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EXELON CORPORATION (EXC)
NYSE-$56-Hold

Commonwealth Edison Divestiture Could Raise Risk for CWE Investors

During last years controversy over the fuel procurement program that will follow the expiration of Commonwealth Edison’s rate
freeze as of 12/31/06, John Rowe, Exelon Chief Executive Officer, played hard ball. Rowe threatened bankruptcy or the spin-off
of Commonw ealth Edison. He also severed management ties between the parent and Commonw ealth Edison and hired at least
one investment-banking firm to advise on restructuring at Commonw ealth Edison.

In a research comment issued on March 15, 2006, we indicated that a spin-off would pose little risk to Exelon shareholders.
Commonw ealth Edison eamings power could drop to $0.55 a share in 2007, down from $0.77 a share in 2005 and $1.21 a share
in 2003. Based on consensus 2007 eamings of $4.32 a share, Commonwealth Edison eamings would represent only 13% of
consolidated results. By contrast, two years ago, Commonwealth Edison accounted for 46% of consolidated profits and, in a
report issued in September 2004, we estimated its return on distribution equity rate base at over 28%, including CTC revenues
and 20% excluding CTC receipts.

Spin-off or sale, however, could create difficulties for Commonw ealth Edison investors. The merger creating Exelon (Unicom and
PECO Energy) produced $5 billion in goodwill, all of which was allocated to Commonwealth Edison’ balance sheet. SFAS 142
states that goodwill is to be assigned to those businesses that benefit from consolidation. It’s obvious that SFAS 142 allows the
accountants significant leeway in interpreting where benefits of consolidation are derived. In this case Generation represented
zero value added. After recent impairment charges, Commonw ealth Edison goodwill stood at $5.14 a share ($3,475 million) at
year-end.

A problem with divestiture is that although the Commonwealth Edison balance sheet includes all the goodwill, impairment is
measured by the cash flow generated in the entire distribution business, including Peco Energy. Peco rates are sheltered by the
Pennsylvania transition agreement through 2010 and, in 2005, Peco eamed a 30.1% return on common (17.8% after adjusting
for a receivable from the parent). If spin-off or sale of Commonw ealth Edison severs the link between Commonw ealth and Peco,
Commonwealth Edison could incur further impairment charges. Also since Peco earmnings are about equal to Commonw ealth
Edison profits, impairment might lead to write off of most or possibly all the remaining goodwill on Commonwealth Edisons
balance sheet.

If goodwill were entirely written off, Commonw ealth Edison book declines 54% to $4.32 a share ($2,922 million), from $9.46 a
share ($6,397 million). Common equity as a percent of total capitalization drops to 42.7%, from 62.0%. If regulators in the
pending rate case were to approve the lower equity ratio and a 10% return, Commonwealth Edison eamings power equates to
$0.43 a share ($291 million). Full write-off increases retained eamings from negative $81 million at year-end to a pro forma
negative of $3,556 million.
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Commonw ealth Edison
2005 Capitalization and Pro Forma Goodwill Write Off

12/31/05 Impairment Pro Forma

C apitalization $-mil % Total $-mil $-mil % Total
Total Debt 3,926 38.0% 3,926 57.3%

Preferred 0 0.0% 0 0.0%
Common Equity
Common Stock 1,588 15.4% 1,588 23.2%

Paid In Capital 4,890 47.4% 4,890 71.4%
Unappropriated R etained Eamings (1,180) -11.4% (4,655) -68.0%
Appropriated R etained Earnings 1,099 10.6% 1,099 16.0%
Net Retained Earmnings (82) -0.8% (3,556) -51.9%

Total Common Stock 6,397 62.0% 2,922 42.7%
Total Capitalization 10,323 100.0% 6,848 100.0%

Shares — Average Diluted 676
Book Value 9.46 4.32

Management has anticipated the prospect of negative retained eamings. In 2003 as insurance against negative retained
eamings, the company set aside reserves for future dividend payments. It created an item titled ‘Appropriated Retained
Earnings.” The accounting entry reduced unappropriated retained earnings (debit), transfering it to appropriated retained
earmnings for future dividends (credit). D ividends could be paid out of appropriated retained earmnings, despite an overall negative
balance. Appropriated retained eamings totaled $1,099 million at year-end, roughly equivalent to just under four years of
earnings power ($291 million) of a stand-alone Commonw ealth Edison.

Dividends may be up-streamed to Exelon but the prospect of divestiture makes that action unlikely and politically dangerous.
Also a stand-alone Commonwealth Edison would be unlikely to exacerbate an already weakened financial structure by drawing
on that reserve. The company might be able to pay dividends out of current eamings. D ividends, assuming a 50% payoLt ratio,
would total $145 million. R einvestment of the remaining $145 million would erase the negative $4,655 million in unappropriated
retained earnings in thirty-two years, assuming of course write-offs incurred from normal business practices are avoided. Its
reasonable to assume the rating agencies would be critical of the absence of financial flexibility.

All this is why corporate managers hire investment bankers, lawyers and accountants, to fix things. We dont know of any
solutions, only questions. Perhaps the accountants who credited all the goodwill to Commonwealth Edison can perform some
other magic? Maybe the lllinois Legislature could provide relief?

Why not spin-off and/or sell Commonwealth Edison and Peco Energy as a package? It seems clear that the distribution
businesses are no longer integral to management growth strategy.

Maybe Commonw ealth Edison should be sold to a public authority (AKA Long Island Lighting Company to the Long Island Power
Authority)?

Or, perhaps the more likely scenario is to retain Commonw ealth Edison within the Exelon system?

SHIELDS AND COMPANY, ITSAFFILIATES AND SUBSIDIARIES AND/OR THEIR OFFICERS AND EMPLOYEES MAY FROM TIME TO TIME
ACQUIRE, HOLD OR SELL A POSITION IN THE SECURITIES MENTIONED HEREIN. WHILE THIS REPORT HAS BEEN PREPARED FROM ORIGINAL
SOURCES AND DATA WE BELIEVE TO BE RELIABLE, WE MAKE NO REPRESENTATIONS ASTO ITSACCURACY OR COMPLETENESS, AND OUR
OPINION IS SUBJECT TO CHANGE WITHOUT NOTICE. ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST
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Range of Formal Recommendations 15 total 1-buy-13-holds-1 sell

Analyst’s Certification: | Raymond E. Moore certify that the view s expressed in this research report accurately reflect my
personal views about the subject companies and their securities. | also certify that | have not been and will not be receiving direct
or indirect compensation in exchange for expressing the specific recommendations in this report. | do not have a position in the
shares of Companies mentioned in this report. Other reports issued by me are: Exelon Corporation (3/15/06 EXC $56-Hold);
TXU Corporation (2/28/06 TXU $52-Hold); Constellation Energy (2/24/06 CEG $58-Hold); C onsolidated Edison/KeySpan
(2/17/06 — ED-$45-Hold, KSE-$36-N ot Rated); Exelon Corporation (1/26/06 EXC $58-Hold); FPL Group/C onstellation Energy
(1/9/2006 — FPL $42-Not Rated, CEG $58-Hold); TXU Corporation (11/18/05 $50-H old); Exelon C orporation (10/4/05 $53-Sell);
Constellation Energy (9/13/05 $60-Market Perform); Exelon C orporation (8/4/05 $54-Sell); Pinnacle West Capital (7/14/05 $45-
Market Perform); TXU Corporation (6/8/05 $81-Market Perform); Duke/C INergy (5/17/05 —DUK-$28, CIN-$45.50-Both Rated
Market Perform); C onstellation Energy (5/12/05 $54-Market Perform); C onsolidated Edison (4/18/05 $42-Hold); CINergy (3/28/05
$40-Market Perform); Exelon Corporation (3/8/05 $47-Sell); CINergy (2/23/05 $41-not rated); PPL Corporation (2/8/05 $56-
Market Perform Upgrade); TXU Corporation (2/2/05 $72.62-Market Perform); Accounting for Mergers (1/20/05 Exelon $43-sell,
PEG $51-not rated); TXU Corp (12/6/04 $61-Market Perform); C onstellation Energy (10/22/04 $40-Market perform); Exelon
Corp. (9/9/04 $38-Sell); Progress Energy (7/14/04 $42-Under Perform); Southern Co (7/12/04 $29-Market Perform);
Consolidated Edison (6/24/04 $40-Hold); Scana C orporation (4/7/04 $36-Buy); D ominion Resources (3/12/04 $63-Market
Perform Upgrade); D uke Energy (1/8/04 $21-Under Perform); D ominion R esources (1/23/04 $62-Under Perform); CMS Energy
(11/19/03 $7-Market Perform); Exelon Corporation (10/15/03 $65-Sell); TECO Energy (6/24/03 $13-Hold); Northeast Utilities
(5/30/03 $17-Hold); Southern Co (4/9/03 $28-Hold); CMS Energy (4/3/03 $5-Sell); C onsolidated Edison (3/24/03 $40-Hold); PPL
Corporation (3/12/03 $34-Under Perform); Exelon Corp (2/26/03 $49-Under Perform); TXU Corp (2/6/03 $17, 1/9/03 $20 both
Under Perform); Duke Energy (1/29/03 $17-Under Perform, 1/17/03 $18-Under Perform); D ominion R esources (12/27/02 $54-
Under Perform).

Guide to Investment Ratings:

Buy Total retum is expected to exceed significantly the average total retun of the analyst’ industry coverage universe over the
next 12 months.

Market Perform & Hold Total retun is expected to equal the average total retun of the analyst’ industry coverage universe
over the next 12 months.

Under Perform Total return is expected to be below the average total return of the analyst industry coverage universe over the
next 12 months.

Sell Total return is expected to significantly under perform (15% plus) the total return of the industry coverage universe over the
next 12 months.
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Other Important Disclosures:
This research report and recommendations agree with the personal opinion of the analyst who prepared this report.

Any financial interest that the research analyst or member of the analysts household or any other individual directly involved with
the preparation of this report has in the subject company(ies), has been disclosed in the analyst’ disclosure section.

To the best of the research analyst’ and the firms knowledge, no holdings of the firm exceed 1% of the outstanding shares of
any class of securities of the subject company(ies) mentioned in this report.

Shields & Company has no investment banking activities and, as such, the analyst who prepared this report has not received any
compensation based on investment banking revenues.

To the best of the research analyst knowledge, neither Shields nor a director, officer or the research analyst has provided
services to the subject company(ies) during the past 12 months.

Shields & Company does not make a market in the securities of the company(ies).

To the best of the research analysts know ledge, no officer, director, employee or research analyst of the firm, or a member of
the research analysts household, is an officer, director or employee of the subject company(ies), nor does any officer, director,
employee or research analyst of the firm or member of the research analysts household serve in any advisory capacity to the
company(ies).

Shields & Company is not aware of any actual material conflicts of interest for the research analyst, which the research analyst
know's or has reason to know in the preparation of this report.

Investing is a risky activity and can lead to substantial losses. This report does not provide individually tailored investment
advice. It has been prepared without regard to the individual financial circumstances and objectives of persons who receive it.
The securities discussed in this report may not be suitable for all investors. Shields & Company recommends that investors
independently evaluate particular investments and strategies, and encourages investors to seek the advice of a financial adviser.
The appropriateness of a particular investment or strategy will depend on an investors individual circumstances and objectives.

This report is not an offer to buy or sell any security or to participate in any trading strategy. Shields & Company and/or its
employees not involved in the preparation of this report may have investments in securities or derivatives of securities of
companies mentioned in this report, and may trade them in ways different from those discussed in this report. D erivatives may
be issued by Shields & Company or associated persons. The firm does not make a market in the shares of the companies
mentioned, has no relationship with them, and has not received any compensation from them.

Shields & Company makes every effort to use reliable, comprehensive information, but we make no representation that it is
accurate or complete. We have no abligation to tell you when opinions or information in this report change apart from whenwe
intend to discontinue research coverage of a subject company.

Reports prepared by Shields & Company and its research personnel are based on public information. Facts and views
presented in this report have not been reviewed by, and may not reflect information known to, professionals in other business
areas.

Shields & Company research personnel conduct site visits from time to time but are prohibited from accepting payment or
reimbursement by the company of travel expenses from such visits.



