estimate downside to POM stock is another $4-5 based on a 12-13 range multiple on 2018 consensus earnings estimates.
What’s next? March 11 is the deadline for alternative conditions, after which all parties have 7 days to comment on these new
terms. It remains to be seen what Commission could plan on for addressing the new settlement conditions by either opening
hearing or have an internal review. Discussions are currently happening with various stakeholders behind closed doors,
so there is still time to save this deal but the risks have increased.

GUGGENHEIM SECURITIES, LLC
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ANALYST CERTIFICATION
By issuing this research report, each Guggenheim Securities, LLC ("Guggenheim Securities") research analyst whose name appears in this report hereby
certifies that (i) all of the views expressed in this report accurately reflect the research analyst's personal views about any and all of the subject securities or
issuers discussed herein and (ii) no part of the research analyst's compensation was, is, or will be directly or indirectly related to the specific recommendations
or views expressed by the research analyst.

IMPORTANT DISCLOSURES
The research analyst(s) and research associate(s) have received compensation based upon various factors, including quality of research, investor client
feedback, and Guggenheim Securities, LLC's overall revenues, which includes investment banking revenues.
Guggenheim Securities, LLC or its affiliates expect(s) to receive or intend(s) to seek compensation for investment banking services from Exelon Corporation
in the next 3 months.
Please refer to this website for company-specific disclosures referenced in this report: https://guggenheimsecurities.bluematrix.com/sellside/
Disclosures.action. Disclosure information is also available from Compliance, 330 Madison Avenue, New York, NY 10017.

RATING DEFINITIONS
BUY (B) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of 10% or more within a 12-month period.
NEUTRAL (N) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of plus 10% or minus 10% within a 12-month period.
No price target is assigned.
SELL (S) - Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 10% or more within a 12-month period.
NR - The investment rating and price target have been temporarily suspended. Such suspensions are in compliance with applicable regulations and/or
Guggenheim Securities, LLC policies.
CS - Coverage Suspended. Guggenheim Securities, LLC has suspended coverage of this company.
NC - Not covered. Guggenheim Securities, LLC does not cover this company.
Restricted - Describes issuers where, in conjunction with Guggenheim Securities, LLC engagement in certain transactions, company policy or applicable
securities regulations prohibit certain types of communications, including investment recommendations.
Monitor - Describes stocks whose company fundamentals and financials are being monitored, and for which no financial projections or opinions on the
investment merits of the company are provided.
Guggenheim Securities, LLC methodology for assigning ratings may include the following: market capitalization, maturity, growth/value, volatility and expected
total return over the next 12 months. The price targets are based on several methodologies, which may include, but are not restricted to, analyses of market
risk, growth rate, revenue stream, discounted cash flow (DCF), EBITDA, EPS, cash flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth, P/CF, P/
FCF, premium (discount)/average group EV/EBITDA, premium (discount)/average group P/E, sum of the parts, net asset value, dividend returns, and return
on equity (ROE) over the next 12 months.
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Prior to 12/8/14, Guggenheim Securities, LLC’s BUY, NEUTRAL, and SELL ratings definitions were as follows (no other ratings definitions were changed):
BUY (B) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of 15% or more within a 12-month period.
NEUTRAL (N) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of plus 15% or minus 15% within a 12-month period.
SELL (S) - Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 15% or more within a 12-month period.

RATINGS DISTRIBUTIONS FOR GUGGENHEIM SECURITIES:
IB Serv./ Past 12Mos.
Rating Category

Count

Percent

Count

Percent

Buy

170

61.15%

35

20.59%

Neutral

108

38.85%

4

3.70%

Sell

0

0.00%

0

0.00%

OTHER DISCLOSURES
This research is for our clients and prospective clients only. Other than disclosures relating to Guggenheim Securities and its affiliates, this research is based
on current public information that we consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. We seek to
update our research as appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a periodic basis,
the large majority of reports are published at irregular intervals as appropriate in the research analyst's judgment. Guggenheim Securities conducts a fullservice, integrated investment banking and brokerage business, and one or more of its affiliates conduct an investment management business. Guggenheim
Securities is a member of SIPC (http://www.sipc.org). Our salespeople, traders, and other professionals may provide oral or written market commentary or
trading strategies to our clients and our employees trading for our own account that reflect opinions that are contrary to the opinions expressed in this research.
Guggenheim Securities or certain of its affiliates conducts an investment management business, trades for its own account, and conducts an investment
business, and may make investment decisions that are inconsistent with the recommendations or views expressed in this research.
We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from time to time have long or short positions in, act as
principal in, and buy or sell, the securities or derivatives, if any, referred to in this research. We and our affiliates also may sell to or buy from customers on a
principal basis the securities described herein. We and our affiliates also do business with, or that relates to, companies covered in Guggenheim Securities’
research, and may have a position in the debt of the company or companies discussed herein.
This research is not an offer to sell or the solicitation of an offer to buy any security. It does not constitute a personal recommendation or take into account
the particular investment objectives, financial situations, or needs of individual clients. Clients should consider whether any advice or recommendation in this
research is suitable for their particular circumstances and, if appropriate, seek professional advice, including tax advice. The price and value of investments
referred to in this research and the income from them may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed,
and a loss of original capital may occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain
investments.
TACTICAL TRADING IDEA DISCLAIMER
Guggenheim Securities, LLC produces "Tactical Trade Ideas" that identify short-term, catalyst-driven trading opportunities impacting companies within the
Firm’s coverage universe. Tactical Trade Ideas may exist on companies in this report and may be contrary to the analyst’s published rating.
Copyright © 2016 by Guggenheim Securities, LLC, ("Guggenheim") a FINRA registered broker-dealer. All rights reserved. The contents of this report are
based upon information or are obtained from sources that Guggenheim generally considers reliable, but Guggenheim makes no representations or warranties
with respect to their accuracy, completeness, timeliness, suitability or otherwise, and assumes no responsibility to update them for subsequent events or
knowledge. Guggenheim is not responsible for your use of this information.
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Exelon
Snatching defeat from the jaws of victory;
could SMIDs lose their premium?
Maintain Rating: NEUTRAL | PO: 32.00 USD | Price: 31.49 USD

D.C. Mayor and Office of People’s Council balk on terms
Two key constituents, D.C. Mayor Bowser and the Office of People’s Council announced
a lack of support for the alternative settlement. OPC’s change in position was largely
due to language in the revised settlement that broadens the scope of credits from
residential to all customers and further removed a stipulation preventing a rate increase
for residential ratepayers through March 2019. With the two largest supporters of the
deal opposed to the revised settlement, in our view Exelon will walk away from the
Pepco deal, as opposed to a quick resolution as we expected on Friday.

Exelon to begin unwinding capital raise
With the deal likely terminated, Exelon will now focus on beginning repayment of $3.2
billion of debt issued for the deal and look to repurchase $1.6B in equity (this is already
in guidance). Without the deal, Exelon will now be near the high-side of the dividend
payout ratio and will be close to 100% of regulated earnings – bringing into question the
wisdom of announcing a dividend raise prior to the Pepco deal being concluded. Over
the two years attempting to acquire Pepco Exelon’s earnings have grown into
supporting the dividend. We forecast the company can largely support the dividend at
this juncture, but dividend growth will be tepid as there is not as much cushion as there
would have been had the Pepco deal been consummated.

SMID takeout premium could start to deflate in sector
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Stock Data
Price

31.49 USD

Price Objective

32.00 USD

With the Exelon-Pepco deal now likely to terminate, the Cleco buyout having been
rejected by state regulators, and the NextEra – Hawaiian Electric deal experiencing
significant local pushback, we believe the SMID caps may finally have reached an
inflection point for the removal of premium valuations to the large cap group – as we
wrote about in our 2016 Year Ahead Outlook. Large cap companies are likely to be more
cautious about M&A in the electric utility sector given these recent outcomes. As we
highlighted in our Year Ahead report, Underperform-rated WR, NWE, and PNW are
names with takeout premiums embedded in them in our view.

Date Established

3-Feb-2016

EXC shares fairly valued; Maintain Neutral

Net Dbt to Eqty (Dec-2014A)

With the deal now likely to be abandoned, Exelon’s strategy will look to focus on current
businesses and potentially look for other strategic opportunities. We continue to believe
longer term low commodity price in PJM will weigh on Exelon’s outlook. In addition, the
dividend growth opportunities may be tempered as the payout ratio needs to be
managed within the regulated growth outlook. In contrast, the shares are trading at a
substantial discount to peers; these two factors largely offset. Maintain Neutral.

Investment Opinion
52-Week Range
Mrkt Val (mn) / Shares Out

B-2-7
25.09 USD - 34.98 USD
28,750 USD / 913.0

(mn)
Average Daily Value (mn)
BofAML Ticker / Exchange
Bloomberg / Reuters

293.45 USD
EXC / NYS
EXC US / EXC.N

ROE (2015E)

9.3%
84.5%

Exelon: A New Deal In Washington
DC; Exelon-Pepco Merger Update
26 February 2016
Exelon: 4Q15 in line with Street; set
to annually raise the dividend by
2.5% 03 February 2016
Utilities: 2016 Outlook: Favoring
Regulated Growth & Transition
Stories 12 January 2016

BofA Merrill Lynch does and seeks to do business with issuers covered in its research reports. As a
result, investors should be aware that the firm may have a conflict of interest that could affect the
objectivity of this report. Investors should consider this report as only a single factor in making
their investment decision.
Refer to important disclosures on page 4 to 7. Analyst Certification on page 3. Price Objective
Basis/Risk on page 2.
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Relative Performance Charts
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Table 1: Stocks mentioned
BofAML Ticker
EXC
NWE
PNW
WR

Bloomberg ticker
EXC US
NWE US
PNW US
WR US

Company name

Exelon Corp
NorthWestern Corp
Pinnacle West
Westar Energy

Price

31.49
59.37
68.83
43.46

Rating

B-2-7
A-3-7
A-3-7
A-3-7

Source: BofA Merrill Lynch Global Research

Price objective basis & risk
Exelon (EXC)
Our $32/share price objective for EXC shares is derived from our sum of the parts
valuation model, where we assign approximately $8 of value to ExGen, $(4) for the
parent, and approximately $28 of value to the regulated utility. We value integrated
electric utilities, including Exelon, using a sum of the parts valuation model based on
2018E earnings and EBITDA. For Exelon specifically we use a target 6.8x EV/EBITDA
multiple to value the deregulated generation segment, in line with peers. We apply a
target 15.0 P/E multiple to value the regulated side of the business, which is a discount
to regulated peers at 15.5x to reflect the generally below-average ROEs allowed by the
state commissioners for the states in which Exelon has regulated operations.
Downside (upside) risks to our price objective are: 1) increasing (decreasing) of forward
power prices driven by rising natural gas prices, heat rates, or Northeast and Midwest
gas basis to Henry Hub, 2) regulatory outcomes as well as changes in nuclear regulation,
3) deterioration (improvements) in operating efficiency beyond our base scenario, and 4)
risks to the successful completion of the Pepco Holdings acquisition
NorthWestern Corporation (NWE)
We value NorthWestern Energy by assigning a target P/E multiple to our 2018 EPS
estimate. We value regulated utilities by assigning a target P/E multiple to our 2018 EPS
estimate. Our price objective of $54 is premised on a 14.5x multiple applied to our 2018
EPS estimate. Our 14.5x target multiple is based on the current small-mid cap regulated
peer average. Historically, NWE shares have traded mostly in line with the small-mid cap
average.
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Risks to our price objective are better than expected rate case outcomes and higher
earnings from incremental natural gas reserve related capex spending. A downside risk
to our PO is a decrease in bond yields.
Pinnacle West Corp (PNW)
Our price objective is $63, based on a 14.5x target PE multiple applied to our 2018 EPS
estimate. Our 14.5x target multiple is based on PNW's peer group current average 2018
PE multiple of 14.5x, based on the fact that PNW has historically traded in line with its
small/mid cap peers. Upside risks to our price objective are positive regulatory
outcomes, load growth beyond our projections, and decreases in bond yields. Downside
risks to our price objective are negative regulatory outcomes, slower than expected
capex growth, and contraction in small/mid cap utility multiples.
Westar Energy (WR)
Our price objective is $39. This is based on a target 14.5x PE multiple applied to our
2018 PE estimate. Our 14.5x PE reflects a group average current trading multiple of
14.5x for small/mid cap regulated utilities. Upside risks to our price objective are better
than expected power demand growth, improvements in operating efficiency beyond our
base scenario, and rate case outcomes. A downside risk to our PO is an increase in bond
yields and better than expected regulatory outcomes.

Analyst Certification
I, Brian Chin, hereby certify that the views expressed in this research report accurately
reflect my personal views about the subject securities and issuers. I also certify that no
part of my compensation was, is, or will be, directly or indirectly, related to the specific
recommendations or view expressed in this research report.
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Disclosures
Important Disclosures
EXC Price Chart
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B: Buy, N: Neutral, U: Underperform, PO: Price Objective, NA: No longer valid, NR: No Rating
The Investment Opinion System is contained at the end of the report under the heading "Fundamental Equity Opinion Key". Dark grey shading indicates the security is restricted with the opinion suspended. Medium grey
shading indicates the security is under review with the opinion withdrawn. Light grey shading indicates the security is not covered. Chart is current as of January 31, 2016 or such later date as indicated.
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WR Price Chart
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Equity Investment Rating Distribution: Utilities Group (as of 31 Dec 2015)
Coverage Universe
Count
Percent
Buy
69
47.26%
Hold
40
27.40%
Sell
37
25.34%

Inv. Banking Relationships*
Buy
Hold
Sell

Count
58
32
27

Percent
84.06%
80.00%
72.97%

Equity Investment Rating Distribution: Global Group (as of 31 Dec 2015)
Coverage Universe
Count
Percent
Buy
1673
50.16%
Hold
777
23.30%
Sell
885
26.54%

Inv. Banking Relationships*
Buy
Hold
Sell

Count
1244
545
533

Percent
74.36%
70.14%
60.23%

* Issuers that were investment banking clients of BofA Merrill Lynch or one of its affiliates within the past 12 months. For purposes of this Investment Rating Distribution, the coverage universe includes only stocks. A
stock rated Neutral is included as a Hold, and a stock rated Underperform is included as a Sell.

FUNDAMENTAL EQUITY OPINION KEY: Opinions include a Volatility Risk Rating, an Investment Rating and an Income Rating. VOLATILITY RISK RATINGS, indicators of potential
price fluctuation, are: A - Low, B - Medium and C - High. INVESTMENT RATINGS reflect the analyst’s assessment of a stock’s: (i) absolute total return potential and (ii)
attractiveness for investment relative to other stocks within its Coverage Cluster (defined below). There are three investment ratings: 1 - Buy stocks are expected to have a total
return of at least 10% and are the most attractive stocks in the coverage cluster; 2 - Neutral stocks are expected to remain flat or increase in value and are less attractive than
Buy rated stocks and 3 - Underperform stocks are the least attractive stocks in a coverage cluster. Analysts assign investment ratings considering, among other things, the 0-12
month total return expectation for a stock and the firm’s guidelines for ratings dispersions (shown in the table below). The current price objective for a stock should be
referenced to better understand the total return expectation at any given time. The price objective reflects the analyst’s view of the potential price appreciation (depreciation).
Investment rating
Total return expectation (within 12-month period of date of initial rating)
Ratings dispersion guidelines for coverage cluster*
Buy
≥ 10%
≤ 70%
Neutral
≥ 0%
≤ 30%
Underperform
N/A
≥ 20%
* Ratings dispersions may vary from time to time where BofA Merrill Lynch Research believes it better reflects the investment prospects of stocks in a Coverage Cluster.
INCOME RATINGS, indicators of potential cash dividends, are: 7 - same/higher (dividend considered to be secure), 8 - same/lower (dividend not considered to be secure) and 9 - pays
no cash dividend. Coverage Cluster is comprised of stocks covered by a single analyst or two or more analysts sharing a common industry, sector, region or other classification(s). A stock’s
coverage cluster is included in the most recent BofA Merrill Lynch report referencing the stock.
Price charts for the securities referenced in this research report are available at http://pricecharts.baml.com, or call 1-800-MERRILL to have them mailed.
MLPF&S or one of its affiliates acts as a market maker for the equity securities recommended in the report: Exelon Corp., Northwestern Corpora, Pinnacle West, Westar Energy.
MLPF&S or an affiliate was a manager of a public offering of securities of this issuer within the last 12 months: Exelon Corp., Westar Energy.
The issuer is or was, within the last 12 months, an investment banking client of MLPF&S and/or one or more of its affiliates: Exelon Corp., Northwestern Corpora, Pinnacle West, Westar Energy.
MLPF&S or an affiliate has received compensation from the issuer for non-investment banking services or products within the past 12 months: Exelon Corp., Northwestern Corpora, Pinnacle
West, Westar Energy.
The issuer is or was, within the last 12 months, a non-securities business client of MLPF&S and/or one or more of its affiliates: Exelon Corp., Northwestern Corpora, Pinnacle West, Westar
Energy.
MLPF&S or an affiliate has received compensation for investment banking services from this issuer within the past 12 months: Exelon Corp., Northwestern Corpora, Pinnacle West, Westar
Energy.
MLPF&S or an affiliate expects to receive or intends to seek compensation for investment banking services from this issuer or an affiliate of the issuer within the next three months: Exelon
Corp., Pinnacle West.
MLPF&S or one of its affiliates is willing to sell to, or buy from, clients the common equity of the issuer on a principal basis: Exelon Corp., Northwestern Corpora, Pinnacle West, Westar Energy.
The issuer is or was, within the last 12 months, a securities business client (non-investment banking) of MLPF&S and/or one or more of its affiliates: Exelon Corp., Northwestern Corpora,
Pinnacle West, Westar Energy.
BofA Merrill Lynch Research personnel (including the analyst(s) responsible for this report) receive compensation based upon, among other factors, the overall profitability of Bank of America
Corporation, including profits derived from investment banking revenues.
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Other Important Disclosures
Officers of MLPF&S or one or more of its affiliates (other than research analysts) may have a financial interest in securities of the issuer(s) or in related investments.
From time to time research analysts conduct site visits of covered issuers. BofA Merrill Lynch policies prohibit research analysts from accepting payment or reimbursement for travel expenses
from the issuer for such visits.
BofA Merrill Lynch Global Research policies relating to conflicts of interest are described at http://go.bofa.com/coi.
"BofA Merrill Lynch" includes Merrill Lynch, Pierce, Fenner & Smith Incorporated ("MLPF&S") and its affiliates. Investors should contact their BofA Merrill Lynch representative or
Merrill Lynch Global Wealth Management financial advisor if they have questions concerning this report. "BofA Merrill Lynch" and "Merrill Lynch" are each global brands for BofA
Merrill Lynch Global Research.
Information relating to Non-US affiliates of BofA Merrill Lynch and Distribution of Affiliate Research Reports:
MLPF&S distributes, or may in the future distribute, research reports of the following non-US affiliates in the US (short name: legal name): BAMLI Paris: Bank of America Merrill Lynch
International Limited, Paris Branch; BAMLI Frankfurt: Bank of America Merrill Lynch International Limited, Frankfurt Branch; Merrill Lynch (South Africa): Merrill Lynch South Africa (Pty) Ltd.;
Merrill Lynch (Milan): Merrill Lynch International Bank Limited; MLI (UK): Merrill Lynch International; Merrill Lynch (Australia): Merrill Lynch Equities (Australia) Limited; Merrill Lynch (Hong
Kong): Merrill Lynch (Asia Pacific) Limited; Merrill Lynch (Singapore): Merrill Lynch (Singapore) Pte Ltd.; Merrill Lynch (Canada): Merrill Lynch Canada Inc; Merrill Lynch (Mexico): Merrill Lynch
Mexico, SA de CV, Casa de Bolsa; Merrill Lynch (Argentina): Merrill Lynch Argentina SA; Merrill Lynch (Japan): Merrill Lynch Japan Securities Co., Ltd.; Merrill Lynch (Seoul): Merrill Lynch
International Incorporated (Seoul Branch); Merrill Lynch (Taiwan): Merrill Lynch Securities (Taiwan) Ltd.; DSP Merrill Lynch (India): DSP Merrill Lynch Limited; PT Merrill Lynch (Indonesia): PT
Merrill Lynch Indonesia; Merrill Lynch (Israel): Merrill Lynch Israel Limited; Merrill Lynch (Russia): OOO Merrill Lynch Securities, Moscow; Merrill Lynch (Turkey I.B.): Merrill Lynch Yatirim Bank
A.S.; Merrill Lynch (Turkey Broker): Merrill Lynch Menkul Değerler A.Ş.; Merrill Lynch (DIFC): Merrill Lynch International (DIFC Branch); MLPF&S (Zurich rep. office): MLPF&S Incorporated Zurich
representative office; Merrill Lynch (Spain): Merrill Lynch Capital Markets Espana, S.A.S.V.; Merrill Lynch (Brazil): Bank of America Merrill Lynch Banco Multiplo S.A.; Merrill Lynch KSA Company,
Merrill Lynch Kingdom of Saudi Arabia Company.
This research report has been approved for publication and is distributed in the United Kingdom to professional clients and eligible counterparties (as each is defined in the rules of the
Financial Conduct Authority and the Prudential Regulation Authority) by Merrill Lynch International and Bank of America Merrill Lynch International Limited, which are authorized by the
Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority, and is distributed in the United Kingdom to retail clients (as defined
in the rules of the Financial Conduct Authority and the Prudential Regulation Authority) by Merrill Lynch International Bank Limited, London Branch, which is authorised by the Central Bank of
Ireland and subject to limited regulation by the Financial Conduct Authority and Prudential Regulation Authority - details about the extent of our regulation by the Financial Conduct Authority
and Prudential Regulation Authority are available from us on request; has been considered and distributed in Japan by Merrill Lynch Japan Securities Co., Ltd., a registered securities dealer under
the Financial Instruments and Exchange Act in Japan; is distributed in Hong Kong by Merrill Lynch (Asia Pacific) Limited, which is regulated by the Hong Kong SFC and the Hong Kong Monetary
Authority is issued and distributed in Taiwan by Merrill Lynch Securities (Taiwan) Ltd.; is issued and distributed in India by DSP Merrill Lynch Limited; and is issued and distributed in Singapore
to institutional investors and/or accredited investors (each as defined under the Financial Advisers Regulations) by Merrill Lynch International Bank Limited (Merchant Bank) and Merrill Lynch
(Singapore) Pte Ltd. (Company Registration No.’s F 06872E and 198602883D respectively). Merrill Lynch International Bank Limited (Merchant Bank) and Merrill Lynch (Singapore) Pte Ltd. are
regulated by the Monetary Authority of Singapore. Bank of America N.A., Australian Branch (ARBN 064 874 531), AFS License 412901 (BANA Australia) and Merrill Lynch Equities (Australia)
Limited (ABN 65 006 276 795), AFS License 235132 (MLEA) distributes this report in Australia only to 'Wholesale' clients as defined by s.761G of the Corporations Act 2001. With the exception
of BANA Australia, neither MLEA nor any of its affiliates involved in preparing this research report is an Authorised Deposit-Taking Institution under the Banking Act 1959 nor regulated by the
Australian Prudential Regulation Authority. No approval is required for publication or distribution of this report in Brazil and its local distribution is made by Bank of America Merrill Lynch Banco
Múltiplo S.A. in accordance with applicable regulations. Merrill Lynch (DIFC) is authorized and regulated by the Dubai Financial Services Authority (DFSA). Research reports prepared and issued
by Merrill Lynch (DIFC) are prepared and issued in accordance with the requirements of the DFSA conduct of business rules.
BAMLI Frankfurt distributes this report in Germany. BAMLI Frankfurt is regulated by BaFin.
This research report has been prepared and issued by MLPF&S and/or one or more of its non-US affiliates. MLPF&S is the distributor of this research report in the US and accepts full
responsibility for research reports of its non-US affiliates distributed to MLPF&S clients in the US. Any US person receiving this research report and wishing to effect any transaction in any
security discussed in the report should do so through MLPF&S and not such foreign affiliates. Hong Kong recipients of this research report should contact Merrill Lynch (Asia Pacific) Limited in
respect of any matters relating to dealing in securities or provision of specific advice on securities. Singapore recipients of this research report should contact Merrill Lynch International Bank
Limited (Merchant Bank) and/or Merrill Lynch (Singapore) Pte Ltd in respect of any matters arising from, or in connection with, this research report.
General Investment Related Disclosures:
Taiwan Readers: Neither the information nor any opinion expressed herein constitutes an offer or a solicitation of an offer to transact in any securities or other financial instrument. No part of
this report may be used or reproduced or quoted in any manner whatsoever in Taiwan by the press or any other person without the express written consent of BofA Merrill Lynch.
This research report provides general information only. Neither the information nor any opinion expressed constitutes an offer or an invitation to make an offer, to buy or sell any securities or
other financial instrument or any derivative related to such securities or instruments (e.g., options, futures, warrants, and contracts for differences). This report is not intended to provide
personal investment advice and it does not take into account the specific investment objectives, financial situation and the particular needs of any specific person. Investors should seek
financial advice regarding the appropriateness of investing in financial instruments and implementing investment strategies discussed or recommended in this report and should understand
that statements regarding future prospects may not be realized. Any decision to purchase or subscribe for securities in any offering must be based solely on existing public information on such
security or the information in the prospectus or other offering document issued in connection with such offering, and not on this report.
Securities and other financial instruments discussed in this report, or recommended, offered or sold by Merrill Lynch, are not insured by the Federal Deposit Insurance Corporation and are not
deposits or other obligations of any insured depository institution (including, Bank of America, N.A.). Investments in general and, derivatives, in particular, involve numerous risks, including,
among others, market risk, counterparty default risk and liquidity risk. No security, financial instrument or derivative is suitable for all investors. In some cases, securities and other financial
instruments may be difficult to value or sell and reliable information about the value or risks related to the security or financial instrument may be difficult to obtain. Investors should note that
income from such securities and other financial instruments, if any, may fluctuate and that price or value of such securities and instruments may rise or fall and, in some cases, investors may
lose their entire principal investment. Past performance is not necessarily a guide to future performance. Levels and basis for taxation may change.
This report may contain a short-term trading idea or recommendation, which highlights a specific near-term catalyst or event impacting the issuer or the market that is anticipated to have a
short-term price impact on the equity securities of the issuer. Short-term trading ideas and recommendations are different from and do not affect a stock's fundamental equity rating, which
reflects both a longer term total return expectation and attractiveness for investment relative to other stocks within its Coverage Cluster. Short-term trading ideas and recommendations may
be more or less positive than a stock's fundamental equity rating.
BofA Merrill Lynch is aware that the implementation of the ideas expressed in this report may depend upon an investor's ability to "short" securities or other financial instruments and that such
action may be limited by regulations prohibiting or restricting "shortselling" in many jurisdictions. Investors are urged to seek advice regarding the applicability of such regulations prior to
executing any short idea contained in this report.
Foreign currency rates of exchange may adversely affect the value, price or income of any security or financial instrument mentioned in this report. Investors in such securities and instruments,
including ADRs, effectively assume currency risk.
UK Readers: The protections provided by the U.K. regulatory regime, including the Financial Services Scheme, do not apply in general to business coordinated by BofA Merrill Lynch entities
located outside of the United Kingdom. BofA Merrill Lynch Global Research policies relating to conflicts of interest are described at http://go.bofa.com/coi.
Officers of MLPF&S or one or more of its affiliates (other than research analysts) may have a financial interest in securities of the issuer(s) or in related investments.
MLPF&S or one of its affiliates is a regular issuer of traded financial instruments linked to securities that may have been recommended in this report. MLPF&S or one of its affiliates may, at any
time, hold a trading position (long or short) in the securities and financial instruments discussed in this report.
BofA Merrill Lynch, through business units other than BofA Merrill Lynch Global Research, may have issued and may in the future issue trading ideas or recommendations that are inconsistent
with, and reach different conclusions from, the information presented in this report. Such ideas or recommendations reflect the different time frames, assumptions, views and analytical
methods of the persons who prepared them, and BofA Merrill Lynch is under no obligation to ensure that such other trading ideas or recommendations are brought to the attention of any
recipient of this report.
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In the event that the recipient received this report pursuant to a contract between the recipient and MLPF&S for the provision of research services for a separate fee, and in connection
therewith MLPF&S may be deemed to be acting as an investment adviser, such status relates, if at all, solely to the person with whom MLPF&S has contracted directly and does not extend
beyond the delivery of this report (unless otherwise agreed specifically in writing by MLPF&S). MLPF&S is and continues to act solely as a broker-dealer in connection with the execution of any
transactions, including transactions in any securities mentioned in this report.
Copyright and General Information regarding Research Reports:
Copyright 2016 Merrill Lynch, Pierce, Fenner & Smith Incorporated. All rights reserved. iQmethod, iQmethod 2.0, iQprofile, iQtoolkit, iQworks are service marks of Bank of America Corporation.
iQanalytics®, iQcustom®, iQdatabase® are registered service marks of Bank of America Corporation. This research report is prepared for the use of BofA Merrill Lynch clients and may not be
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Seek relief or walk? That is the
question
With Mayor and OPC backing away, deal looks more likely to fail
Earlier today, both the DC Mayor and People’s Counsel issued statements that
they cannot support the adjustments the DC Public Service Commission (PSC)
has made to the EXC-POM merger settlement agreement. Last Friday, the DC
PSC rejected the original settlement filed by EXC, POM, the DC Mayor, the
Office of the People’s Counsel (OPC) and other parties. The commission then
voted (2-1) to approve adjustments to the agreement. Per the final order, the
DC PSC would allow the merger to go through so long as all of the parties
accept the PSC’s new terms. As we said initially, the revised terms proposed
by the commission were unlikely to be deal-breakers for EXC or POM, but it
was less certain whether other parties would be willing to stay on board.
What are EXC’s options?
Exelon could either walk away from the POM transaction and begin to unwind
merger-related financings or they along with the other settling parties could
request “other relief” at the PSC by next Friday. Given the OPC and Mayor’s
public statements, chances of the settling parties not reaching agreement on
the best path forward would seem to have increased substantially, raising the
likelihood that the deal will end up not closing.
What happens to EXC EPS if the POM transaction falls apart?
Our current 2016-2018 EPS estimates assume that the POM deal is completed
by the end of Q1 2016. If the merger falls apart, we would likely raise our
current 2016 and 2017 EPS estimates of $2.50 and $2.65, respectively, by
$0.05-$0.10. This would depend on how quickly EXC unwound deal-related
financings and how much stock specifically they decided to repurchase. We
had been assuming EXC would pursue a buyback of just over $3B in our
estimates this past fall after the DC PSC initially rejected the transaction. It’s
less clear that not closing the merger would be accretive to our 2018E of $2.75
as we assume a more sizable EPS contribution from POM by that time.
What about valuation?
If the deal fails, we could see a modest benefit to our EXC price target
(currently $34) given the above changes. That said, failing to execute on POM
would be a strategic setback in EXC's goal to evolve towards a more regulated
business mix and one which would likely raise some uncertainty over possible
next moves.

Price at 29 Feb 2016 (USD)

31.49

Price target

34.00

52-week range

34.81 - 25.46

Jonathan Arnold
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Stock & option liquidity data
Market cap (USDm)

29,081.0

Shares outstanding (m)

923.5

Free float (%)

100

Volume (29 Feb 2016)

2,756,093

Option volume (und. shrs., 1M
avg.)
Short interest (m)

532,137
–

Short interest (%)

–

Institutional ownership (%)

–

DPS (USD)

1.26

Source: Deutsche Bank

Key data
FYE 12/31

2015A

2016E

2017E

1Q EPS

0.71

–

–

2Q EPS

0.59

–

–

3Q EPS

0.83

–

–

4Q EPS

0.38

–

–

FY EPS (USD)
P/E (x)

2.49
12.8

2.50
12.6

2.65
11.9

Source: Deutsche Bank
* Includes the impact of FAS123R requiring the expensing of stock
options.

________________________________________________________________________________________________________________
Deutsche Bank Securities Inc.
The views expressed above accurately reflect the personal views of the authors about the subject companies and
its(their) securities. The authors have not and will not receive any compensation for providing a specific
recommendation or view. Deutsche Bank does and seeks to do business with companies covered in its research
reports. As a result, investors should be aware that the firm may have a conflict of interest that could affect the
objectivity of this report. Investors should consider this report as only a single factor in making their investment
decision. Prices are current as of the end of the previous trading session unless otherwise indicated and are sourced
from local exchanges via Reuters, Bloomberg and other vendors. FOR OTHER IMPORTANT DISCLOSURES PLEASE
VISIT http://gm.db.com/ger/disclosure/Disclosure.eqsr?ricCode=EXC.N MCI (P) 124/04/2015.
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Key Settling Party to the EXC/POM Merger Pulls Support for Revised Agreement
News reports surfaced late this morning revealing that the Office of People’s Counsel for the District of Columbia, a
ratepayers advocacy group and one of the nine settling parties involved in the $6.8 billion merger between Exelon and Pepco
Holdings Inc. (POM, $24.13, Not Rated), denounced the revised settlement agreement that was put forth by the District of
Columbia Public Service Commission (PSC) last Friday (see our flash for more details).
The settlement agreement, negotiated primarily by D.C. Mayor Muriel E. Bowser’s office in October 2015, called for the
utilities to pay the District $78 million for its support, including $26 million that would have gone to offset rate increases for
residents over the next four years. Last Friday, the D.C. PSC ruled two-to-one against the proposed settlement agreement,
but one of the dissenting commissioners, Commissioner Joanne Doddy Fort, offered alternative provisions, that if agreed to
by all nine settling parties by March 11, 2016, could render the merger approved by the PSC. Commissioner Willie Phillips,
who approved the settlement agreement, was not party to the alternative provisions, but indicated he could still approve the
merger under the conditions proposed.
Sandra Mattavous-Frye, the chief advocate for District ratepayers, stated that she cannot support the revised merger plan
because it has taken a principal benefit of the merger away from residential electricity customers by removing the guarantee
of no rate increases for residential ratepayers through March 2019. She further noted that the Commission’s order
“eviscerates the benefits and protections essential to render the proposed merger in the public interest…” A spokeswoman
for the People’s Counsel stated that the group had no counteroffer and wanted parties to return to the agreement that the
regulators found flawed.

Our View:


The news is a major setback for the EXC/POM merger given the lack of support from a key party to the revised
settlement agreement.



It is unclear at this time whether the settling parties will come together to address the issues found to be unacceptable
by the D.C. PSC in the original settlement agreement before the March 11 deadline set by the commission.



EXC has stated that if an agreement is not reached by the merger deadline of March 4, set by both EXC and POM, both
parties could walk away from the deal. We believe that today’s news now puts the likelihood of an approved merger in
further jeopardy.

Please refer to pages 2 to 5 for Important Disclosures, including the Analyst's Certification.
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* Current EPS is the 4 Quarter Trailing to Q4/2015.
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Financial Group

Reminder: EXC - Lunch Meeting / Conference Call Invite March 2, 2016
SunTrust Robinson Humphrey Power & Utilities CEO/CFO Investor Series

Company: Exelon Corp (EXC)
Management In Attendance: Jack Thayer (CFO)
Date: Wednesday March 2, 2016
Time: 12.00pm – 1.30pm (ET) – Management Discussion
(Note: Lunch will be served at 11.45am)
Location: SunTrust Robinson Humphrey, 711 Fifth Avenue, 14th Floor, New York, NY 10022
Investors unable to attend in person can participate via conference call as follows:
Dial In Number: 1-800-619-0322
Passcode: POWER

To sign up for the lunch, please contact: Caroline Cole (ph: 212-319-2170; em: caroline.cole@suntrust.com)
One hour after the conclusion of the call, a replay will be available until March 9. The replay number is 1-800-219-5212 (no
passcode required).

Ali Agha
212-319-3920
ali.agha@suntrust.com

Roger Song
212-319-3918
roger.song@suntrust.com

Disclosures

Important: Information contained herein has been derived from sources believed to be reliable but is not
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is intended for use only by Institutional Accounts as defined in FINRA Rule 4512(c).
The information contained in this message is intended only for the confidential use of the designated
recipient. If the reader of this message is not the intended recipient or an agent responsible for delivering
it to the intended recipient, you are hereby notified that you have received this document in error and
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Exelon Corp (EXC)
Alert: Pepco - We think EXC Walks; preferred outcome for EXC
shareholders but what next?
 EXC will likely walk given path to approval very unclear. We think EXC will only

push to get the deal approved if there is a clear, reasonably quick and visible path to
final approval without the need for significant additional concessions. We think the
likelihood of getting all parties to agree on a new deal in a timely manner is very low.
That is why we believe EXC will walk.
 If all it took was the $25.6m offset applied to retail customers, EXC would

agree. However, nothing about this deal has been easy…why start now? The
application of the offset to retail customers won't trigger the MFN clause and has no
value implication. That is why EXC would likely accept this change if that was all it
took. However, we think to get a deal done, the 'ask' may include further
concessions which will trigger MFN resulting in meaningful value dilution.

Sell
Price (02 Mar 16)
Target price
Expected share price return
Expected dividend yield
Expected total return
Market Cap

3
US$32.32
US$27.00
-16.5%
3.8%
-12.6%
US$29,732M

Price Performance
(RIC: EXC.N, BB: EXC US)

 It will likely take another week for a final decision from EXC. We expect a final

decision in one week after EXC evaluates all its options.
 EXC shareholders get to look forward to share buybacks. EXC will likely start

the buyback of the 57.5m shares right after the announcement of deal termination.
In the near term, this buyback will support the share price of EXC. Note also that
$1.8B of the $3.3B debt financing for POM is callable.
 The good news if the deal is terminated – Value and credit accretive.

– Our PT increases to $28 (from $27) if the deal is terminated
– EXC doesn’t lever up at the holding company level at a time when ExGen is
getting weaker
 The bad news if the deal is terminated – Dividends and strategic direction. If

EXC does terminate the deal, it has some key questions to answer:
– Will EXC pursue separation of the utility and Generation business?
– Will EXC attempt another utility acquisition to increase its regulated mix? Is the
current business mix sustainable? If yes, why the need for Pepco in the first
place?
– What is the target dividend payout on utility earnings? Is the 2.5% growth in
dividends sustainable without Pepco?
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mehta.praful@citi.com

Tulkin Niyazov
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Exelon Corp
Valuation
We value EXC using a sum-of-the-parts approach to get to our $27 target. We value
ExGen at $10/share and believe ExGen’s core nuclear assets will continue to
experience weak economics. Valuation is based on a 5.5x 2019 EBITDA multiple
that is supported by an UFCF conversion of 45%. The utilities business is valued at
$18/share based on a 15x terminal PE multiple. We also add $5/share value
provided by PepCo. We back out $6/share for the parent to get to our price target

Risks
Commodity price risk affecting merchant generation – If natural gas prices rise,
wholesale power prices will likely rise, raising commodity margins.
Exelon is inherently a long natural gas position since natural gas generation sets
the price of power in its key generation markets. If forward natural gas prices rise
significantly from current prices, Exelon’s earnings will likely exceed our forecasts.
Regulatory risk – All regulated utilities are subject to state and federal regulatory
agencies that can materially affect shareholder returns. Failure to obtain fair
recovery for capital expenditures or increases in operating costs can diminish
returns to shareholders and adversely affect the share price.
Credit rating – Exelon’s generation business is currently two notches above a high
yield credit rating, but declining cash flows at the merchant business presents some
risk of a possible credit rating downgrade barring deleveraging through an equity
issuance, asset sale, or other means. If ExGen’s credit rating is lowered to high
yield status, ExGen would likely have to increase their collateral and it could
pressure hedging activities going forward, which would reduce our earnings outlook.
If the impact on the company from any of these factors proves to be more
negative/positive than we anticipate, the stock will likely have difficulty achieving our
financial and price targets.

Appendix A-1
Analyst Certification
The research analyst(s) primarily responsible for the preparation and content of this research report are named in bold text in the author block at
the front of the product except for those sections where an analyst's name appears in bold alongside content which is attributable to that analyst.
Each of these analyst(s) certify, with respect to the section(s) of the report for which they are responsible, that the views expressed therein
accurately reflect their personal views about each issuer and security referenced and were prepared in an independent manner, including with
respect to Citigroup Global Markets Inc and its affiliates. No part of the research analyst's compensation was, is, or will be, directly or indirectly,
related to the specific recommendation(s) or view(s) expressed by that research analyst in this report.
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IMPORTANT DISCLOSURES

Citigroup Global Markets Inc. owns a position of 1 million USD or more in the debt securities of Exelon Corp
Within the past 12 months, Citigroup Global Markets Inc. or its affiliates has acted as manager or co-manager of an offering of securities of Exelon Corp.
Citigroup Global Markets Inc. or its affiliates has received compensation for investment banking services provided within the past 12 months from Exelon
Corp.
Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from Exelon Corp in
the past 12 months.
Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as investment banking client(s): Exelon Corp.
Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investmentbanking, securities-related: Exelon Corp.
Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investmentbanking, non-securities-related: Exelon Corp.
Citigroup Global Markets Inc. and/or its affiliates has a significant financial interest in relation to Exelon Corp. (For an explanation of the determination of
significant financial interest, please refer to the policy for managing conflicts of interest which can be found at www.citiVelocity.com.)
Analysts’ compensation is determined by Citi Research management and Citigroup’s senior management and is based upon activities and services intended
to benefit the investor clients of Citigroup Global Markets Inc. and its affiliates (the “Firm”). Compensation is not linked to specific transactions or
recommendations. Like all Firm employees, analysts receive compensation that is impacted by overall Firm profitability which includes investment banking,
sales and trading, and principal trading revenues. One factor in equity research analyst compensation is arranging corporate access events between
institutional clients and the management teams of covered companies. Typically, company management is more likely to participate when the analyst has a
positive view of the company.
For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and
may act as principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been
recommended in the Product. The Firm regularly trades in the securities of the issuer(s) discussed in the Product. The Firm may engage in securities
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transactions in a manner inconsistent with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal
basis.
For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Research product ("the
Product"), please contact Citi Research, 388 Greenwich Street, 28th Floor, New York, NY, 10013, Attention: Legal/Compliance [E6WYB6412478]. In
addition, the same important disclosures, with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's
disclosure website at https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures. Valuation and Risk assessments can be found in the text of the
most recent research note/report regarding the subject company. Historical disclosures (for up to the past three years) will be provided upon request.
Citi Research Equity Ratings Distribution

12 Month Rating
Data current as of 31 Dec 2015
Buy
Hold
Sell
Citi Research Global Fundamental Coverage
48%
40%
12%
% of companies in each rating category that are investment banking clients
64%
64%
59%
Guide to Citi Research Fundamental Research Investment Ratings:
Citi Research stock recommendations include an investment rating and an optional risk rating to highlight high risk stocks.
Risk rating takes into account both price volatility and fundamental criteria. Stocks will either have no risk rating or a High risk rating assigned.
Investment Ratings: Citi Research investment ratings are Buy, Neutral and Sell. Our ratings are a function of analyst expectations of expected total return
("ETR") and risk. ETR is the sum of the forecast price appreciation (or depreciation) plus the dividend yield for a stock within the next 12 months. The
Investment rating definitions are: Buy (1) ETR of 15% or more or 25% or more for High risk stocks; and Sell (3) for negative ETR. Any covered stock not
assigned a Buy or a Sell is a Neutral (2). For stocks rated Neutral (2), if an analyst believes that there are insufficient valuation drivers and/or investment
catalysts to derive a positive or negative investment view, they may elect with the approval of Citi Research management not to assign a target price and,
thus, not derive an ETR. Analysts may place covered stocks "Under Review" in response to exceptional circumstances (e.g. lack of information critical to the
analyst's thesis) affecting the company and / or trading in the company's securities (e.g. trading suspension). As soon as practically possible, the analyst will
publish a note re-establishing a rating and investment thesis. To satisfy regulatory requirements, we correspond Under Review and Neutral to Hold in our
ratings distribution table for our 12-month fundamental rating system. However, we reiterate that we do not consider Under Review to be a recommendation.
Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change
in target price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price
movements and/or other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to
review by Research Management. Your decision to buy or sell a security should be based upon your personal investment objectives and should be made
only after evaluating the stock's expected performance and risk.
Prior to May 1, 2014 Citi Research may have also assigned a three-month relative call (or rating) to a stock to highlight expected out-performance (most
preferred) or under-performance (least preferred) versus the geographic and industry sector over a 3 month period. The relative call may have highlighted a
specific near-term catalyst or event impacting the company or the market that was anticipated to have a short-term price impact on the equity securities of
the company. Absent any specific catalyst the analyst(s) may have indicated the most and least preferred stocks in the universe of stocks under
consideration, explaining the basis for this short-term view. This three-month view may have been different from and did not affect a stock's fundamental
equity rating, which reflected a longer-term total absolute return expectation.
NON-US RESEARCH ANALYST DISCLOSURES
Non-US research analysts who have prepared this report (i.e., all research analysts listed below other than those identified as employed by Citigroup Global
Markets Inc.) are not registered/qualified as research analysts with FINRA. Such research analysts may not be associated persons of the member
organization and therefore may not be subject to the FINRA Rule 2241 restrictions on communications with a subject company, public appearances and
trading securities held by a research analyst account. The legal entities employing the authors of this report are listed below:
Citigroup Global Markets Inc

Praful Mehta; Tulkin Niyazov; Jesse Chai

OTHER DISCLOSURES

The subject company's share price set out on the front page of this Product is quoted as at 02 March 2016 04:00 PM on the issuer's primary market.
Many European regulators require that a firm must establish, implement and make available a policy for managing conflicts of interest arising as a result of
publication or distribution of investment research. The policy applicable to Citi Research's Products can be found
at https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures.
Citigroup Global Markets India Private Limited and/or its affiliates may have, from time to time, actual or beneficial ownership of 1% or more in the debt
securities of the subject issuer.
Citi Research generally disseminates its research to the Firm’s global institutional and retail clients via both proprietary (e.g., Citi Velocity and Citi Personal
Wealth Management) and non-proprietary electronic distribution platforms. Certain research may be disseminated only via the Firm’s proprietary distribution
platforms; however such research will not contain changes to earnings forecasts, target price, investment or risk rating or investment thesis or be otherwise
inconsistent with the author’s previously published research. Certain research is made available only to institutional investors to satisfy regulatory
requirements. Individual Citi Research analysts may also opt to circulate published research to one or more clients by email; such email distribution is
discretionary and is done only after the research has been disseminated. The level and types of services provided by Citi Research analysts to clients may
vary depending on various factors such as the client’s individual preferences as to the frequency and manner of receiving communications from analysts, the
client’s risk profile and investment focus and perspective (e.g. market-wide, sector specific, long term, short-term etc.), the size and scope of the overall
client relationship with the Firm and legal and regulatory constraints.
Pursuant to Comissão de Valores Mobiliários Rule 483, Citi is required to disclose whether a Citi related company or business has a commercial relationship
with the subject company. Considering that Citi operates multiple businesses in more than 100 countries around the world, it is likely that Citi has a
commercial relationship with the subject company.
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Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other
obligations of any insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal
amount invested. The Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any
decision to purchase securities mentioned in the Product must take into account existing public information on such security or any registered prospectus.
Although information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its accuracy and it may
be incomplete and condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and completeness of the disclosures
made in the Important Disclosures section of the Product. The Firm's research department has received assistance from the subject company(ies) referred
to in this Product including, but not limited to, discussions with management of the subject company(ies). Firm policy prohibits research analysts from
sending draft research to subject companies. However, it should be presumed that the author of the Product has had discussions with the subject company
to ensure factual accuracy prior to publication. All opinions, projections and estimates constitute the judgment of the author as of the date of the Product and
these, plus any other information contained in the Product, are subject to change without notice. Prices and availability of financial instruments also are
subject to change without notice. Notwithstanding other departments within the Firm advising the companies discussed in this Product, information obtained
in such role is not used in the preparation of the Product. Although Citi Research does not set a predetermined frequency for publication, if the Product is a
fundamental equity or credit research report, it is the intention of Citi Research to provide research coverage of the covered issuers, including in response to
news affecting the issuer. For non-fundamental research reports, Citi Research may not provide regular updates to the views, recommendations and facts
included in the reports. Notwithstanding that Citi Research maintains coverage on, makes recommendations concerning or discusses issuers, Citi Research
may be periodically restricted from referencing certain issuers due to legal or policy reasons. Citi Research may provide different research products and
services to different classes of customers (for example, based upon long-term or short-term investment horizons) that may lead to differing conclusions or
recommendations that could impact the price of a security contrary to the recommendations in the alternative research product, provided that each is
consistent with the rating system for each respective product.
Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the
reporting requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign
companies are generally not subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of
some foreign companies may be less liquid and their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate
movements may have an adverse effect on the value of an investment in a foreign stock and its corresponding dividend payment for U.S. investors. Net
dividends to ADR investors are estimated, using withholding tax rates conventions, deemed accurate, but investors are urged to consult their tax advisor for
exact dividend computations. Investors who have received the Product from the Firm may be prohibited in certain states or other jurisdictions from
purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details. Citigroup Global Markets Inc.
takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product may be placed
only through Citigroup Global Markets Inc.
Important Disclosures for Bell Potter Customers: Bell Potter is making this Product available to its clients pursuant to an agreement with Citigroup Global
Markets Australia Pty Limited. Neither Citigroup Global Markets Australia Pty Limited nor any of its affiliates has made any determination as to the suitability
of the information provided herein and clients should consult with their Bell Potter financial advisor before making any investment decision.
The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed
by. The Product is made available in Australia through Citigroup Global Markets Australia Pty Limited. (ABN 64 003 114 832 and AFSL No. 240992),
participant of the ASX Group and regulated by the Australian Securities & Investments Commission. Citigroup Centre, 2 Park Street, Sydney, NSW
2000. Citigroup Global Markets Australia Pty Limited is not an Authorised Deposit-Taking Institution under the Banking Act 1959, nor is it regulated by the
Australian Prudential Regulation Authority. The Product is made available in Australia to Private Banking wholesale clients through Citigroup Pty Limited
(ABN 88 004 325 080 and AFSL 238098). Citigroup Pty Limited provides all financial product advice to Australian Private Banking wholesale clients through
bankers and relationship managers. If there is any doubt about the suitability of investments held in Citigroup Private Bank accounts, investors should
contact the Citigroup Private Bank in Australia. Citigroup companies may compensate affiliates and their representatives for providing products and services
to clients. The Product is made available in Brazil by Citigroup Global Markets Brasil - CCTVM SA, which is regulated by CVM - Comissão de Valores
Mobiliários ("CVM"), BACEN - Brazilian Central Bank, APIMEC - Associação dos Analistas e Profissionais de Investimento do Mercado de Capitais and
ANBIMA – Associação Brasileira das Entidades dos Mercados Financeiro e de Capitais. Av. Paulista, 1111 - 14º andar(parte) - CEP: 01311920 - São Paulo SP. If the Product is being made available in certain provinces of Canada by Citigroup Global Markets (Canada) Inc. ("CGM Canada"), CGM Canada has
approved the Product. Citigroup Place, 123 Front Street West, Suite 1100, Toronto, Ontario M5J 2M3. This product is available in Chile through Banchile
Corredores de Bolsa S.A., an indirect subsidiary of Citigroup Inc., which is regulated by the Superintendencia de Valores y Seguros. Agustinas 975, piso 2,
Santiago, Chile. The Product is distributed in Germany by Citigroup Global Markets Deutschland AG ("CGMD"), which is regulated by Bundesanstalt fuer
Finanzdienstleistungsaufsicht (BaFin). CGMD, Reuterweg 16, 60323 Frankfurt am Main. Research which relates to "securities" (as defined in the Securities
and Futures Ordinance (Cap. 571 of the Laws of Hong Kong)) is issued in Hong Kong by, or on behalf of, Citigroup Global Markets Asia Limited which takes
full responsibility for its content. Citigroup Global Markets Asia Ltd. is regulated by Hong Kong Securities and Futures Commission. If the Research is made
available through Citibank, N.A., Hong Kong Branch, for its clients in Citi Private Bank, it is made available by Citibank N.A., Citibank Tower, Citibank Plaza,
3 Garden Road, Hong Kong. Citibank N.A. is regulated by the Hong Kong Monetary Authority. Please contact your Private Banker in Citibank N.A., Hong
Kong, Branch if you have any queries on or any matters arising from or in connection with this document. The Product is made available in India by
Citigroup Global Markets India Private Limited (CGM), which is regulated by the Securities and Exchange Board of India (SEBI), as a Research Analyst
(SEBI Registration No. INH000000438). CGM is also actively involved in the business of merchant banking, stock brokerage, and depository participant, in
India, and is registered with SEBI in this regard. CGM’s registered office is at 1202, 12th Floor, FIFC, G Block, Bandra Kurla Complex, Bandra East, Mumbai
– 400051. CGM’s Corporate Identity Number is U99999MH2000PTC126657, and its contact details are: Tel:+9102261759999 Fax:+9102261759961. The
Product is made available in Indonesia through PT Citigroup Securities Indonesia. 5/F, Citibank Tower, Bapindo Plaza, Jl. Jend. Sudirman Kav. 54-55,
Jakarta 12190. Neither this Product nor any copy hereof may be distributed in Indonesia or to any Indonesian citizens wherever they are domiciled or to
Indonesian residents except in compliance with applicable capital market laws and regulations. This Product is not an offer of securities in Indonesia. The
securities referred to in this Product have not been registered with the Capital Market and Financial Institutions Supervisory Agency (BAPEPAM-LK)
pursuant to relevant capital market laws and regulations, and may not be offered or sold within the territory of the Republic of Indonesia or to Indonesian
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citizens through a public offering or in circumstances which constitute an offer within the meaning of the Indonesian capital market laws and
regulations. The Product is made available in Israel through Citibank NA, regulated by the Bank of Israel and the Israeli Securities Authority. Citibank, N.A,
Platinum Building, 21 Ha'arba'ah St, Tel Aviv, Israel. The Product is made available in Italy by Citigroup Global Markets Limited, which is authorised by the
PRA and regulated by the FCA and the PRA. Via dei Mercanti, 12, Milan, 20121, Italy. The Product is made available in Japan by Citigroup Global Markets
Japan Inc. ("CGMJ"), which is regulated by Financial Services Agency, Securities and Exchange Surveillance Commission, Japan Securities Dealers
Association, Tokyo Stock Exchange and Osaka Securities Exchange. Shin-Marunouchi Building, 1-5-1 Marunouchi, Chiyoda-ku, Tokyo 100-6520 Japan. If
the Product was distributed by SMBC Nikko Securities Inc. it is being so distributed under license. In the event that an error is found in an CGMJ research
report, a revised version will be posted on the Firm's Citi Velocity website. If you have questions regarding Citi Velocity, please call (81 3) 6270-3019 for
help. The Product is made available in Korea by Citigroup Global Markets Korea Securities Ltd., which is regulated by the Financial Services Commission,
the Financial Supervisory Service and the Korea Financial Investment Association (KOFIA). Citibank Building, 39 Da-dong, Jung-gu, Seoul 100-180,
Korea. KOFIA makes available registration information of research analysts on its website. Please visit the following website if you wish to find KOFIA
registration information on research analysts of Citigroup Global Markets Korea Securities
Ltd. http://dis.kofia.or.kr/websquare/index.jsp?w2xPath=/wq/fundMgr/DISFundMgrAnalystList.xml&divisionId=MDIS03002002000000&serviceId=SDIS03002
002000. The Product is made available in Korea by Citibank Korea Inc., which is regulated by the Financial Services Commission and the Financial
Supervisory Service. Address is Citibank Building, 39 Da-dong, Jung-gu, Seoul 100-180, Korea. The Product is made available in Malaysia by Citigroup
Global Markets Malaysia Sdn Bhd (Company No. 460819-D) (“CGMM”) to its clients and CGMM takes responsibility for its contents. CGMM is regulated by
the Securities Commission of Malaysia. Please contact CGMM at Level 43 Menara Citibank, 165 Jalan Ampang, 50450 Kuala Lumpur, Malaysia in respect
of any matters arising from, or in connection with, the Product. The Product is made available in Mexico by Acciones y Valores Banamex, S.A. De C. V.,
Casa de Bolsa, Integrante del Grupo Financiero Banamex ("Accival") which is a wholly owned subsidiary of Citigroup Inc. and is regulated by Comision
Nacional Bancaria y de Valores. Reforma 398, Col. Juarez, 06600 Mexico, D.F. In New Zealand the Product is made available to ‘wholesale clients’ only as
defined by s5C(1) of the Financial Advisers Act 2008 (‘FAA’) through Citigroup Global Markets Australia Pty Ltd (ABN 64 003 114 832 and AFSL No.
240992), an overseas financial adviser as defined by the FAA, participant of the ASX Group and regulated by the Australian Securities & Investments
Commission. Citigroup Centre, 2 Park Street, Sydney, NSW 2000. The Product is made available in Pakistan by Citibank N.A. Pakistan branch, which is
regulated by the State Bank of Pakistan and Securities Exchange Commission, Pakistan. AWT Plaza, 1.1. Chundrigar Road, P.O. Box 4889, Karachi74200. The Product is made available in the Philippines through Citicorp Financial Services and Insurance Brokerage Philippines, Inc., which is regulated
by the Philippines Securities and Exchange Commission. 20th Floor Citibank Square Bldg. The Product is made available in the Philippines through Citibank
NA Philippines branch, Citibank Tower, 8741 Paseo De Roxas, Makati City, Manila. Citibank NA Philippines NA is regulated by The Bangko Sentral ng
Pilipinas. The Product is made available in Poland by Dom Maklerski Banku Handlowego SA an indirect subsidiary of Citigroup Inc., which is regulated by
Komisja Nadzoru Finansowego. Dom Maklerski Banku Handlowego S.A. ul.Senatorska 16, 00-923 Warszawa. The Product is made available in the
Russian Federation through ZAO Citibank, which is licensed to carry out banking activities in the Russian Federation in accordance with the general
banking license issued by the Central Bank of the Russian Federation and brokerage activities in accordance with the license issued by the Federal Service
for Financial Markets. Neither the Product nor any information contained in the Product shall be considered as advertising the securities mentioned in this
report within the territory of the Russian Federation or outside the Russian Federation. The Product does not constitute an appraisal within the meaning of
the Federal Law of the Russian Federation of 29 July 1998 No. 135-FZ (as amended) On Appraisal Activities in the Russian Federation. 8-10 Gasheka
Street, 125047 Moscow. The Product is made available in Singapore through Citigroup Global Markets Singapore Pte. Ltd. (“CGMSPL”), a capital markets
services license holder, and regulated by Monetary Authority of Singapore. Please contact CGMSPL at 8 Marina View, 21st Floor Asia Square Tower 1,
Singapore 018960, in respect of any matters arising from, or in connection with, the analysis of this document. This report is intended for recipients who are
accredited, expert and institutional investors as defined under the Securities and Futures Act (Cap. 289). The Product is made available by The Citigroup
Private Bank in Singapore through Citibank, N.A., Singapore Branch, a licensed bank in Singapore that is regulated by Monetary Authority of Singapore.
Please contact your Private Banker in Citibank N.A., Singapore Branch if you have any queries on or any matters arising from or in connection with this
document. This report is intended for recipients who are accredited, expert and institutional investors as defined under the Securities and Futures Act (Cap.
289). This report is distributed in Singapore by Citibank Singapore Ltd ("CSL") to selected Citigold/Citigold Private Clients. CSL provides no independent
research or analysis of the substance or in preparation of this report. Please contact your Citigold//Citigold Private Client Relationship Manager in CSL if you
have any queries on or any matters arising from or in connection with this report. This report is intended for recipients who are accredited investors as
defined under the Securities and Futures Act (Cap. 289). Citigroup Global Markets (Pty) Ltd. is incorporated in the Republic of South Africa (company
registration number 2000/025866/07) and its registered office is at 145 West Street, Sandton, 2196, Saxonwold. Citigroup Global Markets (Pty) Ltd. is
regulated by JSE Securities Exchange South Africa, South African Reserve Bank and the Financial Services Board. The investments and services
contained herein are not available to private customers in South Africa. The Product is made available in the Republic of China through Citigroup Global
Markets Taiwan Securities Company Ltd. ("CGMTS"), 14 and 15F, No. 1, Songzhi Road, Taipei 110, Taiwan and/or through Citibank Securities (Taiwan)
Company Limited ("CSTL"), 14 and 15F, No. 1, Songzhi Road, Taipei 110, Taiwan, subject to the respective license scope of each entity and the applicable
laws and regulations in the Republic of China. CGMTS and CSTL are both regulated by the Securities and Futures Bureau of the Financial Supervisory
Commission of Taiwan, the Republic of China. No portion of the Product may be reproduced or quoted in the Republic of China by the press or any third
parties [without the written authorization of CGMTS and CSTL]. If the Product covers securities which are not allowed to be offered or traded in the Republic
of China, neither the Product nor any information contained in the Product shall be considered as advertising the securities or making recommendation of
the securities in the Republic of China. The Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale
of a security or financial products. Any decision to purchase securities or financial products mentioned in the Product must take into account existing public
information on such security or the financial products or any registered prospectus. The Product is made available in Thailand through Citicorp Securities
(Thailand) Ltd., which is regulated by the Securities and Exchange Commission of Thailand. 399 Interchange 21 Building, 18th Floor, Sukhumvit Road,
Klongtoey Nua, Wattana ,Bangkok 10110, Thailand. The Product is made available in Turkey through Citibank AS which is regulated by Capital Markets
Board. Tekfen Tower, Eski Buyukdere Caddesi # 209 Kat 2B, 23294 Levent, Istanbul, Turkey. In the U.A.E, these materials (the "Materials") are
communicated by Citigroup Global Markets Limited, DIFC branch ("CGML"), an entity registered in the Dubai International Financial Center ("DIFC") and
licensed and regulated by the Dubai Financial Services Authority ("DFSA") to Professional Clients and Market Counterparties only and should not be relied
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We are reiterating our $26 fair value estimate for Pepco
Holdings and $35 fair value estimate for Exelon after
fissures opened in the settlement negotiations related to
Washington, D.C., regulatory approval for the companies'
proposed merger. As of midday Wednesday, Pepco was
trading at a 10% discount to our fair value estimate and a
15% discount to Exelon's $27.25 per share cash offer price,
both of which we think offer good return opportunities.
Our Pepco fair value estimate continues to include a 75%
probability that the settling parties--including D.C. Mayor
Muriel Bowser's office, the D.C. regulatory staff, the lead
consumer advocate group, and the companies--will reach
an agreement regulators will approve. We think the
companies remain committed to the deal and will accept
any final settlement terms regulators approve. The key
points of contention appear to involve less than $100 million,
an immaterial impact on the $6.8 billion deal value.
However, we think the companies could be losing control
over the outcome, and the deal could now be a proxy political
fight among several D.C. entities. If we get more information
that supports this theory, we would be inclined to cut our
probability of the deal closing to 50%, leading to a $2 per
share cut in Pepco's fair value estimate. We include $5 per
share of incremental value in our fair value estimate for
Pepco. A probability change is not likely to have a material
impact on the $1 per share of value dilution we include in
our Exelon fair value estimate related to the deal.
We continue to think Exelon management would be willing
to go past its previously stated March 4 deadline if
settlement negotiations move forward.

Vital Statistics
Market Cap (USD Mil)

29,226

52-Week High (USD)

34.98

52-Week Low (USD)

25.09

52-Week Total Return %

-2.7

YTD Total Return %

15.5

Last Fiscal Year End

31 Dec 2014

5-Yr Forward Revenue CAGR %

3.5

5-Yr Forward EPS CAGR %

9.9

Price/Fair Value

0.91

Valuation Summary and Forecasts
Fiscal Year:

Price/Earnings
EV/EBITDA
EV/EBIT
Free Cash Flow Yield %
Dividend Yield %

2013

2014

2015(E)

2016(E)

11.0
8.9
14.1
3.0
3.9

15.5
8.3
14.5
-6.3
4.2

12.9
7.9
12.8
2.8
3.7

13.3
7.8
12.8
-1.2
3.7

Financial Summary and Forecasts (USD Mil)
Fiscal Year:

Revenue
Revenue YoY %
EBIT
EBIT YoY %
Net Income, Adjusted

2013

2014

2015(E)

2016(E)

24,888

27,429

22,762

25,184

6.0

10.2

-17.0

10.6

3,656

3,096

3,821

3,826

53.6

-15.3

23.4

0.1

2,150

2,065

2,125

2,065

Net Income YoY %

-7.9

-4.0

2.9

-2.9

Diluted EPS

2.50

2.39

2.46

2.39

Diluted EPS YoY %

-12.3

-4.4

2.9

-3.0

Free Cash Flow

1,500

305

1,364

136

Free Cash Flow YoY %

-22.5

-79.7

347.7

-90.0

Historical/forecast data sources are Morningstar Estimates and may reflect adjustments.

Profile
Exelon's regulated distribution utilities deliver power and gas to 7.8 million
customers at Commonwealth Edison (Illinois), PECO (Pennsylvania), and
Baltimore Gas & Electric (Maryland). Exelon also owns 11 nuclear plants
and 35 gigawatts of generation capacity throughout North America,
producing 22% of U.S. nuclear power and 4% of all U.S. electricity. Exelon
also is the largest power retailer in the U.S., serving about 150 terawatt
hours of load. In March 2012, Exelon bought Constellation Energy for $7
billion.

We are reaffirming our narrow moat and stable moat trend
ratings for both companies.
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Morningstar Analyst Forecasts
Financial Summary and Forecasts
Fiscal Year Ends in December

Forecast

Growth (% YoY)

Revenue
EBIT
EBITDA
Net Income
Diluted EPS
Earnings Before Interest, after Tax
Free Cash Flow

Profitability

Operating Margin %
EBITDA Margin %
Net Margin %
Free Cash Flow Margin %
ROIC %
Adjusted ROIC %
Return on Assets %
Return on Equity %

Leverage

Debt/Capital
Total Debt/EBITDA
EBITDA/Interest Expense

3-Year
Hist. CAGR

2012

2013

2014

2015

2016

5-Year
Proj. CAGR

13.2
-11.6
-2.4
-9.3
-16.9
-7.3
-19.5

24.1
-46.9
-26.7
-15.6
-31.5
-43.1
231.6

6.0
53.6
36.3
-7.9
-12.3
-13.1
-22.5

10.2
-15.3
-6.9
-4.0
-4.4
61.0
-79.7

-17.0
23.4
15.0
2.9
2.9
-30.3
347.7

10.6
0.1
1.7
-2.9
-3.0
-7.4
-90.0

3.5
13.9
10.1
10.0
9.9
-1.0
59.1

3-Year
Hist. Avg

2012

2013

2014

2015

2016

5-Year
Proj. Avg

12.0
20.4
8.7
5.1
2.2
2.3
2.0
7.1

10.1
18.1
9.9
8.2
1.6
1.7
1.7
6.4

14.7
23.3
8.6
6.0
2.5
2.7
2.2
7.7

11.3
19.7
7.5
1.1
2.5
2.7
2.0
7.1

16.8
27.3
9.3
6.0
5.2
5.4
2.4
9.0

15.2
25.1
8.2
0.5
5.2
5.4
2.3
8.3

16.4
25.9
9.0
5.5
5.7
6.0
2.7
9.4

3-Year
Hist. Avg

2012

2013

2014

2015

2016

5-Year
Proj. Avg

0.48
4.06
4.65

0.47
4.60
4.59

0.47
3.46
4.28

0.49
4.12
5.08

0.49
3.71
6.23

0.48
3.73
6.06

0.47
3.42
6.27

Valuation Summary and Forecasts
Price/Fair Value
Price/Earnings
EV/EBITDA
EV/EBIT
Free Cash Flow Yield %
Dividend Yield %

Discounted Cash Flow Valuation

2013

2014

2015(E)

2016(E)

0.65
11.0
8.9
14.1
3.0
3.9

0.90
15.5
8.3
14.5
-6.3
4.2

—
12.9
7.9
12.8
2.8
3.7

—
13.3
7.8
12.8
-1.2
3.7

Key Valuation Drivers
Cost of Equity %
Pre-Tax Cost of Debt %
Weighted Average Cost of Capital %
Long-Run Tax Rate %
Stage II EBI Growth Rate %
Stage II Investment Rate %
Perpetuity Year

9.0
5.8
7.1
37.0
3.0
33.3
15

Additional estimates and scenarios available for download at http://select.morningstar.com.

USD Mil

Firm Value
(%)

Per Share
Value

Present Value Stage I
Present Value Stage II
Present Value Stage III

6,148
15,608
28,162

12.3
31.3
56.4

7.11
18.05
32.56

Total Firm Value

49,918

100.0

57.72

1,878
-22,272
—
-789

—
—
—
—

2.17
-25.75
—
-0.91

28,736

—

33.22

Cash and Equivalents
Debt
Preferred Stock
Other Adjustments
Equity Value

Projected Diluted Shares
Fair Value per Share (USD)

865
—

The data in the table above represent base-case forecasts in the company’s reporting
currency as of the beginning of the current year. Our fair value estimate may differ from the
equity value per share shown above due to our time value of money adjustment and in cases
where probability-weighted scenario analysis is performed.
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Morningstar Analyst Forecasts
Income Statement (USD Mil)
Fiscal Year Ends in December

Forecast
2012

2013

2014

2015

2016

Revenue

23,489

24,888

27,429

22,762

25,184

Cost of Goods Sold
Gross Profit

10,157
13,332

10,724
14,164

13,003
14,426

7,756
15,006

10,000
15,184

Selling, General & Administrative Expenses
Other Operating Expense (Income)
Other Operating Expense (Income)
Depreciation & Amortization (if reported separately)
Operating Income (ex charges)

7,961
1,019
91
1,881
2,380

7,270
1,095
-10
2,153
3,656

8,568
1,154
-706
2,314
3,096

7,594
1,191
—
2,400
3,821

7,635
1,223
—
2,500
3,826

Restructuring & Other Cash Charges
Impairment Charges (if reported separately)
Other Non-Cash (Income)/Charges
Operating Income (incl charges)

—
—
—
2,380

—
—
—
3,656

—
—
—
3,096

—
—
—
3,821

—
—
—
3,826

Interest Expense
Interest Income
Pre-Tax Income

928
346
1,798

1,356
473
2,773

1,065
455
2,486

999
350
3,172

1,044
300
3,082

627

1,044

666

1,047

1,017

—
—
—
-11
1,160

—
—
—
-10
1,719

—
—
—
-197
1,623

—
—
—
—
2,125

—
—
—
—
2,065

819
1.42

860
2.00

864
1.88

864
2.46

866
2.39

2,334
2.85

2,150
2.50

2,065
2.39

2,125
2.46

2,065
2.39

2.10

1.46

1.24

1.24

1.24

6,459
4,261

7,435
5,809

6,964
5,410

6,221
6,221

6,326
6,326

Income Tax Expense
Other After-Tax Cash Gains (Losses)
Other After-Tax Non-Cash Gains (Losses)
(Minority Interest)
(Preferred Dividends)
Net Income
Weighted Average Diluted Shares Outstanding
Diluted Earnings Per Share
Adjusted Net Income
Diluted Earnings Per Share (Adjusted)
Dividends Per Common Share
EBITDA
Adjusted EBITDA
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Morningstar Analyst Forecasts
Balance Sheet (USD Mil)
Fiscal Year Ends in December

Forecast
2012

2013

2014

2015

2016

Cash and Equivalents
Investments
Accounts Receivable
Inventory
Deferred Tax Assets (Current)
Other Short Term Assets
Current Assets

1,486
—
4,226
1,014
131
3,276
10,133

1,609
—
4,156
1,105
573
2,694
10,137

1,878
—
4,709
1,603
244
3,663
12,097

3,024
—
3,991
701
—
2,900
10,616

2,138
—
4,140
877
—
2,900
10,055

Net Property Plant, and Equipment
Goodwill
Other Intangibles
Deferred Tax Assets (Long-Term)
Other Long-Term Operating Assets
Long-Term Non-Operating Assets
Total Assets

45,186
2,625
—
58
8,346
12,206
78,554

47,330
2,625
—
—
7,835
11,997
79,924

52,087
2,672
—
—
6,076
13,882
86,814

55,087
2,672
—
—
6,000
13,882
88,257

57,712
2,672
—
—
6,000
13,882
90,321

2,648
1,257
58
3,821
7,784

2,600
1,850
40
3,238
7,728

3,056
2,262
—
3,444
8,762

1,870
2,262
—
3,500
7,632

2,192
2,262
—
3,500
7,954

Long-Term Debt
Deferred Tax Liabilities (Long-Term)
Other Long-Term Operating Liabilities
Long-Term Non-Operating Liabilities
Total Liabilities

18,346
11,551
3,981
15,075
56,737

18,271
12,905
4,388
13,692
56,984

20,010
13,019
4,550
16,340
62,681

20,810
13,200
4,600
16,340
62,582

21,310
13,400
4,600
16,340
63,604

Preferred Stock
Common Stock
Additional Paid-in Capital
Retained Earnings (Deficit)
(Treasury Stock)
Other Equity
Shareholder's Equity

87
16,632
—
9,893
-2,327
-2,574
21,711

—
16,741
—
10,358
-2,327
-1,847
22,925

—
16,709
—
10,910
-2,327
-2,491
22,801

—
16,709
30
11,963
-2,327
-2,000
24,375

—
16,709
80
12,955
-2,327
-2,000
25,417

Minority Interest
Total Equity

106
21,817

15
22,940

1,332
24,133

1,300
25,675

1,300
26,717

Accounts Payable
Short-Term Debt
Deferred Tax Liabilities (Current)
Other Short-Term Liabilities
Current Liabilities
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Morningstar Analyst Forecasts
Cash Flow (USD Mil)
Forecast

Fiscal Year Ends in December
2012

2013

2014

2015

2016

Net Income

1,171

1,729

1,820

2,125

2,065

Depreciation
Amortization
Stock-Based Compensation
Impairment of Goodwill
Impairment of Other Intangibles
Deferred Taxes
Other Non-Cash Adjustments

4,079
—
—
—
—
615
894

3,779
—
—
—
—
119
261

3,868
—
—
—
—
502
1,514

2,400
—
—
—
—
425
—

2,500
—
—
—
—
200
—

(Increase) Decrease in Accounts Receivable
(Increase) Decrease in Inventory
Change in Other Short-Term Assets
Increase (Decrease) in Accounts Payable
Change in Other Short-Term Liabilities
Cash From Operations

243
26
-265
-632
—
6,131

-97
-100
742
-90
—
6,343

-318
-380
-2,758
209
—
4,457

718
902
763
-1,186
56
6,203

-149
-175
—
322
—
4,762

(Capital Expenditures)
Net (Acquisitions), Asset Sales, and Disposals
Net Sales (Purchases) of Investments
Other Investing Cash Flows
Cash From Investing

-5,789
-21
—
1,234
-4,576

-5,395
—
—
1
-5,394

-6,077
-386
—
1,864
-4,599

-5,400
—
—
126
-5,274

-5,125
—
—
—
-5,125

Common Stock Issuance (or Repurchase)
Common Stock (Dividends)
Short-Term Debt Issuance (or Retirement)
Long-Term Debt Issuance (or Retirement)
Other Financing Cash Flows
Cash From Financing

72
-1,716
-197
882
-126
-1,085

47
-1,249
332
466
-422
-826

35
-1,065
122
1,918
-599
411

30
-1,072
—
800
-32
-274

50
-1,073
—
500
—
-523

—
470

—
123

—
269

491
1,146

—
-886

Exchange Rates, Discontinued Ops, etc. (net)
Net Change in Cash
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Unless stated otherwise, this Research Report was
prepared by the person(s) noted in their capacity as Equity
Analysts employed by Morningstar, Inc., or one of its
affiliates. This Report has not been made available to the
issuer of the relevant financial products prior to publication.

Conflicts of Interest:

The Morningstar Rating for stocks identifies stocks trading
at a discount or premium to their intrinsic value. Five-star
stocks sell for the biggest risk-adjusted discount whereas
one-star stocks trade at premiums to their intrinsic value.
Based on a fundamentally focused methodology and a
robust, standardized set of procedures and core valuation
tools used by Morningstar's Equity Analysts, four key
components drive the Morningstar Rating: 1. Assessment
of the firm's economic moat, 2. Estimate of the stock's fair
value, 3. Uncertainty around that fair value estimate, and 4.
Current market price. Further information on Morningstar's
methodology is available from http://global.morningstar.
com/equitydisclosures.

-Equity Analysts are required to comply with the CFA
Institute's Code of Ethics and Standards of Professional
Conduct.

This Report is current as of the date on the Report until it is
replaced, updated or withdrawn. This Report may be
withdrawn or changed at any time as other information
becomes available to us. This Report will be updated if
events affecting the Report materially change.

-No material interests are held by Morningstar or the Equity
Analyst in the financial products that are the subject of the
Reports.

-Equity Analysts’ compensation is derived from
Morningstar's overall earnings and consists of salary, bonus
and in some cases restricted stock.
-Equity Analysts do not have authority over Morningstar's
investment management group's business arrangements
nor allow employees from the investment management
group to participate or influence the analysis or opinion
prepared by them. Morningstar will not receive any direct
benefit from the publication of this Report.
- Morningstar does not receive commissions for providing
research and does not charge companies to be rated.
-Equity Analysts use publicly available information.
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-Morningstar may provide the product issuer or its related
entities with services or products for a fee and on an arms’
length basis including software products and licenses,
research and consulting services, data services, licenses to
republish our ratings and research in their promotional
material, event sponsorship and website advertising.
-Further information on Morningstar's conflict of interest
policies is available from http://global.morningstar.com/
equitydisclosures.
If you wish to obtain further information regarding previous
Reports and recommendations and our services, please
contact your local Morningstar office.
Unless otherwise provided in a separate agreement, you
may use this Report only in the country in which the
Morningstar distributor is based. Unless stated otherwise,
the original distributor of this document is Morningstar Inc.
Redistribution, in any capacity, is prohibited without
permission. The information, data, analyses and opinions
presented herein do not constitute investment advice; are
provided solely for informational purposes and therefore are
not an offer to buy or sell a security; and are not warranted
to be correct, complete or accurate, nor may they be
construed as a representation regarding the legality of
investing in the security/ies concerned, under the applicable
investment or similar laws or regulations of any person or
entity accessing this report. The opinions expressed are as
of the date written and are subject to change without notice.
Except as otherwise required by law, Morningstar, its
affiliates, and their officers, directors and employees shall
not be responsible or liable for any trading decisions,
damages or other losses resulting from, or related to, the
information, data, analyses or opinions or their use. You
should seek the advice of your financial, legal, tax, business
and/or other consultant, and read all relevant issue
documents pertaining to the security/ies concerned,
including without limitation, the detailed risks involved in

the investment, before making an investment decision.
Please note that investments in securities are subject to
market and other risks and there is no assurance or
guarantee that the intended investment objectives will be
achieved. Past performance of a security may or may not be
sustained in future and is no indication of future
performance. As the price / value / interest rate of a security
fluctuates, the value of your investments in the said security,
and in the income, if any, derived therefrom may go up or
down.
For Recipients in Australia: This report has been authorized
by the Head of Equity and Credit Research, Asia Pacific,
Morningstar Australasia Pty Limited and is circulated
pursuant to RG 79.26(f) as a full restatement of an original
report (by the named Morningstar analyst) which has
already been broadly distributed. To the extent the report
contains general advice it has been prepared without
reference to your objectives, financial situation or needs.
You should consider the advice in light of these matters and,
if applicable, the relevant Product Disclosure Statement
before making any decision to invest. Refer to our Financial
Services Guide (FSG) for more information at www.
morningstar.com.au/fsg.pdf.
For Recipients in Hong Kong: The research is distributed by
Morningstar Investment Management Asia Limited, which
is regulated by the Hong Kong Securities and Futures
Commission to provide services to professional investors
only. Neither Morningstar Investment Management Asia
Limited, nor its representatives, are acting or will be deemed
to be acting as an investment advisor to any recipients of
this information unless expressly agreed to by Morningstar
Investment Management Asia Limited. For enquiries
regarding this research, please contact a Morningstar
Investment Management Asia Limited Licensed Representative
at http://global.morningstar.com/equitydisclosures.
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