STATE OF NEW JERSEY
BOARD OF PUBLI C UTILITIES

IN THE MATTER OF THE PETI TI ON OF
ATLANTI C G TY ELECTRI C COVWPANY FOR
A BONDABLE STRANDED COSTS RATE :  BPU Docket No.
ORDER I N ACCORDANCE W TH N. J. S. A
48:3-49 et seq., TO AUTHORI ZE THE
RECOVERY AND REFI NANCI NG OF

CERTAIN OF I TS RECOVERY ELI G BLE
STRANDED COSTS AND THE SALE OF
BONDABLE TRANSI TI ON PROPERTY, TO
AUTHORI ZE THE | SSUANCE AND SALE OF
TRANSI TI ON BONDS UP TO AN

AGGREGATE PRI NCl PAL AMOUNT OF $160
M LLI ON CONSI STENT WTH N. J. S A : PETITI ON
48: 3-62 TO RECOVER A PORTI ON OF :
PETI TI ONER' S RECOVERY ELI G BLE
STRANDED COSTS, TO AUTHORI ZE THE

| MPCSI TI ON OF A NON- BYPASSABLE

TRANSI TI ON BOND CHARGE AND A

RELATED MARKET TRANSI TI ON CHARGE-

TAX COVPONENT, TO AUTHORI ZE THE

APPLI CATI ON OF TRANSI TI ON BOND
PROCEEDS TO RETI RE OQUTSTANDI NG

DEBT, EQUI TY OR BOTH, AND TO

APPROVE THE METHODOLOGY FOR THE
CALCULATI ON AND ADJUSTMENT OF THE
TRANSI TI ON BOND CHARCGE AND MARKET
TRANSI TI ON CHARGE- TAX RELATED
THERETO.

Atlantic Gty Electric Conpany (the "Conpany," "ACE" or
the "Petitioner"), an electric public utility subject to the
regul atory jurisdiction of the New Jersey Board of Public
Uilities (the "Board" or "BPU'), and maintaining its principal
pl ace of business at 800 King Street, WI m ngton, Delaware 19899,
in support of the within petition respectfully shows:



CORPORATE OVERVI EW

ACE is a regulated electric public utility incorporated
under the laws of the State of New Jersey on April 28, 1924 and
is a direct wholly owned subsidiary of Conectiv and an indirect
whol | y owned subsi diary of Pepco Hol dings, Inc., each of which is
a Del aware corporation and a registered hol di ng conpany under the
Public Utility Hol ding Conpany Act of 1935 ("PUHCA"). ACE hol ds
the franchi ses necessary to provide regulated electric service in
its service territory. ACE is primarily engaged in purchasing,
delivering and selling electricity. As of Septenber 30, 2002,
ACE served approximately 511,300 custoners in its service
territory, which covers an area of 2,700 square mles in the
sout hern one-third of New Jersey, and has a popul ati on of
approxi mately 900, 000. ACE s custoner base consists primarily of
residential and commrercial custoners.

On March 1, 1998, ACE and Del marva Power & Light
Conmpany ("DPL") becane wholly owned subsidiaries of Conectiv.
Before the nmerger, ACE was owned by Atlantic Energy, Inc. On
August 1, 2002, Conectiv and Potonmac El ectric Power Conpany,
known as Pepco, becane wholly owned subsidiaries of Pepco
Hol di ng, Inc. pursuant to an agreenent and plan of nerger. As a
result of the second of these nergers, Pepco Hol dings, Inc. owns,
directly or indirectly, ACE, Pepco, DPL and the non-utility
subsidiaries that each nerger party fornmerly held. As registered
hol di ng conpani es under PUHCA, Pepco Hol dings, Inc. and Conectiv
are subject to certain restrictions on the operations of
regi stered hol di ng conpani es and their subsidiaries.



1. | NTRODUCTI ON

The Company, in BPU Docket Nos. EM7070455, EM7070456
and E®707457 and QAL Docket Nos. PUC07311-97 and PUC07312-97
and herein pursuant to the Electric D scount and Energy
Competition Act (the "Act"), N J.S. A 48:3-49 et seq., requests
authority to recover and to securitize, through the issuance and
sale of transition bonds in one or nore series (the "Transition
Bonds") up to an aggregate principal amunt of $160 mllion
consistent with N.J.S. A 48:3-62, a portion of the Conpany's
recovery eligible stranded costs; to inpose a non-bypassabl e,
usage- based transition bond charge (the "TBC') and a rel ated
mar ket transition charge-tax conponent (the "MIC-Tax"); and to
sell and/or assign to an approved financing entity the bondable
transition property to be created pursuant to the 2003-1
Fi nancing Order (the "Bondable Transition Property"), which
enbodies the right to charge, collect and receive such charge.
The Conpany al so requests approval of the nethodol ogy for the
cal cul ati on and adjustnent of the TBC and the MIC- Tax.

2. STATUTORY AND REGULATORY OVERVI EW

On February 9, 1999, fornmer Governor Witman signed the
Act into law as a conprehensive framework for the restructuring
of the electric and natural gas industries in New Jersey.
Pursuant to the Act, electric public utilities may securitize
certain of their recovery eligible stranded costs through the
i ssuance of Transition Bonds to facilitate the provision of
savings to custoners. Consistent with the Act, the Conpany
hereby requests that the Board issue an irrevocabl e bondabl e
stranded costs rate order for this proposed Transition Bond
transaction (the "2003-1 Financing Order") to authorize:

(a) the recovery and refinancing of a portion of the
stranded costs deenmed eligible for rate recovery by the
Board consistent with the provisions of N.J.S A 48: 3-
61,

(b) the recovery and refinancing of other recovery eligible
stranded costs described in the Act, N J.S. A 48:3-61

(c) the inposition and collection of a non-bypassabl e,
usage- based TBC by the Conpany or another servicing
entity approved by the Board, N J.S A 48:3-67
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(d) the sale, assignment or other transfer of the Bondable
Transition Property to one or nore approved financing
entities, N J.S A 48:3-72;

(e) the issuance and sale of Transition Bonds in one or
nore series up to an aggregate principal anount of $160
mllion consistent with N.J.S. A 48:3-62, as described
herein, by a financing entity to recover the
af orenenti oned recovery eligible stranded costs, and
the application by the Conpany of the net proceeds of
such bonds to retire a portion of the Conpany's
out standi ng debt,! equity or both, consistent with
N.J.S. A 48:3-62; and

(f) the formula for the cal cul ati on and adjustnent of the
TBC and MIC-Tax consistent with N.J.S. A 48: 3-64.

The entire anmount of the cost savings achieved as a
result of the issuance of the Transition Bonds will be passed on
to custoners as described in this Petition.

The Conpany will include an MIC-Tax component in its
mar ket transition charge to recover federal inconme taxes and
state corporate business taxes associated with the collection of
the TBC arising fromthe proposed transaction until the rel ated
Transiti on Bonds and recovery eligible stranded costs have been
paid in full, such MIC Tax conponent to be subject to adjustnent
in the same manner and at the sanme tine the TBC is adjusted as
described in this Petition.

1 The retirenment of debt nmay include the paynment of prem uns
dependi ng upon the debt to be retired. ACE hereby requests the
Board' s approval of the paynment of such prem uns.



3. TRANSI TI ON BOND TRANSACTI ON
a. Proposed Structure

A general description of the structure of the
Transi tion Bond transaction follows.? The proposed structure is
subject to nodification depending upon the requirenents of tax
authorities, input fromunderwiters in connection wth the
mar keti ng of the Transition Bonds, the requirenents of the SEC
pursuant to PUHCA, and negotiations with nationally recognized
rati ng agencies selected by the Conpany to assign credit ratings
to the Transition Bonds. The proposed structure is intended to
conply with the requirenents of all agreenents entered into by
ACE, the Issuer and PH Service Conpany, an affiliate of the
Company ("PHI SC'), in connection with the issuance, by the
| ssuer, of $440 million principal amunt of Transition Bonds,
Series 2002-1 (the "Series 2002-1 Bonds"), that will govern the
Transition Bonds. The proposed structure is also intended to
m nim ze debt service costs and maxi m ze custoner savi ngs by
obt ai ni ng the highest possible credit rating for the Transition
Bonds. The Conpany al so seeks approval to enter into one or nore
hedgi ng arrangenents as descri bed in paragraph 3(e) of this
Petition. The final structure, pricing, terns and conditions of
the Transition Bond transaction will be determ ned by the Conpany
at the time the Transition Bonds are priced, subject to an
approving certification by a designee of the Board (the
"Designee") pursuant to N.J.S. A 48:3-62(b)(4).

2 Addi tional details regarding certain of the terns that wll
govern the proposed Transition Bond transaction, as well as other
perti nent background information, are provided in the Prospectus
and Prospectus Suppl enent, each dated Decenber 11, 2002
(together, the "SEC Filing"), relating to the Series 2002-1 Bonds
(as defined below). The SEC Filing was filed with the Securities
and Exchange Commi ssion (the "SEC') pursuant to Rule 424(b) under
the Securities Act of 1933. The SEC Filing forns a part of the
Regi stration Statenment of the Issuer on Form S-3, Registration
No. 333-59558, which was declared effective by the SEC on
Novenber 18, 2002. A copy of the SEC Filing is attached hereto
as Exhibit A



In the Final Order,® the Board authorized the Conpany
to recover 100% of its net owned generation stranded costs, which
anount was to be determ ned upon the Conpany's divestiture of
t hose assets, as well as 100% of the stranded costs associ at ed
with the Conpany's non-utility generator ("NUG') power purchase
contracts, including the costs of buydowns or buyouts of power
purchase contracts with NUGs, which amobunts will be determ ned
upon the consummati on of such buyouts and/or buydowns. Fi nal
Order, at 90. To date, the Conmpany has sold its nuclear
generati on assets* and conpleted two NUG rel ated transactions.”®
On Decenber 19, 2002, the Conpany issued $440 million of Series
2002-1 Transition Bonds to securitize the stranded costs and
transacti on costs associated with those prior proceedings.?®

The Board has al so determ ned that the federal incone
and state corporate business taxes payable with respect to the
anounts to be collected fromcustoners in connection with the

3 In The Matter of Atlantic Gty Electric Conpany-Rate
Unbundl i ng, Stranded Costs and Restructuring Filings, BPU Final
Deci sion and Order in BPU Docket Nos. EM7070455, EM7070456 and
E®O7070457, dated March 30, 2001 (hereinafter the "Final Oder").

4 Pursuant to Board approval, the Conpany previously sold its
nucl ear generation assets. |/MQO the Petition of Atlantic City
El ectric Conpany Regarding the Sale of Nucl ear Assets, BPU Docket
No. EMD9110870, Decisions and Orders, (dated July 21, 2000 and
Sept enber 17, 2001).

> See /MO the Petition of Atlantic Cty Electric Conpany
for Approval of an Agreenent to Term nate its Power Purchase
Agreenment wi th Pedricktown Cogeneration Limted Partnership, BPU
Docket No. EE99090685, Decision and Order (dated Novenber 10,
1999). See also I/MOthe Petition of Atlantic Gty Electric
Conpany for Approval of an Anendnent to the Agreenent for
Purchase of Electric Power with Anerican Ref-Fuel Conpany of

Del aware Valley, L.P., BPU Docket No. EM)0060388, Order of
Approval (dat ed Decenber 6, 2000).

6 I/MOthe Petition of Atlantic City Electric Conpany for a
Bondabl e Stranded Costs Rate O der, BPU Docket No. EF01060394,
Bondabl e Stranded Costs Rate Order (dated Septenber 20, 2002)(the
"2002 Financing Oder").




securitization (i.e., the grossed up revenue requirenent
associated with the recovery of the recovery eligible stranded
costs plus transaction costs) are legitimate recoverabl e stranded
costs that may be separately recovered through the MIC Tax as
approved in the Final Order. Final Oder, at 94.

The Conpany al so requests in this Petition the
authority to recover through the TBC rel ated recovery eligible
stranded costs including: (1) the costs (including, but not
limted to, redenption prem uns, unanortized costs of issuance
and interest and preferred dividends accruing on or after the
i ssuance of the Transition Bonds) to retire a portion of the
Conpany' s exi sting debt, equity or both ("Capital Reduction
Costs"); (2) the costs incurred to issue the Transition Bonds
including, but not limted to, the costs of any hedgi ng
arrangenments as descri bed paragraph 3(e) of this Petition (the
"Upfront Transition Bond Costs"); and (3) the principal and
interest on the Transition Bonds, together with the costs of
payi ng the trustee, independent managers, servicer, and
adm nistrator, as well as the costs of refinancing, credit
enhanci ng, hedgi ng, overcollateralizing the Transition Bonds,
repl eni shing the Capital Subaccounts to their required anmounts
when necessary, and any other ongoi ng transaction costs such as
rating agency fees (collectively, the "Ongoing Transition Bond
Costs"). Al such costs constitute recovery eligible stranded
costs as recogni zed and defined in N.J.S. A 48:3-51. The Conpany
al so requests approval of the formula and schedule for the
cal cul ati on and subsequent adjustnent of the TBC and the MIC- Tax
related thereto and of the right, subject to the review and
approval of the BPU, to adjust the methodol ogy for cal cul ating
and adjusting the TBC and related MIC-Tax in the event the
Conpany, as servicer (in such capacity, the "Servicer") under the
servicing agreenment, dated as of Decenber 19, 2002 (the
"Servicing Agreenent"), with the Issuer, or any successor
Servicer, determnes that the nethodology at the tine in use
requires nodification to nore accurately project and generate
adequat e revenues.



The Conpany requests authority to recover, through the
sal e of the Bondable Transition Property, its recovery eligible
stranded costs, including its Capital Reduction Costs and Upfront
Transition Bond Costs. The Conpany intends that its Ongoi ng
Transition Bond Costs will be recovered through the assessnent
and collection of the TBC. The TBC will be a separate, non-
bypassabl e, usage-based charge assessed and coll ected from al
custoners of the Conpany and/ or any successor distribution
conmpany within the Conpany's existing service territory as of the
date of this Petition, except as provided in N. J.S A 48:3-77.
The Conpany further requests authority to issue Transition Bonds
in an anount up to $160 million consistent with the Board's
adm ni strative determ nation of a portion of the recovery
el igible stranded costs associated with the B.L. England Station.

The Conpany recogni zes that Board approval is required for the
i ssuance of Transition Bonds in one or nore series in order to
securitize the Conpany's Bondabl e Stranded Costs, and intends to
seek such approval consistent with existing statutes and
regul ati ons as described nore fully herein.

The principal asset securing the Transition Bonds wl|
be the Bondable Transition Property, a property right created by
the Act, which includes the irrevocable right to inpose, collect
and receive the TBC and to obtain periodic adjustnents of such
TBC and all revenues, collections, paynments, noney and proceeds
thereof. Pursuant to N J.S. A 48:3-65, the 2003-1 Fi nanci ng O der
and the TBC are irrevocabl e upon the 2003-1 Fi nanci ng Order
becom ng effective at the tinme of the Conpany's witten consent
to the terns of the 2003-1 Financing Order. The 2003-1 Fi nancing
Order cannot be rescinded, altered, repeal ed, nodified or anended
by the Board or any other governnental entity, nor can it be
inpaired by the State of New Jersey, as pledged and agreed by the
State of New Jersey with the holders of any Transition Bonds.

See N. J.S. A 48: 3-66.

To inplenent the Series 2002-1 Bond transaction, and
for future transactions, including the issuance of the Transition
Bonds, the Conpany forned the Issuer, on March 28, 2001, as a
Del aware limted liability company. The Issuer is a wholly
owned, non-utility, bankruptcy-renote special purpose entity with
ACE as its sole nmenber. The Conpany provided the capitalization
for the Issuer for the Series 2002-1 Bond transaction and will do
so for the Transition Bond transaction. It is anticipated that
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the Conpany will sell to the Issuer, either directly or through
an assignee (as defined in the Act), the Bondable Transition
Property to be created pursuant to the 2003-1 Financing Order in
exchange for the net proceeds fromthe i ssuance of the Transition
Bonds.

Pursuant to N.J.S. A 48:3-72, the transfer to the

| ssuer will be treated, for bankruptcy purposes, as a legal true
sal e and absolute transfer to the Issuer of all right, title, and
interest of the Conpany in and to such Bondabl e Transition
Property, notw thstanding that: the Conpany acts as the coll ector
or servicer of the TBC, such transfer is treated as a financing
for federal, state or local tax purposes or financial accounting
pur poses; the capitalization of the Issuer by the Conpany; or the
rights listed in NJ.S. A 48:3-72(a)(4) are retained or acquired.
The Issuer is a "financing entity" for purposes of the Act.
Board approval of the Issuer and the Transition Bond transaction
will constitute a finding that the Issuer's activities will not
violate any affiliate relation standards currently in effect or
that the Board may adopt in the future.

To raise the funds to pay for the purchase of the
Bondabl e Transition Property, the Issuer will issue and sel
Transition Bonds, which will be either fixed or floating rate
instruments, under an indenture, dated as of Decenber 19, 2002
(the "Bond Indenture"), between the Issuer and The Bank of New
York, as trustee (the "Bond Trustee"). The Issuer wll issue and
sell the Transition Bonds in a negotiated, fully underwitten
public offering as asset-backed securities ("ABS"). Al prior
securitizations of utility stranded costs in New Jersey and ot her
jurisdictions have been structured as ABS and sold on a
negoti ated basis. The expertise of an underwiter is critical to
the structuring, pricing and marketing of securities in the ABS
mar ket . The Conpany believes that a negotiated sal e, as opposed
to one acconplished through conpetitive bidding, will ensure that
the Transition Bonds will receive the highest possible credit
rating fromthe rating agencies and will obtain the | owest
possi bl e interest and transaction costs, in conpliance with the
requi rement of N.J.S. A 48:3-62(b)(4) that the Conpany's
custoners pay the | owest TBC consistent with market conditions at
the tinme of the pricing.



The assets of the Issuer, including without limtation
t he Bondabl e Transition Property and the other collateral of the
| ssuer (the "Other Issuer Collateral™), wll be pledged as
collateral to the Bond Trustee to secure the Transition Bonds.
The OGther Issuer Collateral may include, without limtation:
(1) the rights of the Issuer under the Transition Bond
transacti on docunents, including the sale agreenent by which the
| ssuer acquires the Bondable Transition Property; (2) the rights
of the Issuer under the Servicing Agreenent; (3) the rights of
the I ssuer under an adm nistration agreenment, dated as of
Decenber 19, 2002 (the "Adm nistration Agreenent”), with PH SC
pursuant to which the Issuer is admnistered; (4) the various
trust accounts’ of the Issuer into which proceeds arising from
the TBC,® together with the pl edged funds of the Issuer, will be
deposited; (5) any investnent earnings on anounts held by the
Bond Trustee; and (6) the equity capital of the Issuer.

In accordance with N.J.S. A 48:3-62(d), the Conpany
requests that the Board approve Transition Bonds with targeted
anortizations upon issuance not exceeding 15 years, in the case
of Transition Bonds where the proceeds will be used to reduce the
stranded costs related to utility-owned generation. The Conpany
al so requests that the Board approve final |legal maturities of up
to three years beyond the expected final scheduled maturity date
of each class of Transition Bonds. As a result of the unique
nature of these types of transactions, rating agencies have
required additional tinme in simlar securitization transactions

! Such trust accounts are the general subaccount (the

"CGeneral Subaccount"), a series subaccount for each series of
Transition Bonds to be issued (each, a "Series Subaccount"), a
capi tal subaccount for each series of Transition Bonds (each, a
"Capital Subaccount"), an overcollateralization subaccount for
each series of Transition Bonds (each, an "Overcollateralization
Subaccount"), a reserve subaccount for each series of Transition
Bonds (each, a "Reserve Subaccount"), and if required, a class
subaccount for any class of Transition Bonds that bears interest
at a floating rate and one or nore defeasance subaccounts, al
within a collection account (the "Collection Account"), and not
necessarily separate bank accounts.

8 The Conpany intends to reconcile with the Issuer, and the
Bond Trustee, the difference between actual TBC collections and
forecasted TBC col |l ections through the use of collections curves.
Such reconciliations will occur in the eighth nonth after
billing.
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in order to deliver their highest possible credit ratings.?®
These ratings should result in |lower interest costs and thus
benefit custoners.

Pursuant to the Final Order, the duration of the MIC
Tax has been authorized to be identical to the duration of the
TBC. Final Oder, at 93, 930.

b. Recovery of Upfront Transition Bond Costs

In order to issue the Transition Bonds and to achi eve
net savings for custoners, the Conpany w || incur Upfront
Transition Bond Costs as a result of the Transition Bond
transaction. Based on a Transition Bond offering consistent with
N.J.S A 48:3-62, the Conpany estimates that such amount wl|
i nclude Upfront Transition Bond Costs which may vary based on,
anong other itenms, the underwiting spread, rating agency fees,
financi al advisory fees, accounting fees, the cost of hedging,
SEC registration fees, printing and nmarketi ng expenses, Bond
Trustees' fees, legal fees, the servicing set-up fee and the
adm nistrative costs of formng the Issuer.

The Conpany requests authority to recover the Upfront
Transition Bond Costs fromthe proceeds of the sale of the
Transition Bonds and to include such costs as Bondabl e Stranded
Costs, the right to recover such anpbunts to constitute a portion
of the Bondable Transition Property. To the extent prior paynment
is required, such costs will be paid by the Conpany and
rei nmbursed fromthe proceeds of the sale of the Transition Bonds.

o The additional tine acts as a "cushion"” in the repaynent of
the bonds if TBC collections fall short of the amounts required
to pay down principal in accordance with the targeted

anorti zati on.
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c. Recovery of Capital Reduction Costs

Pursuant to the Final Order and the Act, the Conpany
requests authority to recover the costs of retiring a portion of
t he Conpany's existing debt and/or equity capital,® including,
but not limted to, any accrued interest and accrued preferred
di vi dends, redenption prem uns and ot her fees, costs and charges
relating thereto out of the proceeds of the sale of the Bondable
Transition Property and to include such costs as Bondabl e
Stranded Costs. Final Oder, at 95, 143. Thus, the right to
recover such anounts will constitute a portion of the Bondable
Transition Property. To the extent that actual Capital Reduction
Costs and Upfront Transition Bond Costs differ fromthe Conpany's
estimates, such differences will be applied to the Conpany's
Deferred Bal ance, consistent with the 2002 Fi nancing Order. See
2002 Financing Order, at 33, 95.

d. Recovery of Ongoing Transition Bond Costs

Pursuant to the Final Order and the Act, the Conpany
requests that the Board authorize the recovery of Ongoing
Transition Bond Costs through the TBC. The primary Ongoi ng
Transition Bond Costs are the periodic paynents of principal and
interest on the Transition Bonds. Oher Ongoing Transition Bond
Costs include the Bond Trustee's fees, operating costs of the
| ssuer, the servicing fee (the "Servicing Fee") paid to the
Conmpany in its capacity as the Servicer, or such higher fees as
may be payable to a successor Servicer, and the ongoi ng costs of
credit enhancenent, overcollateralization, and hedgi ng
arrangenents, if any. Ongoing Transition Bond Costs al so include
any unpaid Ongoing Transition Bond Costs from prior periods.

10 The specific issues and anmobunts to be retired will be
det erm ned based upon nmarket conditions at the tine of retirenent
and cannot currently be identified.
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The Conpany anticipates that there will be a smal
anount of additional Ongoing Transition Bond Costs associ at ed
with the Transition Bond transaction, including but not limted
to, an admnistration fee, |l egal and accounting fees, director's
or manager's fees, and rating agency fees. These costs are
included in the definition of Bondable Stranded Costs under
N.J.S. A 48:3-51, and should be recovered through the TBC in
accordance with N.J.S. A 48:3-62, and the right to recover these
costs as Bondable Stranded Costs will constitute a portion of the
Bondabl e Transition Property.

e. Approval of Final Terns and Conditions: Transition
Bond Transaction

Prior to the pricing of the Transition Bonds, the
Conmpany will cooperate with and provide such information to the
Designee as is reasonably requested in order that the Designee
may meke the certifications required in N.J.S A 48:3-62 and
N.J.S A 48:3-64, as described below. To assist the Designee in
maki ng such certifications, upon the pricing of the Transition
Bonds, the Conpany will file with the Designee a certificate (the
"Pricing Advice Certificate"). This certificate nay be based on
t he advice of the Conpany's |ead underwiter and will certify, in
substance, that the structuring and pricing of the Transition
Bonds (i ncluding any hedgi ng arrangenent priced at the tine of
pricing the Transition Bonds as described bel ow) assures that the
Conmpany's custoners pay the | owest TBC consistent with then
current market conditions and the terns of the Board' s 2003-1
Fi nanci ng Order.

Upon the pricing of the Transition Bonds, and upon
review of the Pricing Advice Certificate, the Designee will file
with the Board a certificate (the "Designee's Certification") to
the effect that the structure and pricing of the Transition Bonds
(and any such hedgi ng arrangenent) assures that the Conpany's
custoners pay the | owest TBC consistent with current market
conditions and the ternms of the 2003-1 Financing Order. Such
certificate will represent the Designee's final and irrevocable
approval of the pricing of the Transition Bonds and the terns and
conditions of the Transition Bond transaction. Such terns and
conditions, including the expected principal anortization
schedul e (the "Expected Anortization Schedule"), will be fixed
based on such approved pricing, and will include targeted
anortization upon issuance of up to 15 years for Transition Bonds
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relating to utility-owned generation and legal maturities of up
to three years beyond the expected final scheduled maturity date
of each class of Transition Bonds, as required to obtain the

hi ghest possible credit rating on the Transition Bonds.

Paynments on the Transition Bonds will be nmade sem -
annual |y or quarterly, depending upon input fromthe rating
agenci es, tax considerations and market conditions at the tine of
Transition Bond pricing. The ultinate Expected Anortization
Schedul e may be adjusted up to the tinme of issuance as a result
of market conditions or rating agency requirenents. The
associ ated MIC-Tax col |l ections may be adjusted fromtine to tine
to reflect the changing principal and interest conmponents of the
Transition Bond debt service.

One or nore classes of the Transition Bonds may be
i ssued as variable rate instrunments which are fixed or capped
t hrough the execution of an interest rate exchange agreenent, an
interest rate cap agreenent or simlar hedging arrangenent
(collectively, a "hedging arrangenment”). This may occur in the
event that the Conpany and its | ead underwiter determ ne that
such a hedgi ng arrangenment is expected to result in a | ower
i nterest cost on such classes of bonds or on all classes of a
series taken as a whol e, and such hedgi ng arrangenent is
described in the Pricing Advice Certificate and is approved by
t he Designee. Any counterparty to a hedgi ng agreenent nust have
a credit rating consistent with achieving the highest possible
ratings on the Transition Bonds. So |long as the structure,
pricing, terms and conditions nmeet such paraneters, the Conpany
wi |l be authorized under the 2003-1 Financing Order to undertake
t he hedgi ng arrangenent.

Under certain market conditions, it may be advant ageous
to enter into a hedging arrangenent in order to attenpt to
synthetically fix or cap interest rates on the Transition Bonds
i n advance of the actual pricing of the Transition Bonds. The
i npl enentati on of a hedgi ng arrangenent in advance of the pricing
of the Transition Bonds will be undertaken only if the Conpany
determ nes and certifies to the Designee that such an arrangenent
IS appropriate to protect custoners against future interest rate
i ncreases.
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If the structure, pricing, terns and conditions neet
the requirenments di scussed above, the Conpany will be authorized
under the 2003-1 Financing Order to undertake the Transition Bond
transaction. Prior to the pricing of the Transition Bonds, the
Desi gnee may obtain fromthe Board' s financial advisors recent
secondary market trading |evels of existing utility stranded cost
securitization bonds, to the extent such information is avail able
t hrough public sources. To the extent such information is
avai lable, it is anticipated that such information may, in part,
be considered in connection with the pricing of the Transition
Bonds. The Desi gnee nmay al so conduct conference calls and
meetings with the Board' s financial advisors to discuss the
background of the ABS narket, current market conditions, investor
perception of recent utility stranded cost securitization bond
i ssues, pricing |evels of ABS and recent secondary market trading
levels, to the extent available. Finally, the Designee may el ect
to be present at pricing, either in person or by tel ephone.

Not later than five business days after the issuance
and sale of any series of Transition Bonds, the Conpany wl|
confirmto the Board, in an "lssuance Advice Letter," the actual
interest rates on the Transition Bonds of such series, the
schedul e of paynents of principal and interest on such Transition
Bonds, the required overcollateralization schedule (as described
in paragraph 3(f) of this Petition) and the initial TBC and MIC
Tax for the Transition Bonds, which will initially be cal cul ated
usi ng the net hodol ogy approved in the 2003-1 Fi nancing Order and
described in Exhibit B, such methodol ogy to be adjusted subject
to the review and approval of the BPU if the Conpany or a
successor Servicer determnes it to require nodification to nore
accurately project and generate adequate revenues. At such tine
the Conpany will also file revised tariff sheets with the Board
setting forth the initial TBC and the MIC-Tax for such Transition
Bonds. The |Issuance Advice Letter will also include a
reconciliation between the TBC and the MIC-Tax to reflect the
actual structure and terns of such Transition Bonds, as conpared
to the terns assuned in the 2003-1 Financing Order. The initial
TBC and MIC-Tax for any series of Transition Bonds and rel ated
revised tariff sheets will becone effective the sane day the
Conpany files the Issuance Advice Letter and the revised tariff
sheets relating to such series, without further action by the
Boar d.
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f. Transition Bond Charge

In accordance with N.J.S. A 48:3-67, the TBC wll apply
equally to each custoner, regardless of class, based on the
anount of electricity delivered to each custoner through the
transm ssion and distribution system of the Conpany or any
successor utility, except as provided in N.J.S. A 48:3-77. The
TBC will be set periodically in accordance with the nethodol ogy
approved in the 2003-1 Financing Order (subject to adjustnent as
set forth herein) at a level intended to recover the sum of the
Ongoing Transition Bond Costs for each series, including wthout
[imtation: (i) the principal of (determi ned in accordance with
t he Expected Anortization Schedul e as approved by the Designee at
the tinme of pricing of the Transition Bonds), and interest on,
the Transition Bonds authorized by the Board in the 2003-1
Financing Order; (ii) the costs of operating and adm ni stering
the Issuer; (iii) the costs of servicing the Transition Bonds,

i ncluding the servicing fees and Bond Trustee fees, expenses and
indemities, substantially as described in the SEC Filing;

(1v) amounts required to fund or replenish the
Overcol | ateral i zati on Subaccount for each series in accordance
with the overcollateralization schedule for that series approved
by the Designee at the tine of pricing of the Transition Bonds;
(v) the reinbursenment of any anounts withdrawn fromthe Capita
Subaccount for each series pursuant to the Bond | ndenture,
substantially as described in the SEC Filing; and (vi) the
ongoi ng annual expenses of any other credit enhancenent
arrangenent or hedgi ng arrangenent.

In Exhibit B, the Conpany sets forth the nethodol ogy by
which it initially proposes to establish and periodically adjust
the TBC and the MIC-Tax, which is the sanme nethodol ogy as
currently governs the TBC and MIC-Tax in relation to the Series
2002-1 Bonds. The TBC and the MIC-Tax will be set and adj usted
based on the assunptions described in Exhibit B, as those
assunptions are adjusted fromtine to tinme, including, but not
limted to, energy sales forecasts, customer paynent and charge-
of f patterns, defaults by third party suppliers (as described
herein), the Ongoing Transition Bond Costs and, with respect to
the MIC-Tax, the applicable state and federal incone tax rates in
effect fromtine to time. |In Exhibit B, the Conpany al so
projects the initial TBC and MIC-Tax for the Transition Bonds to
be i ssued pursuant to the 2003-1 Fi nancing Order using the
met hodol ogy described in Exhibit B and assum ng the Ongoi ng
Transition Bond Costs as shown in Exhibit B.
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The TBC will remain in effect until the Issuer, the
owner of the Bondable Transition Property, has received TBC
collections sufficient to discharge all of the Ongoing Transition
Bond Costs and all other recovery eligible stranded costs.

Each custoner's nonthly bill will contain a line item
i ndicating the anount of the TBC included in that bill. The MICG
Tax, while calcul ated separately, will be included along with the
regular MIC on the bill. Al bills will contain a nessage

indicating that the TBC represents Bondable Transition Property
being coll ected on behalf of the Issuer as owner of the Bondable
Transition Property.

g. Periodic Adjustnents to the TBC and MIC- Tax

N.J.S. A 48:3-64 requires that the 2003-1 Fi nanci ng
Order provide for mandatory periodic adjustnents (the "True-Up
Mechani smt') to the TBC to be made by the Board at |east annually
upon petition of the Conpany, its assignee or the |Issuer, to
ensure recei pt of revenues sufficient to satisfy the Ongoi ng
Transition Bond Costs (including unpaid anounts from prior
peri ods, replenishnent of credit enhancenents, and anounts due
under hedgi ng arrangenents, if applicable) by the paynent date
designated by the Conmpany in its True-Up Mechanismfiling, such
that the Transition Bonds will be retired in accordance with the
Expected Anortization Schedule. The True-Up Mechani sm nust be
formul a- based and the Conpany intends to use the fornul a-bbased
nmet hodol ogy described in Exhibit B. Each such adjustnent will be
formul a-based and will be in the anmobunt required to ensure
recei pt of revenues sufficient to satisfy the Ongoing Transition
Bond Costs, including without limtation the tinmely paynent of
principal of, and interest and acquisition or redenption prem um
on, the Transition Bonds.

-17-



As Servicer under the Servicing Agreenent, the Conpany
is responsible for filing with the Board docunentation for any
necessary periodi c adjustnents. Although the Conpany, as
Servicer, expects to file for an adjustnent pursuant to the True-
Up Mechani sm at | east annually, the Conpany requests
authorization to file for adjustnents as often as quarterly. 1In
accordance with N. J.S. A 48:3-64, the Conpany, as Servicer, wll
propose such adjustnents in a filing with the Board nade at | east
30 days in advance of the proposed effective date. Pursuant to
N.J.S. A 48:3-64(b), the periodic adjustnments will becone
effective on an interimbasis on the requested effective date
and, in the absence of a Board order to the contrary finding a
mani fest error,! will become final 60 days after filing.

As provided in the Final Order, the Conpany is entitled
to request, and the Board will| approve, mandatory periodic
adj ustments of the MIC-Tax (the "MIC Tax True-Up"). Final Order,
at 93, 130. An MIC-Tax True-Up will occur each tinme the TBCis
adj usted through the True-Up Mechanismin order to reconcile the
i ncone taxes recovered to the incone taxes required on the
t axabl e net revenue fromthe TBC and the MIC-Tax. The
reconciliation will be nade in the sane manner and at the sane
time as the True-Up Mechanismfor the TBC to ensure receipt of
revenues sufficient to assure that the MIC-Tax is not being
under -recovered or over-recovered. Upon petition of the Conpany,
the MIC-Tax will be adjusted based upon assunptions described in
Exhibit B to this Petition, as those assunptions are adjusted
fromtime to tinme in accordance with such Exhibit B. No delay in
t he mandatory adjustnment or failure to nake such adjustnent of
the MIC-Tax will in any way adversely influence or affect the
peri odi c adjustnment of the TBC descri bed above.

- The Board has defined "manifest error” as "an arithmetic
error evident on the face of the filing," and the Conpany seeks
the Board's adoption of that same standard in this proceeding.
Fi nancing Order, at 29, Y34. See also I/MO the Petition of
Public Service Electric and Gas Conpany for a Bondabl e Standard
Cost Rate Order, BPU Docket No. EF99060390, Bondabl e Stranded
Costs Rate Order (dated Septenber 17, 1999), at 30.
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The Conpany al so requests that the Board grant the
Conmpany, and any successor Servicer, authority to make non-
routine filings to nodify the nmethodol ogy used to calculate the
TBC and the MIC-Tax. Such filings for non-routine adjustnents
woul d be made if the Conmpany or a successor Servicer determ nes
such a nodification is required to enhance the |ikelihood that
t he appropriate anount of Transition Bond Charges will be
collected. Any such filing nust be nade 60 days prior to the
proposed effective date of the nodification and will be subject
to Board approval.

h. Remttance of Transition Bond Charges

On a nonthly basis, the Servicer will remt to the Bond
Trustee paynents arising fromthe TBC, based on the Conpany's
collection history, unless otherwi se required by the rating
agencies to renmt on a daily basis. The Servicer will receive
the TBC collections daily, and may, as authorized by N J.S A
48: 3-64, comm ngl e such anmobunts with other custoner paynents
until the remttance date to the Bond Trustee. See Exhibit C
(Cal cul ation of Aggregate Remittance Anount).

Paynments from each custoner will be applied first to
sal es taxes (which the Conpany collects as trustee for the State
and not for its own account or that of the Issuer, and which are
not "charges" for purposes of the follow ng allocations), then to
charges in arrears, if any, and then to current charges. Wth
respect to each billing period, partial paynents of charges wll
be allocated: (i) to the TBC, (ii) to the MIC-Tax; and (iii) to
t he Conpany's other charges, pro rata, based on the proportions
that the TBC, the MIC-Tax and the Conpany's ot her charges bear to
the total charges billed. As transition bonds are issued in
additional series, partial paynents of TBC collections will be
al |l ocated, as provided in the Bond Indenture, to the respective
series of transition bonds so issued, pro rata, based upon the
revenue requirenments of the respective series.
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The amounts remtted by the Servicer to the Bond
Trustee (the "Deened TBC Coll ections”) will be retained by the
Bond Trustee until it pays to the appropriate parties al
periodically required Ongoing Transition Bond Costs, including
schedul ed principal and interest paynents, Servicing Fees, other
fees and expenses and any unpaid anounts from prior paynent dates
related to the aforenentioned. Paynents of servicing fees and
certain other fees and expenses are expected to be nmade on a
nmont hly basis (subject to rating agency consent), while paynents
of schedul ed principal and interest paynents and certain other
fees will be paid on regular paynent dates either quarterly or
sem annual | y dependi ng on the schedul e of paynents for interest
and principal. Allocations anong subaccounts will also be made
on such quarterly or sem annual paynent dates. The Bond Trustee
will hold all Deened TBC Col | ections received fromthe Servicer
fromthe remttance date to the fee distribution and/or paynent
date in the General Subaccount of the Collection Account. To the
extent that such funds are necessary to nake allocations or
paynents on the next schedul ed fee di sbursenent date and/or
paynment date, the Bond Trustee will invest funds in the
Col l ection Account in securities that mature on or before the
next schedul ed fee di sbursenent date and/or paynent date, in
accordance with rating agency criteria for investnent of such
f unds.

| nvest nent earnings on funds in the Collection Account
hel d by the Bond Trustee may: (i) be used to satisfy currently
schedul ed interest and principal paynents on the Transition Bonds
and ot her Ongoing Transition Bond Costs; (ii) be used to restore
Capi tal Subaccount anopunts previously wi thdrawn therefromto neet
periodically required Ongoing Transition Bond Costs; and (iii) be
applied to neet the required overcollateralization schedul e.
| nvest nent earnings on funds in the Collection Account in excess
of the anmount applied as descri bed above will be held in the
Reserve Subaccount. Investnent earnings on funds in the Capital
Subaccount may, under certain circunstances, be released to the
| ssuer for distribution to the Conpany.
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Upon retirenent of a series of outstanding Transition
Bonds, including paynent of all interest thereon, and the paynent
of all related Ongoing Transition Bond Costs and ot her recovery
eligible stranded costs payabl e by the Issuer through the Bond
Trustee, any remaining amounts held by the Bond Trustee will
either be released to the Issuer free of the lien of the
i ndenture or be reallocated to the subaccounts of the remaining
series pursuant to requirenents of the rating agencies in
connection with the issuance of such remaining series. The
Conmpany will credit, against the charges it bills to its
custoners, any anounts so received fromthe |Issuer that exceed
the initial amount of the equity contribution to the |Issuer and
the investnent earnings on funds in the Capital Subaccount, |ess
any unpaid MIC- Tax anounts.

i. Credit Enhancement

The Transition Bond docunents will provide for the
True-Up Mechanism which is authorized by N.J.S. A 48:3-64, as
described in paragraph 4(g) of this Petition, and
overcol | ateralization anmounts as descri bed bel ow and ot her neans
of credit enhancenent as required by the rating agencies, taxing
authorities or capital markets to ensure the | owest possible
interest costs while attaining the highest possible ratings.
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The TBC will be set to collect an
"overcollateralization anmount,” which will be deposited into the
Overcol | ateral i zati on Subaccount for each series of Transition
Bonds to neet the required overcollateralization schedule for
that series. The overcollateralization anount to be collected
with respect to each series of Transition Bonds will be in
addition to the principal (which will be collected in accordance
with the Expected Anortization Schedule with respect to such
series) and interest payable on such series of Transition Bonds,
and in addition to the other Ongoing Transition Bond Costs to be
collected, all of which wll be recovered through the TBC. The
overcol lateralization requirement with respect to each series
needed to satisfy rating agency requirenents, which will be not
|l ess than 0.5%or fifty basis points of the initial Transition
Bond bal ance of such series, will be determned prior to the tine
the Transition Bonds of such series are priced, after
consultation with the rating agencies and tax authorities, and
will be subject to approval by the Designee at the tine of
pricing of each series of Transition Bonds and will be reflected
in the related |Issuance Advice Letter.

The amount required to be deposited into the Capital
Subaccount for each series and to be maintained, which will be
not less than 0.5% or 50 basis points of the initial Transition
Bond bal ance of such series, will be determ ned prior to the tine
the Transition Bonds of such series are priced, after
consultation with the rating agencies and tax authorities, and
wi |l be subject to approval by the Designee at the tine of
pricing of each series of Transition Bonds and will be reflected
in the related | ssuance Advice Letter.

Al'l of the conponents of the TBC, including
overcol l ateralization anounts required to be deposited into the
Overcol | aterali zati on Subaccount with respect to such series, and
all anmpbunts required to replenish the Capital Subaccount with
respect to such series will be factored into each periodic
adj ustment to the extent necessary using the True-Up Mechani sm
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The Conpany will reduce the charges payable by its
custoners by an anmount equal to any amounts in the Capital,
Overcol l ateralizati on and Reserve Subaccounts for each series
rel eased to the Issuer, to the extent such anobunts exceed the sum
of (i) the initial amount of the Conpany's equity contribution to
the Issuer that was deposited in the Capital Subaccount wth
respect to such series and (ii) the investnent earnings on funds
in the Capital Subaccount for such series. Thus,
overcol |l ateralization anbunts and excess TBC collections will not
reduce custoner benefits fromthe Transition Bond Transacti on.

j. Formation of the |ssuer

The Conpany forned the Issuer on March 28, 2001. The

| ssuer is a Delaware limted liability company and a whol |y
owned, non-utility subsidiary of the Conpany. The organi zati onal
docurents of the |Issuer inpose significant limtations upon the
permtted activities of the Issuer. The Conpany is the sole
menber of the Issuer, but the ability of the Conpany to take
actions as the holder of the equity interest therein are |limted.

For exanple, the Issuer's activities serve the limted purpose
of acquiring bondable transition property and O her |ssuer
Col l ateral and issuing and selling transition bonds. The Issuer
is generally prohibited fromengaging in activities unrelated to
t he foregoing and has no assets other than bondabl e transition
property and Ot her |ssuer Collateral.

k. Bondable Transition Property

The Bondable Transition Property will consist of: (i)
the irrevocable right to charge, collect and receive, and be paid
fromcollections of the TBC in the anmpbunt necessary to provide
for the full paynment of Ongoing Transition Bond Costs and ot her
recovery eligible stranded costs, (ii) all rights of the Conpany
under the 2003-1 Financing Order, including, without limtation,
all rights to obtain periodic adjustnents of the TBC pursuant to
the True-Up Mechani smfor any reason that creates a deviation
fromtargeted amounts, and (iii) all revenues, collections,
paynents, noney and proceeds arising under, or with respect to,
all of the foregoing.
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Pursuant to N.J.S. A 48:3-65 and N.J.S. A 48:3-71 of
the Act, when the Conpany receives paynent for the Bondabl e
Transition Property fromthe Issuer, the Bondable Transition
Property will constitute a vested presently existing property
right which will continuously exist as property for all purposes
as provided in the Act and the 2003-1 Financi ng Order, whether or
not the revenues and proceeds arising with respect thereto have
accrued and notw thstanding the fact that the val ue of the
property right will depend upon consumers using electricity or
the Servicer perform ng services. Pursuant to N.J.S. A 48:3-71
the validity of any sale, assignnment or other transfer of the
Bondabl e Transition Property will not be defeated or adversely
af fected by the comm ngling by the Conpany of revenues recovered
or paynments arising fromanounts charged, collected and received
on account of the Bondable Transition Property with other funds
of the Conpany.

|. Sale of Bondable Transition Property

The Conpany requests that the Board approve the sal e by

t he Conpany, or an assignee, of the Bondable Transition Property
to the Issuer. The sale of the Bondable Transition Property wll
occur in one or nore transactions each of which, in accordance
with NJ.S A 48:3-72, will be a |legal true sale and absol ute
transfer to the Issuer, for bankruptcy purposes, notw thstanding
any ot her characterization for tax, accounting or other purposes.
The Issuer will have all of the rights originally held by the
Conmpany with respect to the Bondable Transition Property,
including the right to exercise, through the Conpany or any
successor utility, any and all rights and renmedies to collect any
anount s payabl e by any custoner in respect of the Bondable
Transition Property. The Issuer will thus have the right to
direct the Conpany or any successor utility to discontinue

el ectric power supply to a particular custoner to the extent
permtted in accordance with |aw, any applicable regul ations, and
Board policies and procedures then in effect. The |Issuer and
other third parties, however, will not have any right to exercise
any direct control over the distribution and transm ssion system
of the Conpany.
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The agreenent that will govern the sale and transfer of
t he Bondable Transition Property to the |Issuer may include
representations and warranties with respect to, anong ot her
things, the Act, the validity of the 2003-1 Financing O der and
t he Bondabl e Transition Property and the title thereto, and nmay
provi de specific covenants, indemities and/ or repurchase
obligations in connection wth such transfer for the benefit of
t he hol ders of Transition Bonds.

m | ssuance of Transition Bonds

The Conpany requests that the Board approve the

i ssuance of Transition Bonds by the Issuer. The Transition Bonds
will, by their terms, permt the holders to have recourse only to
the Issuer's credit and assets, and will be secured by a pl edge
to the Bond Trustee of all of the rights, title and interest of
the Issuer in its Bondable Transition Property and O her |ssuer
Collateral. Transition Bonds may be issued in series and cl asses
with different terns as described herein.

n. Non-Bypassabl e MIC-Tax and TBC

Pursuant to N.J.S. A 48:3-62, the TBC and MIC- Tax are
non- bypassabl e and will be assessed agai nst and collected from
all customers of the Conpany, or any successor utility, until al
Ongoing Transition Bond Costs and recovery eligible stranded
costs are paid in full, even past the legal maturity, except as
provided in N.J.S. A 48:3-77. Pursuant to N.J.S. A 48:3-67, the
TBC shall apply equally to each custoner, regardl ess of class,
based on the anpbunt of electricity delivered to the custoner
t hrough the transm ssion and distribution system of the Conpany
or of any successor utility that takes over all or a portion of
t he Conpany's service area, including electricity sold to
custoners by any third party supplier, as described bel ow
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o. Third Party Suppliers

The Conpany currently contenplates that, inits
capacity as Servicer, the Conpany will have sole responsibility
for the billing, collection and remttance of the TBC. |In
accordance with the Board's determination in I/MOthe Electric
D scount and Energy Conpetition Act-Custoner Account Services,
BPU Docket No. Ex99090676 (February 2, 2001), a third party
supplier (a "TPS') of electric power may seek to assume such
role. Permtting a TPSto bill, collect and remt the TBC in
pl ace of the Conmpany may increase the risk of shortfalls in TBC
col l ections or MIC Tax collections by exposing the cash flowto
potential interruption due to the default, bankruptcy or
i nsolvency of the TPS. This potential interruption will increase
risks to investors and custoners, potentially increasing the
required credit enhancenent or reducing the credit rating of,
and/or increasing the interest rate on, the Transition Bonds.

Addi tionally, such TPS billing my necessitate an increase to the
TBC and the MIC-Tax conponent if TPS billing causes interruption
or delay in paynent to the Servicer

In order to mtigate agai nst these risks, satisfy
rati ng agency requirenents and reduce the cost to custoners, the
Conpany requests that any TPS the Board authorizes to bill,
collect and renmit the TBC be required to conply with the billing,
collection and rem ttance procedures and information access
requi renents set forth below These procedures and requirenents
are conparable to those in effect in other states in which
utilities have securitized their stranded costs and are largely
derived fromrating agencies' criteria. The requirenents
pertaining to TPSs or their equival ents proposed by the Conpany
for the Transition Bond transaction are the sane as the
requi renents previously approved by the Board in connection with
t he Conpany's Series 2002-1 Bond transaction, and in the Board-
approved transition bond transactions of Public Service Electric
and Gas Conpany, in BPU Docket No. EF99060390, and Jersey Central
Power & Light Conpany, in BPU Docket No. EF99080615.
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The Conpany requests that the Board authorize a TPS to
bill and collect the TBC and associated MIC-Tax with respect to
power sold by it, for remttance to the Servicer, only if:

(1) such TPS agrees to remt the full amount of all charges it
bills to custoners for services provided by the Conpany, or any
successor electric public utility, together with anmounts rel ated
to the TBC and the MIC Tax, regardless of whether paynments are
recei ved fromsuch custoners, within 15 days of the Conpany's (or
any successor Servicer's) bill for such charges; (ii) such TPS
agrees to provide the Servicer with total nmonthly kW usage
information for each custonmer in a tinmely nmanner to enable the
Servicer to fulfill its obligations, because such information is
the basis for determining the required | evel of TPS renittances
to the Servicer; and (iii) the Servicer is entitled, within seven
days after a default by the TPS in remtting any charges payabl e
to the Conpany, together with anmounts related to the TBC and the
MIC- Tax, to assume responsibility for billing all charges for
services provided by the Conpany or any successor electric public
utility, including the TBC and the MIC-Tax, or to transfer such
billing responsibility to a qualifying third party. In addition,
if and so long as such TPS does not maintain at |east a "BBB" (or
t he equivalent) long-termunsecured credit rating from Mody's

| nvestors Service or Standard & Poor's Rating Services, such TPS
woul d be required to maintain, with the Servicer or as directed
by the Servicer, a cash deposit or conparable security equal to
two nonths' maxi mum estimated col |l ections of all charges payable
to the Conpany, including amounts related to the TBC and the MIC
Tax, as reasonably estinmated by the Conpany (or any successor

el ectric public utility or any successor Servicer). |In the event
of a default in the remttance of any such amobunts by a TPS, any
shortfall in TBC collections or MIC-Tax collections by a TPS w ||

be included in the True-Up Mechani smand the MIC Tax True- Up.
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p. Servicing

Pursuant to N.J.S. A 48:3-71, the Conpany, as Servicer
entered into the Servicing Agreenent with the Issuer to perform
servicing functions on behalf of the Issuer with respect to any
transition bonds to be issued by the Issuer, including the Series
2002-1 Bonds and the bonds which are the subject of this
Petition. Under the Servicing Agreenent, the Conpany acts as

Servi cer of the Bondable Transition Property. |In that capacity,
t he Conpany is responsible for conpiling custoner kWh billing and
usage information, and for billing, collecting and remtting

paynments arising fromthe TBC (except as set forth in paragraph
3(0) of this Petition).

The Conpany, as Servicer, has contracted with the
| ssuer to collect anounts in respect of the TBC for the benefit
and account of the Issuer, and to account for and remt these
amounts to or for the account of the Issuer. Owher than in
connection with a nerger or simlar transaction to the extent
permtted under the Servicing Agreenment, the Conpany nmay resign
fromits position as Servicer only if it is determ ned, as
evi denced by an opinion of counsel, that the performance of its
obligations and duties as Servicer is no |onger perm ssible under
applicable law. |If the Conpany resigns upon such a
determi nation, the resignation will becone effective only when a
successor Servicer has assuned the Conpany's servicing
obligations under the Servicing Agreenent. The 2002 Fi nancing
Order provides that the Board will permt a successor Servicer to
repl ace the Conpany only if it determnes that the current credit
ratings on the Series 2002-1 Bonds will not be w thdrawn or
downgr aded foll ow ng such appoi ntnent and approval .
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| f the Conpany defaults under the Servicing Agreenent,
or if the Conpany were required to discontinue its billing and
col l ection functions, the Bond Trustee may appoi nt a successor
Servicer subject to the approval of the Board, the consent of a
majority of the holders of transition bonds of all series, and a

rati ng agency determ nation that the appointnment will not cause
the ratings on such bonds to be w thdrawn or downgraded. Such
successor will pronptly assune billing responsibilities for the

TBC and the MIC-Tax. The Conpany requests that, in the event of
any such proposed appoi ntnent by the Bond Trustee and the Issuer,
the Board act on an expedited basis within 30 days with respect
to such proposed successor Servicer, that it authorize any such
successor Servicer to assume the Conpany's billing and coll ection
functions and succeed to all of the Company's rights and
obligations under the 2003-1 Financing Oder as if it were the
Servicer at the tine the Transition Bonds were issued, but that
it not approve any such appointnent unless it shall have first
determ ned that the credit ratings on the Transition Bonds will
not be w t hdrawn or downgraded.

| f the Conpany ceases acting as Servicer, the Servicing
Fee di scussed below will be paid directly to the successor
Servicer and the Conpany's future rates will not be adjusted to
reflect this |oss of revenues.

The Servicing Agreenent includes the Conpany's
representations, warranties, agreenents, covenants and
indemmities for the benefit of the holders of Transition Bonds.

The Servicing Agreenent provides for paynment to the
Conpany, as Servicer, of an annual Servicing Fee equaling 0.10%
(ten basis points) of the initial principal balance of each
series of Transition Bonds, payable nonthly to be recovered
t hrough the TBC. The Servicing Fee represents a reasonabl e good
faith estinmate, at the tinme the Servicing Agreenent was entered
into, of the Conpany's increnmental cost to service Transition
Bonds, which will involve activities including billing,
nmonitoring, collecting, receiving, accounting for and remtting
t he paynents arising fromthe TBC, systens nodifications rel ated
to the TBC including billing, nonitoring, collecting and
remtting the paynments arising fromthe TBC, reporting
requi renents i nposed by the Servicing Agreenent, procedures
required to coordinate with each TPS (if applicable), required
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audits related to the Conmpany in its capacity as Servicer and

| egal and accounting fees related to the servicing obligation,
together with a reasonable return. The Servicing Fee is
conparable to one negotiated at armis Il ength and thus protects

t he "bankruptcy-renote" nature of the Issuer. The Servicing Fee,
if paid to the Conpany, will be |lower than the Servicing Fee paid
to a successor Servicer. Because any successor Servicer would
not bill the TBC concurrently wth charges for other services, as
woul d t he Company, it would incur higher costs and require a

| arger annual Servicing Fee. The rating agencies expect an
annual Servicing Fee as high as 1.25% of the original principal
amount of each series of Transition Bonds to be authorized in the
2003-1 Financing Order for any such successor Servicer which does
not bill and collect charges other than the TBC. Such increase
in the Servicing Fee will be reflected in Ongoing Transition Bond
Costs and recouped through a corresponding increase in the TBC

t hrough the True-Up Mechanism The hi gher Servicing Fee woul d
assure that a successor Servicer would be willing to act as

Servi cer

g. Tax Recoveries-Accounting and Rel ated | ssues

Pursuant to the Final Order, the Conpany is required to
recover the federal inconme taxes and state corporate business
t axes associated with the collection of the TBC t hrough the
ongoi ng collection of the MIC-Tax, until the Issuer has received
full payment of the principal of, and interest on, the Transition
Bonds. In any event, the Final Order authorizes the MIC-Tax to be
col |l ected over essentially the sanme period as the TBC. Moreover,
the MIC-Tax will be subject to the MIC-Tax True-Up (at the sane
time and in the same manner as the TBC) to reconcile the MIC Tax
collections with the federal inconme and state corporate business
taxes on the taxable revenue fromthe TBC and the MIC Tax as
cal cul ated in accordance with Exhibit B. The Conpany wil |l
mai ntai n separate accounting for the MIC Tax coll ections and the
TBC. As provided in N.J.S. A 48:3-72(a)(4), the Conpany's right
to recover the MIC-Tax or retain the MIC-Tax until remttance to
the appropriate taxing authority will in no way affect or inpair
treatment of the transfer of the Bondable Transition Property to
the Issuer as a legal true sale and absolute transfer for
bankrupt cy purposes, or otherwi se affect the legal rights and
attri butes of the Bondable Transition Property under the Act.
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4. CUSTOMVER BENEFI TS AND RELATED FI NDI NGS

In connection with its issuance of this 2003-1
Fi nanci ng Order, the Conpany requests that the Board find that:
(i) the Conmpany has taken all reasonable neasures to date, and
has the appropriate incentives or plans in place to take
reasonabl e neasures, to mtigate the total anpunt of its
recoverabl e stranded costs, (ii) the Conpany's rates are | ower
t han they otherwi se woul d have been absent the issuance of
Transition Bonds and the recovery of the MIC-Tax for the term of
the Transition Bonds, and (iii) the issuance of the Transition
Bonds provides tangi ble and quantifiable benefits to custoners,
i ncl udi ng net present val ue savings over the termof the
Transition Bonds. Exhibit D contains an analysis of the net
present value of the benefits of securitization.

The Conpany estimates that the Transition Bond
transaction will result in present value savings over the term of
the Transition Bonds of approximtely $58.631 mllion as
illustrated by Exhibit D. The actual net present val ue savings
resulting fromthe Transition Bond transaction will depend upon
t he actual ampunt of Transition Bonds issued, market conditions
at the time of the pricing of the Transition Bonds (and any
hedgi ng arrangenent), and the actual anount of recovery eligible
stranded costs. Pricing, structure, terns and conditions of the
Transi ti on Bonds (and any hedgi ng arrangenent) will be approved
by the Designee in accordance with the 2003-1 Financi ng Order and
such itens wll be confirnmed to the Board in the |Issuance Advice
Letter.

5. USE OF PROCEEDS

The Issuer will remt the proceeds fromthe sale of the
Transition Bonds to ACE (net of underwiting discount), in
consideration for the Conpany's sale of the applicable Bondabl e
Transition Property to the Issuer. In accordance with N.J.S A
48: 3-62, the Conpany will use such proceeds, after paying the
Upfront Transition Bond Costs, to reduce a portion of its
recovery eligible stranded costs through the retirenent of its
debt or equity, or both.
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6. RELATED | SSUES

There are several related issues that have a
potentially significant inpact on the Transition Bond
transacti on, as descri bed bel ow.

a. Tax Consi derations

Prior to the issuance of the Series 2002-1 Bonds and in
anticipation of potential further issuances of transition bonds,
t he Conpany obtained a private letter ruling fromthe Internal
Revenue Service ("IRS") to the effect that, for federal incone
tax purposes: (i) such transition bonds will be treated as
obl i gati ons of the Conpany, and (ii) neither the issuance of any
bondabl e stranded costs rate order by the Board nor the issuance
of transition bonds pursuant to any such order will result in
gross incone to the Conpany.

b. Accounting and Financial Reporting

The Transition Bonds are expected to be recorded in
accordance with generally accepted accounting principles ("GAAP")
as long termdebt on the bal ance sheet of the Issuer for
financial reporting purposes. Because such Issuer is a wholly
owned subsidiary of the Conpany, GAAP requires that such |ssuer
be consolidated with the Conpany for financial reporting
pur poses. Therefore, the Issuer's debt will appear on the
consol i dat ed bal ance sheet of the Conpany in its financial
statenments filed with the SEC.

Wiile the TBC and the MIC-Tax will be part of regul ated
rates charged to custoners, for purposes of financial reporting
to the Board the Conpany will exclude the |Issuer's debt fromits
capital structure and exclude interest on the Transition Bonds
and ot her Ongoing Transition Bond Costs fromits regul ated cost
of service in any future base rate proceeding.
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As in connection with the issuance of the Series 2002-1
Bonds, although for financial reporting and federal and State of
New Jersey incone and franchi se tax purposes, the transfer of the
Bondabl e Transition Property to the Issuer will be treated as a
fi nanci ng arrangenent and not as a sale, the Transition Bond
transaction is not expected to have an inpact on the Conpany's
credit ratings, as it is expected that the rating agencies wl |
determ ne that the Transition Bonds, which are not supported by
t he Conpany's general revenue stream and not collateralized by
its assets, do not adversely affect the Conpany's
creditworthiness. Therefore, it is anticipated that the rating
agencies wll exclude the Transition Bonds as debt for purposes
of calculating financial ratios.

c. Rating Agency Considerations

i . Bankruptcy-Rel ated Opi ni ons

At the tinme Transition Bonds are issued, the rating
agencies w Il request opinions of bankruptcy counsel providing
assurance that the Bondable Transition Property would not be
treated as property of the Conmpany if the Conpany were to declare
bankruptcy. To receive such treatnment, the transfer of the
Bondabl e Transition Property fromthe Conpany to the Issuer nust
constitute an absolute transfer and "true sal e" for bankruptcy
pur poses such that if the Conpany were to becone the subject of a
bankruptcy or insolvency case, the Bondable Transition Property
woul d not be part of its bankruptcy estate and therefore woul d
not be subject to the clains of its creditors. As noted above,
ACE intends to conm ngle funds received fromcustoners and thus
wi Il not segregate the TBC collections fromother funds it
collects fromits customers. The TBC collections will be
segregated only after ACE remits themto the Bond Trustee. Wile
the Act recognizes the rights of the Issuer to the Bondabl e
Transition Property, in the event of a bankruptcy of ACE, a court
could rule that federal bankruptcy |aw takes precedence over the
Act and does not recognize the right of the Issuer to TBC
col l ection anobunts that are comm ngled with other funds of ACE as
of the date of the bankruptcy. |In that event, the Issuer would
have a general unsecured clai magainst ACE for the TBC coll ection
anounts so commi ngl ed.
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Anot her el enent of the bankruptcy anal ysis focuses on
the separate | egal status of the Conpany and the Issuer.
Al t hough the Conpany owns and will continue to own 100% of the
menbership interests in the Issuer, the Transition Bond
transaction will be structured so that, in the event of a
bankruptcy of the Conpany, the Issuer's separate |egal existence
woul d be mai ntained and the assets and liabilities of the |Issuer
woul d remai n separate fromthe estate of the Conpany, thus
i nsul ati ng bondhol ders fromthe risk of the Conpany's bankruptcy.
The structural el enments supporting such separate existence
include requirenents that the |Issuer be adequately capitalized,
t hat the Conpany be adequately conpensated for the servicing
functions it perforns in billing the TBC and col |l ecting and
remtting paynments arising fromthe TBC based on a fee that is
conparable to one negotiated at armis | ength, and that the
Conpany and the Issuer take steps to ensure that creditors are
not msled as to their separate existence. Wthout these
structural protections, a bankruptcy court m ght invoke the
doctrine of "substantive consolidation" and disregard the
| ssuer' s separate existence.

ii. Credit Enhancenent

Credit enhancenents are nmechani snms that provide
investors with added assurance that they will tinmely recover
their principal and interest as schedul ed. Exanples of credit
enhancenent generally provided by the sellers of transition
property in securitization transactions include: (i) true-up
nmechani snms; (ii) the capitalization of the |ssuer;

(ii1) overcollateralization anounts; and (iv) liquidity reserves,
if applicable. Exanples of credit enhancenent provided by third
parties include bond insurance and letters of credit. Credit
enhancenent nmay al so take the form of performance-based triggers
whi ch require nore frequent true-up adjustnents or increase the
overcol l ateralization anount. The Transition Bond transaction
wi Il incorporate the True-Up Mechani sm aut horized by N. J.S A

48: 3-64, as descri bed above, and will provide for the Capital
Subaccount for each series and the overcollateralization amunts
deposited into the Overcollateralization Subaccount for each
series in accordance with the required overcollateralization
schedul e for each series or other neans of credit enhancenent as
may be required by the rating agenci es.
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The purpose of the overcollateralization amunt is to
provi de security to investors and to enhance the credit rating of
Transition Bonds by providing an additional anmpbunt to cover any

shortfall in TBC collections. As a result, a portion of the TBC
will be applied to fund overcollateralization anounts over tine,
which will be deposited into the Overcollateralization Subaccount

for each series of Transition Bonds in accordance with the

requi red overcoll ateralization schedule for such series. The
collection of the overcollateralization anounts is in addition to
the collection of principal (which will be paid periodically in
accordance with the Expected Anortization Schedule for each
series) and interest payable on the Transition Bonds, and the
col l ection of other Ongoing Transition Bond Costs recovered

t hrough the TBC. As discussed above, the total
overcol |l ateralization requirenment will be determ ned by the
Conmpany based on the requirenents of the rating agencies and tax
authorities prior to pricing and will be submitted to the

Desi gnee for approval at pricing. As with other conponents of
the TBC, the overcollateralization conponent, any deficiencies
from past due paynents, or any excess in Deenmed TBC Col | ections
deposited in the Collection Account will be factored into the
True- Up Mechani sm

The Conpany wi Il reduce charges payable by its
custoners by an anmount equal to any amounts in the Capital,
Overcol l aterali zati on and Reserve Subaccounts for each series
rel eased to the Issuer, to the extent such anmbunts exceed the sum
of (i) the initial amount of the Conpany's equity contribution to
the Issuer that was deposited in the Capital Subaccount wth
respect to such series and (ii) the investnent earnings on funds
in the Capital Subaccount for such series. Thus,
overcol l ateralization anobunts and excess TBC collections wll not
reduce custoner benefits fromthe Transition Bond Transacti on.
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d. Allocation of Collection Shortfalls

In order to preserve the bankruptcy-renote status of
t he Bondabl e Transition Property and O her Issuer Collateral once
it is transferred to the Issuer, the Conpany may not have any
clai mon the Bondable Transition Property. 1In its capacity as
Servicer, the Conpany will collect the TBC with other charges for
services rendered by the Conpany in its capacity as a
transm ssion and distribution utility. |If the Conmpany collects
| ess than the full anpunt that is billed to such custoners, it
will not favor itself over the Issuer, as owner of Bondabl e
Transition Property. As described above, upon the issuance of
Transi tion Bonds, anounts collected froma custoner will be
applied first to sales taxes (which the Conpany collects as
trustee for the State and not for its own account or that of the
| ssuer, and which are not "charges" for purposes of the follow ng
all ocations), then to charges in arrears, if any, and then to
current charges. Wth respect to each billing period, partial
paynents of charges will be allocated to the TBC, to the MIC Tax
and to the Conpany's other charges, pro rata, based on the
proportions that each of such charges bears to the total charges
billed. As the Transition Bonds will be issued in nore than one
series, partial paynents of anounts deened to be TBC coll ections
will be allocated to the respective series of Transition Bonds so
i ssued, pro rata, based upon the revenue requirenents of the
respective series.

e. | ssuer Adm nistration & Gt her Transactions Wth the
| ssuer

In connection with the issuance of the Series 2002-1
Bonds, the Issuer entered into the Adm nistration Agreenent with
PH SC. Pursuant to the Adm nistration Agreenent, PHI SC perforns
m ni sterial services and provides facilities for the Issuer so
that it is able to perform such day-to-day operations as are
necessary to maintain its existence and satisfy its obligations
under the Transition Bond transaction docunents. PHI SCis paid
an admni stration fee which reflects the narket rate at the tine
the Admi nistration Agreenent was executed, plus reinbursenent for
specified fees and out-of - pocket expenses. The periodic costs
associated with such fee will be included in the Ongoing
Transition Bond Costs for such period.
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f. Proposed Form of 2003-1 Financing O der

From t he standpoint of rating agencies and investor
under st andi ng and expectations, it is vital that the Board's
2003-1 Financing Order be consistent with the 2002 Fi nanci ng
Order and that the 2003-1 Financing Order contain the sane set of
rights and protections previously ordered by the Board.

WHEREFORE, the Conpany requests that the Board approve
t he Conpany's proposal by issuing an irrevocabl e bondabl e
stranded costs rate order to authorize: (1) the recovery and
refinancing of a portion of the stranded costs deened eligible
for rate recovery by the Board consistent with the provisions of
N.J.S. A 48:3-61; (2) the recovery and refinancing of other
recovery eligible stranded costs described in the Act; (3) the
i nposition and collection of a non-bypassabl e, usage-based TBC by
t he Conpany or another servicing entity approved by the Board
pursuant to N.J.S. A 48:3-67; (4) the sale, assignnment or other
transfer of the Bondable Transition Property to the Issuer on a
basis consistent wwth N.J.S. A 48:3-72; (5) the issuance and sale
of Transition Bonds in one or nore series up to an aggregate
princi pal anount consistent with N.J.S. A 48:3-62 by the Issuer
to recover the aforenentioned recovery eligible stranded costs,
and the application by the Conpany of the net proceeds of the
Transition Bonds to retire a portion of the Conpany's outstandi ng
debt, equity or both, consistent with N.J.S. A 48:3-62, and to
pay prem unms associated with the retirenment of such debt; (6) the
formul a and schedul e for the cal cul ati on and periodi ¢ adj ust ment
of the TBC and MIC-tax; (7) the Conpany or the Issuer to enter
into interest rate swaps, interest rate hedgi ng prograns, and
credit enhancenent arrangenents to reduce interest rate and
credit risks wwth respect to, and facilitating the offering of,
Transition Bonds; (8) the Conpany to act as Servicer of the
Bondabl e Transition Property pursuant to the Servicing Agreenent
and to receive conpensation for those services determned in
accordance with the terns thereof; (9) to approve the TPS billing
requi renents as described in paragraph 3(o) of this Petition;
(10) PHISCto act as the adm nistrator of the Issuer with respect
to the Transition Bonds pursuant to the Adm nistration Agreenent
and in accordance with the terns thereof; and (11) the Conpany to
t ake such other additional actions as the Board deens necessary
and appropriate to conplete the transactions described herein.
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Respectful ly subm tted,

LeBCEUF, LAMB, GREENE & MacRAE, L.L.P.

By:

-Stephen B. Genzer

Dat ed: February 14, 2003
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LI ST OF EXH BI TS

Prospectus and Prospectus Suppl enent, each
dat ed Decenber 11, 2002, relating to the
Series 2002-1 Bonds

Met hodol ogy for setting and adjusting the
TBC and the MIC- Tax

Cal cul ation of Aggregate Renittance Anount

Net Present Val ue of the Benefits of
Securitization
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PROSPECTUS SUPPLEMENT Filed Pursuant to Rule 424B3
To Prospectus Dated December 11, 2002. Registration No. 333-59558

Atlantic City Electric Transition Funding LLC

Issuer of the Transition Bonds

$440,000,000
Transition Bonds, Series 2002-1

Atlantic City Electric Company

Seller and Servicer

Class P::::Ziala ! Interest Price to uw Net Expected Final Mi;z:;l
- P Rate Public Discount Proceeds Payment Date v
Amount Date

A-1 $ 109,000,000 2.890% § 108,982,582 0.475% 8 108,464,832 7/20/2008 7/20/2010
A-2 3 66,000,000 4.210% $ 65960987 0.475% 8 65,647,487  4/20/2011 4/20/2013
A-3 $ 118,000,000 4.910% 8 117,905,482 0.550% 8 117,256,482 7/20/2015 7/20/2017
A-4 $ 147,000,000 5.550% § 146,930,675 0.725% 8 145,864,925 10/20/2021  10/20/2023

The total price to the public is $439,779,726. The total amount of the underwriting discounts is 32,546,000. The total
amount of proceeds before deduction of expenses (estimated to be $6,410,000) is 3437,233,726.

Consider carefully the risk factors beginning on page 19 of the accompanying prospectus before
buying the transition bonds.

The series 2002-1 transition bonds are highly structured. There currently is no secondary market
for the transition bonds, and there is no assurance that one will develop.

The assets of the issuer consist principally of the bondable transition property, which represents the irrevocable right to
receive amounts sufficient to recover a portion of Atlantic City Electric Company’s bondable transition costs, including
the principal of and interest on the series 2002-1 transition bonds and the expenses associated with the transition bonds.
These amounts are to be recovered through a nonbypassable transition bond charge, approved by the New Jersey Board
Public Utilities, payable by all of Atlantic City Electric Company’s customers and/or the customers of any electric
distribution company that succeeds to all or a significant part of the electric distribution business of Atlantic City
Electric Company within its present service territory, as described further in this prospectus supplement and the
accompanying prospectus. The transition bonds represent obligations only of Atlantic City Electric Transition Funding
LLC, which is the issuer, and are backed only by the assets of the issuer. The transition bonds do not represent
obligations of Atlantic City Electric Company or of any agency or instrumentality of the State of New Jersey.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved
these securities or passed on the adequacy or accuracy of this prospectus supplement or the accompanying prospectus.
Any representation to the contrary is a criminal offense.

MORGAN STANLEY

BANC OF AMERICA SECURITIES LLC
BANC ONE CAPITAL MARKETS, INC.
CREDIT SUISSE FIRST BOSTON
PNC CAPITAL MARKETS, INC.
WACHOVIA SECURITIES

The date of this prospectus supplement is December 11, 2002
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WHERE TO FIND INFORMATION IN THESE DOCUMENTS

We provide information to you about the transition bonds in two separate documents that progressively provide more
detail:

(a) the accompanying prospectus, which provides general information, some of which may not apply to your series of
transition bonds; and

(b) this prospectus supplement, which describes the specific terms of your series of transition bonds.

This prospectus supplement and the accompanying prospectus together contain complete information about the offering
of your series of transition bonds. You are urged to read both documents. In particular, you should read the information
under the heading “RISK FACTORS,” beginning on page 19 of the accompanying prospectus.

This supplement begins with several sections describing these securities:

+  “SUMMARY OF TERMS” provides important amounts, dates and other terms of your series;

*  “THE SERIES 2002-1 BONDS” and “CREDIT ENHANCEMENT” describe the key structural and credit
enhancement features of your series; and

*  “THE TRANSITION BOND CHARGES” describes the transition bond charges that provide the source for
payment of your series and refers you to the sections in the accompanying prospectus where you can find further
information about the transition bond charges and other collateral for the transition bonds.

As you read through these sections, cross-references will direct you to more information in the accompanying
prospectus. You can also directly reference key topics by looking at the table of contents in this prospectus supplement
and the accompanying prospectus.

This prospectus supplement and the accompanying prospectus may be used by the underwriters in connection with offers
and sales related to market-making transactions in your series of transition bonds. The underwriters may act as principal
or agent in those transactions. Those sales will be made at prices related to prevailing market prices at the time of sale.

You should rely only on the information in this prospectus supplement and the accompanying prospectus. The
issuer has not authorized anyone to provide you with information that is different.

To understand the structure and payment terms of these securities, you must carefully read the accompanying
prospectus and this prospectus supplement in their entirety.
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SUMMARY OF TERMS

The following section is only a summary of selected information and does not provide you with all
the information you will need to make your investment decision. There is more detailed information
in this prospectus supplement and in the accompanying prospectus. To understand all of the terms of
the offering of the transition bonds, carefully read this entire document and the accompanying

prospectus.

Securities Offered

Issuer:

Seller and Servicer:
Trustee:

Pricing Date:

Series Issuance Date:

Clearance and Settlement:

Class A-1
Class A-2
Class A-3
Class A-4

Servicing Fee for All
Outstanding Series

THE SERIES 2002-1 TRANSITION BONDS

$440,000,000

Atlantic City Electric Transition Funding LLC
Atlantic City Electric Company

The Bank of New York

December 11, 2002

December 19, 2002

DTC/ Clearstream/ Euroclear

Initial Class % of Total
Principal Balance Bond Rate Series Principal
$109,000,000 2.890% 24.8%
$ 66,000,000 4.210% 15.0%
$118,000,000 4.910% 26.8%
$147,000,000 5.550% 33.4%

So long as Atlantic City Electric Company acts as servicer under the
servicing agreement, the issuer will pay to it a monthly servicing fee
with respect to all series of transition bonds in an amount equal to one-
twelfth of 0.10% of the initial principal balance of all series of the
transition bonds. Atlantic City Electric Company is referred to in this
prospectus supplement and in the accompanying prospectus as ACE. If
a successor servicer is appointed, the successor servicer may be paid an
annual servicing fee of up to 1.25% of the initial principal balance of
all series of transition bonds. ACE as servicer will not be required to
remit to the trustee investment income it receives on the transition bond
charges it collects pending their remittance to the trustee as well as any
late fees paid by customers to ACE as servicer that are associated with
the transition bond charges.
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Anticipated Ratings S&P/ Fitch AAA
Moody’s Aaa

Credit Enhancement for the Transition bond charge adjustments; overcollateralization, funded over

Series 2002-1 Bonds the life of the Series 2002-1 Bonds and expected to reach 0.5% of the
initial principal balance of the Series 2002-1 Bonds; capital of the
issuer, funded upon the issuance of this series and equal to 0.5% of the
initial principal balance of the Series 2002-1 Bonds or $2,200,000.

Payment Dates January 20, April 20, July 20 and October 20 of each year or, if not a
business day, the next business day. A business day is any day other
than a Saturday, Sunday or day on which banking institutions in the
City of New York are required or authorized by law or executive order
to remain closed.

First Payment Date October 20, 2003
Class A-1 Class A-2 Class A-3 Class A-4
Expected Final 7/20/2008 4/20/2011 7/20/2015 10/20/2021
Payment Date*
Final Maturity Date 7/20/2010 4/20/2013 7/20/2017 10/20/2023

* The expected final payment date is the date on which the issuer expects to make the
final payment on your Series 2002-1 Bond. However, the final payment on your
Series 2002-1 Bond may be made after that date, and your Series 2002-1 Bond will
not be in default unless it is not paid in full by its final maturity date.

Optional Redemption All Series 2002-1 Bonds are subject to optional redemption in whole on
any payment date if the outstanding principal balance of the
Series 2002-1 Bonds has been reduced to less than 5% of the initial
principal balance.

Record Date Close of business on the business day prior to any payment date.
Class A-1 Class A-2 Class A-3 Class A-4
ISIN Numbers US048312AA00 US048312AB82 US048312AC65 US048312AD49
Common Code Numbers 016001287 016001317 016001333 016001554
CUSIP Numbers 048312 AA 0 048312 AB 8 048312 AC 6 048312 AD 4
Introduction

The New Jersey Electric Discount and Energy Competition Act, referred to as the Competition Act,
was enacted in February 1999 and amended in September 2002. It provides, among other things,

for the restructuring of the electric utility industry in New Jersey. Prior to enactment of the
Competition Act, electric utilities such as ACE invested in various generation-related assets, such as
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electric generating facilities, and entered into power purchase contracts with nonutility generators of
electricity to help fulfill their duties to serve the public as regulated utilities. The electric utilities
recovered their investments in these assets and the costs they incurred under these contracts by
charging their customers the regulated rates approved by the New Jersey Board of Public Utilities,
referred to as the BPU. A customer is an end user of electricity that is connected to a utility’s
transmission and distribution system and located within a utility’s service territory.

One of the expected effects of the deregulation of electricity generation is that rates will be
determined by market forces. These market rates may not be high enough to allow the utilities to
recover their investments in generation-related assets or to recover all of the costs incurred under
power purchase contracts with nonutility generators of electricity, as market prices may be below a
level that would provide a return on these investments or cover the costs incurred under these
contracts. Accordingly, utilities may incur losses as a result of the transition from a regulated
environment to a competitive environment for electric generation services.

The Competition Act provides for utilities to recover anticipated losses in the value of their
generation-related assets and the costs incurred under power purchase contracts with nonutility
generators of electricity that are not recoverable under market rates, including buyouts and
buydowns of those contracts. These losses in value and other costs are known as stranded costs and
the Competition Act provides for their recovery through a charge included in customers’ bills known
as a market transition charge. The Competition Act authorizes a utility to securitize its right to
recover stranded costs through the issuance of transition bonds, securities of the type described in
this prospectus supplement. This right is included in what is known as bondable transition property.
To the extent a utility’s right to recover stranded costs is securitized, a portion of the market
transition charge is replaced by an irrevocable charge included in customers’ electric bills known as
a transition bond charge, which is designed to meet the costs of paying the principal of and interest
on the transition bonds and the costs associated with the issuance, credit enhancing and servicing of
the transition bonds. In addition, by amendment adopted in September 2002, the Competition Act
authorizes a utility to securitize what are referred to as basic generation service transition costs.
Basic generation service is electric generation service provided pursuant to the Competition Act to
customers who have not chosen a third party to supply them with electric power, referred to as a
third-party supplier. Basic generation service transition costs are the amount by which a utility’s
payments to procure power for basic generation service and related ancillary and administrative
costs from August 1, 1999 to July 31, 2003 exceeds net revenues from the charge for that service
established by the BPU. ACE may in the future seek authorization to issue, through the issuer
pursuant to the indenture governing the Series 2002-1 Bonds, transition bonds in respect of basic
generation service transition costs.

Under the Competition Act, transition bonds may have scheduled amortizations upon issuance

(1) not exceeding 15 years from the date of issuance in the case of transition bonds the proceeds of
which will be used to reduce stranded costs related to utility-owned generation or to recover basic
generation service transition costs and (2) not exceeding the remaining term of a long-term power
purchase agreement with a nonutility generator in the case of transition bonds the proceeds of which
will be used to buy down or buy out that power purchase agreement. The last of the power purchase
agreements that will be bought out or bought down using proceeds of the Series 2002-1 Bonds is
scheduled to expire on February 1, 2022.
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Bondable transition property was created in favor of ACE by a bondable stranded costs rate order
issued by the BPU to ACE on September 20, 2002. This order, any subsequent orders issued from
time to time by the BPU to ACE providing for the issuance of transition bonds and identified in this
and other supplements to the accompanying prospectus, and any orders supplemental to any of the
foregoing are collectively referred to as the BPU financing order. The bondable transition property
includes the irrevocable right to collect transition bond charges from customers to recover:

» the aggregate principal amount of the transition bonds described in this prospectus supplement;
and

* an amount sufficient to provide for credit enhancement to fund reserves and to pay interest,
premiums, if any, costs of defeasance, servicing fees and other fees, costs and charges relating to
the transition bonds.

Transition bond charges are nonbypassable. That means that the charges will be due from consumers
of electricity within ACE’s service territory who use ACE’s transmission and distribution system,
even those customers who elect to purchase electric supply from a third-party supplier.

On or about the series issuance date, ACE will sell and assign bondable transition property to
Atlantic City Electric Transition Funding LLC, the issuer of the transition bonds, under a sale
agreement. The issuer will then pledge this property, and assign its rights under the sale agreement
and the servicing agreement, as well as its rights to the funds held in the collection account and
related rights, to the trustee as collateral for the payment of the transition bonds under an indenture.

For more information on the Competition Act, bondable transition property and transition bond
charges, you should review the material under “RISK FACTORS,” “THE COMPETITION
ACT,” “ACE’S RESTRUCTURING” and “THE BPU FINANCING ORDER AND THE
TRANSITION BOND CHARGE?” in the accompanying prospectus.

The following is a summary of other specific matters relating to these securities:
The Collateral

The Series 2002-1 Bonds will be secured by the collateral, primarily consisting of:

» the issuer’s right, title and interest in and to the bondable transition property sold by ACE to the
issuer under the sale agreement between these parties;

» collections of transition bond charges that are remitted to the trustee under the servicing
agreement between the issuer and the servicer;

» the issuer’s rights under the transaction agreements, including the sale agreement and the
servicing agreement; and

+ the series subaccounts for the Series 2002-1 Bonds and all amounts or investment property in
these subaccounts, other than cash amounts payable to the issuer or the servicer described in the
accompanying prospectus.

For a more detailed description of the collateral for the transition bonds, you should review the
material under “THE INDENTURE—Security” in the accompanying prospectus. For a summary
of the terms of the sale agreement, see “THE SALE AGREEMENT?” in the accompanying
prospectus. For a summary of the terms of the servicing agreement, see “THE SERVICING
AGREEMENT? in the accompanying prospectus.
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Interest

Holders of each class of Series 2002-1 Bonds are expected to receive interest at the bond rate for that
class set forth on the cover of this prospectus supplement. Interest on the Series 2002-1 Bonds will
be calculated on the basis of a 360-day year of twelve 30-day months. With respect to the first
payment date, interest will accrue from the issuance date.

You should also review the material under “THE SERIES 2002-1 BONDS—Interest Payments” in
this prospectus supplement.

Principal

On each payment date, to the extent of available funds, the trustee will make principal payments in
accordance with the expected amortization schedule set forth under “THE SERIES 2002-1
BONDS—Principal Payments” in this prospectus supplement. The actual amount of principal paid
on any payment date on your Series 2002-1 Bonds may be less than the amount indicated by the
expected amortization schedule for that payment date.

Other than in the case of a redemption or acceleration upon an event of default, in no event will the
principal paid to any class on any payment date be greater than the amount necessary to reduce the
principal balance of that class to the amount specified in the expected amortization schedule for that
class and that payment date.

You should also review the material under “THE SERIES 2002-1 BONDS—Principal Payments”
in this prospectus supplement.

Credit Enhancement

Overcollateralization. Overcollateralization is the pledge by the issuer of collateral in excess of what
is expected to be needed to cover the repayment of your Series 2002-1 Bond. The
overcollateralization for these securities will be funded over the life of the Series 2002-1 Bonds and
is expected to reach 0.5% of the initial principal balance of this series of transition bonds. See Table
2 in this prospectus supplement.

Additional Credit Enhancement. Capital of the issuer (equal to 0.5% of the initial principal balance
of this series of transition bonds) is available to make payments on this series of transition bonds as
described in the accompanying prospectus. In addition, transition bond charges will be subject to
periodic review and adjustment, as described below under “CREDIT ENHANCEMENT—
Periodic Adjustment of the Transition Bond Charge.”

For a more detailed discussion of the transition bond charge adjustments, overcollateralization of
the Series 2002-1 Bonds and capital of the issuer, you should review the material under “CREDIT
ENHANCEMENT? in this prospectus supplement and under “THE TRANSITION BONDS—
Credit Enhancement” and “THE INDENTURE—Allocations and Payments; Priority of
Distributions” in the accompanying prospectus.

Optional Redemption

The Series 2002-1 Bonds may be redeemed in whole on any payment date if the outstanding
principal amount of the Series 2002-1 Bonds has been reduced to less than 5% of the initial principal
amount.

You should also review the material under “THE SERIES 2002-1 BONDS—Optional
Redemption” in this prospectus supplement.

Transition Bond Charge Adjustment Process

If the transition bond charges that ACE collects as servicer of the bondable transition property on
behalf of the issuer are either insufficient or greater than necessary to make timely payments on the
Series 2002-1 Bonds, to pay fees, costs and charges associated with the transition bonds or to fund or

replenish the
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subaccounts to their required levels, ACE will adjust the transition bond charges it bills to
customers, by filing an adjustment request with the BPU, which will become effective absent a
determination by the BPU of manifest error (defined in the BPU financing order as an arithmetic
error evident on the face of the filing). These adjustments will continue until the principal of, and
interest and premium, if any, on, all classes of Series 2002-1 Bonds have been paid in full.

For a more detailed description of the transition bond charge adjustment process, you should review
the material under “CREDIT ENHANCEMENT—Periodic Adjustment of the Transition Bond
Charge” in this prospectus supplement and the material under “THE BPU FINANCING ORDER
AND THE TRANSITION BOND CHARGE—The Transition Bond Charge Adjustment Process”
in the accompanying prospectus.

Tax Status

The issuer and ACE have received a private letter ruling from the Internal Revenue Service to the
effect that, for U.S. federal income tax purposes, the transition bonds will be classified as obligations
of ACE. The issuer will be treated as a division of ACE and will not be treated as a separate taxable
entity.

Transition bondholders who are not United States taxpayers generally will not be subject to United
States federal withholding taxes on interest received on the transition bonds, provided proper
certification as to non-United States beneficial ownership is provided.

Holders of each class of Series 2002-1 Bonds agree to treat the Series 2002-1 Bonds as debt of ACE
for United States federal, state and local tax purposes.

For further information regarding the application of U.S. federal income tax laws, you should see
“MATERIAL INCOME TAX MATTERS FOR THE TRANSITION BONDS” in the
accompanying prospectus.

In addition, in the opinion of LeBoeuf, Lamb, Greene & MacRae, L.L.P., special New Jersey tax
counsel to the issuer and ACE, interest on the transition bonds received by a person who is not
otherwise subject to corporate or personal income tax in the State of New Jersey will not be subject
to these taxes. Neither residents nor nonresidents of New Jersey will be subject to an intangible
personal property tax in respect of the Series 2002-1 Bonds. See “MATERIAL INCOME TAX
MATTERS FOR THE TRANSITION BONDS—Material State of New Jersey Tax Matters” in
the accompanying prospectus.

ERISA Considerations
Employee benefit plans are permitted to purchase transition bonds.

You should also review the material under “ERISA CONSIDERATIONS?” in the accompanying
prospectus.

Servicer’s and Issuer’s Mailing Address and Telephone Number of Principal Executive Office

The mailing address of ACE is Atlantic City Electric Company, 800 King Street, Post Office Box
231, Wilmington, Delaware 19899-0231, and its telephone number is (302) 429-3089. The mailing
address of the issuer is P.O. Box 15597, Wilmington, Delaware 19850-5597, and its telephone
number is (302) 429-3902.
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RISK FACTORS

For a discussion of the material risks associated with an investment in the Series 2002-1 Bonds, you should review
the discussion under “RISK FACTORS,” which begins on page 19 of the accompanying prospectus

THE SERIES 2002-1 BONDS

General

The Series 2002-1 Bonds will be issued under and secured pursuant to a base indenture to be dated as of
December 19, 2002 between the issuer and The Bank of New York, as trustee, as supplemented by the Series 2002-1
supplement to that base indenture. The Series 2002-1 Bonds will be issued on the series issuance date in denominations
of $1,000 (except for one bond in each class that may have a smaller denomination) and integral multiples of $1,000.
The Series 2002-1 Bonds will consist of the classes listed above under “SUMMARY OF TERMS—Securities
Offered.”

Some terms used in this prospectus supplement are defined in the glossary of defined terms located on page 106 of
the accompanying prospectus.

The issuer will pay interest and principal relating to the Series 2002-1 Bonds through DTC, or, if the Series 2002-1
Bonds are no longer in book-entry form, at the offices of the trustee at 101 Barclay Street, Floor 8 West, New York, NY
10286, Attention: Asset Backed Securities. The issuer will make payments by wire transfer in immediately available
funds to the account designated by DTC or its nominee if the Series 2002-1 Bonds are in book-entry form. Otherwise,
the issuer will make payments by check mailed first-class, postage prepaid to a Series 2002-1 Bondholder’s address as it
appears as of the record date on the register maintained by the trustee. After prior notice to the Series 2002-1
Bondholders, the issuer will pay the final installment of principal and premium, if any, only upon presentation and
surrender of a Series 2002-1 Bond at a place specified in the notice. A beneficial owner of a Series 2002-1 Bond will
receive payments from the securities intermediary through which it holds the Series 2002-1 Bonds.

Allocations and Payments; Priority of Distributions

The transition bond charge collections will be remitted by the servicer at least monthly and will be deposited by the
trustee into the general subaccount of the collection account. In addition, investment earnings on amounts on deposit in
the trust accounts will be deposited into the general subaccount of the collection account on the business day preceding
each payment date and, if and to the extent necessary to meet monthly fees and expenses, on the business day preceding
each monthly fee disbursement date. In addition, any indemnity payments received by the trustee will be deposited into
the general subaccount.

All series of transition bonds will have the same transition bond charge adjustment date. On each transition bond
charge adjustment date, ACE, as servicer, will provide the trustee with an estimate of the revenue requirement of each
series of transition bonds, and of the total revenue requirement for all series of transition bonds, in each case for the
period that begins on that transition bond charge adjustment date and ends on the date immediately preceding the next
scheduled transition bond charge adjustment date.

On the basis of these estimates, the trustee, on the business day preceding each related payment date, will allocate to
each series a portion of the total amount in the general subaccount of the collection account equal to the portion of the
total revenue requirement for all series in the period represented by that series’ revenue requirement for the period.

On each payment date, the trustee will pay as to each series the amounts described in clauses 1 through 11
below to the extent funds are available in the general subaccount of the collection account. All series and all
classes within a series will have the same payment dates. In addition, the trustee will pay the monthly fees
and expenses specified in clauses 1 through 5 below on the 20th day of each month that does not include a
payment date, to the extent funds are available in the general subaccount of the collection account. Each such
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day is referred to as a monthly fee disbursement date. See “THE INDENTURE—Allocations and Payments; Priority
of Distributions” in the accompanying prospectus.

The priorities among payments made on each series are as follows:

1. to the trustee, payment of that series’ portion of the trustee’s fee, plus any unpaid fees and expenses,
provided that indemnity amounts will be limited to $10,000,000 in the aggregate for all payment dates and monthly
fee disbursement dates with respect to all series, unless the issuer has received rating agency confirmation that a
further amount will not result in a reduction or withdrawal of the rating of the outstanding transition bonds;

2. to the independent managers of the issuer, payment of that series’ portion of the managers’ fees, plus any
unpaid fees;

3. to the servicer, payment of that series’ portion of the servicing fee, plus any unpaid fees;

4.  to the administrator, payment of that series’ portion of the administration fee, plus any unpaid fees and
specified expenses;

5. to the persons entitled thereto, payment of that series’ portion of the operating expenses of the issuer other
than those described in clauses 1 through 4 above (up to an aggregate amount of $100,000 for all series under this
clause 5 for each quarterly interest period ending on a payment date) including all current and past due amounts,
unless an event of default under the indenture exists or would result from the payment;

6. to the transition bondholders:

(A) payment of the interest then due on the transition bonds of that series and any previously accrued but
unpaid interest;

(B) payment of the principal then due on the transition bonds of that series, to the extent applicable equal
to the following:

* the unpaid principal amount of any class of that series upon an acceleration triggered by an event of
default,

» the unpaid principal amount of any class of that series due on the final maturity date of that class
and

+ the unpaid principal amount of any class of that series called for redemption; and

(C) payment of principal in the amount that would bring the aggregate principal amount outstanding for
that series to the level set forth in the expected amortization schedule for that series for that payment date.

7.  to the persons entitled thereto, payment of that series’ portion of any remaining unpaid operating expenses,
including any unpaid trustee expenses and indemnity amounts then owed;

8.  to the capital subaccount for that series, replenishment up to the required capital amount;

9. to the overcollateralization subaccount for that series, allocation of the amount that would bring the amount
in that subaccount to the level set forth in the overcollateralization schedule for that series on that payment date;

10. to the issuer, release of an amount equal to investment earnings on amounts in the capital subaccount for
that series since the preceding payment date, provided no event of default exists and the release would not reduce

amounts in that subaccount below the required level; and

11.  to the reserve subaccount for that series, allocation of any remaining amount, subject to reallocation of that
remainder to another series in order to prevent or mitigate a payment default of the other series on that payment date.
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After all Series 2002-1 Bonds have been paid, redeemed or defeased, and all obligations of the issuer with respect to
the Series 2002-1 Bonds have been satisfied, amounts, if any, remaining in the Series 2002-1 Bonds’ subaccounts will be
released to the issuer free of the lien of the indenture and will not be reallocated to the subaccounts of the remaining
outstanding series.

Interest Payments

Interest on each class of Series 2002-1 Bonds will accrue from the date of issuance at the interest rate indicated for
that class on the cover of this prospectus supplement. The issuer is required to pay interest quarterly on January 20,
April 20, July 20 and October 20 of each year, beginning October 20, 2003, or, if any such day is not a business day, on
the following business day.

The issuer will pay interest on the Series 2002-1 Bonds prior to paying principal of the bonds. See “THE
TRANSITION BONDS—Interest and Principal” in the accompanying prospectus. If there is a shortfall in the amount
necessary to make interest payments on all classes of Series 2002-1 Bonds, the trustee will distribute interest pro rata to
each class of transition bonds based on the amount of interest due on that class. The issuer will calculate interest on the
Series 2002-1 Bonds on the basis of a 360-day year of twelve 30-day months. Interest on each class of Series 2002-1
Bonds will accrue from the series issuance date at the respective bond rates indicated above under “SUMMARY OF
TERMS—Securities Offered.” Interest will be payable on each payment date to the persons in whose names the
Series 2002-1 Bonds of each class are registered at the close of business on the business day prior to any payment date,
which business day is referred to as the record date.

Principal Payments

On each payment date, the trustee will, as of the related record date and subject to the availability of funds, make
principal payments on each class of Series 2002-1 Bonds in accordance with the expected amortization schedule.

To the extent that more than one class of Series 2002-1 Bonds is to receive payments of principal legally due or
scheduled to be paid in accordance with the expected amortization schedule on any payment date, except in the case of
an optional redemption or an acceleration following an event of default, the applicable funds will be allocated in a
sequential manner, to the extent funds are available, as follows:

(1)  to the holders of the Series 2002-1 Bonds, Class A-1, until this class is retired in full;
(2) to the holders of the Series 2002-1 Bonds, Class A-2, until this class is retired in full;
(3) to the holders of the Series 2002-1 Bonds, Class A-3, until this class is retired in full; and
(4) to the holders of the Series 2002-1 Bonds, Class A-4, until this class is retired in full.

The issuer will not, however, pay principal of any class of Series 2002-1 Bonds on any payment date to the extent
that doing so would reduce the principal balance of a class to an amount lower than that specified in the expected
amortization schedule, set forth in Table 1 below, for that class on that payment date, unless an acceleration of payments
following an event of default or a redemption occurs. The entire unpaid principal amount of each class of the
Series 2002-1 Bonds will be due and payable on the final maturity date for that class.

Table 1 below sets forth the principal balance from the issuance date to the expected final payment date that is
scheduled to remain outstanding for each class of the Series 2002-1 Bonds. The expected final payment date for a class
of Series 2002-1 Bonds is the date on which final payment on the class is expected to be made as set forth in the
expected amortization schedule for that class. The principal balance of a class of Series 2002-1 Bonds means, at any
time, the initial principal balance of that class reduced by the amount of principal distributed since the date of issuance to
the bondholders of that class in accordance with the terms of the indenture. The table reflects the scheduled principal
balance at each payment date after the payments
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scheduled to be made on that date for each class have been made. In preparing the table, it has been assumed, among
other things, that:

1. the Series 2002-1 Bonds are issued on December 19, 2002;
2. payments on the Series 2002-1 Bonds are made on each payment date, commencing on October 20, 2003;

3. the per annum servicing fee for the Series 2002-1 Bonds equals 0.10% of the initial principal balance of the
Series 2002-1 Bonds, payable monthly;

4. there are no net earnings on amounts on deposit in the collection account;

5. per annum operating expenses for the Series 2002-1 Bonds, including all fees, costs and charges of the
issuer, the trustee, the administrator and the independent managers, equals $350,000 in the aggregate, accruing in 12
equal monthly payments; and

6. all transition bond charge collections are received in accordance with ACE’s forecasts and deposited in the
collection account.
TABLE 1
Expected Amortization Schedule

Outstanding Class Principal Balances

Payment Date Class A-1 Class A-2 Class A-3 Class A-4 Series 2002-1
Closing $109,000,000 $66,000,000 $118,000,000 $147,000,000 $440,000,000
10/20/2003 94,506,475 66,000,000 118,000,000 147,000,000 425,506,475
01/20/2004 89,083,098 66,000,000 118,000,000 147,000,000 420,083,098
04/20/2004 84,850,403 66,000,000 118,000,000 147,000,000 415,850,403
07/20/2004 80,822,308 66,000,000 118,000,000 147,000,000 411,822,308
10/20/2004 75,199,510 66,000,000 118,000,000 147,000,000 406,199,510
01/20/2005 70,395,013 66,000,000 118,000,000 147,000,000 401,395,013
04/20/2005 65,786,770 66,000,000 118,000,000 147,000,000 396,786,770
07/20/2005 61,332,279 66,000,000 118,000,000 147,000,000 392,332,279
10/20/2005 55,228,061 66,000,000 118,000,000 147,000,000 386,228,061
01/20/2006 50,160,529 66,000,000 118,000,000 147,000,000 381,160,529
04/20/2006 45,410,379 66,000,000 118,000,000 147,000,000 376,410,379
07/20/2006 40,810,223 66,000,000 118,000,000 147,000,000 371,810,223
10/20/2006 34,553,081 66,000,000 118,000,000 147,000,000 365,553,081
01/20/2007 29,314,188 66,000,000 118,000,000 147,000,000 360,314,188
04/20/2007 24,389,271 66,000,000 118,000,000 147,000,000 355,389,271
07/20/2007 19,608,191 66,000,000 118,000,000 147,000,000 350,608,191
10/20/2007 13,151,615 66,000,000 118,000,000 147,000,000 344,151,615
01/20/2008 7,723,572 66,000,000 118,000,000 147,000,000 338,723,572
04/20/2008 2,620,913 66,000,000 118,000,000 147,000,000 333,620,913
07/20/2008 0 63,653,120 118,000,000 147,000,000 328,653,120
10/20/2008 0 56,989,689 118,000,000 147,000,000 321,989,689
01/20/2009 0 51,335,945 118,000,000 147,000,000 316,335,945
04/20/2009 0 45,996,416 118,000,000 147,000,000 310,996,416
07/20/2009 0 40,764,622 118,000,000 147,000,000 305,764,622
10/20/2009 0 33,813,498 118,000,000 147,000,000 298,813,498
01/20/2010 0 27,875,006 118,000,000 147,000,000 292,875,006
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Payment Date Class A-1 Class A-2 Class A-3 Class A-4 Series 2002-1
04/20/2010 0 22,253,011 118,000,000 147,000,000 287,253,011
07/20/2010 0 16,734,980 118,000,000 147,000,000 281,734,980
10/20/2010 0 9,487,864 118,000,000 147,000,000 274,487,864
01/20/2011 0 3,253,344 118,000,000 147,000,000 268,253,344
04/20/2011 0 0 115,333,066 147,000,000 262,333,066
07/20/2011 0 0 109,509,581 147,000,000 256,509,581
10/20/2011 0 0 101,936,809 147,000,000 248,936,809
01/20/2012 0 0 95,363,846 147,000,000 242,363,846
04/20/2012 0 0 89,091,317 147,000,000 236,091,317
07/20/2012 0 0 82,906,232 147,000,000 229,906,232
10/20/2012 0 0 74,960,452 147,000,000 221,960,452
01/20/2013 0 0 68,013,126 147,000,000 215,013,126
04/20/2013 0 0 61,362,517 147,000,000 208,362,517
07/20/2013 0 0 54,795,395 147,000,000 201,795,395
10/20/2013 0 0 46,455,534 147,000,000 193,455,534
01/20/2014 0 0 39,112,651 147,000,000 186,112,651
04/20/2014 0 0 32,062,533 147,000,000 179,062,533
07/20/2014 0 0 25,091,722 147,000,000 172,091,722
10/20/2014 0 0 16,335,444 147,000,000 163,335,444
01/20/2015 0 0 8,574,749 147,000,000 155,574,749
04/20/2015 0 0 1,102,735 147,000,000 148,102,735
07/20/2015 0 0 0 140,705,612 140,705,612
10/20/2015 0 0 0 131,499,550 131,499,550
01/20/2016 0 0 0 123,274,970 123,274,970
04/20/2016 0 0 0 115,322,517 115,322,517
07/20/2016 0 0 0 107,427,133 107,427,133
10/20/2016 0 0 0 97,706,153 97,706,153
01/20/2017 0 0 0 91,349,967 91,349,967
04/20/2017 0 0 0 86,573,479 86,573,479
07/20/2017 0 0 0 81,894,976 81,894,976
10/20/2017 0 0 0 76,073,742 76,073,742
01/20/2018 0 0 0 71,546,056 71,546,056
04/20/2018 0 0 0 67,561,123 67,561,123
07/20/2018 0 0 0 63,625,424 63,625,424
10/20/2018 0 0 0 58,734,980 58,734,980
01/20/2019 0 0 0 54,286,881 54,286,881
04/20/2019 0 0 0 49,940,720 49,940,720
07/20/2019 0 0 0 45,622,602 45,622,602
10/20/2019 0 0 0 40,320,085 40,320,085
01/20/2020 0 0 0 35,551,619 35,551,619
04/20/2020 0 0 0 30,929,943 30,929,943
07/20/2020 0 0 0 26,334,739 26,334,739
10/20/2020 0 0 0 20,748,941 20,748,941
01/20/2021 0 0 0 15,692,991 15,692,991
04/20/2021 0 0 0 10,779,405 10,779,405
07/20/2021 0 0 0 5,888,475 5,888,475
10/20/2021 0 0 0 0 0




For various reasons, the actual principal balance of any class of the Series 2002-1 Bonds may not be reduced to the
amounts indicated in the foregoing table on any payment date. Accordingly, the timing of the actual reductions in class
principal balances may be delayed compared with the timing indicated in the table. The Series 2002-1 Bonds will not be
in default if not paid on the dates specified in the foregoing table unless the final outstanding principal balance is not
paid on the final maturity date. See “RISK FACTORS?” in the accompanying prospectus for various factors that may,
individually or in the aggregate, affect the rates of reduction of the class principal balances of any class of the
Series 2002-1 Bonds.

Optional Redemption

The issuer may redeem all of the outstanding Series 2002-1 Bonds, at its option, on any payment date if the
outstanding principal balance of the Series 2002-1 Bonds (after giving effect to payments scheduled to be made on that
payment date) has been reduced to less than 5% of the initial principal balance of the Series 2002-1 Bonds. In the case of
redemption, the issuer will pay the Series 2002-1 Bondholders the outstanding principal amount of the Series 2002-1
Bonds and interest accrued and unpaid to the redemption date. The trustee will give notice of the redemption to
Series 2002-1 Bondholders at least five days and at most 45 days before the redemption date. The Series 2002-1 Bonds
will not be redeemed under any other circumstances.

Distribution Following Acceleration

Upon an acceleration of the maturity of the transition bonds and the sale or other liquidation of the collateral, the
total outstanding principal balance of and interest accrued on the Series 2002-1 Bonds and all other outstanding series of
transition bonds will be payable without priority of interest over principal or principal over interest and without regard to
series or class, in the proportion that the total outstanding principal balance of, and interest accrued on, the Series 2002-1
Bonds bears to the total outstanding principal balances of, and interest accrued on, all transition bonds.

CREDIT ENHANCEMENT

Credit enhancement for the Series 2002-1 Bonds is intended to protect you against losses or delays in scheduled
payments on your Series 2002-1 Bonds.

Periodic Adjustment of the Transition Bond Charge

Credit enhancement for the Series 2002-1 Bonds includes mandatory periodic adjustments by the BPU to the
transition bond charge to be billed to customers upon the petition of ACE, as servicer under the servicing agreement.
These petitions are referred to as adjustment requests. Generally, the amount of the adjustment will be based on a
formula approved by the BPU in its financing order approving issuance of the transition bonds. The formula is designed
to ensure, among other things, sufficient funds for payments on the Series 2002-1 Bonds in accordance with the expected
amortization schedule set forth in Table 1 above and to make timely interest payments on the transition bonds.
Adjustment requests will take into account amounts available in the general subaccount and the reserve subaccount for
the Series 2002-1 Bonds and amounts necessary to fund the overcollateralization levels for the Series 2002-1 Bonds as
then scheduled and to replenish the capital subaccount for the Series 2002-1 Bonds to its required level, in addition to
amounts payable on the Series 2002-1 Bonds and related fees and expenses. The servicer may also request modification
of the methodology used to calculate the transition bond charge to more accurately project and generate adequate
revenues. An adjustment request that requests such a modification is referred to as a nonroutine adjustment request. All
adjustment requests will take all series of transition bonds into account.

The servicer will increase or decrease the transition bond charge over the life of the transition bonds as necessary to
adjust for the effects of several factors, including:

+  changes in electricity usage forecasts;
*  changes in payment patterns and charge-off experience (including defaults by third-party suppliers);
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+ changes in any ongoing fees, costs and expenses related to the transition bonds; and

*  the amount of unpaid principal of, and interest and premium, if any, on, the transition bonds including the
issuance of any additional series of transition bonds.

In this way, the transition bond charge collections will be designed so that there are sufficient amounts available to
pay principal, interest and the other fees and expenses associated with the Series 2002-1 Bonds and any other series of
transition bonds then outstanding and so that the outstanding principal amount of Series 2002-1 Bonds conforms to the
expected amortization schedule. ACE as servicer will be obligated to file annual adjustment requests until
September 2019 and to file quarterly adjustment requests beginning September 2020 so long as the Series 2002-1 Bonds
remain outstanding. ACE may in addition be obligated to file further adjustment requests in connection with the issuance
of additional series of transition bonds. ACE is authorized under the BPU financing order to file adjustment requests at
least annually. In addition, the BPU financing order authorizes ACE:

*  to make quarterly filings, and

*  to make monthly filings beginning two years prior to expected maturity of the Series 2002-1 Bonds and
continuing until the Series 2002-1 Bonds have been paid in full,

in each case, to the extent necessary to ensure the timely receipt of revenues equal in amount to required payments of
principal and interest and any other ongoing fees, costs and expenses related to the Transition Bonds. The first annual
adjustment will become effective on October 1, 2003. If the servicer estimates that the transition bond charge in effect at
any given time will result in collections exceeding the amount necessary to meet required payments, then the servicer
may, by filing an adjustment request with the BPU, reduce the transition bond charge, absent a determination by the
BPU of manifest error. If the servicer estimates that the transition bond charge in effect at any given time will result in
collections below the amount necessary to meet required payments, then the servicer may, by filing an adjustment
request with the BPU, increase the transition bond charge, absent a determination by the BPU of manifest error. A
manifest error is defined in the BPU financing order as an arithmetic error evident on the face of the filing. The
adjustments in the transition bond charge will continue until the principal of, and interest and premium, if any, on, all
classes of transition bonds and all related fees and expenses have been paid in full.

For a more detailed description of the transition bond charge adjustment process, you should review the material
under “THE BPU FINANCING ORDER AND THE TRANSITION BOND CHARGE—The Transition Bond
Charge Adjustment Process” in the accompanying prospectus.

Collection Account and Subaccounts

The trustee will establish a collection account to hold transition bond charges remitted by the servicer of the
bondable transition property on a monthly basis (so long as requirements relating to ratings and an absence of servicer
defaults are satisfied). See “THE SERVICING AGREEMENT—Servicing Procedures.” The collection account will
include a general subaccount into which the trustee will deposit, on the business day preceding each payment date,
remitted transition bond charge collections. In addition, any indemnity amounts received by the trustee will be deposited
into the general subaccount. The trustee will also establish under the collection account the following subaccounts
relating to the Series 2002-1 Bonds:

«  aseries subaccount; and under the series subaccount, the following subaccounts:
*  acapital subaccount;
» an overcollateralization subaccount; and

. a reserve subaccount.

The Capital Subaccount. Upon the issuance of the Series 2002-1 Bonds, ACE will deposit $2,200,000 or
0.5% of the initial principal balance of this series of transition bonds in a capital subaccount for the series,
representing the required capital amount for the Series 2002-1 Bonds. On any payment date, if amounts
available in the series subaccount, overcollateralization subaccount and reserve subaccount for the
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Series 2002-1 Bonds are not sufficient to make scheduled payments to the Series 2002-1 Bondholders or to pay such
series’ share of expenses, fees and other charges specified in the indenture, the trustee will draw on amounts in the
capital subaccount for the Series 2002-1 Bonds to make those payments. The trustee will, on each payment date
thereafter, replenish any withdrawals from the capital subaccount for the Series 2002-1 Bonds subject to the availability
of funds and in accordance with the allocations and priorities set forth above under “—Allocations and Payments;
Priority of Distributions.” The required capital amount for the Series 2002-1 Bonds has been set at a level sufficient to
obtain the ratings on the Series 2002-1 Bonds described below under “RATINGS FOR THE SERIES 2002-1
BONDS.”

For a more detailed description of allocations to and payments from the capital subaccount, see the material under
“THE TRANSITION BONDS— Credit Enhancement” and “THE INDENTURE— Allocations and Payments;
Priority of Distributions” and “—Collection Account” in the accompanying prospectus.

The Overcollateralization Subaccount. The amount of overcollateralization for the Series 2002-1 Bonds is intended
to be funded over the expected life of the series and is expected to reach $2,200,000 or 0.5% of the initial principal
amount of the series. The calculated overcollateralization level for each payment date relating to the Series 2002-1 Bonds
is set forth in Table 2 below. Subject to the availability of funds and in accordance with the allocations and priorities set
forth above under “—Allocations and Payments; Priority of Distributions,” on each payment date, the trustee will
deposit in the overcollateralization subaccount for the Series 2002-1 Bonds an amount that results in a funding of the
subaccount to its then scheduled overcollateralization level.

Transition bond charges collected and remitted to the trustee will be allocated by the trustee to fund
overcollateralization amounts for different series of transition bonds in the manner described under “THE
INDENTURE—Allocations and Payments; Priority of Distributions” in the accompanying prospectus. In addition, if
amounts on deposit in the series subaccount and reserve subaccount described below for the Series 2002-1 Bonds are not
sufficient on a particular payment date to make scheduled payments to the holders of the Series 2002-1 Bonds, to pay
expenses of the trustee, the independent managers of the issuer, the servicer, the administrator and the issuer and to meet
other specified expenses, the trustee will draw on amounts in the overcollateralization subaccount to fund such payments
as described under “THE INDENTURE—AIllocations and Payments; Priority of Distributions” in the
accompanying prospectus.

The transition bond charges will be calculated at, and periodically adjusted to, a level designed to collect the
overcollateralization amount over the expected life of the Series 2002-1 Bonds. The overcollateralization amount has
been set at a level sufficient to obtain the ratings on the Series 2002-1 Bonds described below under “RATINGS FOR
THE SERIES 2002-1 BONDS.”

For a more detailed description of overcollateralization, see the material under “THE TRANSITION BONDS—
Credit Enhancement” and “THE INDENTURE—AlIlocations and Payments; Priority of Distributions™ in the
accompanying prospectus.
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TABLE 2

Calculated Overcollateralization Level

Payment Date

Calculated Overcollateralization Level

Closing

10/20/2003
01/20/2004
04/20/2004
07/20/2004
10/20/2004
01/20/2005
04/20/2005
07/20/2005
10/20/2005
01/20/2006
04/20/2006
07/20/2006
10/20/2006
01/20/2007
04/20/2007
07/20/2007
10/20/2007
01/20/2008
04/20/2008
07/20/2008
10/20/2008
01/20/2009
04/20/2009
07/20/2009
10/20/2009
01/20/2010
04/20/2010
07/20/2010
10/20/2010
01/20/2011
04/20/2011
07/20/2011
10/20/2011
01/20/2012
04/20/2012
07/20/2012
10/20/2012
01/20/2013
04/20/2013
07/20/2013
10/20/2013
01/20/2014

$ 0
115,789
144,737
173,684
202,632
231,579
260,526
289,474
318,421
347,368
376,316
405,263
434211
463,158
492,105
521,053
550,000
578,947
607,895
636,842
665,789
694,737
723,684
752,632
781,579
810,526
839,474
868,421
897,368
926,316
955,263
984,211

1,013,158
1,042,105
1,071,053
1,100,000
1,128,947
1,157,895
1,186,842
1,215,789
1,244,737
1,273,684
1,302,632




Payment Date Calculated Overcollateralization Level

04/20/2014 1,331,579
07/20/2014 1,360,526
10/20/2014 1,389,474
01/20/2015 1,418,421
04/20/2015 1,447,368
07/20/2015 1,476,316
10/20/2015 1,505,263
01/20/2016 1,534,211
04/20/2016 1,563,158
07/20/2016 1,592,105
10/20/2016 1,621,053
01/20/2017 1,650,000
04/20/2017 1,678,947
07/20/2017 1,707,895
10/20/2017 1,736,842
01/20/2018 1,765,789
04/20/2018 1,794,737
07/20/2018 1,823,684
10/20/2018 1,852,632
01/20/2019 1,881,579
04/20/2019 1,910,526
07/20/2019 1,939,474
10/20/2019 1,968,421
01/20/2020 1,997,368
04/20/2020 2,026,316
07/20/2020 2,055,263
10/20/2020 2,084,211
01/20/2021 2,113,158
04/20/2021 2,142,105
07/20/2021 2,171,053
10/20/2021 2,200,000

The Reserve Subaccount. A reserve subaccount for the Series 2002-1 Bonds will be funded with remitted transition
bond charge collections, indemnity amounts remitted by the servicer to the trustee and earnings on remittances by the
servicer to the trustee (other than earnings on deposits in the capital subaccount) to the extent such amounts are allocable
to the Series 2002-1 Bonds. The reserve subaccount will be funded on each payment date with the excess, if any, over
what is necessary on that payment date:

*  to meet such series’ share of fees and expenses payable to the trustee, the independent managers of the issuer,
the servicer and the administrator and other specified expenses of the issuer attributable to the Series 2002-1
Bonds;

* to make payments of principal and interest on the Series 2002-1 Bonds;
*  to replenish the capital subaccount for the Series 2002-1 Bonds; and

«  to fund the overcollateralization subaccount for the Series 2002-1 Bonds.

The transition bond charge will be adjusted to eliminate any excess amounts that have accumulated in the reserve
subaccount for the Series 2002-1 Bonds.




If on any payment date amounts available in the series subaccount for the Series 2002-1 Bonds are insufficient to
pay the series’ share of expenses, fees and other charges specified in the indenture payable on that date, to make
scheduled payments to the Series 2002-1 Bondholders, or to fund the capital subaccount and overcollateralization
subaccount for the series as required on that date, the trustee will draw on any amounts in the reserve subaccount for the
Series 2002-1 Bonds to make those payments. If on any monthly fee disbursement date amounts available in the general
subaccount of the collection account (including available investment earnings in the subaccounts of the collection
account) are insufficient to pay the series’ share of monthly fees and expenses, the trustee will draw on any amounts in
the reserve subaccount for the Series 2002-1 Bonds to make those payments. If on any payment date funds on deposit in
the series subaccount for the Series 2002-1 Bonds are insufficient to make the allocations for the series, the trustee will
draw from amounts on deposit in the reserve subaccount, overcollateralization subaccount and capital subaccount for the
series, in that order. In addition, if on any payment date amounts available in the series subaccount of any particular
series of outstanding transition bonds are insufficient to make payments to that series’ bondholders, so long as no default
or event of default is caused, the trustee may draw on amounts in the reserve subaccount for the other series of transition
bonds, including the Series 2002-1 Bonds, to make those payments. See “THE INDENTURE—AIllocations and
Payments; Priority of Distributions” in the accompanying prospectus.

For a more detailed description of allocations to and payments from the reserve subaccount for the Series 2002-1
Bonds and similar subaccounts for additional series of transition bonds, if any, see the material under “THE
TRANSITION BONDS—Credit Enhancement” and “THE INDENTURE—Allocations and Payments; Priority of
Distributions” and “—Collection Account” in the accompanying prospectus.

Issuance of Additional Series

Atlantic City Electric Transition Funding LLC may issue additional series of transition bonds without the prior
approval of the Series 2002-1 Bondholders. Those series may include terms and provisions that are unique to those
series. The transition bond charge and adjustments to it are generally based on the total principal amount of all transition
bonds outstanding. In addition, a new series of transition bonds may not be issued if the issuance would result in a
reduction or withdrawal of the credit ratings on the Series 2002-1 Bonds. Therefore, it is not expected that the issuance
of additional series would adversely affect the sufficiency of the transition bond charge collections for payment of the
Series 2002-1 Bonds. See “RISK FACTORS—Other Risks Associated with an Investment in the Transition
Bonds—Issuance of Additional Series of Transition Bonds Whose Holders May Have Interests That Conflict with
Your Interests” and “THE TRANSITION BONDS” in the accompanying prospectus.

REPORTS TO HOLDERS OF SERIES 2002-1 BONDS

On or prior to each payment date, the trustee will prepare and provide statements to the holders of record of the
Series 2002-1 Bonds. These statements will be available to the beneficial owners of the Series 2002-1 Bonds upon
request to the trustee or the servicer. The financial information provided will not be examined or reported upon by any
independent public accountant and no independent public accountant will give an opinion on this financial information.

For a more detailed description of the statements provided to the holders of record of the Series 2002-1 Bonds, you
should review the material under “THE INDENTURE—Reports to Transition Bondholders” in the accompanying
prospectus.

THE TRANSITION BOND CHARGES

The bondable stranded costs described in the financing order issued by the BPU on September 20, 2002
are to be recovered from customers of ACE through transition bond charges, subject to limitations. See
“RISK FACTORS-Unusual Nature of Bondable Transition Property and Servicing Risks” and “THE
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COMPETITION ACT—ACE and Other Utilities May Securitize Stranded Costs and Basic Generation Service
Transition Costs” in the accompanying prospectus.

ACE, in its capacity as servicer of the bondable transition property under the servicing agreement, will bill the
transition bond charges to each customer. ACE estimates that the transition bond charge will be approximately $0.00462
per kilowatt-hour for all customers on the initial issuance date for the transition bonds, beginning on the issuance date for
the Series 2002-1 Bonds. See “THE BPU FINANCING ORDER AND THE TRANSITION BOND CHARGE—The
BPU Financing Order” in the accompanying prospectus.

The actual collections of the transition bond charges are intended to be neither more nor less than the amount
necessary to pay the principal on the transition bonds of each series in accordance with the expected amortization
schedule applicable to each series and class of transition bonds, to pay interest on each series and to fund the related
expenses and reserves. In order to enhance the likelihood that the appropriate amount of transition bond charges will be
collected, the servicing agreement requires the servicer to seek, and the Competition Act and the BPU financing order
require the BPU to approve, adjustments to the transition bond charges at least annually and as frequently as quarterly (or
monthly beginning two years prior to the scheduled maturity of the Series 2002-1 Bonds and continuing until the Series
2002-1 Bonds have been paid in full). These adjustments will be based on actual collections of the transition bond
charges and updated assumptions by the servicer as to projected future usage of electricity by customers, expected
delinquencies, customer payment patterns and write-offs and future payments and expenses relating to the Series 2002-1
Bonds and any other series of transition bonds issued. See “THE BPU FINANCING ORDER AND THE
TRANSITION BOND CHARGE—The Transition Bond Charge Adjustment Process” in the accompanying
prospectus.

DESCRIPTION OF ACE’S BUSINESS

For a description of the servicer, you should review the material under “ATLANTIC CITY ELECTRIC
COMPANY?” and “THE SERVICER OF THE BONDABLE TRANSITION PROPERTY” in the accompanying
prospectus.

SERVICING

Servicing Fee

The issuer will pay the servicer a monthly servicing fee with respect to all series of transition bonds. So long as ACE
acts as servicer, the per annum servicing fee will equal 0.10% of the initial principal amount of all transition bonds. If a
successor servicer is appointed, the successor servicer may be paid an annual servicing fee of up to 1.25% of the initial
principal balance of all transition bonds. The monthly servicing fee, together with any portion of the servicing fee that
remains unpaid, will be paid solely to the extent funds are available for that payment as described under “THE
INDENTURE—Allocations and Payments; Priority of Distributions” in the accompanying prospectus. The servicing
fee will be paid prior to any amounts in respect of interest on and principal of the Series 2002-1 Bonds. The servicer will
not be required to remit to the trustee investment income the servicer receives on the transition bond charges it collects
pending their remittance to the trustee and any late fees paid by customers to ACE as servicer that are associated with the
transition bond charges.

Servicer Advances

The servicer will not make any advances of interest or principal on the Series 2002-1 Bonds.

UNDERWRITING THE SERIES 2002-1 BONDS

Subject to the terms and conditions set forth in the underwriting agreement among the issuer, ACE,
Morgan Stanley & Co. Incorporated and the underwriters for whom Morgan Stanley & Co. Incorporated is
acting as the representative, the issuer has agreed to sell to the underwriters, and the underwriters have
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severally agreed to purchase, the principal amount of Series 2002-1 Bonds set forth opposite each underwriter’s name

below:
Name Class A-1 Class A-2 Class A-3 Class A-4 Total

Morgan Stanley &

Co. Incorporated  $ 65,400,000 $ 39,600,000 $ 70,800,000 $ 88,200,000 $264,000,000
Banc of America

Securities LLC $ 9,810,000 $ 5,940,000 $ 10,620,000 $ 13,230,000 $ 39,600,000
Banc One Capital

Markets, Inc. $ 9,810,000 $ 5,940,000 $ 10,620,000 $ 13,230,000 $ 39,600,000
Credit Suisse First

Boston

Corporation $ 11,990,000 $ 7,260,000 $ 12,980,000 $ 16,170,000 $ 48,400,000
PNC Capital

Markets, Inc. $ 2,180,000 $ 1,320,000 $ 2,360,000 $ 2,940,000 $ 8,800,000
Wachovia

Securities, Inc. $ 9,810,000 $ 5,940,000 $ 10,620,000 $ 13,230,000 $ 39,600,000
Total $109,000,000 $ 66,000,000 $118,000,000 $147,000,000 $440,000,000

In accordance with the underwriting agreement, the underwriters will take and pay for all of the Series 2002-1 Bonds
offered hereby, if any are taken.

The Underwriters’ Sales Price for the Series 2002-1 Bonds

Series 2002-1 Bonds sold by the underwriters to the public will be initially offered at the initial public offering prices
set forth on the cover of this prospectus supplement. The underwriters propose initially to offer the Series 2002-1 Bonds
to dealers at the initial public offering prices, less a selling concession not to exceed the percentage set forth below, and
the underwriters may allow and dealers may reallow a discount not to exceed the percentage set forth below.

Class Selling Concession Reallowance Discount
Class A-1 0.285% 0.143%
Class A-2 0.285% 0.143%
Class A-3 0.330% 0.165%
Class A-4 0.435% 0.218%

After the initial public offering, the public offering prices, selling concessions and reallowance discounts may
change.

No Assurance as to Resale Price or Resale Liquidity for the Series 2002-1 Bonds

The Series 2002-1 Bonds are a new issue of securities with no established trading market. They will not be listed on
any securities exchange. The underwriters have advised the issuer that they intend to make a market in the Series 2002-1
Bonds, but they are not obligated to do so and may discontinue market making at any time without notice. No assurance
can be given as to the liquidity of the trading market for the Series 2002-1 Bonds.

Various Types of Underwriter Transactions That May Affect the Price of the Series 2002-1 Bonds

The underwriters may engage in overallotment transactions, stabilizing transactions, syndicate covering
transactions and penalty bids with respect to the Series 2002-1 Bonds in accordance with Regulation M under
the Exchange Act. Overallotment transactions involve syndicate sales in excess of the offering size, which create
a syndicate short position. Stabilizing transactions are bids to purchase the Series 2002-1 Bonds which are
permitted, so long as the stabilizing bids do not exceed a specified maximum price. Syndicate covering
transactions involve purchases of the Series 2002-1 Bonds in the open market after the distribution has been
completed in order to cover syndicate short positions. Penalty bids permit the underwriters to reclaim a selling
concession from a syndicate member when the Series 2002-1 Bonds originally sold by the syndicate member are
purchased in a syndicate covering transaction. These overallotment transactions, stabilizing transactions,
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syndicate covering transactions and penalty bids may cause the prices of the Series 2002-1 Bonds to be higher than they
would otherwise be. None of ACE, the issuer, the trustee or any of the underwriters represents that the underwriters will
engage in any of these transactions or that these transactions, once commenced, will not be discontinued without notice
at any time.

In the ordinary course of business, each underwriter and its affiliates have engaged and may engage in transactions
with the issuer and its affiliates, including ACE. In addition, each underwriter may from time to time take positions in
the Series 2002-1 Bonds.

Under the terms of the underwriting agreement, the issuer and ACE have agreed to reimburse the underwriters for
some expenses. The issuer and ACE have agreed to indemnify the underwriters against some liabilities, including
liabilities under the Securities Act.

RATINGS FOR THE SERIES 2002-1 BONDS

It is a condition of any underwriter’s obligation to purchase the Series 2002-1 Bonds that the Series 2002-1 Bonds
be rated “AAA” both by Standard & Poor’s Ratings Group, a division of McGraw-Hill Companies, Inc. and by Fitch
Ratings and “Aaa” by Moody’s Investors Service, Inc.

A security rating is not a recommendation to buy, sell or hold securities and may be subject to revision or
withdrawal at any time by the rating agency. No person is obligated to maintain the rating on any class of Series 2002-1
Bonds, and, accordingly, there can be no assurance that the ratings assigned to any class of Series 2002-1 Bonds upon
initial issuance will not be revised or withdrawn by a rating agency at any time thereafter. If a rating of any class of
Series 2002-1 Bonds is revised or withdrawn, the liquidity of that class may be adversely affected. In general, ratings
address credit risk and do not represent any assessment of any particular rate of principal payments on Series 2002-1
Bonds other than payment in full of each class of Series 2002-1 Bonds by the applicable final maturity date and the
ability to make timely interest payments.
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PROSPECTUS

Atlantic City Electric Transition Funding LLC

Issuer

Atlantic City Electric Company

Seller and Servicer

Transition Bonds Issuable in Series

THE ISSUER

*  may periodically issue up to $2 billion aggregate principal amount of transition bonds in one or more series,
each with one or more classes; and

e will own:

e bondable transition property, which is the right, created under New Jersey’s Competition Act, to bill and
collect transition bond charges in amounts designed to be sufficient to repay the transition bonds, to pay
other expenses specified in the indenture and to fund the trust accounts;

. collections of transition bond charges;

. its rights under the sale agreement and the servicing agreement;

J trust accounts held by the trustee; and

. if so stated in the applicable prospectus supplement, other credit enhancement.

THE TRANSITION BONDS

*  will be payable only from assets of the issuer;

*  will be supported by trust accounts held by the trustee for the transition bonds and, if so stated in the applicable
prospectus supplement, other credit enhancement; and

e will be issued in series, each of which the issuer may issue without the consent of existing transition
bondholders.

Consider carefully the Risk Factors beginning on page 19 of this prospectus.

This prospectus may be used to offer and sell a series of transition bonds only if accompanied by the prospectus
supplement for that series.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of
these securities or determined if this prospectus is truthful or complete. Any representation to the contrary is a criminal

offense.

The date of this prospectus is December 11, 2002.
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IMPORTANT NOTICE
ABOUT INFORMATION PRESENTED IN THIS PROSPECTUS

You should rely only on information on the transition bonds provided in this prospectus and in the related prospectus
supplement. No dealer, salesperson or other person has been authorized to give any information or to make any
representations other than those contained in this prospectus and the prospectus supplement and, if given or made, the
information or representations must not be relied upon as having been authorized by the issuer, ACE, Conectiv, Pepco
Holdings, Inc., the underwriters or any dealer, salesperson or other person. Neither the delivery of this prospectus and the
related prospectus supplement nor any sale made hereunder shall, under any circumstances, create an implication that
information herein is correct as of any time since the date of this prospectus or the related prospectus supplement. This
prospectus and the related prospectus supplement do not constitute an offer to sell, or a solicitation of an offer to buy, any
security in any jurisdiction in which it is unlawful to make any similar offer or solicitation.

We include cross-references to sections where you can find further related discussions. Check the Table of Contents in this
prospectus to locate these sections.
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SUMMARY OF TERMS

This summary contains a brief description of the transition bonds that applies to all series of transition
bonds issued under this prospectus. Information that relates to a specific series of transition bonds can
be found in the prospectus supplement related to that series. You will find a detailed description of the
terms of the offering of the transition bonds in “THE TRANSITION BONDS” in this prospectus.

Consider carefully the risk factors beginning on page 19 of this prospectus.

The Issuer

The Seller of the Bondable
Transition Property to the
Issuer

The Servicer of the
Bondable Transition
Property

The Trustee

The Assets of the Issuer

Atlantic City Electric Transition Funding LLC, a Delaware limited
liability company wholly owned by Atlantic City Electric Company
(which is referred to as ACE). Atlantic City Electric Transition Funding
LLC is referred to as the issuer. The issuer was formed solely to purchase
bondable transition property from ACE and to issue one or more series of
transition bonds secured by the bondable transition property. Each series
of transition bonds may be issued in one or more classes. Bondable
transition property is discussed in this summary under “The Collateral.”

The issuer’s mailing address is P.O. Box 15597, Wilmington, Delaware
19850-5597, and its telephone number is (302) 429-3902.

ACE, an operating electric utility incorporated under the laws of the State
of New Jersey on April 28, 1924. As of September 30, 2002, ACE served
approximately 511,300 customers, covering areas in which approximately
900,000 people reside.

ACE’s address is 800 King Street, Post Office Box 231, Wilmington,
Delaware 19899, and its telephone number is (302) 429-3089.

ACE, acting as servicer, and any successor servicer, will service the
bondable transition property pursuant to a servicing agreement with the
issuer.

The Bank of New York will be the trustee under the indenture relating to
the transition bonds.

The issuer will own:
* the bondable transition property transferred to the issuer (See “THE
SALE AGREEMENT—ACE’s Sale and Assignment of Bondable

Transition Property” in this prospectus);
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Transaction Overview

* collections of transition bond charges;

* its rights under the transaction agreements, including the sale agreement
and the servicing agreement;

* trust accounts held by the trustee; and

« if so stated in the applicable prospectus supplement, other credit
enhancement.

New Jersey law permits public utilities, such as ACE, that transmit and
distribute electricity to end users within the state (referred to as electric
public utilities) to recover the costs of investments in electricity
generation assets and other obligations that cannot be recovered through
market-based electricity supply rates in a competitive electricity
generation market. These costs are known as “stranded costs.” In addition,
New Jersey electric public utilities are permitted to recover net losses
incurred in procuring power for basic generation service to customers
during the transition to a competitive market. An electric public utility
may recover stranded costs and basic generation service transition costs
through an irrevocable nonbypassable charge called a “transition bond
charge” that is assessed on its electric customers. New Jersey law permits
special purpose entities formed by electric public utilities to issue debt
securities secured by bondable transition property, which includes the
right to bill and collect transition bond charges in amounts designed to be
sufficient to repay the transition bonds, to pay other expenses specified in
the indenture and to fund the trust accounts. See “THE TRANSITION
BONDS” and “THE COMPETITION ACT—Recovery of Stranded
Costs Is Allowed for ACE and Other New Jersey Utilities” in this
prospectus.

The following sets forth the primary steps of the transaction underlying
the offering of the transition bonds:

» ACE will sell and assign the bondable transition property to the issuer
from time to time in exchange for the net proceeds from the sale of a
series of the transition bonds.

* The issuer, whose primary asset will be the bondable transition
property, will sell the transition bonds from time to time to the
underwriters named in the prospectus supplement for the related series.

» ACE will act as the servicer of the bondable transition property.

2




The transition bonds and the bondable transition property securing the
transition bonds are not an obligation of ACE or of any of its affiliates
other than the issuer. The transition bonds and the bondable transition
property are also not an obligation of the State of New Jersey or any
governmental agency, authority or instrumentality of the State of New
Jersey.




Primary Steps of the

What follows is a chart depicting the primary steps of the transaction and
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The transition bonds will be secured by bondable transition property, a
form of property created under the Competition Act and the financing
order of the New Jersey Board of Public Utilities, referred to as the BPU.
The Competition Act is the New Jersey Electric Discount and Energy
Competition Act, enacted in February 1999. On September 20,
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2002, the BPU issued to ACE a bondable stranded costs rate order
providing, among other things, for the issuance of transition bonds. This
order, any subsequent bondable stranded costs rate orders issued from
time to time by the BPU to ACE providing for the issuance of transition
bonds and identified in supplements to this prospectus, and any orders
supplemental to any of the foregoing are collectively referred to as the
BPU financing order.

* In general terms, bondable transition property includes the irrevocable
right to recover, through a nonbypassable transition bond charge
payable by all of ACE’s customers and/or the customers of any electric
distribution company that succeeds to all or a significant part of the
electric distribution business of ACE within its present service territory:

* the principal amount of, and interest on, the transition bonds,

* the costs incurred to issue, service or refinance the transition bonds,
including accrued interest and acquisition or redemption premium; and

+ other financing costs and related fees and charges, including but not
limited to the costs of selling or transferring bondable transition
property and the costs of credit enhancements, servicing expenses,
overcollateralization, interest rate caps, swaps or collars, yield
maintenance, maturity guarantees and other hedging agreements and the
fees for the servicer, trustee, independent managers and administrator.

Bondable transition property also includes the right to obtain periodic
adjustments of the transition bond charge and all revenues, collections,
payments, money and proceeds with respect to the foregoing. See “THE
BPU FINANCING ORDER AND THE TRANSITION BOND
CHARGE—The BPU Financing Order” in this prospectus.

ACE will sell and assign bondable transition property from time to time to
the issuer to support the issuance of a series of the transition bonds. The
sale of bondable transition property is described in more detail under
“THE SALE AGREEMENT—ACE’s Sale and Assignment of the
Bondable Transition Property” in this prospectus. ACE, as servicer of
the bondable transition property, will collect the
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Servicing the Bondable
Transition Property

transition bond charge from customers within its service territory on
behalf of the issuer. See “THE SERVICER OF THE BONDABLE
TRANSITION PROPERTY?” in this prospectus.

The issuer will use the net proceeds from the issuance of the transition
bonds to pay the expenses of issuance and to purchase the bondable
transition property from ACE. ACE will use these proceeds principally to
reduce stranded costs through the retirement of debt or equity or both,
and/or to finance or refinance the cost of buying down and/or buying out
long-term power purchase contracts from nonutility generators, and/or to
recover basic generation service transition costs. See “Transaction
Overview” above and “USE OF PROCEEDS” in this prospectus.

ACE, in its capacity as servicer of the bondable transition property under
the servicing agreement, will assess the transition bond charge on the bills
of each customer. A customer is an end user of electricity that is
connected to any part of ACE’s transmission and distribution system and
located within ACE’s service territory. Each customer that uses ACE’s
transmission and distribution system must pay the transition bond charge,
even customers that elect to purchase electricity from another supplier. In
limited circumstances, customers that self-generate may avoid the
transition bond charge, as described under “THE COMPETITION
ACT—ACE and Other Utilities May Securitize Stranded Costs and
Basic Generation Service Transition Costs” in this prospectus. The
transition bond charge is assessed as a uniform, per kilowatt-hour charge
against all customers; the amount billed to a customer depends on the
amount of electricity delivered to the customer through ACE’s
transmission and distribution system. See “THE COMPETITION
ACT” and “THE BPU FINANCING ORDER AND THE
TRANSITION BOND CHARGE?” in this prospectus. Third-party
suppliers of electricity to ACE’s customers may collect the transition
bond charge from customers within ACE’s service area and pay the
transition bond charge to the servicer. These third-party suppliers must
pay ACE any transition bond charge that they bill to ACE’s customers
whether or not they receive payments from those customers.

ACE, as servicer, will calculate the transition bond charge based on the
total amount required to be billed to customers in order to enhance the
likelihood that transition bond charge
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collections, including any amounts on deposit in the reserve subaccount of
each series, are neither more nor less than the amount necessary to make
timely payments of principal of and interest on the transition bonds and
the other amounts required to be paid by the issuer. The charge will be
reflected in each customer’s bill. Transition bond charge collections will
vary from projections owing to fluctuations in usage, number of
customers, customer payment patterns, rates of delinquencies, write-offs
and other factors. See “THE SERVICER OF THE BONDABLE
TRANSITION PROPERTY? in this prospectus.

The BPU is required to make periodic adjustments to the transition bond
charge upon petition by ACE, as servicer, or the issuer, to ensure receipt
of revenues sufficient to recover all ongoing transaction costs, including
expected principal amortization of, and interest on, the transition bonds
and other ongoing transaction costs listed in this summary under
“Allocations and Payments; Priority of Distributions.” See “THE BPU
FINANCING ORDER AND THE TRANSITION BOND CHARGE—
The Transition Bond Charge Adjustment Process” in this prospectus.
For each series of transition bonds, the adjustments will be designed to
result in the outstanding principal balance of the transition bonds of that
series equaling the amounts set forth in the series’ expected amortization
schedule. The principal balance of a class or series refers to the initial
principal balance of that class or series reduced by the amount of principal
distributed since the date of issuance to the bondholders of that class or
series in accordance with the terms of the indenture. In addition, the
adjustments in the transition bond charge will be designed to result in

(1) the amount in the overcollateralization subaccount for each series of
transition bonds equaling the required overcollateralization amount for
that series, (2) the amount in the capital subaccount for that series
equaling the required capital level for that series, and (3) the amount in
the reserve subaccount for that series equaling zero. It is anticipated that
the adjustments in the transition bond charge would be made so that these
equalizations would be achieved by the payment date immediately
following the next date on which the transition bond charge is adjusted.

ACE, as servicer, will petition the BPU to approve such adjustments in
the transition bond charge as are required to make up for any shortfall or
excess in transition bond charge
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Payment Sources

Allocations and Payments;
Priority of Distributions

collections. See “THE SERVICING AGREEMENT—Servicer
Duties” in this prospectus. In this way, the transition bond charge
collections will be designed to conform to the expected amortization
schedule of payments of principal of, and interest on, and the other costs
associated with the transition bonds. The adjustments must be made at
least annually but may be made quarterly or monthly to the extent
permitted in the BPU financing order. The date on which an adjustment to
the transition bond charge is made is referred to as a transition bond
charge adjustment date. All series of transition bonds will have the same
transition bond charge adjustment date. The servicer may also request
modification of the methodology used to calculate the transition bond
charge to more accurately project and generate adequate revenues. See
“THE BPU FINANCING ORDER AND THE TRANSITION BOND
CHARGE—The Transition Bond Charge Adjustment Process” in this
prospectus.

On each payment date, as described in “Allocations and Payments;
Priority of Distributions” in this summary, the trustee will pay amounts
due on the transition bonds from:

* transition bond charge collections remitted by the servicer to the trustee
during the prior collection period as specified in the prospectus
supplement;

« amounts available from trust accounts held by the trustee; and
+ any indemnity payments received by the trustee.

These accounts are described in greater detail under “THE
INDENTURE—Collection Account” in this prospectus.

The transition bond charge collections will be remitted by the servicer at
least monthly and will be deposited by the trustee into the general
subaccount of the collection account. In addition, investment earnings on
amounts on deposit in the trust accounts will be deposited into the general
subaccount of the collection account on the business day preceding each
payment date and, if and to the extent necessary to meet monthly fees and
expenses, on the business day preceding each monthly fee disbursement
date. In addition, any indemnity payments received by the trustee will be
deposited into the general subaccount as received.

On each transition bond charge adjustment date, ACE, as servicer, will
provide the trustee with an estimate of the
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revenue requirement of each series of transition bonds, and of the
total revenue requirement for all series of transition bonds, in each
case for the period that begins on that transition bond charge
adjustment date and ends on the date immediately preceding the
next scheduled transition bond charge adjustment date.

On the basis of these estimates, the trustee, on the business day
preceding each related payment date, will allocate to each series a
portion of the total amount in the general subaccount of the
collection account equal to the portion of the total revenue
requirement for all series in the period represented by that series’
revenue requirement for the period.

On each payment date, the trustee will pay as to each series the amounts as
described in clauses 1 through 11 below, to the extent funds are available in
the general subaccount of the collection account. All series and all classes
within a series will have the same payment dates. In addition, the trustee
will pay the monthly fees and expenses specified in clauses 1 through 5
below on the 20th day of each month that does not include a payment date,
to the extent funds are available in the general subaccount of the collection
account. Each such day is referred to as a monthly fee disbursement date.
See “THE INDENTURE—Allocations and Payments; Priority of
Distributions” in this prospectus.

The priorities among payments made on each series are as follows:

1. to the trustee, payment of that series’ portion of the trustee’s
fee, plus any unpaid fees and expenses, provided that
indemnity amounts will be limited to $10,000,000 in the
aggregate for all payment dates and monthly fee
disbursement dates with respect to all series, unless the issuer
has received rating agency confirmation that a further amount
will not result in a reduction or withdrawal of the rating of
the outstanding transition bonds;

2. to the independent managers of the issuer, payment of that
series’ portion of the managers’ fees plus any unpaid fees;

3. to the servicer, payment of that series’ portion of the
servicing fee plus any unpaid fees;
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4. to the administrator, payment of that series’ portion of the
administration fee and any unpaid fees, plus specified expenses;

5. to the persons entitled thereto, payment of that series’ portion of the
operating expenses of the issuer other than those described in clauses 1
through 4 above (up to an aggregate amount of $100,000 under this
clause 5 for each quarterly interest period ending on a payment date)
including all current and past due amounts, unless an event of default
under the indenture exists or would result from the payment;

6. to the transition bondholders:

(A) payment of the interest then due on the transition bonds of that
series and any previously accrued but unpaid interest;

(B) payment of the principal then due on the transition bonds of that
series, to the extent applicable equal to the following:

* the unpaid principal amount of any class of that series upon an
acceleration triggered by an event of default,

+ the unpaid principal amount of any class of that series due on
the final maturity date of that class and

* the unpaid principal amount of any class of that series called for
redemption; and

(C) payment of principal in the amount that would bring the aggregate
principal amount outstanding for that series to the level set forth in
the expected amortization schedule for that series for that payment
date;

7. to the persons entitled thereto, payment of that series’ portion of any
remaining unpaid operating expenses, including any unpaid trustee
expenses and indemnity amounts then owed;

8. to the capital subaccount for that series, replenishment up to the
required capital amount;

9. to the overcollateralization subaccount for that series, allocation of the
amount that would bring the
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amount in that subaccount to the level set forth in the overcollateralization
schedule for that series on that payment date;

10. to the issuer, release of an amount equal to investment earnings on
amounts in the capital subaccount for that series since the preceding
payment date, provided no event of default exists and the release
would not reduce amounts in that subaccount below the required
level; and

11. to the reserve subaccount for that series, allocation of any
remaining amount, subject to reallocation of that remainder to
another series in order to prevent or mitigate a payment default of
the other series on that payment date.

After all transition bonds of that series have been paid, redeemed or
defeased, and all obligations of the issuer with respect to that series have
been satisfied, amounts, if any, remaining in that series’ subaccounts will
either be released to the issuer free of the lien of the indenture or be
reallocated to the subaccounts of the remaining outstanding series, if and
to the extent specified in the related prospectus supplement.

If and to the extent specified in the related prospectus supplement, if more
than one class of a series of transition bonds is to receive payments of
principal legally due or scheduled to be paid in accordance with the
related expected amortization schedule on any payment date, the
applicable funds will be allocated in a sequential manner, to the extent
funds are available, as specified in that prospectus supplement.

If a class of any series of transition bonds bears interest at a floating rate,
the related prospectus supplement will specify the priority and other terms
determining the basis on which amounts in the series subaccount for that
series may be deposited in and withdrawn from the class subaccount, if
any, established for that class and the basis, if any, on which amounts in
the reserve subaccount, the overcollateralization subaccount and the
capital subaccount for that series may be allocated to the class subaccount.

In addition, if ACE enters into a hedge agreement in connection with any
series of transition bonds, the related prospectus supplement will specify
the terms governing the allocation of amounts payable to or received from
the related
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hedge counterparty and the basis, if any, on which amounts in the reserve
subaccount, the overcollateralization subaccount and the capital
subaccount for the series may be allocated to the hedge counterparty.

ALLOCATIONS AND DISTRIBUTIONS FOR EACH SERIES
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Credit Enhancement and
Accounts

Unless otherwise specified in the related prospectus supplement, the
primary form of credit enhancement for the transition bonds will be
mandatory periodic adjustments to the transition bond charge. In addition,
the transition bond charge collections will fund the collection account and
various subaccounts set forth below.

Collection Account—Under the indenture, the trustee will hold a single
collection account, the amounts held in which will be deposited into a
general subaccount, which will be divided into various series subaccounts,
which series subaccounts will be further divided into series-specific
subaccounts. The primary subaccounts for credit enhancement purposes
are:

* Opvercollateralization Subaccount—The prospectus supplement for
each series of transition bonds will specify a funding level for that
series’ overcollateralization subaccount. This amount will be funded
over the term of that series of transition bonds.

* Capital Subaccount—The prospectus supplement for each series of
transition bonds will specify an amount to be deposited into that series’
capital subaccount on the date of issuance of that series.

* Reserve Subaccount—Any excess amount of transition bond charge
collections, indemnity payments and investment earnings allocable to a
series of transition bonds, other than earnings on the capital
subaccount after payments have been made on a payment date, will be
held in the reserve subaccount for that series of transition bonds.

If on any payment date funds in any series subaccount are insufficient to
make the allocations contemplated above, funds drawn from amounts on
deposit in the following subaccounts of that series will be available to
make payments in the following order up to the amount of the shortfall:

* from the reserve subaccount for that series for allocations in
clauses (1) through (10);

» from the overcollateralization subaccount for that series for allocations
in clauses (1) through (7); and

» from the capital subaccount for that series for allocations in clauses (1)
through (7).
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Prefunding

In addition, in order to avoid a default in the payment of interest or legally
due principal on another series of transition bonds, amounts held in the
reserve subaccount of any series may be used to make payments in order
to avoid such a default or an event of default if doing so would not cause
the series to suffer a default or an event of default.

If on any monthly fee disbursement date amounts available in the general
subaccount of the collection account (including available investment
earnings in the subaccounts of the collection account) are insufficient to
pay that series’ share of monthly fees and expenses, amounts held in the
reserve subaccount of that series may be used to make these payments.

See “THE INDENTURE—Allocations and Payments; Priority of
Distributions” in this prospectus.

Any additional forms of credit enhancement for any series will be
specified in the related prospectus supplement. Additional forms of credit
enhancement for any series may include surety bonds, letters of credit,
maturity guarantees, a financial guarantee insurance policy, a credit or
liquidity facility, a repurchase obligation, a third-party payment or cash
deposit. Credit enhancement for the transition bonds is intended to protect
you against losses or delays in scheduled payments on your transition
bonds.

If and to the extent specified in the related prospectus supplement, the
issuer may elect to issue transition bonds in a principal amount that, on
the date of issuance, exceeds the aggregate amount of bondable transition
property created under the BPU financing order or orders then in effect.
The incremental amount of transition bonds issued over the amount of
bondable transition property then created would be issued in anticipation
of a subsequent authorization by the BPU, within a period of time
specified in the related prospectus supplement, of additional bondable
transition property in the same incremental amount. In the event of such
an incremental issuance, the issuer would immediately deposit the bond
proceeds from the sale of this incremental issuance into a separate
prefunding account owned by it and administered by the trustee. ACE
may provide additional credit enhancement for the incremental principal
amount of bonds, as set forth in the related prospectus supplement.
Amounts in the prefunding account would be used, to the extent
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State Pledge

necessary, to meet obligations on the transition bonds in the manner set
forth in the related prospectus supplement.

If following such an issuance but within the time period specified in the
related prospectus supplement, the BPU approves the creation of
additional bondable transition property in an amount equal to the
incremental amount of transition bonds issued, ACE will sell that
additional bondable transition property to the issuer and receive as
consideration for it all amounts in the prefunding account. If, however,
the BPU does not approve the creation of additional bondable transition
property in the incremental amount within that time period, at the end of
that period all amounts in the prefunding account will be applied to
redeem the incremental principal amount of transition bonds and pay
accrued interest thereon on the terms set forth in the related prospectus
supplement.

Under the Competition Act, the State of New Jersey pledges and agrees
with the holders of the transition bonds and the issuer not to limit, alter or
impair the bondable transition property or other rights vested in an electric
public utility, or any financing entity, such as the issuer, or vested in the
holders of any transition bonds pursuant to a bondable stranded costs rate
order (such as the BPU financing order) until the transition bonds are
fully paid and discharged except for the periodic adjustments in the
transition bond charge provided for in the Competition Act and the BPU
financing order. See “THE COMPETITION ACT—ACE and Other
Utilities May Securitize Stranded Costs and Basic Generation Service
Transition Costs” in this prospectus.

The State of New Jersey may not be required to adhere to its pledge and
agreement if its actions to the contrary were justified as based upon
reasonable conditions and of a character appropriate to a significant and
legitimate public purpose, such as to remedy an important general social
or economic problem or to cope with a great public calamity. However,
there is no existing case law addressing these issues with respect to
transition bonds. Alternatively, the State of New Jersey may not be
required to adhere to its pledge and agreement if it pays just compensation
to the transition bondholders. There is also no existing case law
addressing the issue of just compensation in the context of transition
bonds. See “RISK FACTORS—Risks of Judicial, Legislative or
Regulatory Action” in this prospectus.
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Payments of Interest and
Principal

Optional Redemption

Payment Dates and Record
Dates

Servicing Compensation

Interest on each series or class of transition bonds will accrue at the
interest rate or rates specified in the related prospectus supplement. On
each payment date, the trustee will distribute interest accrued on each
series or class of transition bonds and the scheduled principal payment for
such class, if any, to the extent funds are available therefor, until the
outstanding principal balance of such class has been reduced to zero.

Failure to pay the entire outstanding amount of the transition bonds of any
series or class by the expected final payment date will not result in a
default with respect to that series or class until the date the entire unpaid
principal amount for the series or class is due and payable, referred to as
the final maturity date for the series or class. The expected final payment
date and the final maturity date of each series and class of transition bonds
are specified in the related prospectus supplement.

Provisions for optional redemption of the transition bonds, if any, are
specified in the related prospectus supplement. If and to the extent
provided in the related prospectus supplement, a series of transition bonds
will be subject to optional redemption in whole on any payment date if the
aggregate outstanding principal amount of transition bonds of that series
has been reduced to an amount below the percentage of the initial
principal amount of that series specified in the prospectus supplement.
Any such redemption would be done on a series basis but would apply,
for practical purposes, only to the classes within that series with the
longest maturities. See “THE TRANSITION BONDS—Redemption”
in this prospectus.

The payment dates and record dates for each series and class of transition
bonds are specified in the related prospectus supplement. All series and
all classes within a series will have the same payment dates.

The issuer will pay the servicer the monthly servicing fee then due with
respect to all series of transition bonds, solely to the extent that the issuer
has funds available to pay this fee. The servicing fee will be allocated
among all series of transition bonds. As long as ACE acts as servicer, this
monthly fee will be one-twelfth of 0.10% of the initial principal balance
of all transition bonds issued to date. If a successor servicer is appointed,
the successor servicer may be paid an annual servicing fee of up to 1.25%
of the initial
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Tax Status

ERISA Considerations

principal balance of all transition bonds issued to date. The servicer will
not be required to remit to the trustee investment income it receives on the
transition bond charges it collects pending their remittance to the trustee,
as well as any late fees paid by customers to the servicer that are
associated with the transition bond charges. See “THE SERVICING
AGREEMENT—Transition Bond Charge Collections” in this
prospectus.

The issuer and ACE have received a private letter ruling from the Internal
Revenue Service to the effect that, for U.S. federal income tax purposes,
the transition bonds will be classified as obligations of ACE. In addition,
in the opinion of LeBoeuf, Lamb, Greene & MacRae, L.L.P., special New
Jersey tax counsel to the issuer and ACE, interest on transition bonds
received by a person who is not otherwise subject to corporate or personal
income tax in the State of New Jersey will not be subject to these taxes.

The issuer will be treated as a division of ACE and will not be treated as a
separate taxable entity.

Transition bondholders who are not United States taxpayers generally will
not be subject to United States federal withholding taxes on interest
received in the transition bonds, provided proper certification as to non-
United States beneficial ownership is provided. See “MATERIAL
INCOME TAX MATTERS FOR THE TRANSITION BONDS” in
this prospectus.

Neither residents nor nonresidents of New Jersey will be subject to an
intangible personal property tax in respect of the transition bonds. See
“MATERIAL INCOME TAX MATTERS FOR THE TRANSITION
BONDS—Material State of New Jersey Tax Matters” in this
prospectus.

If you purchase a transition bond, you agree to treat it as debt of ACE for
United States federal, state and local tax purposes.

Pension plans and other investors subject to ERISA may acquire the
transition bonds subject to specified conditions. The acquisition and
holding of the transition bonds could be treated as an indirect prohibited
transaction under applicable federal pension law, including but not limited
to ERISA. Accordingly, by purchasing transition bonds, each investor
purchasing on behalf of a pension plan or other investor subject to
applicable federal pension law, including but not
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limited to ERISA, will be deemed to certify that the purchase and
subsequent holding of the transition bonds will not constitute a non-
exempt prohibited transaction under applicable federal pension law,
including but not limited to ERISA. For further information regarding the
application of ERISA, see “ERISA CONSIDERATIONS” in this
prospectus.
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RISK FACTORS

You should consider the following risk factors in deciding whether to purchase transition bonds.
Limited Sources of Payment and Limited Credit Enhancement

for the Transition Bonds Could Cause Payment Delays or Losses

You may suffer payment delays or losses on your transition bonds if the assets of the issuer are insufficient to pay the
principal amount of the transition bonds in full. The only source of funds for payments on the transition bonds will be the
assets of the issuer. These assets will be limited to:

* the bondable transition property, including the right to collect the transition bond charge and to have the transition
bond charge adjusted at least annually;

« contractual rights under the transaction agreements, including the sale agreement and related bills of sale and the
servicing agreement;

* trust accounts held by the trustee; and

* if so stated in the applicable prospectus supplement, other forms of credit enhancement.

The transition bonds will not be insured or guaranteed by ACE (in its capacity as servicer or otherwise), its direct parent,
Conectiv, its ultimate parent, Pepco Holdings, Inc., or any of their respective affiliates other than the issuer, or by the trustee
or any other person or entity. Thus, payments relating to the transition bonds will be made only from collections of the
transition bond charge, funds on deposit in the trust accounts held by the trustee and other credit enhancement, if any,
described in the related prospectus supplement. See “ATLANTIC CITY ELECTRIC TRANSITION FUNDING LLC,
THE ISSUER?” in this prospectus.

Risks of Judicial, Legislative or Regulatory Action

The Law That Underpins the Transition Bonds May Be Invalidated by Judicial Action

The bondable transition property is the creation of the Competition Act and the BPU financing order issued pursuant to
the Competition Act, which was adopted in February 1999 and amended in September 2002. A court decision or federal or
state law might seek to overturn or otherwise invalidate, preempt or repeal portions of either the Competition Act or the BPU
financing order. If this occurs, you may lose some or all of your investment or you may experience delays in recovering your
investment. Since the bondable transition property is a creation of statute and the BPU financing order, any event affecting
the validity of the relevant legislative provisions or the BPU financing order would have an adverse effect on the transition
bonds because the transition bonds are secured primarily by the bondable transition property. For example, if the provisions
of the Competition Act that establish the bondable transition property as a currently existing property right were invalidated,
ACE, as servicer, could lose the right to collect the transition bond charge. As another example, if the provisions of the
Competition Act and of the BPU financing order establishing the right to obtain periodic adjustments of the transition bond
charge were invalidated, ACE, as servicer, could be prevented from obtaining the adjustments required to provide sufficient
funds for the scheduled payments on the transition bonds.

There is uncertainty associated with investing in bonds payable from an asset that depends for its existence on recently
enacted legislation because of an absence of any judicial decisions implementing and interpreting the legislation. See
“THE BPU FINANCING ORDER AND THE TRANSITION BOND CHARGE?” in this prospectus. If a court were
to determine that the relevant provisions of the Competition Act or the BPU financing order are unlawful, invalid or
unenforceable in whole or in part or in any way impair the security of the transition bondholders, it could adversely affect
the validity of the transition bonds, the bondable transition property or the issuer’s ability to make payments on the
transition bonds. Although a judicial determination of that kind should cause ACE to indemnify you, the amount of any
indemnification may not be sufficient for you to recover all of your loss on the transition bonds. Moreover, ACE will not be
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obligated to indemnify you as a result of a change in law, including subsequent judicial reinterpretation of constitutional law.
See “THE SALE AGREEMENT— ACE’s Representations and Warranties” in this prospectus.

In October and November 1999, appeals were filed challenging the validity of a BPU financing order and restructuring
order issued to another New Jersey electric utility. The Appellate Division of the New Jersey Superior Court unanimously
affirmed these BPU financing and restructuring orders and the New Jersey Supreme Court affirmed the Appellate Division
decision. One of the appellants in this case filed a petition for review of the New Jersey Supreme Court’s decision with the
United States Supreme Court, which the United States Supreme Court subsequently denied.

Electricity generation deregulation laws similar to the Competition Act providing for the issuance of bonds for the
recovery of stranded costs have been enacted in such states as Pennsylvania, California, Texas, Massachusetts, Michigan,
Arkansas, Connecticut, Illinois, Montana and New Hampshire. The validity of the enabling legislation has been upheld in
those states where legal challenges have been fully adjudicated. A court might yet overturn a similar statute in another state in
response to a future claim. Such a decision would not automatically invalidate the Competition Act or the related BPU
financing order, but it could establish legal principles that would serve as a basis to challenge the Competition Act or increase
awareness of legal risks associated with the transition bonds. Whether or not a subsequent court challenge to the Competition
Act would be successful would depend on the similarity of the other statute to the Competition Act and the applicability of
the legal precedent. Therefore, legal activity in other states may indirectly affect the value or liquidity of your investment in
the transition bonds.

Federal Law May Preempt the Competition Act or the BPU Financing Order Without Full Compensation for the
Transition Bondholders

Federal preemption of the Competition Act or of the BPU financing order could prevent transition bondholders from
receiving payments on the transition bonds and cause a loss on their investment. The New Jersey electric industry is governed
by federal law and regulated by the Federal Energy Regulatory Commission. In the past, bills have been introduced in
Congress that would prohibit the recovery of charges similar to the transition bond charge. In the past, bills have been
introduced in Congress prohibiting the recovery of stranded costs. Such a prohibition could negate the existence of bondable
transition property. Although Congress has never passed such a bill, no prediction can be made as to whether any future bills
that prohibit the recovery of stranded costs, or securitized financing for the recovery of these costs, will become law or, if
they become law, what their final form or effect will be. There is no assurance that the courts would consider such a
preemption a “taking” from the transition bondholders. Moreover, even if such a preemption of the Competition Act and/or
the BPU financing order by the federal government were considered a “taking” under the United States Constitution for
which the government had to pay just compensation to transition bondholders, there is no assurance that this compensation
would be sufficient to pay the full amount of principal of and interest on the transition bonds or to pay these amounts on a
timely basis.

In addition, the United States Congress has authority to enact federal bankruptcy laws, including laws that define what
constitutes property under federal bankruptcy law. Any such enactments could negatively affect the value of the transition
bonds in the event of a bankruptcy of ACE. See “—Risks Associated with Potential Bankruptcy Proceedings” below and
“HOW A BANKRUPTCY OF ACE OR THE SERVICER MAY AFFECT YOUR INVESTMENT” in this prospectus.
Neither the issuer nor ACE will indemnify you for any changes in federal law that may affect the value of the transition
bonds.

Future State Legislative Action May Invalidate the Transition Bonds or Their Underlying Assets

Under the Competition Act, the State of New Jersey has pledged and agreed not to limit, alter, impair or
reduce the value of the bondable transition property except by the periodic adjustments to the transition bond
charge provided for in the Competition Act and the BPU financing order. For a description of this pledge and
agreement, see “THE COMPETITION ACT— ACE and Other Utilities May Securitize Stranded Costs
and Basic Generation Service Transition Costs” in this prospectus. Despite this pledge and agreement, the
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legislature of the State of New Jersey may attempt in the future to repeal or amend the Competition Act in a manner that
might limit or alter the bondable transition property so as to reduce its value.

To date, no case addressing these issues in the context of transition bonds has been decided. However, there have been
cases in which courts have applied the contract clause of the United States Constitution and parallel state constitutional
provisions to strike down legislation reducing or eliminating taxes or public charges that supported bonds issued by public
instrumentalities or otherwise reducing or eliminating the security for such bonds. Based on this case law, in the opinion of
LeBoeuf, Lamb, Greene & MacRae, L.L.P., counsel to ACE and the issuer, the State of New Jersey, including the BPU,
could not, absent a demonstration that such action was based upon reasonable conditions and of a character appropriate to a
significant and legitimate public purpose justifying such action, repeal or amend the Competition Act by means of the
legislative process, or take or refuse to take (through the BPU or otherwise) any action required under its pledge described
above, so as to substantially impair the rights of the owners of the bondable transition property or the transition bondholders,
including action to limit, alter, impair or reduce the value or amount of the bondable transition property.

Moreover, in the opinion of LeBoeuf, Lamb, Greene & MacRae, L.L.P., under the takings clauses of the United States
Constitution and the New Jersey Constitution, the State of New Jersey could not repeal or amend the Competition Act by
way of executive, administrative or legislative process, or take any other action in contravention of the State of New Jersey’s
pledge and agreement with the transition bondholders described above, without paying just compensation to the transition
bondholders, as determined by a court of competent jurisdiction, if doing so would constitute a permanent appropriation of a
substantial property interest of the transition bondholders in the bondable transition property and deprive the transition
bondholders of their reasonable expectations arising from their investments in the transition bonds. There can be no
assurance, however, that, even if a court were to award just compensation, it would be sufficient to pay the full amount of
principal of and interest payable on the transition bonds.

In contrast to California, Massachusetts and other states, the State of New Jersey does not grant its citizens the
constitutional right to adopt or revise laws by initiative or referendum. Thus, the Competition Act cannot be amended or
repealed by the electorate. However, there can be no assurance that the Competition Act or portions of it will not be repealed
or amended by the New Jersey state legislature, either of which may be a violation of the State of New Jersey’s pledge and
agreement with the transition bondholders. Costly and time-consuming litigation might ensue, and any such litigation might
adversely affect the price and liquidity of the transition bonds and the dates of payments of interest on and principal thereof
and, accordingly, the weighted average lives of the transition bonds. Moreover, given the lack of judicial precedent directly
on point and the novelty of the security for the transition bonds, the outcome of any such litigation cannot be predicted with
certainty. Accordingly, you could incur a loss of your investment.

ACE will be obligated under the sale agreement to take legal or administrative action to protect the issuer and to
block or overturn attempts to repeal the Competition Act or the BPU financing order in a manner adverse to you, the
issuer or the trustee. ACE will also be obligated under the sale agreement to indemnify the issuer and the trustee for
liabilities, obligations, claims, actions, suits or payments resulting from breaches of its representations and warranties in
the sale agreement. These will include the representation that there are no proceedings or investigations asserting the
invalidity of the basic documentation implementing the financing transaction. ACE will not, however, be in breach of
the sale agreement and will not be obligated to indemnify you, the issuer or the trustee as a result of a change in law by
legislative enactment, constitutional amendment or subsequent judicial reinterpretation of constitutional law that renders
any of the representations and warranties contained in the sale agreement untrue. See “THE SALE AGREEMENT-
ACE’s Representations and Warranties” and “—ACE’s Obligation to Indemnify the Issuer and the Trustee” in
this prospectus. A repeal of the Competition Act, an amendment voiding the bondable transition property or the
adoption of a federal statute prohibiting the recovery of stranded costs are examples of changes in law. If any
such change in law were to occur, ACE would be required under the sale agreement to take legal or administrative
action to protect the rights of the holders of the bondable transition property. See “THE SALE AGREEMENT—
ACE’s Obligation to Undertake Legal Action” in this prospectus. However, there can be no assurance that
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ACE would be able to take any such action or that any such action would be successful, and any litigation resulting from any
such change in law may adversely affect the value of your investment.

BPU Action May Reduce the Value of the Transition Bonds

Pursuant to the Competition Act, the BPU financing order issued to ACE is irrevocable upon issuance, and the BPU may
not directly or indirectly rescind or amend the BPU financing order or, except in accordance with the periodic adjustment
mechanism, reduce or impair the amount of bondable stranded costs authorized under the BPU financing order. The BPU
nevertheless might attempt to revise or rescind any of its regulations or orders in ways that ultimately have an adverse impact
upon the bondable transition property or the transition bond charge. Apart from the terms of the BPU financing order, the
BPU retains the power to adopt, revise or rescind regulations and orders affecting ACE or a successor electric public utility.
Any new or amended regulations or orders by the BPU could impede the servicer’s ability to collect the transition bond
charges in full and on a timely basis. ACE has agreed to take such legal or administrative actions as may be reasonably
necessary to protect the issuer from claims of third parties which, if successfully pursued, would result in a breach of ACE’s
representations and warranties under the sale agreement. See “THE SALE AGREEMENT?” in this prospectus. However,
there can be no assurance that ACE would be able to take the requisite action or that any such action would be successful.
Future BPU regulations or orders may affect the rating of the transition bonds, their price or the rate of transition bond charge
collections and, accordingly, the amortization of the transition bonds and their weighted average lives. As a result, you could
suffer a loss of your investment.

Unusual Nature of Bondable Transition Property and Servicing Risks

Inaccurate Forecasting of Electricity Consumption, Delinquencies and Write-Offs Could Result in Insufficient
Transition Bond Charge Collections

Any failure on the part of the servicer to accurately forecast collected revenues on the basis of projected electricity
consumption, delinquencies, customer payment patterns and write-offs could adversely affect the timely receipt of transition
bond charge collections. Projections are inherently subject to uncertainties any of which could cause actual results to differ
materially from those projected.

These include, among other things, changes in political, social and economic conditions, weather, unexpected
demographic trends, catastrophes, legislative and regulatory initiatives, changes in governmental regulation and litigation, all
of which are beyond the control of the servicer. Past accuracy of ACE’s forecasts is not necessarily indicative of the accuracy
of'its future forecasts, and there can be no assurance that actual usage, delinquencies, customer payment patterns and write-
offs will not differ significantly from future forecasts thereof. While adjustments to the transition bond charge are required to
be made under the Competition Act and the BPU financing order to offset developments such as those just noted, a shortfall
in transition bond charge collections could result in payments of principal of the transition bonds not being paid according to
the expected amortization schedule, lengthening the weighted average life of the transition bonds, or in payments of principal
and interest not being made at all.

For calendar year 2001, forecasted usage exceeded actual usage by 1.20% owing to economic conditions that proved
weaker than forecast. ACE has no historical performance data for the collection of the transition bond charge. Although
customer and energy usage records are available, those limited records do not reflect customers’ payment patterns or energy
usage in a fully mature competitive market although competition began in August 1999. Competition could affect usage in
ways that cannot now be predicted and that would render past projections useless as a basis for future projections. Similarly,
the introduction of third-party suppliers providing consolidated billing and assuming responsibility for payment of the
transition bond charges and of amounts owed to ACE for transmission and distribution service could make past projections
meaningless as a tool in predicting delinquencies and write-offs. Furthermore, the servicer does not have any experience
administering the transition bond charge or administering any charge on behalf of an independent issuer.
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Changes in the Electricity Market Could Result in Unreliable Forecasting or in Changes in ACE’s Billing Practices
That Are Adverse to Your Interests

Changes in the electricity market may also make it desirable to change the methodology for setting the transition bond
charge. That methodology is established by the BPU, and although ACE, as servicer, may at any time file a nonroutine
adjustment request with the BPU if the methodology then in use requires modification to more accurately project and
generate adequate revenues, there can be no assurance that the BPU will grant any such request or that a different
methodology will provide more accurate projections and result in the generation of adequate revenues. If a request to modify
the methodology for determining the amount of the transition bond charge is denied, or if a new methodology is implemented
but fails to provide more accurate projections, the forecasting of electricity consumption, delinquencies, customer payment
patterns and write-offs may continue to be unreliable, which may adversely affect the value of your investment. See “THE
BPU FINANCING ORDER AND THE TRANSITION BOND CHARGE— The Transition Bond Charge Adjustment
Process” in this prospectus.

Although ACE, as servicer, does not have the right to change the amount of an individual customer’s transition bond
charge, it does have the right to take action that in its judgment will maximize actual collections from a customer with respect
to any utility bill, or to write off any outstanding bill that it deems to be uncollectible in accordance with its customary
practices. For example, to recover part of an outstanding electricity bill, ACE may agree to extend a customer’s payment
schedule or to write off the remaining portion of the bill. While ACE has no current intention of taking actions that would
change its billing and collection arrangements in a manner that would adversely affect the collection of transition bond
charges, there can be no assurance that ACE or a successor servicer will not do so in the future. Changes in the electricity
market could require ACE to make changes in its billing and collection practices. Alternatively, the BPU may require
changes to be made in these practices. See “THE SERVICING AGREEMENT—Servicing Procedures” and “—Servicer
Duties” in this prospectus.

The restrictions on ACE’s ability to change the methodology used for setting the transition bond charge and the
introduction of changes in ACE’s billing and collection practices could result in material delays in payment of, or losses on,
your transition bonds and could materially reduce the value of your investment.

Adjustments to the Transition Bond Charge May Be Delayed or May Be Insufficient to Protect Your Investment

ACE, as servicer, is required to request from the BPU, on behalf of the issuer, periodic adjustments to the transition bond
charge. These adjustments are intended to provide for, among other things, timely payment of the principal of, and interest
and any acquisition or redemption premium on, the transition bonds. However, the frequency of these adjustments is limited.
The servicer will generally base its adjustment requests on any shortfalls during the prior adjustment period and on
projections of future electricity use and the customers’ ability to pay their electric bills in full and on a timely basis, but
unforeseen events such as weather, changes in technology, changes in economic conditions or market changes owing to
increased competition may make projections inaccurate. Accordingly, the adjustments that the servicer requests may be
insufficient to provide for timely payment of the transition bonds. Also, the BPU may fail to approve the servicer’s requests
in a timely fashion. For instance, the BPU may refuse to permit an adjustment from taking effect on the grounds that the
adjustment contains a “manifest error.” One or more of these factors may prevent the servicer from collecting a sufficient
amount of transition bond charges to repay the transition bonds on a timely basis. This may materially reduce the value of
your investment. See “THE BPU FINANCING ORDER AND THE TRANSITION BOND CHARGE—The Transition
Bond Charge Adjustment Process” in this prospectus.

Limitations on the Transition Bond Charge May Lead to Insufficient Revenues to Make Payments

Under the order issued by the BPU dated March 30, 2001 providing for the restructuring of ACE under the Competition
Act, referred to as the final restructuring order, ACE was required, subject to the conditions thereof, to reduce the electricity
rates it charges its customers, compared to those it charged on July 31, 1999, by 5% by August 1, 1999, by 7% by January 1,
2001 and by 10.2% by August 1, 2002. This limitation on rates,
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referred to as the overall rate cap, will remain in effect until July 31, 2003, which date represents the end of a four-year
transition period to electric competition that began on August 1, 1999. The initial transition bond charge adjustment date is
not expected to occur until after the end of the four-year transition period and so the overall rate cap should have no effect on
the amount of the transition bond charge so long as no additional transition bonds are issued before the end of that period.
See “—Issuance of Additional Series of Transition Bonds Whose Holders May Have Interests That Conflict With
Your Interests” below. Moreover, no policy has been established regarding the regulation of electric utility rates in New
Jersey following the four-year transition period. Therefore, no assurances can be given that, following that period, ACE will
not be subject to limitations similar to the overall rate cap that may have an impact on its ability to increase the transition
bond charges. If the transition bond charge continues to be treated as a component of the electricity rates that ACE will
charge its customers and limitations similar to the overall rate cap are imposed on ACE after the end of the four-year
transition period, the transition bond charge would have to fall, taken together with other such charges imposed by ACE,
within those limitations, and as a consequence ACE as servicer may be unable to increase the transition bond charge to an
amount that, together with the other charges, would exceed the limitations.

ACE does not presently anticipate that limitations similar to the overall rate cap will be imposed following the end of the
four-year transition period. ACE further believes it would be able to defer the imposition of other charges to the extent
necessary to allow it to implement any required increases in the transition bond charge without exceeding any such
limitation, having an order from the BPU authorizing such deferrals. In addition, ACE would undertake to oppose any
attempt to impose a limitation similar to the overall rate cap or to rescind or modify that limitation if it would adversely affect
the transition bonds (or, alternatively, seek relief from the limitation in order to avoid the same result). However, there can be
no assurance that such measures would be effective on a timely basis. Consequently, you may experience material delays in
payment of, or losses on, your transition bonds if ACE as servicer were unable to increase the transition bond charge to a
level and within a time period that would enable the issuer to make timely payments on the transition bonds.

Your Investment Relies on ACE or Its Successor Acting as Servicer of the Bondable Transition Property; Payment
Delays May Be More Likely Under a Successor Servicer

ACE, as servicer, will be responsible for billing and collecting the transition bond charge and for filing with the BPU to
adjust the charge. See “THE SERVICER OF THE BONDABLE TRANSITION PROPERTY?” in this prospectus. I[f ACE
were to cease servicing the bondable transition property for any reason, it might be hard to find a successor servicer. As a
result, the timing of recovery of payments arising from the transition bond charge may be delayed. In addition:

* any successor servicer may have less experience than ACE and have less capable forecasting, billing and collection
systems than those used by ACE;

» given the complexity of the tasks to be performed by the servicer and the expertise required, a successor servicer may
experience difficulties in collecting payments arising from the transition bond charge and determining appropriate
adjustments to the transition bond charge;

* the servicing fee would likely increase under a successor servicer;

 under current law, a successor servicer may not be able to invoke the remedy of shutting off service to a customer for
nonpayment of the transition bond charge and may therefore experience more payment delinquencies; and

 achange in the servicer may cause payment instructions to change, which may lead to a period of disruption in which
customers continue to remit payment according to former payment instructions.

Any of the above factors may result in delays in collection that could result in delays in payment on the transition bonds.
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Also, if the servicer defaults under the servicing agreement based upon the commencement of a case by or against the
servicer under the United States Bankruptcy Code or similar laws, the trustee and the issuer may be prevented from effecting
a transfer of servicing arrangements. Defaults by the servicer under the servicing agreement are referred to as servicer
defaults and are discussed under “THE SERVICING AGREEMENT—Servicer Defaults” in this prospectus. Upon a
servicer default resulting from a failure to make required remittances, the issuer or the trustee would have the right to apply to
the BPU for sequestration and payment of revenues arising from the bondable transition property. However, federal
bankruptcy law may prevent the BPU from issuing or enforcing such an order. See “—Risks Associated with Potential
Bankruptcy Proceedings” below.

It May Be More Difficult to Collect the Transition Bond Charge from Third-Party Suppliers than from ACE’s
Customers

Customers of ACE may pay the transition bond charge to third parties who supply them with electric power. See “THE
COMPETITION ACT—ACE and Other Utilities May Securitize Stranded Costs and Basic Generation Service
Transition Costs” in this prospectus. These third-party suppliers will be obligated to forward the charge to ACE, as servicer.
Third-party suppliers will have to pay the servicer the transition bond charge whether or not they collect the charge from their
retail customers, in effect replacing their retail customers as the obligors for these amounts. The servicer will have limited
rights to collect the transition bond charge directly from those customers. To that extent, the servicer will be relying on the
credit of the third-party supplier rather than on the credit of the customers. If many customers within ACE’s service territory
receive bills for their transition bond charges from third-party suppliers, the issuer may have to rely on a relatively small
number of entities for the collection of a substantial portion of the transition bond charge. This may adversely affect your
investment because third-party suppliers may be less effective at billing and collecting the transition bond charge from retail
customers and may use more permissive standards in bill collection and credit appraisal than ACE, with the potential
consequence that customers served by third-party suppliers have a higher rate of delinquencies and write-offs than those
served by ACE. Although a third-party supplier will be required to post a cash deposit or comparable security with ACE,
equal to two months’ maximum estimated collections of all charges if it does not maintain at least a “Baa2” and “BBB” (or
the equivalent) long-term unsecured credit rating from Moody’s Investors Service, Inc. and Standard & Poor’s Ratings
Group, a division of McGraw-Hill Companies, Inc., there can be no assurances that the deposit will be sufficient to
compensate fully for a remittance default by a third-party supplier. A remittance default by a third party that collects
transition bond charges from a large number of retail customers would have a greater impact than a default by a single retail
customer and could affect the timing of receipt of payments on the transition bonds. Neither ACE nor any successor servicer
will pay any shortfalls resulting from the failure of a third-party supplier to forward transition bond charge collections to the
servicer. A shortfall in transmission bond charge collections by a third-party supplier that was not recovered from third-party
suppliers through cash deposits or other security would be included in a subsequent transition bond charge adjustment.
However, any security or adjustment may not be sufficient to prevent a delay in payments on the transition bonds. See “THE
BPU FINANCING ORDER AND THE TRANSITION BOND CHARGE—The BPU Financing Order” in this
prospectus.

There can be no assurance that the servicer will be able to mitigate credit risks relating to third-party suppliers in the
manner or to the degree that it mitigates risks relating to its own customers. In addition, changes in billing and collection
regulation of third-party suppliers might adversely affect the value of the transition bonds and their amortization and,
accordingly, their weighted average lives. For example, these changes might affect billing terms and the terms of remittances
by third-party suppliers to the servicer. See “THE BPU FINANCING ORDER AND THE TRANSITION BOND
CHARGE—The Transition Bond Charge Adjustment Process” in this prospectus.
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If the Servicer Defaults or Becomes Bankrupt, It May Be Difficult to Find a Successor Servicer, and Payments on the
Transition Bonds May Be Suspended

ACE, as servicer, will be responsible for billing, collecting and remitting the transition bond charge and for filing with
the BPU to adjust this charge. If it became a party in a bankruptcy proceeding, ACE might be excused from its contractual
obligations as servicer of the bondable transition property. See “HOW A BANKRUPTCY OF ACE OR THE SERVICER
MAY AFFECT YOUR INVESTMENT—Bankruptcy of the Servicer” in this prospectus. If ACE ceased servicing the
bondable transition property, it might be difficult to find a successor servicer and the fees required by a successor servicer
would substantially exceed the fees payable to ACE as servicer. Upon a servicer default based upon the commencement of a
case by or against the servicer under federal bankruptcy law or similar laws, the trustee and the issuer may be prevented or
delayed from effecting a transfer of servicing arrangements. Upon a servicer default because of a failure to make required
remittances, the issuer or the trustee would have the right to apply to the BPU for sequestration and payment of revenues
arising from the bondable transition property. However, federal bankruptcy law may prevent the BPU from issuing or
enforcing this order. In either case of a servicer default, payments on the transition bonds may be delayed or suspended. See
“—Risks Associated with Potential Bankruptcy Proceedings” below.

Inability to Terminate Service to Certain Delinquent Customers

Under New Jersey law, a winter moratorium prevents ACE from shutting off service to certain of its delinquent
residential customers without special approval from the BPU from November 15 of each year until at least March 15 of the
following year. See “THE SERVICER OF THE BONDABLE TRANSITION PROPERTY?” in this prospectus. In
addition, in August 2002 New Jersey adopted legislation directing the BPU to provide for continuation of electrical service
during periods of excessive heat to residential customers who are protected under the winter moratorium. The BPU
implemented an interim program and has established a rulemaking proceeding to address the issue. ACE’s rights to
disconnect service may be further limited by subsequent changes in New Jersey statutory requirements and in rules and
regulations adopted by the BPU. ACE’s inability to shut off service may lead to an increase in payment delinquencies, which
in turn could result in delays in transition bond charge collections and, ultimately, in payment on the transition bonds.

The Electric Industry Generally

Uncertainties Associated with Changes in General Economic Conditions and Industry Trends

General economic conditions and industry trends may significantly alter electricity consumption and thereby affect
payments on the transition bonds. Examples of such changes include:

* warmer winters or cooler summers, resulting in less electricity consumption than forecasted;
» general economic conditions being worse than expected, causing customers to reduce their electricity consumption;

* the occurrence of a natural disaster, such as a hurricane, flood or blizzard, unexpectedly disrupting electrical service
and reducing consumption;

+ problems with energy generation, transmission or distribution resulting from a change in the market structure of the
electric industry;

* dramatic changes in the price of fuel or of other cost components of electricity; and

 unexpected deterioration of the economy or the occurrence of a natural disaster causing greater write-offs than
expected or requiring ACE or a successor electric public utility to grant additional payment relief to more customers.

The Competition Act contains provisions designed to protect the issuer against significant reductions in usage.
See “THE COMPETITION ACT—ACE and Other Utilities May Securitize Stranded Costs and
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Basic Generation Service Transition Costs” in this prospectus. However, a substantial reduction in the number of
customers from whom transition bond charges would be collected may also affect payments on the transition bonds. Factors
that could reduce customer usage or customer collections include the following:

» Large customers could cease business or depart ACE’s service territory.

» Consumption of electricity could be reduced because of increased conservation efforts or increases in the operating
efficiency of electricity-consuming devices or in the price of electricity.

» Technological developments may result in the introduction to increasing numbers of retail customers of ACE
economically attractive alternatives to purchasing electric energy through ACE’s transmission and distribution system.
Previously, only the largest industrial and institutional users with large process steam or thermal requirements could
use cogeneration or self-generation installations cost-effectively. Manufacturers of self-generation facilities continue,
however, to develop smaller-scale, more fuel-efficient generation units such as microturbines, fuel cells and renewable
energy sources, which may enable increasing numbers of retail customers to generate electricity on a cost-effective
basis. In addition to such trends, the increasing use of computer-based systems and other sensitive loads that require
higher power quality levels could cause customers to seek to generate more of their own electricity for those needs.
These developments could result in customers bypassing ACE’s transmission and distribution system. See “THE
COMPETITION ACT—ACE and Other Utilities May Securitize Stranded Costs and Basic Generation Service
Transition Costs” in this prospectus.

* Less creditworthy third-party energy suppliers could be introduced into the energy markets and assume responsibility
for collecting and remitting payments arising from the transition bond charge to the servicer on behalf of customers.
See “—It May Be More Difficult to Collect the Transition Bond Charge from Third-Party Suppliers than from
ACE’s Customers” above.

* Municipalities could acquire a part of ACE’s transmission and distribution facilities by exercising the right of eminent
domain and form utilities, enabling their residents to bypass the use of those facilities, although in response to any such
action ACE could seek condemnation awards for its assets, including consequential and severance damages and other
recoveries of its resulting legitimate, prudent and verifiable stranded costs under Order 888 of the Federal Energy
Regulatory Commission.

Within the time period between issuance and maturity of the transition bonds, there can be no assurance that developments
such as those described above will not materially reduce the amount of electricity sold and/or delivered by ACE to its
customers through its transmission and distribution systems.

Risks Associated with Potential Bankruptcy Proceedings

Bankruptcy of ACE Could Result in Losses or Delays in Payments on the Transition Bonds

The Competition Act and the BPU financing order provide that as a matter of New Jersey state law:

* bondable transition property constitutes presently existing property for all purposes;

* ACE may sell, assign and otherwise transfer the bondable transition property, and the transfers of the bondable
transition property from ACE to the issuer are sales or other absolute transfers of the bondable transition property, not
pledges of the bondable transition property to secure a financing by ACE;

* ACE or the issuer may pledge or grant a security interest in the bondable transition property as collateral for transition
bonds; and

* ACE may act as servicer of the transition bond charges and commingle collections of those charges with other funds it
collects from its customers without any inference that it owns those charges.

See “THE COMPETITION ACT” and “THE BPU FINANCING ORDER AND THE TRANSITION BOND
CHARGE?” in this prospectus.
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Although a bankruptcy court generally follows state property law on issues such as those addressed by the provisions
described above, Congress has authority to enact federal bankruptcy law to define property such as bondable transition
property differently than New Jersey state law does. In addition, a bankruptcy court has authority not to follow state law if it
determines that the state law is contrary to a paramount federal bankruptcy policy or interests. A bankruptcy court in an ACE
bankruptcy may refuse to enforce one or more of the state property law provisions described above. For example, a court may
rule that:

* the sale of the bondable transition property to the issuer was actually a loan secured by an interest in the bondable
transition property;

* despite the separateness of ACE and the issuer, the two companies should be substantively consolidated; or

» bondable transition property comes into existence only as customers use electricity, and that, as a consequence, the
security interest in favor of the transition bondholders would not attach to the transition bond charge in respect of
electricity consumed after the commencement of the bankruptcy case.

Such decisions could cause material delays in payment of, or losses on, your transition bonds and could materially reduce the
value of your investment. For example:

* the trustee might be prevented from exercising any remedies against ACE on your behalf, from recovering funds to
repay the transition bonds, from using funds in the trust accounts to make payments on your bonds, or from replacing
ACE as servicer without permission from the bankruptcy court;

* the bankruptcy court might order the trustee to exchange the bondable transition property for other property, which
might be of lower value;

* tax or other government liens on ACE’s property that arose after the transfer of the bondable transition property to the
issuer might nevertheless have priority over the trustee’s lien and might be paid from transition bond charge collections
before payments on the transition bonds;

« the trustee’s lien might not extend to transition bond charges with respect to electricity consumed after the
commencement of ACE’s bankruptcy case, with the result that the transition bonds would represent only general
unsecured claims against ACE to the extent of these post-bankruptcy transition bond charges;

* the trustee’s lien might not be properly perfected in transition bond charge collections commingled with other funds
ACE collects from its customers as of the date of commencement of ACE’s bankruptcy filing, or might not be properly
perfected in all of the bondable transition property, and the lien could therefore be set aside in bankruptcy, with the

result that the transition bonds would represent only general, unsecured claims against ACE;

» ACE might not be obligated to make any payments on the transition bonds during its bankruptcy case;
* ACE might be able to alter the terms of the transition bonds as part of its plan of reorganization;
» ACE might be excused from its contractual obligations as servicer under the servicing agreement;

* the bankruptcy court might rule that the transition bond charge should be used to pay a portion of the cost of providing
electric service; or

* the bankruptcy court might rule that the remedy provisions of the bondable transition property sale agreement are

unenforceable, leaving the issuer with a claim of actual damages against ACE, which may be difficult to prove or, if
proven, to collect in full.

In addition, regardless of whether ACE is the debtor in a bankruptcy case, if a court were to accept the argument that the
bondable transition property comes into existence only as customers use electricity, a tax or
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government lien or other nonconsensual lien on property of ACE arising before the bondable transition property came into
existence could have priority over the issuer’s interest in the bondable transition property. The BPU may make adjustments to
the transition bond charge to mitigate this exposure, but there may be delays in implementing these adjustments.

ACE as Servicer Will Commingle the Transition Bond Charge with Other Revenues, Which May Harm Your
Investment in Case of Bankruptcy

ACE will not segregate transition bond charge collections from the other funds it collects from its customers. Transition
bond charge collections will be segregated only when ACE remits them to the trustee. ACE will be permitted to remit
collections on a monthly basis only if:

* ACE maintains the requisite credit ratings from the rating agencies; or

* the rating agency condition has been satisfied with respect to all actions theretofore taken, and any conditions or
limitations imposed by the rating agencies in connection therewith are complied with.

Otherwise ACE will be required to remit collections daily within two business days of receipt. See “THE SERVICING
AGREEMENT—Servicing Procedures” in this prospectus. Despite these requirements, ACE might fail to remit the full
amount of the transition bond charges to the trustee or might fail to do so on a timely basis. Such a failure could have adverse
consequences to the holders of transition bonds in the event of a bankruptcy of ACE and materially reduce the value of the
transition bonds. See “HOW A BANKRUPTCY OF ACE OR THE SERVICER MAY AFFECT YOUR
INVESTMENT? in this prospectus.

The Competition Act provides that the rights of the issuer to the bondable transition property are not affected by the
commingling of these funds with ACE’s other funds. In a bankruptcy of ACE, however, a bankruptcy court might rule that
federal bankruptcy law takes precedence over the Competition Act and does not recognize the right of the issuer to
collections of the transition bond charge that are commingled with other funds of ACE as of the date of bankruptcy. If so, the
collections of the transition bond charge held by ACE as of the date of bankruptcy would not be available to pay amounts
owing on the transition bonds. In that event, the issuer would have a general unsecured claim against ACE for those amounts,
which could result in material delays in payment or losses on your transition bonds and materially reduce the value of your
investment.

The Sale of the Bondable Transition Property Could Be Construed as a Financing and Not a Sale in a Case of ACE’s
Bankruptcy

The Competition Act provides that a transfer of bondable transition property that the parties have expressly stated to be a
sale or other absolute transfer in the governing documentation shall not be affected or impaired in any manner by treatment of
the transfer as a financing for federal or state tax purposes or financial accounting purposes. ACE and the issuer will treat the
transaction as a sale under applicable law, although for financial reporting and federal and state income and franchise tax
purposes the transition bonds will be treated as a financing transaction and not a sale. In the event of a bankruptcy of ACE, a
party in interest in the bankruptcy could assert that the sale of the bondable transition property to the issuer was a financing
transaction and not a sale and that the treatment of the transaction for financial reporting and federal and state income and
franchise tax purposes as a financing transaction and not a sale lends weight to that position. In a recent bankruptcy court
case involving LTV Steel Company, the debtor obtained an interim emergency motion to use collections from accounts and
inventory that it had sold on the grounds that the sales were in fact disguised financings. The circumstances under which the
LTV Steel Company ruling would be followed by other courts are not certain. If a court were to characterize the transaction
as a financing, the issuer would be treated as a secured creditor of ACE in the bankruptcy proceedings. Although the issuer
would in that case have a security interest in the bondable transition property, it is unlikely that the issuer would be entitled to
access to the transition bond charge collections during the bankruptcy. As a result, repayment on the transition bonds could
be significantly delayed and a plan of reorganization in the bankruptcy might permanently modify the amount and timing of
payments to the issuer of transition bond charge collections and therefore the
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amount and timing of funds available to the issuer to pay transition bondholders. See “HOW A BANKRUPTCY OF ACE
OR THE SERVICER MAY AFFECT YOUR INVESTMENT?” in this prospectus.

A BPU Sequestration Order for Transition Bond Charge Collections in Case of Default Might Not Be Enforceable in
Bankruptcy

If ACE defaults on its obligations as servicer, the Competition Act allows the BPU or any court of competent jurisdiction
to order the sequestration and payment of all transition bond charge collections to the transition bondholders. The
Competition Act states that this BPU or court order would be effective even if made while ACE or its successor is in
bankruptcy. However, federal bankruptcy law may prevent the BPU from issuing or enforcing this order. The indenture
requires the trustee to request an order from the bankruptcy court to permit the BPU to issue and enforce the order. However,
the bankruptcy court may deny such a request under the automatic stay provisions of the United States Bankruptcy Code.
This could result in material delays in payment or in losses on your transition bonds and could materially reduce the value of
your investment.

Other Risks Associated with an Investment in the Transition Bonds

Risks Associated with Credit Enhancement or Interest Rate Swap Transactions

The related prospectus supplement will set forth the risk factors, if any, associated with any credit enhancement or
interest rate swap arrangements that may be entered into by the issuer with respect to a series or class of floating rate
transition bonds.

Absence of Secondary Market for Transition Bonds Could Limit Your Ability to Resell Transition Bonds

The underwriters for the transition bonds may assist in resales of the transition bonds but are not required to do so. A
secondary market for the transition bonds may not develop. If it does develop, it may not continue or it may not be
sufficiently liquid to allow you to resell any of your transition bonds. See “PLAN OF DISTRIBUTION?” in this prospectus.
The transition bonds are not expected to be listed on any securities exchange.

A Change in ACE’s Credit Ratings May Affect the Market Value of the Transition Bonds

A downgrading of the credit ratings on the debt of ACE could have an adverse effect, at least temporarily, on the market
value of your transition bonds.

Issuance of Additional Series of Transition Bonds Whose Holders May Have Interests That Conflict With Your
Interests

The issuer may not issue a new series of transition bonds if it would result in the reduction or withdrawal of the credit
ratings on any outstanding series of transition bonds. See “THE INDENTURE—Issuance in Series or Classes” in this
prospectus. However, the issuer may issue other series of transition bonds without your prior review or approval. An
additional series may include terms and provisions that would be unique to that particular series.

Although it is not expected that the issuance of additional series of transition bonds would adversely affect the
sufficiency of transition bond charge collections for payment of any previously issued series, any such additional issuance
could delay or reduce the payments you receive on the transition bonds, since the overall rate cap will not, and subsequent
limitations, if any, similar to the overall rate cap may not, be correspondingly increased with the issuance of an additional
series, and that may limit the ability to increase the transition bond charge. See “—Limitations on the Transition Bond
Charge May Lead to Insufficient Revenues to Make Payments” above. If the collections of the transition bond charge are
insufficient to pay interest on and principal of each series of outstanding transition bonds, your transition bonds will receive
only their proportionate share of collections. See “THE INDENTURE—AIllocations and Payments; Priority of
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Distributions.” Although ACE presently believes it will be able to defer the imposition of other charges to the extent
necessary to allow it to implement any increases in the transition bond charge without exceeding the overall rate cap, ACE
has an order from the BPU authorizing such deferrals, and ACE would undertake to oppose any attempt to rescind or modify
that order in a way that would adversely affect the transition bonds (or seek relief from the overall rate cap to avoid the same
result), there can be no assurance that the order or the measures to oppose any rescission or modification of it (or to obtain
relief from the rate cap) will be effective on a timely basis. Consequently, you may experience material delays in payment of,
or losses on, your transition bonds if, because of the maximum permitted electricity rate established in the final restructuring
order, the servicer is unable to increase the transition bond charge to a level and within a time period that would enable the
issuer to make timely payments on the transition bonds.

In addition, some matters may require the vote of the holders of all series and classes of transition bonds. Your interests
in these votes may conflict with the interests of the transition bondholders of another series or of another class, whose votes
could result in an outcome that is materially unfavorable to you. See “THE INDENTURE—Modification of the
Indenture” in this prospectus.

The Ratings Are Not an Indication of the Expected Rate of Payment of Principal on the Transition Bonds, Are Not a
Recommendation to Buy and Are Subject to Change

The transition bonds will be rated by one or more established rating agencies. The ratings reflect an analysis only of the
probability that the issuer will repay the total principal amount of the transition bonds at final maturity and will make timely
interest payments. The ratings do not assess the speed at which the issuer will repay the principal of the transition bonds.
Thus, the issuer may repay the principal of your transition bonds later than as provided in the expected amortization schedule,
which may materially reduce the value of your investment. A rating is not a recommendation to buy, sell or hold transition
bonds. The ratings on the transition bonds may change at any time, as a rating agency has the authority to revise or withdraw
its bond rating based solely upon its own judgment. See “RATINGS” in this prospectus.

ACE’s Obligation to Indemnify the Issuer May Not Be Sufficient to Protect Your Investment

If ACE breaches a representation or warranty in the sale agreement, it is obligated to indemnify the issuer and the trustee
on behalf of the transition bondholders for any liabilities, obligations, claims, actions, suits or payments resulting from that
breach, as well as any reasonable costs and expenses incurred, subject to limitations. Also, ACE is obligated to indemnify the
issuer and the trustee for principal of and interest on the transition bonds not paid when scheduled to be paid in accordance
with their terms and the amount of any deposits to the issuer required to have been made that are not made when required as a
result of a breach of a representation or warranty. However, ACE will not be required to indemnify the issuer or the trustee as
a result of any change in the law by legislative enactment, constitutional amendment or subsequent judicial reinterpretation of
constitutional provisions or if the federal government, the State of New Jersey or the BPU or any other governmental agency
of the State of New Jersey attempts to limit, alter or in any way impair or reduce the value of the bondable transition property
or transition bond charges after the date that any series or class of the transition bonds is issued in breach of the pledge and
agreement of the State of New Jersey under the Competition Act, and ACE will not be obligated to repurchase the bondable
transition property in the event of a breach of any of its representations and warranties regarding the bondable transition
property, nor will the trustee or the transition bondholders have the right to accelerate payments on the transition bonds as a
result of any such breach. In addition, the amount of any indemnification paid by ACE under the sale agreement as seller, or
under the servicing agreement as servicer, may not be sufficient for you to recover your investment in transition bonds. See
“THE SALE AGREEMENT—ACE?’s Obligation to Indemnify the Issuer and the Trustee” in this prospectus.

In the event that ACE becomes obligated to indemnify transition bondholders, it is likely that the ratings on the transition
bonds will be downgraded as a result of the circumstances causing the breach and the fact that transition bondholders will be
unsecured creditors of ACE with respect to any of these indemnification amounts.
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The Longer Maturities of Certain Classes of Transition Bonds Increase the Significance of Some of the Risk Factors
Enumerated Above

The final maturity dates of securities previously issued under legislation similar to the Competition Act and funded by
charges similar to the transition bond charge typically have not exceeded 17 years from issuance. In view of the longer period
of time over which some of these transition bonds will remain outstanding, a number of the aforementioned risks will be
more significant relative to a decision whether to purchase these transition bonds and will warrant greater consideration than
is needed in the case of transition bonds generally. For instance, although a number of these risks are no more or less likely to
arise at any one time than at any other, the likelihood that any one of them will be realized during the life of a particular class
of transition bonds increases with the length of time over which the bonds in that class are outstanding. Risks in this category
include the judicial, legislative and regulatory risks identified above under “—Risks of Judicial, Legislative or Regulatory
Action,” with the possible exception of those risks having to do with the novelty of transition bonds (which risks will
diminish over time if the requisite experience with transition bonds develops in due course). Other risks are inherently more
difficult to assess over the long term than over the short and intermediate terms. The gravity of any such risk is therefore
more difficult to measure in the case of the longer maturity transition bonds. Such risks include substantially all of those
described above under “—Unusual Nature of Bondable Transition Property and Servicing Risks,” which have to do with
such matters as the servicer’s ability to forecast, to maintain the transition bond charge at adequate levels while remaining
within the permitted maximum rate at the time in effect, to shut off service to delinquent customers, and to deal with third-
party suppliers. The risks described above under “—The Electric Industry Generally” are also more difficult to assess over
the long term inasmuch as they relate to such factors as climate, economic conditions, industry market structure, production
costs, conservation and technological advances, whose impact can be more difficult to predict as one considers them further
out in time.

FORWARD-LOOKING STATEMENTS

Some statements contained in this prospectus and the related prospectus supplement concerning expectations, beliefs,
plans, objectives, goals, strategies, future events or performance and underlying assumptions and other statements which are
other than statements of historical facts, are forward-looking statements within the meaning of the federal securities laws.
Although ACE and the issuer believe that the expectations and the underlying assumptions reflected in these statements are
reasonable, there can be no assurance that these expectations will prove to have been correct. The forward-looking statements
involve a number of risks and uncertainties and actual results may differ materially from the results discussed in the forward-
looking statements. The following are among the important factors that could cause actual results to differ materially from
those anticipated in the forward-looking statements:

1. state and federal legal or regulatory developments;

2. national or regional economic conditions;

3. market demand and prices for energy;

4. weather variations affecting customer energy usage;

5. the effect of continued electric industry restructuring;

6. new accounting requirements or new interpretations or applications of existing requirements;
7. operating performance of ACE’s facilities;

8.  the payment patterns of customers including the rate of delinquencies and the accuracy of the collections
curves; and

9. alternative sources and/or delivery systems for electricity.

Any forward-looking statements should be considered in light of these important factors and in conjunction with ACE’s
documents on file with the SEC.
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New factors that could cause actual results to differ materially from those described in forward-looking statements
emerge from time to time. It is not possible for ACE or the issuer to predict all of these factors, or the extent to which any
factor or combination of factors may cause actual results to differ from those contained in any forward-looking statement.
Any forward-looking statement speaks only as of the date on which the statement is made and neither ACE nor the issuer
undertakes any obligation to update the information contained in the statement to reflect subsequent developments or
information.

GLOSSARY OF DEFINED TERMS

You can find a glossary of defined terms used in this prospectus beginning on page 106 in this prospectus.

AVAILABLE INFORMATION

The issuer has filed with the SEC a registration statement under the Securities Act with respect to the transition bonds.
This prospectus, which forms a part of the registration statement, and any prospectus supplement describe the material terms
of some documents filed as exhibits to the registration statement. However, this prospectus and any prospectus supplement
do not contain all of the information contained in the registration statement and its exhibits. Any statements contained in this
prospectus or any prospectus supplement concerning the provisions of any document filed as an exhibit to the registration
statement or otherwise filed with the SEC are not necessarily complete, and in each instance reference is made to the copy of
the document so filed. Each statement concerning those provisions is qualified in its entirety by reference to the complete
document. For further information, reference is made to the registration statement and the exhibits thereto, which are
available for inspection without charge at the public reference facilities maintained by the SEC at 450 Fifth Street, N.W.,
Washington, D.C. 20549. Information filed with the SEC can also be inspected at the SEC’s Internet site at
http://www.sec.gov.

The issuer will file with the SEC all periodic reports as are required by the Exchange Act, and the rules, regulations or
orders of the SEC thereunder. The issuer may discontinue filing periodic reports under the Exchange Act at the beginning of

the fiscal year following the issuance of the transition bonds of any series if there are fewer than 300 holders of the transition
bonds.

INCORPORATION OF DOCUMENTS BY REFERENCE

All reports and other documents filed by the issuer pursuant to Section 13(a), 13(c), 14 or 15(d) of the Exchange Act
subsequent to the date of this prospectus and prior to the termination of the offering of the transition bonds will be deemed to
be incorporated by reference into this prospectus and to be a part hereof. Any statement contained in this prospectus, in a
prospectus supplement or in a document incorporated or deemed to be incorporated by reference in this prospectus will be
deemed to be modified or superseded for purposes of this prospectus and any prospectus supplement to the extent that a
statement contained in this prospectus, in a prospectus supplement or in any separately filed document that also is or is
deemed to be incorporated by reference herein modifies or supersedes that statement. Any statement so modified or
superseded will not be deemed, except as so modified or superseded, to constitute part of this prospectus or any prospectus
supplement.

The issuer will provide without charge to each person to whom a copy of this prospectus is delivered, on the written or
oral request of this person, a copy of any or all of the documents incorporated herein by reference, except for the exhibits
which are not specifically incorporated by reference in the documents. Written requests for these copies should be directed to
the issuer, c/o Assistant Treasurer, P.O. Box 15597, Wilmington, Delaware 19850-5597. Telephone requests for these copies
should be directed to the issuer at (302) 429-3902.
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ATLANTIC CITY ELECTRIC COMPANY

ACE is a regulated electric public utility incorporated under the laws of the State of New Jersey on April 28, 1924 and is
a direct wholly owned subsidiary of Conectiv and an indirect wholly owned subsidiary of Pepco Holdings, Inc., each of
which is a Delaware corporation and a registered holding company under the Public Utility Holding Company Act of 1935.
ACE holds the franchises necessary to provide regulated electric service in its service territory. ACE is primarily engaged in
purchasing, delivering and selling electricity. As of September 30, 2002, ACE served approximately 511,300 customers in its
service territory, which covers an area of about 2,700 square miles in the southern one-third of New Jersey and has a
population of approximately 900,000. ACE’s customer base consists primarily of residential and commercial customers. For
the nine months ended September 30, 2002, the percentages of regulated electric retail revenues contributed by customer
class were as follows: residential, 50.7%; commercial, 41.0% and industrial, 8.3%. ACE reported net income after
extraordinary items of $28.2 million on revenue of $828.2 million for the nine months ended September 30, 2002 as
compared with net income after extraordinary items of $60.3 million on revenue of $810.9 million for the nine months ended
September 30, 2001.

ACE’s utility business is subject to regulation by the BPU with respect to its retail electric sales. The Federal Energy
Regulatory Commission also has regulatory authority over certain aspects of ACE’s utility business, including the
transmission of electricity, the sale of electricity to municipalities and electric cooperatives and interchange and other
purchases and sales of electricity involving other utilities. ACE is also subject to regulation by the Pennsylvania Public
Utility Commission in limited respects concerning property and operations in Pennsylvania.

On March 1, 1998, ACE and Delmarva Power & Light Company became wholly owned subsidiaries of Conectiv. Before
the merger, ACE was owned by Atlantic Energy, Inc. On August 1, 2002, Conectiv and Potomac Electric Power Company,
known as PEPCO, became wholly owned subsidiaries of Pepco Holdings, Inc. pursuant to an agreement and plan of merger.
As aresult of the second of these mergers, Pepco Holdings, Inc. owns, directly or indirectly, ACE, PEPCO, Delmarva
Power & Light Company and the nonutility subsidiaries that each merger party had formerly held. As registered holding
companies under the Public Utility Holding Company Act of 1935, Pepco Holdings, Inc. and Conectiv are subject to certain
restrictions on the operations of registered holding companies and their subsidiaries. Pepco Holdings, Inc. is also the parent
of various nonutility businesses.

The mergers should not materially affect the structure of any issuance of transition bonds, the servicing of any bondable
transition property or the tax or accounting treatment of any such issuance.

Where to Find Information About ACE. ACE files annual, quarterly and current reports and other information with the
SEC under File No. 1-3559. Reports and other information filed with the SEC are available to the public over the Internet at
the SEC’s web site at http://www.sec.gov. You may also read and copy any of these SEC filings at the SEC’s public
reference room in Washington, D.C. located at 450 Fifth Street, N.W. Please call the SEC at 1-800-SEC-0330 for further
information about the operation of the public reference room. Some of ACE’s securities are listed on the New York Stock
Exchange, and such reports and other information can also be inspected and copied at the offices of such exchange on the
7th Floor, 20 Broad Street, New York, New York. For so long as any transition bonds are listed on the Luxembourg Stock
Exchange and the rules of that exchange so require, copies of these documents will be available for inspection by the holders
of any listed transition bonds at the office of the listing agent in Luxembourg. ACE also provides information through its
website at www.conectiv.com.

THE COMPETITION ACT

The New Jersey Electric Discount and Energy Competition Act, referred to as the Competition Act, signed into law in
February 1999 and amended in September 2002, provides, among other things, for the restructuring of the electric utility
industry in New Jersey. The Competition Act requires the unbundling of electric services into separate generation,
transmission and distribution services with open retail competition for generation services. While electric utilities will
continue to provide transmission and distribution services,
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the Competition Act authorizes third-party electric power suppliers licensed by the BPU, referred to as third-party suppliers,
to provide electric generation services to customers. Under the Competition Act, third-party suppliers are subject to some
financial, customer protection and other requirements, but are generally not regulated by the BPU. Electric distribution and
transmission services will remain regulated. Customer choice of third-party suppliers for all customers commenced on
August 1, 1999.

Even with the enactment of the Competition Act, the BPU will continue to regulate some aspects of the electric industry
in New Jersey with respect to electric distribution companies. The BPU will also establish guidelines governing customer
billing and collection, and metering and disclosure requirements applicable to third-party suppliers participating in the new
retail electric market in New Jersey.

Recovery of Stranded Costs Is Allowed for ACE and Other New Jersey Utilities

Prior to enactment of the Competition Act, electric utilities such as ACE invested in various generation-related assets,
such as electric generating facilities, and entered into power purchase contracts with nonutility generators of electricity to
help fulfill their duties to serve the public as regulated utilities. The electric utilities recovered their investments in these
assets and the costs they incurred under these contracts by charging their customers the regulated rates approved by the BPU.

One of the expected effects of the deregulation of electricity generation is that rates will be determined by market forces.
These market rates may not be high enough to allow the utilities to recover their investments in generation-related assets or to
recover all of the costs incurred under power purchase contracts with nonutility generators of electricity, as market prices
may be below a level that would provide a return on these investments or cover the costs incurred under these contracts.
Accordingly, utilities may incur losses as a result of the transition from a regulated environment to a competitive
environment for electric generation services.

The Competition Act provides for utilities to recover anticipated losses in the value of their generation-related assets and
the costs incurred under power purchase contracts with nonutility generators of electricity that are not recoverable under
market rates, including buyouts and buydowns of such contracts. These losses in value and other costs are known collectively
as stranded costs and the Competition Act provides for their recovery through a nonbypassable charge included in customers’
bills known as a market transition charge.

ACE and Other Utilities May Securitize Stranded Costs and Basic Generation Service Transition Costs

The Competition Act authorizes a utility to securitize its right to recover stranded costs through the issuance of transition
bonds, securities of the type described in this prospectus. This right is included in what is known as bondable transition
property. To the extent a utility’s right to recover stranded costs is securitized, a portion of the market transition charge is
replaced by an irrevocable charge included in customers’ electric bills known as a transition bond charge, which is designed
to meet the costs of paying the principal of and interest on the transition bonds and the costs associated with the issuance,
credit enhancing and servicing of the transition bonds. In addition, by amendment adopted in September 2002, the
Competition Act authorizes a utility to securitize what are referred to as basic generation service transition costs, which are
the amount by which a utility’s payments to procure power for basic generation service and for related ancillary and
administrative costs exceeds net revenues from the charge for the service established by the BPU. ACE may in the future
seek authorization to issue transition bonds in respect of basic generation service transition costs to be funded through a
transition bond charge.

The Recovery of Stranded Costs May Be Facilitated by the Issuance of Transition Bonds. The Competition Act
authorizes the BPU to issue “bondable stranded costs rate orders,” such as the BPU financing order, approving, among other
things, the issuance of transition bonds to recover bondable stranded costs and related expenses of an electric public utility. A
utility, a finance subsidiary of a utility or a third-party assignee of a utility may issue transition bonds. Under the Competition
Act, proceeds of transition bonds are required to be used to reduce the utility’s stranded costs through the retirement of its
debt or equity or both, and/or to finance or refinance the cost of buying down and/or buying out long-term power purchase
contracts from nonutility generators. Transition bonds are secured by and payable from bondable transition property and
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may have a scheduled amortization upon issuance of up to: (1) 15 years if the proceeds from the transition bonds are to be
used to reduce stranded costs related to utility-owned generation or to recover basic generation service transition costs or
(2) the remaining term of a long-term power purchase contract with a nonutility generator if the proceeds from the transition
bonds are to be used for the buyout or buydown of that contract.

The Competition Act contains a number of provisions designed to facilitate the securitization of stranded costs and
related expenses.

A Bondable Stranded Costs Rate Order Is Irrevocable. Under the Competition Act, bondable transition property is
created by the issuance by the BPU of a bondable stranded costs rate order such as a BPU financing order. The Competition
Act provides that each bondable stranded costs rate order, including the BPU financing order, will become irrevocable upon
issuance and effectiveness of the order. Upon the transfer of the bondable transition property to an assignee, such as the
issuer, and the receipt of consideration for the sale of the transition bonds, the bondable stranded costs rate order, the
transition bond charge and the bondable transition property become a vested, presently existing property right, vested ab
initio in the assignee.

Under the Competition Act, neither the BPU nor any other governmental entity has the authority, directly or indirectly,
legally or equitably, to rescind, alter, repeal, modify or amend a bondable stranded costs rate order, to revalue, re-evaluate or
revise the amount of bondable stranded costs, to determine that the transition bond charge or the revenues required to recover
bondable stranded costs are unjust or unreasonable, or in any way to reduce or impair the value of bondable transition
property, nor will the amount of revenues from the transition bond charge be subject to reduction, impairment, postponement
or termination. In addition, under the Competition Act, the State of New Jersey pledges and agrees with the holders of
transition bonds, and with any assignee or financing entity, such as the issuer, not to limit, alter or impair the bondable
transition property or the other rights vested in an electric public utility or any assignee or pledgee of the utility or any
financing entity or vested in the holders of any transition bonds pursuant to the bondable stranded costs rate order until the
transition bonds are fully paid and discharged. In addition, the State pledges and agrees in the Competition Act that it will not
in any way limit, alter, impair or reduce the value or amount of bondable transition property approved by the bondable
stranded costs rate order except as contemplated by the periodic adjustments to the transition bond charge authorized by the
Competition Act. See “—The Transition Bond Charge is Adjusted Periodically” below. See also “RISK FACTORS—
Risks of Judicial, Legislative or Regulatory Action” in this prospectus. A bondable stranded costs rate order does not
constitute a debt or liability of the State of New Jersey, nor does it constitute a pledge of its full faith and credit. The issuance
of transition bonds does not, directly, indirectly or contingently, obligate the State of New Jersey to levy or pledge any form
of taxation or make any appropriation for their payment.

The Transition Bond Charge is Adjusted Periodically. The Competition Act requires each bondable stranded costs rate
order to provide for mandatory adjustment of the transition bond charge, at least once a year, upon petition of the electric
public utility or its assignee or financing party. Such adjustments are based on formulas designed to provide for the full
recovery of bondable stranded costs, including without limitation the timely payment of the principal of, and interest and
acquisition or redemption premium on, the transition bonds in accordance with the expected amortization schedule. ACE
agrees in the servicing agreement to file with the BPU each proposed adjustment calculated in accordance with the formula.
ACE may also file a nonroutine adjustment request with the BPU to modify the formula to more accurately project and
generate adequate revenues. See “THE BPU FINANCING ORDER AND THE TRANSITION BOND CHARGE—The
BPU Financing Order” in this prospectus.

Customers Cannot Avoid Paying the Transition Bond Charge. The Competition Act provides that a transition bond
charge is “nonbypassable,” which means that the charge will be payable by consumers of electricity within a utility’s service
territory who use an electric public utility’s transmission and distribution system, even if those customers elect to purchase
electric supply from a third-party supplier. Also, whenever an on-site generation facility produces power that is not consumed
by the on-site customer and that power is delivered to off-site customers in New Jersey, the transition bond charge will apply
to the sale or delivery of that power to the off-site customer.
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Upon a finding that on-site generation facilities installed after August 1, 1999 (the starting date of retail competition
under the Competition Act) have displaced customer purchases from ACE so as to reduce the amount of kilowatt-hours
distributed by ACE to 92.5% of the kilowatt-hours it distributed in 1999, the Competition Act provides that the BPU will
impose a transition bond charge on any power consumption displaced by on-site generation facilities, exempting facilities
installed before the date of the finding. The Competition Act would under these circumstances also exempt from the
transition bond charge power consumption by any on-site customer that is derived from an on-site generation facility that the
customer or its agent installed, or for which it made substantial financial and contractual commitments in planning and
development, on or before February 9, 1999 (the effective date of the Competition Act). Included in the latter exemption are
expansions of exempt facilities that occur after February 9, 1999 for the continued provision of power.

The Competition Act Protects the Transition Bonds’ Lien on Bondable Transition Property. The Competition Act
provides procedures for assuring that the transfer of the bondable transition property from ACE to the issuer will be perfected
under New Jersey law and that the security interest granted by the issuer to the trustee in the bondable transition property will
be perfected under New Jersey law. The Competition Act provides that a transfer of bondable transition property will be
perfected against any third party when:

1. the BPU has issued its bondable stranded costs rate order with respect to such bondable transition property;

2. the agreement to transfer the property has been executed and delivered by the electric public utility or its
assignee; and

3. afinancing statement with respect to the transfer has been filed in accordance with the New Jersey Uniform
Commercial Code.

The Competition Act provides that security interests in the bondable transition property are perfected only by means of a
separate filing under the Uniform Commercial Code of New Jersey. Upon perfection, a security interest under the Uniform
Commercial Code attaches to bondable transition property, whether or not the revenues or proceeds thereof have accrued.
The Competition Act provides that priority of security interests in bondable transition property will not be defeated or
adversely affected by:

1. commingling of revenues received from transition bond charge collections with other funds of the utility; or

2. the periodic adjustment of the transition bond charge under the Competition Act.

The Competition Act Characterizes the Transfer of Bondable Transition Property as a Sale or Other Absolute Transfer.
The Competition Act provides that a transfer by an electric public utility or its assignee of bondable transition property will
be treated as a sale or other absolute transfer of the transferor’s right, title and interest and not as a borrowing secured by the
bondable transition property if the parties expressly state in governing documents that a transfer is to be a sale or other
absolute transfer. The characterization of the transfer as a sale is not affected or impaired by the fact that:

1.  the transferor or assignor retains or acquires a pari passu equity interest in the bondable transition property or
the fact that only a portion of the bondable transition property is transferred,

2.  the transferor or assignor retains or acquires a subordinated equity interest or other credit enhancement
provisions on terms commensurate with market practices;

3. the electric public utility acts as collector or servicer of the related transition bond charge; or
4. the transfer is treated as a financing for federal, state or local tax purposes or financial accounting purposes.

See “RISK FACTORS— Risks Associated with Potential Bankruptcy Proceedings” in this prospectus.
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ACE’S RESTRUCTURING

The Stipulation, Final Restructuring Order and Divestiture Order. On June 9, 1999, ACE and a number of other parties
filed a stipulation of settlement with the BPU, detailing a proposal for ACE’s implementation of full customer choice under
the Competition Act. The BPU found the stipulation submitted by ACE, subject to certain modifications, to be a reasonable
framework for resolution of the proceedings and issued its summary order, dated July 15, 1999. The BPU’s more detailed
decision and order, referred to as the final restructuring order, is dated March 30, 2001. On November 23, 1999, ACE filed a
petition with the BPU seeking approval to divest its nuclear base-load generating assets. As part of the proceedings to review
this petition, the determination of recoverable stranded costs relating to these generating assets was litigated. On July 21,
2000, the BPU issued its decision and order approving the divestiture of ACE’s nuclear generating assets. On September 17,
2001, the BPU issued its decision and order establishing the level of recoverable stranded costs associated with those assets.

ACE Unbundled Its Electric Rates. On August 1, 1999, ACE unbundled its retail electric rates into charges for
distribution, transmission and generation services, as well as market transition, net nonutility generation, societal benefits and
regulatory asset charges. To the extent ACE’s right to recover its stranded costs is securitized, a portion of the market
transition charge is replaced by a transition bond charge. Customers began receiving bills in December 1999 showing
separate line items for each of these charges. All customer bills will have a footnote stating that a transition bond charge is
being collected on behalf of the issuer. If a customer chooses a third-party supplier for generation services, the customer may
receive separate billings for those generation services directly from the third-party supplier or they may receive combined
billings for all charges, either from ACE or, if permitted by the BPU, from the third-party supplier pursuant to an agreement
between ACE and the third-party supplier. If the third-party supplier bills the combined charges, it must remit to ACE the
amount it bills to customers on behalf of ACE. See “THE BPU FINANCING ORDER AND THE TRANSITION BOND
CHARGE— The BPU Financing Order— Other Entities May in the Future Provide Metering and Billing Services” in
this prospectus. ACE has not yet entered into any agreements with third-party suppliers for billings and collections.

Basic Generation Service. On June 29, 2001, ACE and the three other investor-owned electric utilities in New Jersey
filed with the BPU a generic proposal to use a single, statewide auction process for the procurement of supply to meet the full
electricity requirements of retail customers that have not chosen a third-party supplier. By order dated December 11, 2001,
the BPU approved with modifications and clarifications the auction proposal made by the four electric utilities for the
provision of basic generation service for the period from August 1, 2002 through July 31, 2003. In February 2002, ACE
participated in a statewide auction for the procurement of New Jersey’s basic generation service needs for that period. The
winning bidders in the auction have entered into full requirement service agreements with ACE. Under these agreements, the
winning bidders are to provide the energy, capacity, transmission and ancillary services for approximately 80% of ACE’s
basic generation service load. ACE will provide the balance of the basic generation service supply from its to-be-divested
fossil generation units and its power purchase contracts with nonutility generators of electricity. At a public agenda meeting
held on November 5, 2002, the BPU again authorized the use of an auction process to provide basic generation service
beginning August 1, 2003.

ACE Must Reduce its Electric Rates. Pursuant to the stipulation and the final restructuring order, ACE was required,
subject to the conditions thereof, to reduce the electricity rates it charges its customers, compared to those it charged on
July 31, 1999, by 5% by August 1, 1999, by 7% by January 1, 2001 and by 10.2% by August 1, 2002. These requirements
function as an overall rate cap, and under the Competition Act will remain in effect until July 31, 2003, which date represents
the end of a four-year transition period to electric competition that began on August 1, 1999. The transition bond charge will
be a component of the electricity rates that ACE will charge its customers and so must fall, taken together with other charges
imposed by ACE, within the overall rate cap so long as it is in effect. See “RISK FACTORS— Unusual Nature of
Bondable Transition Property and Servicing Risks— Limitations on the Transition Bond Charge May Lead to
Insufficient Revenues to Make Payments” in this prospectus.
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Third-Party Suppliers. Pursuant to the Competition Act and the final restructuring order, customers may choose to
purchase electric power from third-party suppliers and later return to ACE as their supplier of basic generation service. Any
third-party supplier is required to provide the servicer with total monthly kilowatt-hour usage information for each customer
in a timely manner so that the servicer can fulfill its obligations. Any third-party supplier billing retail customers will be
required to provide the servicer with total monthly kilowatt-hour usage information for each customer in a timely manner so
that the servicer can fulfill its obligation.

THE BPU FINANCING ORDER AND THE TRANSITION BOND CHARGE

The BPU Financing Order

ACE'’s Petition and the BPU Financing Order. On June 25, 2001, ACE filed a petition with the BPU requesting the
issuance by the BPU of a financing order under the Competition Act to allow ACE, among other things, to recover up to
$2 billion of bondable stranded costs, including within this aggregate amount associated transaction costs and the cost of
retiring equity and debt securities of ACE. These costs are recoverable through the issuance of transition bonds in a like
principal amount and the imposition of a transition bond charge. The petition also requested authorization to transfer to an
approved financing entity the bondable transition property embodying the right to charge, collect and receive such charge. In
response to the petition, the BPU issued a financing order on September 20, 2002 authorizing the issuance of up to $440
million aggregate principal amount of transition bonds. ACE may from time to time in the future file petitions with the BPU
requesting the issuance under the Competition Act of financing orders authorizing additional issuances of transition bonds in
connection with the recovery of additional stranded costs and/or of basic generation service transition costs.

The BPU Authorized ACE to Issue Transition Bonds. Consistent with the final restructuring order and the petition, the
BPU financing order authorizes the issuance of transition bonds secured by bondable transition property. The transition
bonds may have scheduled amortizations upon issuance (1) not exceeding 15 years from the date of issuance in the case of
transition bonds the proceeds of which will be used to reduce stranded costs related to utility-owned generation and (2) not
exceeding the remaining term of a long-term power purchase agreement with a nonutility generator, in the case of transition
bonds the proceeds of which will be used to buy down or buy out that power purchase agreement. The last of ACE’s long
term power purchase agreements is scheduled to expire on January 1, 2025.

The final structure, pricing and other terms of the transition bonds, and any related hedging arrangements entered in to in
order to protect ACE’s customers against interest rate exposure, will be subject to the approval of the BPU or its designee.
BPU approval will be obtained prior to any sale of transition bonds.

The BPU Authorized ACE to Impose the Transition Bond Charge. Under the BPU financing order, the BPU authorized
ACE to impose, meter, charge, bill, collect and receive, from ACE’s customers and/or the customers of any electric
distribution company that succeeds to all or a significant part of the electric distribution business of ACE within its present
service territory, the transition bond charge in an amount sufficient to recover the principal amount of transition bonds in
accordance with a scheduled amortization and interest thereon, plus an amount sufficient to provide for any credit
enhancement, to fund any reserves, and to pay acquisition or redemption premiums, if any, and any servicing fees and other
expenses relating to the transition bonds.

The BPU granted ACE, as servicer, the authority to use the formula specified in the BPU financing order for the
calculation and subsequent adjustment of the transition bond charge and, subject to the review and approval of the BPU, to
make “nonroutine” filings seeking an adjustment in the methodology for calculating and adjusting the transition bond charge
in the event that ACE, as servicer, or any successor to ACE as servicer, determines that the methodology in use at the time
requires modification to more accurately project and generate adequate revenues.
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The transition bond charge will be a uniform, per kilowatt-hour charge assessed against all customers on a monthly basis
as part of their regular monthly billings. ACE will set the initial per kilowatt-hour transition bond charge based upon the
formula approved in the BPU financing order. The transition bond charge and the related charge for taxes will be reflected in
each customer’s bill with an explanation on the bill that the transition bond charge is being collected on behalf of the issuer,
the owner of the bondable transition property.

The BPU financing order directs ACE to file, as part of its next base rate filing, data showing the impact of the timing of
customer payments of the transition bond charge to ACE versus payments by ACE as servicer to the trustee. These data are to
include a calculation of (1) daily customer remittances of transition bond charges, (2) the timing of remittances to the trustee
and (3) the short-term interest rate then applicable to determine the amount of interest income earned by ACE as servicer on
collections before these remittances. If upon review the BPU determines that ACE retained interest income over and above its
servicing fee, it may calculate the amount of that income and impute interest on it in determining fair and reasonable rates
going forward from the date of review. Furthermore, in determining its cash working capital requirements in base rate
proceedings, ACE will exclude from its cash balances any transition bond charges collections not yet remitted to the trustee.
Not more than nine months after the initial issuance of transition bonds, ACE will file with the BPU a reconciliation
statement for its upfront transaction costs and capital reduction costs. Based on the amount of these costs, an adjustment will
be made to ACE’s deferred balance under the final restructuring order. Earnings of proceeds of the initial transition bond
issuance used to pay transaction costs will be credited to the beginning balance of deferred costs associated with ACE’s
deferred balance.

The transition bond charge will be assessed on all customer bills and will be prorated in the case of the first bill after
issuance of a series of transition bonds to account for any partial month since the date of issuance. For instance, if a particular
series issuance date is August 15, bills that include current charges for services provided before August 15 will not be
assessed the transition bond charge for the period prior to August 15 with respect to that series. Upon each adjustment of the
transition bond charge or issuance of additional series of transition bonds, the adjusted transition bond charge will be
assessed in the same manner. Adjustment dates will be the same for all series.

The initial transition bond charge will be calculated on the basis of:

* the principal amount of transition bonds issued in the first series;

* the projected total payments required in relation to the transition bonds during the period commencing on the date of
issuance of the transition bonds and ending approximately twelve months thereafter; and

* the estimated amount of charges billed and collected for kilowatt-hours of electricity delivered for that period.

The periodic adjustments to the transition bond charge are designed to ensure that transition bond charge collections are
not more or less than the amount necessary to meet all required payments with respect to the transition bonds and all related
costs and expenses and to maintain the required balances in the overcollateralization subaccount and the capital subaccount
for each series. In requesting periodic adjustments, the servicer is required to take into account updated projections of
consumption levels and timing of collections and any amounts held in the reserve subaccounts for all series.

Other Entities May in the Future Provide Metering and Billing Services. Under the Competition Act, the BPU may
establish standards for metering, billing and other activities by third-party suppliers participating in the new retail electric
market in the State of New Jersey. Any third-party suppliers billing and collecting amounts in respect of transition bond
charges for usage by ACE’s customers will have to comply with all applicable BPU metering, billing and other requirements.
In addition, the BPU financing order provides that, in order for a third-party supplier to be permitted to bill and collect the
transition bond charge with respect to power sold by it:

* the third-party supplier must agree to remit the full amount of all charges it bills to customers for services provided by
ACE, together with amounts related to the transition bond charge, within
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15 days of ACE’s bill for those charges, regardless of whether it receives payments from those customers;

*  the third-party supplier must agree to provide ACE (or a successor servicer) with total monthly kilowatt-hour usage
information for each customer in a timely manner to enable the servicer to fulfill its obligations;

»  the third-party supplier must permit ACE (or a successor servicer), within seven days after it defaults in remitting
any charges payable to ACE (or its successor), including amounts related to the transition bond charge, to assume
responsibility for billing all charges for services ACE provides, including the transition bond charge, or to transfer
that billing responsibility to a qualifying third party; and

» if and so long as the third-party supplier does not maintain at least a long-term unsecured credit rating from Moody’s
Investors Service, Inc. of at least “Baa2” and from Standard & Poor’s Ratings Group of at least “BBB” (or the
equivalent), it must lodge with ACE (or a successor servicer) a cash deposit or comparable security equal to two
months’ maximum estimated collections of all charges payable to ACE, as agreed upon by ACE (or a successor
servicer) and the third-party supplier.

In the event of a default in the remittance of any such amounts by a third-party supplier, any shortfall in the third-party
supplier’s transition bond charge collections would be included in subsequent adjustments to the transition bond charge. See
“THE SERVICING AGREEMENT—Servicing Procedures” and “THE BPU FINANCING ORDER AND THE
TRANSITION BOND CHARGE—The Transition Bond Charge Adjustment Process” in this prospectus. While a third-
party supplier collecting the transition bond charge may request termination of service to delinquent customers, only ACE or
a successor electric public utility may disconnect or reconnect a customer’s distribution service.

The BPU May Designate a Replacement Servicer. The Competition Act provides that in the event of a default by an
electric public utility in respect of charging, collecting and receiving revenues derived from transition bond charges, and upon
the application by a secured party, such as the trustee, or an assignee of the bondable transition property, such as the issuer,
the BPU or any court of competent jurisdiction must designate a trustee or other entity to act in the place of the electric public
utility to impose, meter, charge, collect and receive transition bond charges for the benefit and account of the secured party or
assignee. In addition, the BPU may in its discretion establish criteria for the selection of any successor servicer upon the
default or other material adverse change in the financial condition of the electric public utility. The BPU financing order
provides that if ACE defaults under the servicing agreement or is required to discontinue its billing and collection functions,
the trustee and the issuer may immediately appoint a successor servicer, and that the successor servicer will promptly assume
billing and collection responsibilities for the transition bond charge. The BPU financing order further provides that the BPU
act on an expedited basis within 30 days with respect to the proposed successor but that it not approve any appointment of a
successor servicer unless it has determined that the credit ratings on the transition bonds will not be withdrawn or
downgraded.

The Transition Bond Charge Adjustment Process

The servicing agreement requires the servicer to seek adjustments to the transition bond charge in order to enhance the
likelihood that transition bond charge collections, including any amounts on deposit in the reserve subaccount, are neither
more nor less than the amount necessary to amortize the transition bonds of each series in accordance with the related
expected amortization schedule, to pay interest, which in the case of interest on any floating rate class of any series will be
calculated at the applicable gross fixed rate, to fund or replenish the series overcollateralization subaccount to the amount
required to be on deposit in the series overcollateralization subaccount, to replenish any shortfalls in the series capital
subaccount, and to pay the trustee’s fee, the servicing fee and the other expenses and costs included in bondable stranded
costs.
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The servicer will increase or decrease the transition bond charge over the life of the transition bonds, as a result of
several factors, including:

*  changes in electricity sales forecasts;

»  changes in payment patterns and charge-off experience (including defaults by third-party suppliers);
»  changes in any ongoing fees, costs and expenses related to the transition bonds;

»  the unpaid principal of, and interest and premium, if any, on, the transition bonds; and

» the issuance of any additional series of transition bonds.

These adjustments are designed to achieve each of the above goals by the payment date immediately following the next date
on which the transition bond charge is adjusted, taking into account any amounts on deposit in the reserve subaccount of each
series. If at the time of issuance of a series, the servicer determines any additional adjustments are required, the dates for
these adjustments will be specified in the prospectus supplement for the series.

The BPU financing order provides that the servicer will file adjustment requests periodically as follows:

* the servicer will file a routine adjustment request with the BPU at least annually, with resulting adjustments in the
transition bond charge to become effective on an interim basis 30 days after filing (or on such later date as may be
specified in the request) and, absent a determination of manifest error (defined in the BPU financing order as an
arithmetic error evident on the face of the filing) by the BPU, to become final and nonappealable 60 days thereafter;

*  the servicer may file a routine adjustment request with the BPU before the end of any quarter (or monthly to the
extent permitted in the BPU financing order) with resulting adjustments to increase or decrease the transition bond
charge to become effective on the first day of the next succeeding calendar month absent a determination of manifest
error by the BPU or on such later date as may be specified in the request and final and nonappealable 60 days
thereafter; and

»  the servicer will file a nonroutine adjustment request with the BPU if the method it uses to calculate the transition
bond charge requires modification to more accurately project and generate adequate revenues, any such filing to be
made at least 90 days prior to the proposed effective date and to be subject to BPU approval before implementation.

In the case of a finding of manifest error by the BPU, the BPU will issue an order correcting such manifest error before
the adjustment becomes final 60 days after filing.

Adjustment requests will take into account amounts available in the general subaccount and reserve subaccounts for each
series, and amounts necessary to fund the overcollateralization subaccounts for each series and to replenish the capital
subaccounts for each series to its required level, in addition to amounts payable on the transition bonds and related fees and
expenses.

The transition bond charge will also be adjusted in connection with the issuance of a new series of transition bonds, and
any new series of transition bonds may provide for additional transition bond charge adjustment dates.

THE SERVICER OF THE BONDABLE TRANSITION PROPERTY

ACE

ACE is both the seller and the servicer of the bondable transition property. See “ATLANTIC CITY ELECTRIC
COMPANY?” in this prospectus.
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ACE’s Customer Classes

ACE’s customer base is divided into three classes: residential, commercial (including public street and highway lighting
and railroad) and industrial. The commercial customer class consists primarily of retail, services, governmental and casino-
hotel customers. Mining, refining, and manufacturing customers are examples of customers included in the industrial
customer class. Several rate classes are included within each customer class differentiated by type and level of service.

Electric Revenue, Number of Customers and Consumption

The following table shows the amount of billed electric revenue per customer class for the periods indicated and the
percentage that each customer class bears to the total amount of the total billed revenue.

Residential
Commercial
Industrial

Total

Residential
Commercial
Industrial

Total

Residential
Commercial
Industrial

TABLE 1
BILLED REVENUE ($000)
For the Year Ended
12/31/97 12/31/98 12/31/99
$(000s) % of Total $(000s) % of Total $(000s) % of Total
443,829 46.98 437,576 46.68 444,942 47.58
391,270 41.41 391,248 41.73 387,247 41.41
109,682 11.61 108,634 11.59 102,966 11.01
944,781 100.00 937,458 100.00 935,155 100.00
For the Year Ended 9 Months Ended
12/31/00 12/31/01 9/30/02
$(000s) % of Total $(000s) % of Total $(000s) % of Total
412,792 50.92 430,853 49.41 359,128 50.74
318,781 39.32 357,896 41.04 290,161 41.00
79,106 9.76 83,325 9.55 58,499 8.26
810,679 100.00 872,074 100.00 707,788 100.00
The following table shows the average number of customers in each customer class for the periods indicated and the
percentage that each customer class bears to the total number of customers.
TABLE 2
AVERAGE NUMBER OF CUSTOMERS (CUSTOMER BILLS)
For the Year Ended
12/31/97 12/31/98 12/31/99
Avg. # of % of Avg. # of % of Avg. # of % of
Customers Total Customers Total Customers Total
422,967 87.94 427,590 87.89 431,527 87.88
56,975 11.85 57,926 11.90 58,507 11.92
1,018 0.21 1,005 0.21 1,001 0.20
480,960 100.00 486,521 100.00 491,035 100.00

Total
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For the Year Ended 9 Months Ended

12/31/00 12/31/01 9/30/02
Avg. # of % of Avg. # of % of Avg. # of % of
Customers Total Customers Total Customers Total
Residential 436,967 87.87 443,865 87.84 449,315 87.88
Commercial 59,325 11.93 60,421 11.96 60,959 11.92
Industrial 1,007 0.20 1,016 0.20 1,013 0.20
Total 497,299 100.00 505,302 100.00 511,287 100.00

The following table shows the total billed electric consumption in gigawatt-hours (i.e., millions of kilowatt-hours),
referred to as gWh, for the periods indicated for each customer class and the percentage each customer class bears to the total
consumption.

TABLE 3
BILLED ELECTRIC CONSUMPTION (gWh)

For the Year Ended
12/31/97 12/31/98 12/31/99
gWh % of Total gWh % of Total gWh % of Total
Residential 3,455 41.63 3,544 41.10 3,708 42.07
Commercial 3,590 43.26 3,771 43.73 3,847 43.64
Industrial 1,253 15.10 1,309 15.18 1,260 14.29
Total 8,298 100.00 8,624 100.00 8,815 100.00
For the Year Ended 9 Months Ended
12/31/00 12/31/01 9/30/02
gWh % of Total gWh % of Total gWh % of Total
Residential 3,765 42.45 3,857 43.08 3,170 44.18
Commercial 3,860 43.53 3,956 44.19 3,131 43.64
Industrial 1,243 14.02 1,140 12.73 874 12.18
Total 8,868 100.00 8,953 100.00 7,175 100.00

Percentage Concentration Within ACE’s Large Commercial and Industrial Customers

For the period ended December 31, 2001, the ten largest electric customers represented approximately 8.6% of ACE’s
kilowatt-hour sales. The customers are in the commercial and industrial customer classes. Casino-hotels are included in the
commercial class and represent approximately 6.9% of ACE’s kilowatt-hour sales for the period ended December 31, 2001.
There are no material concentrations in the residential class.

How ACE Forecasts the Number of Customers and the Amount of Electricity Usage

Accurate projections of the number of customers, usage and retail electric revenue are important in setting, maintaining
and adjusting the transition bond charge. The transition bond charge must be sufficient to pay interest and principal of the
transition bonds, to fund the scheduled series overcollateralization levels, to replenish withdrawals from any series capital
subaccounts and to pay the trustee’s fee, the manager’s fee, the servicing fee, the administration fee and the other fees,
expenses and costs included in bondable stranded costs. See “THE BPU FINANCING ORDER AND THE TRANSITION
BOND CHARGE—The BPU’s Transition Bond Charge Adjustment Process” and “RISK FACTORS—Unusual
Nature of Bondable Transition Property and Servicing Risks” in this prospectus.
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The energy usage forecasting process starts with a set of assumptions, including economic, demographic, price,
marketing, major customers, demand-side management, private plant/ cogeneration and technology impact assumptions.

The residential energy usage forecast is primarily based on a forecast of southern New Jersey population growth. The
usage per customer is not modeled stochastically, but rather is the quotient of the sales and customer forecasts, and is used to
evaluate those forecasts. Short-term variation in usage levels is primarily a result of the season and of weather fluctuations,
while long-term trends in usage are driven by economic and demographic factors. The level of residential sales is forecasted
using variables representing growth in the number of air conditioners, southern New Jersey income per household, energy
efficiency improvements and ACE’s average electric price.

The commercial energy usage forecast is modeled by using such variables as total personal income, nonmanufacturing
employment, ACE’s real average electric price realizations, a forecast of floor space in use, the total number of buildings in
ACE’s service territory and seasonal variability. The casino-hotel forecast is adjusted to account for known activities in the
casino-hotel market such as the expansion of existing casino-hotels and the opening and construction of new casino-hotels
and the multiplier effect that such new construction has demonstrated in the past.

The specific economic and demographic variables on which the industrial energy forecast is based include
manufacturing employment, the industrial production index and employment productivity for New Jersey, the average ACE
real electric price realizations and industrial natural gas and fuel oil prices. Natural gas and fuel oil prices are used as a proxy
for competitive energy prices. The industrial forecast is adjusted to account for major known activities in the industrial
market such as maintenance shutdowns, cogeneration and private plant installations and significant changes in operating
characteristics.

ACE uses economic forecasts, prepared by an independent economic forecasting and consulting firm employed by ACE,
as inputs to its forecasting models. Weather inputs to the forecasting models are based on normal weather conditions, which
are developed from historical averages. While demand-side management impacts are not explicitly modeled for the sales
forecast, any demand-side management impacts are implicit in the history of actual sales and are therefore reflected in the
forecast.

Forecast Variances

Actual consumption of electricity can deviate from forecasted consumption of electricity for many reasons, including the
general economic climate in ACE’s service territory as it impacts net migration of customers; weather as it impacts air
conditioning and heating usage; levels of business activity; and the availability of more energy efficient appliances, new
energy conservation technologies and the customer’s ability to acquire and utilize these new products.

The table below compares actual usage in gWh for a particular year to the related forecast prepared during the previous
year. For example, the annual 1996 variance is based on a forecast prepared in 1995. There can be no assurance that the
future variance between actual and expected consumption will be similar to the historical experience set forth below.
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TABLE 4
ANNUAL FORECAST VARIANCE OF THE AMOUNT OF ELECTRICITY CONSUMED (gWh)

1996 1997 1998 1999 2000 2001

Residential

Customers

Consumption
Forecasted 3,534 3,432 3,631 3,693 3,647 3,813
Actual 3,587 3,455 3,544 3,708 3,765 3,857
Variance 1.50% 0.67% (2.39)% 0.41% 3.24% 1.16%
Commercial

Customers

Consumption
Forecasted 3,559 3,596 3,738 3,867 3,896 4,016
Actual 3,543 3,589 3,766 3,847 3,860 3,956
Variance (0.46)% (0.20)% 0.73% (0.51)% (0.93)% (1.48)%
Industrial

Customers

Consumption
Forecasted 1,134 1,228 1,264 1,333 1,216 1,234
Actual 1,212 1,256 1,307 1,260 1,243 1,140
Variance 6.88% 2.30% 3.38% (5.42)% 2.20% (7.58)%
Total
Forecasted 8,227 8,256 8,634 8,893 8,759 9,062
Actual 8,342 8,300 8,617 8,816 8,867 8,954
Variance 1.40% 0.53% (0.19)% (0.86)% 1.24% (1.20)%

If actual consumption of electricity is higher than forecast, there will most likely be an excess of transition bond charge
collections. Similarly, if actual consumption of electricity is lower than forecast, there will most likely be insufficient
transition bond charge collections.

Billing Process

ACE operates on a continuous billing cycle, with an approximately equal number of bills being distributed each business
day. For the year ended December 31, 2001, ACE mailed out to its customers an average of 25,860 bills daily. The normal
billing period is for approximately 30 days, ending one or two days prior to the mailing of the bill. For accounts with
potential billing error exceptions, reports are generated for manual review. This review examines accounts that have
abnormally high or low bills, potential meter-reading errors and possible meter malfunctions. Subject to statutory and legal
requirements, ACE may change its billing policies and procedures from time to time. It is expected that any changes would
be designed to enhance ACE’s ability to make timely recovery of amounts billed to customers. In order to implement
customer choice and to appropriately bill the individual rate components required by the Competition Act and the final
restructuring order, ACE has needed to make numerous modifications to its billing system. These changes were implemented
and unbundled bills, in which the individual rate components were set forth, were first sent to customers in December 1999.

Under the Servicing Agreement, any changes to customary billing and collection practices instituted by ACE will apply
to the servicing of bondable transition property so long as ACE is the servicer.

ACE Maintains Limited Information on Its Customers’ Creditworthiness

Under New Jersey law, ACE is obligated to provide service to new customers. New residential and non-residential
customers are required to post a security deposit equal to two months of estimated electricity usage when they apply for
electric service. These new customers may avoid the security deposit requirement if they can demonstrate creditworthiness or
were previously a customer of ACE with a satisfactory payment history. The principal means of establishing creditworthiness
is by a letter from another utility indicating a satisfactory payment history. To help prevent fraud, ACE may use EquiFax
identification process for new applicants.
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ACE receives approximately 85% of its total bill payments via U.S. mail. ACE receives the remainder of bill payments
at local offices and other third-party pay offices or via electronic payment and field collection.

ACE’s Collection Process for Residential Customers

Customer bills for residential customers are due 20 days after mailing. If a customer has an overdue balance in excess of
$100.00 and is overdue in paying his or her next bill, ACE will mail a notice stating that ACE will shut off electricity service
within ten days if the customer does not pay or make an arrangement for payment.

On the date of service termination, the ACE service representative must knock on the customer’s door. If no one answers
the door, or if the customer does not make a payment or does not agree to pay the overdue amount to ACE’s satisfaction,
ACE terminates electricity service.

Termination of Service for Residential Customers in the Winter

Power is not customarily disconnected if the delinquent customer is subject to a BPU mandated winter moratorium on
termination of service. Under the BPU winter moratorium, when a customer advises ACE that he or she is unable to pay his
or her bill in full and makes a good faith payment to ACE, ACE does not shut off the customer’s service during the period
from November 15 of each year through March 15 of the following year. Currently, delinquent residential accounts are
managed during the winter moratorium through a combination of letters, proactive telephone contacts and negotiated
payment plans.

ACE’s Collection Process for Governmental Customers

The accounts from customers in either federal, state or local government have 20 days to pay their electricity charges
from the date the bill is mailed. Service termination is generally not used as a means of collection for governmental accounts.
Some governmental accounts have difficulty paying within the 20 days due to cash flow, payment approval and other factors.
Governmental accounts that are frequently delinquent are referred to a collection representative that specializes in the
collection of overdue amounts from governmental accounts.

ACE’s Collection Process for All Other Customers

Customer bills for commercial and industrial customers are due 20 days after the bill is mailed. If the customer does not
pay the bill, collection action can begin on the twenty-first day with a ten-day service termination notice delivered via U.S.
mail, if ACE cannot contact the customer by telephone. If the overdue balance is not paid within ten days, an order is issued
to disconnect the service or collect the bill in full.

Referrals of Delinquent Accounts to Third Parties

Residential accounts are referred to a collection agency 60 days after the final bill is mailed. The collection agency
manages this account for a total of six months. Unpaid account balances are written off 120 days after the final bill is mailed,
providing no payments are being received and the customer has no other active service accounts with ACE. If any unpaid
balance remains after six months of collection activity, the matter is referred to a credit bureau as long as no payments or
arrangements on the bill have been made.

Referrals of Delinquent Accounts in Special Circumstances

In some cases, service termination may be difficult owing to factors such as medical illness of a customer or an
inaccessible meter. These difficulties are handled by representatives in ACE’s credit area who are specifically trained and
assigned to do this type of collection. Certain commercial accounts may also be deemed sensitive, such as nursing homes,
daycare centers and hospitals. In these cases, ACE will refer the entire overdue amount to an ACE commercial account
representative.
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Loss and Delinquency Experience

The tables below set forth the delinquency and net write-off experience ACE has had with customers for the periods
indicated. Among the factors which may affect write-off and delinquency data are the overall economy, weather and changes
in collection practices. Beginning in 2000, ACE experienced an increase in delinquencies and net write-offs as a percentage
of billed revenue. These results were largely attributable to problems experienced during the introduction and implementation
of a new customer service and billing computer system in 1999. Implementation of the new computer system caused delays
in billing and also diverted resources from collection efforts. In addition, the new system initially did not allow for effective
processing of overdue accounts. ACE has taken steps to resolve the problems experienced with the new billing system, and
the processing and collection of current customer bills returned to normal execution levels at the end of 2001. Due to the
processing of the backlog of overdue accounts accumulated during 2000 and 2001, delinquencies and net write-off statistics
are not expected to return to pre-implementation levels for a few years.

ACE does not expect, but cannot assure, that the delinquency or write-off experience with respect to transition bond
charge collections will differ substantially from its historical experience with respect to collection of other charges. However,
changes in general economic conditions and the retail electric market, including but not limited to the introduction of third
party electric power suppliers who may be permitted to provide consolidated billing to ACE’s customers, could mean that
historical delinquency and write-off rates may not be indicative of future rates.

TABLE §

DELINQUENCIES AS A PERCENTAGE OF TOTAL BILLED REVENUES

For the Year Ended 9 Months
Ended
12/31/97 12/31/98 12/31/99® 12/31/00 12/31/01 9/30/02®
Residential
30-59 Days 0.56% 0.64% — 0.75% 0.71% 1.43%
60-89 Days 0.20% 0.29% — 0.52% 0.61% 0.63%
90+ Days 0.15% 0.22% — 2.02% 2.85% 1.37%
Non-Residential
30-59 Days 0.47% 0.52% — 1.50% 1.11% 0.83%
60-89 Days 0.06% 0.07% — 0.87% 0.45% 0.17%
90+ Days 0.05% 0.06% — 1.11% 0.74% 0.29%
Total
Delinquency
Statistics
30-59 Days — — 0.15% — — —
60-69 Days — — 0.06% — — —
90+ Days — — 0.08% — — —

@ As of November 30, 1999. December 1999 data are not available due to system conversion.
® Based upon revenues for the twelve-month period from October 1, 2001 to September 30, 2002.
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TABLE 6
NET WRITE-OFF AS A PERCENTAGE OF BILLED RETAIL ELECTRIC REVENUES

For the Year Ended 9 Months
Ended
12/31/97 12/31/98 12/31/99 12/31/00 12/31/01 9/30/02
Residential 0.26% 0.25% 0.32% 0.27% 0.60% 0.95%
Non-
Residential 0.04% 0.07% 0.06% 0.08% 0.25% 0.27%
Total 0.30% 0.32% 0.38% 0.35% 0.85% 1.22%

Net write-offs include amounts recovered by ACE from deposits, bankruptcy proceedings and payments received after
an account has been written off either to ACE or one of its external collection agencies.

How ACE Will Apply Partial Payments by Its Customers

The BPU financing order requires that ACE allocate partial payments of electricity bills for any period in the following
order:

1. to sales taxes (which ACE collects as trustee for the State of New Jersey and not for its own account or for that
of the issuer) until all such amounts are paid; and then

2. pro rata to the transition bond charge and ACE’s other charges and taxes, where any such charges are in arrears,
based on their proportion to ACE’s total charges assessed for that period until all such amounts are paid; and then

3. pro rata to the transition bond charge and ACE’s other charges and taxes, where any such charges are current
charges, based on their proportion to ACE’s total charges assessed for that period.

ATLANTIC CITY ELECTRIC TRANSITION FUNDING LLC, THE ISSUER

Atlantic City Electric Transition Funding LLC, the issuer of the transition bonds, was formed as a Delaware limited
liability company on March 28, 2001. ACE is its sole member. The assets of the issuer are principally limited to the bondable
transition property that was sold to the issuer, collections of transition bond charges, its rights under the transaction
agreements including the sale agreement and the servicing agreement, trust accounts held by the trustee and, if so stated in
the applicable prospectus supplement, other credit enhancement. The BPU financing order and the indenture provide that the
bondable transition property, as well as other collateral described in the BPU financing order and the indenture, will be
pledged by the issuer to the trustee. Pursuant to the indenture, the transition bond charge collections remitted to the trustee by
the servicer must be used to pay the transition bonds and other obligations of the issuer specified in the indenture. As of the

date of this prospectus, the issuer has not carried on any business activities and has no operating history. Audited financial
statements of the issuer are included in this prospectus.

The Issuer’s Purpose. The issuer has been created for the sole purpose of:
1. purchasing and owning the bondable transition property;

2. issuing from time to time one or more series of transition bonds, each of which may consist of one or more
classes;

3. pledging its interest in the bondable transition property and other collateral to the trustee under the indenture in
order to secure the transition bonds;

4. entering into and performing under the basic documents and other agreements relating to the activities set forth
in clauses 1 through 3 above; and

5. performing activities permitted to limited liability companies under Delaware law that are related or incidental
to these purposes and necessary, suitable or convenient to accomplish these purposes.
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The Interaction Between ACE and the Issuer. On the issuance date for each series, except in the event of a refinancing of
outstanding transition bonds, ACE will sell and assign to the issuer, without recourse, bondable transition property pursuant
to the sale agreement between ACE and the issuer. ACE will service the bondable transition property pursuant to a servicing
agreement with the issuer. ACE and any successor in the capacity of servicer are referred to as the servicer.

The Issuer’s Management. The issuer’s business will be managed by no less than three and no more than five managers,
referred to as the managers, appointed from time to time by ACE or, in the event that ACE transfers its interest in the issuer,
by the new owner or owners of the issuer. The issuer will at all times following the issuance of the initial series of the
transition bonds have at least two independent managers who, among other things, are not and have not been for at least five
years from the date of their appointment:

1. adirect or indirect legal or beneficial owner of the issuer or ACE or any of their respective affiliates;

2. asupplier, employee, immediate family member, officer, director, manager, contractor, customer (other than a
ratepayer or customer of ACE in the ordinary course of business) or material creditor of ACE or the issuer or any of their
respective affiliates; or

3. aperson who, other than through service as a manager of the issuer, controls ACE or its affiliates.

Messrs. Christiansen and Figueroa are independent managers. The remaining managers will be employees of ACE’s affiliate,
PHI Service Company, the administrator of the issuer.

The managers will devote the time necessary to conduct the affairs of the issuer. The following are the managers as of
the date of this prospectus:

Name Age Position at ACE Position at PHI Service Company
Thomas S. Shaw 55 Director Director, President and Chief Operating Officer
James P. Lavin 55 Controller Vice President and Controller
Barbara S. Graham 54 — Senior Vice President
Dean A. Christiansen 42 — —
Orlando Figueroa 43 — —

None of the managers has been involved in any of the types of legal proceedings specified in Item 401(f) of the SEC’s
Regulation S-K.

The Managers’ Compensation and Limitation on Liabilities. The issuer has not paid any compensation to any manager
since the issuer was formed. The managers other than the independent managers will not be compensated by the issuer for
their services on behalf of the issuer. The independent managers will be paid monthly fees from the revenues of the issuer
and will be reimbursed for their reasonable expenses. These expenses include without limitation the reasonable
compensation, expenses and disbursements of such agents, representatives, experts and counsel as the independent managers
may employ in the exercise and performance of their rights and duties under the issuer’s limited liability company agreement,
the indenture, the sale agreement, the servicing agreement and the administration agreement. The limited liability company
agreement provides that the member of the issuer will not be subject in that capacity to any personal liability to any person in
connection with the assets or affairs of the issuer, and will have the same limitation on personal liability as is extended to
stockholders of for profit Delaware corporations. The limited liability company agreement further provides that no manager
of the issuer will be subject in that capacity to any personal liability to any person other than the issuer or its member in
connection with the assets or affairs of the issuer. These protections from personal liability will apply to the fullest extent
permitted by applicable law.

In addition, under the issuer’s limited liability company agreement, the member and managers of the issuer are
indemnified to the fullest extent permitted by applicable law. Any indemnification and advancement of expenses provided to
a member or a manager will not exclude any other rights to which the indemnified person may be entitled under other
agreements. No indemnification, unless ordered by a court, may be made
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to or on behalf of the member or any manager if a final adjudication established that its acts or omissions involved intentional
misconduct, fraud or a knowing violation of the law and was material to the cause of action.

The Issuer is a Separate and Distinct Legal Entity. Under the issuer’s limited liability company agreement, the issuer
may not file a voluntary petition for relief under the United States Bankruptcy Code without a unanimous vote of its
managers, including the independent managers. ACE has agreed that it will not cause the issuer to file a voluntary petition for
relief under the United States Bankruptcy Code. The limited liability company agreement requires the issuer to, among other
things:

1. take all reasonable steps to continue its identity as a separate legal entity;

2. make it apparent to third parties that it is an entity with assets and liabilities distinct from those of ACE, other
affiliates of ACE, the managers or any other person; and

3. conduct its business in its own name and so as not to mislead others as to the identity of the entity or assets with
which they are concerned, and correct any known misunderstanding regarding its separate identity.

The principal place of business of the issuer is 800 King Street, Wilmington, Delaware 19899 and its telephone number
is (302) 429-3902.

Administration Agreement. The administrator, PHI Service Company, will provide administrative services for the issuer
pursuant to an administration agreement between the issuer and the administrator. The issuer will pay the administrator a
market rate fee for performing these services.

USE OF PROCEEDS

As required by the Competition Act, the issuer will use the net proceeds from the issuance of the transition bonds to pay
the expenses of issuance and to purchase the bondable transition property from ACE. ACE will use these proceeds
principally to reduce stranded costs through the retirement of debt or equity or both, and/or to finance or refinance the cost of
buying down and/or buying out long-term power purchase contracts from nonutility generators, including transactions
completed before the date of the sale of the transition bonds, and/or to recover basic generation service transition costs, as
well as to pay related expenses.

THE TRANSITION BONDS

The transition bonds will be issued under and secured by the indenture between the issuer and the trustee substantially in
the form filed as an exhibit to the registration statement of which this prospectus forms a part. The terms of each series of
transition bonds will be provided in the indenture and the related indenture supplement. The following summary describes
some general terms and provisions of the transition bonds. The particular terms of the transition bonds of any series offered
by any prospectus supplement will be described in the prospectus supplement.

General

The transition bonds may be issued in one or more series, each made up of one or more classes. The terms of a series
may differ from the terms of another series, and the terms of a class may differ from the terms of another class of the same
series. The terms of each series and class will be specified in the related prospectus supplement.

The indenture requires, as a condition to the issuance of each series of transition bonds, that the issuance will not result
in any rating agency reducing or withdrawing its then current rating of any outstanding series or class of transition bonds.
Notification to each of Moody’s Investors Service, Inc., Standard & Poor’s Ratings Group, and Fitch Ratings of a proposed
action and confirmation in writing from each of Standard & Poor’s Ratings Group and Fitch Ratings that the proposed action
will not result in the reduction or withdrawal of its then current rating of any series or class of transition bonds is referred to
as satisfaction of the rating agency
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condition with respect to the proposed action, provided that Moody’s Investors Service, Inc. must also confirm this in writing
where the proposed action is the issuance of an additional series of transition bonds.

The Issuer’s Transition Bonds Will be Maintained in Book-Entry Format. The related prospectus supplement will set
forth the procedure for the manner of the issuance of the transition bonds of each series. Generally, each series of transition
bonds will initially be represented by one or more transition bonds registered in the name of The Depositary Trust Company,
or its nominee, together referred to as DTC. The transition bonds will be available for purchase in initial denominations
specified in the related prospectus supplement, which will be not less than $1,000 with the exception of one transition bond in
each class that may have a smaller denomination. Unless and until definitive transition bonds are issued under the limited
circumstances described in this prospectus, no transition bondholder will be entitled to receive a physical bond representing a
transition bond. All references in this prospectus to actions by transition bondholders will refer to actions taken by DTC upon
instructions from DTC direct participants. In addition, all references in this prospectus to payments, notices, reports and
statements to transition bondholders will refer to payments, notices, reports and statements to DTC, as the registered holder
of each series of transition bonds. DTC will receive these payments, notices, reports and statements for payment to the
beneficial owners of the transition bonds in accordance with DTC’s procedures with respect thereto. See “—Book-Entry
Form” and “—Certificated Transition Bonds” below.

Interest and Principal

Interest will accrue on the principal balance of transition bonds of a series or class at the interest rate specified in or
determined in the manner specified in the related prospectus supplement. The principal balance of a class or series refers to
the initial principal balance of that class or series reduced by the amount of principal distributed since the date of issuance to
the bondholders of that class or series in accordance with the terms of the indenture. Interest will be payable to the transition
bondholders of the series or class on each payment date, commencing on the payment date specified in the related prospectus
supplement. All series will have the same payment dates. On each payment date, the issuer will generally make principal
payments on each series until the outstanding principal balance thereof has been reduced to the principal balance specified for
that payment date in the expected amortization schedule for that series on that payment date, but only to the extent funds are
available for that series as described in this prospectus. Accordingly, principal of the series or class of transition bonds may
be paid later, but not sooner, than reflected in the expected amortization schedule therefor, except in a case of any applicable
optional redemption or acceleration upon default. See “RISK FACTORS—Other Risks Associated with an Investment in
the Transition Bonds” and “RISK FACTORS—Unusual Nature of Bondable Transition Property and Servicing
Risks” in this prospectus.

The expected final payment date for a class or series of transition bonds is the date on which final payment on the class is
expected to be made as set forth in the expected amortization schedule for that class or series. The indenture provides that
failure to pay the entire outstanding principal amount of the transition bonds of any class or series by the expected final
payment date will not result in an event of default under the indenture until after the final maturity date for the class or series.

On each payment date, the amount required to be paid as principal on any series of transition bonds, from transition bond
charge collections, earnings on investments, indemnity amounts and, as necessary, from the reserve subaccount for that
series, the overcollateralization subaccount for that series and the capital subaccount for that series, will equal:

1.  the unpaid principal amount of any transition bonds of that series upon an acceleration following an event of
default; plus
2. the unpaid principal amount of any class of any series due on the final maturity date of that class; plus

3. the unpaid principal amount of any transition bonds of that series called for redemption; plus

4. the principal scheduled to be paid on the transition bonds of that series on or before that payment date.
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The entire unpaid principal amount of the transition bonds will be due and payable if:
1. an event of default under the indenture occurs and is continuing; and

2.  the trustee or the holders of a majority of the principal amount of the transition bonds of all series then
outstanding, voting as a group, have declared the transition bonds to be immediately due and payable.

See “THE INDENTURE—Events of Default” and “WEIGHTED AVERAGE LIFE AND YIELD
CONSIDERATIONS FOR THE TRANSITION BONDS?” in this prospectus.

Floating Rate Transition Bonds

In connection with the issuance of a class or of more than one class of floating rate transition bonds, the issuer may
arrange for one or more interest rate swap transactions. If the issuer enters into or arranges for any interest rate swap
transaction, the applicable prospectus supplement will include a description of:

 the material terms of that transaction;
* the identity of the counterparty or counterparties;
 any payments under that swap transaction to be made by or to the issuer or to the trustee, as assignee of the issuer;

* deposits in and withdrawals from the class subaccount or subaccounts, if any, of the collection account established for
that class or those classes of floating rate transition bonds and that transaction;

* the formula for calculating the floating rate of interest of that class or those classes prior to termination of that
transaction;

* the rights of transition bondholders with respect to the termination of or specified other events related to that
transaction; and

* the U.S. federal income tax consequences to the issuer and the transition bondholders of entering into any swap or
hedge transaction.

Redemption

Redemption provisions, if any, for a series of transition bonds will be specified in the related prospectus supplement,
including the premiums, if any, payable upon redemption. Unless the context requires otherwise, all references in this
prospectus to principal of the transition bonds of a series insofar as it relates to redemption includes any premium that might
be payable thereon if transition bonds of the series are redeemed, as described in the related prospectus supplement. The
redemption price will, in each case, include accrued and unpaid interest to the date of redemption. Notice of redemption of
any series of transition bonds will be given by the trustee to each registered holder of a transition bond by first-class mail,
postage prepaid, mailed at least five days and at most 45 days prior to the date of redemption or in another manner or at
another time as may be specified in the related prospectus supplement. Notice of redemption may be conditioned upon the
deposit of moneys with the trustee before the redemption date and this notice will be of no effect unless these moneys are so
deposited. All transition bonds called for redemption will cease to bear interest on the specified redemption date, provided
funds for their redemption are on deposit with the trustee at that time, and will no longer be considered “outstanding” under
the indenture. The transition bondholders will have no further rights with respect thereto, except to receive payment of the
redemption price thereof and unpaid interest accrued to the date fixed for redemption from the trustee.

If and to the extent provided in the related prospectus supplement, a series of transition bonds will be subject to optional
redemption in whole on any payment date if the aggregate outstanding principal amount of transition bonds of that series has
been reduced to an amount below the percentage of the initial principal amount of transition bonds of that series specified in
the prospectus supplement. Any such redemption would
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be done on a series basis but would apply, for practical purposes, only to the classes with the longest maturities. See “THE
TRANSITION BONDS—Redemption” in this prospectus.

Credit Enhancement

Credit enhancement with respect to the transition bonds of each series will be provided principally by adjustments to the
transition bond charge and amounts on deposit in the reserve subaccount, the overcollateralization subaccount and the capital
subaccount for that series. In addition, for any series of transition bonds or one or more classes thereof, additional credit
enhancement may be provided. The amounts and types of credit enhancement, if any, and the provider of any such credit
enhancement with respect to each series of transition bonds or one or more classes thereof will be described in the related
prospectus supplement. Additional credit enhancement may be in the form of:

¢ an additional reserve subaccount;

* subordination by one series for the benefit of another;
« additional overcollateralization;

* a financial guaranty insurance policy;

* aletter of credit;

* acredit or liquidity facility;

 arepurchase obligation;

* a third-party payment or other support;

* a cash deposit or other credit enhancement; or

+ any combination of the foregoing, as may be set forth in the related prospectus supplement.

If specified in the related prospectus supplement, credit enhancement for a series of transition bonds may support one or
more other series of transition bonds.

Prefunding

If and to the extent specified in the related prospectus supplement, the issuer may elect to issue transition bonds in a
principal amount that, on the date of issuance, exceeds the aggregate amount of bondable transition property created under
the BPU financing order or orders then in effect. The incremental amount of transition bonds issued over the amount of
bondable transition property then created would be issued in anticipation of a subsequent authorization by the BPU, within a
period of time specified in the related prospectus supplement, of additional bondable transition property in the same
incremental amount. In the event of such an incremental issuance, the issuer would immediately deposit the bond proceeds
from the sale of this incremental issuance into a separate prefunding account owned by it and administered by the trustee.
ACE may provide additional credit enhancement for the incremental principal amount of bonds, as set forth in the related
prospectus supplement. Amounts in the prefunding account would be used, to the extent necessary, to meet obligations on the
transition bonds in the manner set forth in the related prospectus supplement.

If following such an issuance but within the time period specified in the related prospectus supplement, the BPU
approves the creation of additional bondable transition property in an amount equal to the incremental amount of transition
bonds issued, ACE will sell that additional bondable transition property to the issuer and receive as consideration for it all
amounts in the prefunding account. If, however, the BPU does not approve the creation of additional bondable transition
property in the incremental amount within that time period, at the end of that period all amounts in the prefunding account
will be applied to redeem the incremental principal amount and pay accrued interest thereon of transition bonds on the terms
set forth in the related prospectus supplement.
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Book-Entry Form

Unless otherwise specified in the related prospectus supplement, all classes of transition bonds will initially be
represented by one or more bonds registered in the name of DTC or another securities depository. The transition bonds will
be available to investors only in the form of book-entry transition bonds. Transition bondholders may also hold transition
bonds through Clearstream Banking, Luxembourg, S.A., referred to as Clearstream or Euroclear in Europe, if they are
participants in one of those systems or indirectly through participants.

The Role of DTC, Clearstream and Euroclear. DTC will act as securities depository for the transition bonds and will
hold the global bond or bonds representing the transition bonds. The transition bonds will be issued as registered securities
registered in the name of Cede & Co., DTC’s partnership nominee, or in such other name as an authorized representative of
DTC may request. Clearstream and Euroclear will hold omnibus positions on behalf of their participants through customers’
securities accounts in Clearstream’s and Euroclear’s names on the books of their respective depositories. Citibank, N.A. is
depository for Clearstream and Morgan Guaranty Trust Company of New York is depository for Euroclear. These
depositories will, in turn, hold these positions in customers’ securities accounts in the depositories’ names on the books of
DTC.

The Function of DTC. DTC is a limited purpose trust company organized under the laws of the State of New York and is
a member of the Federal Reserve System. DTC is a “clearing corporation” within the meaning of the New York Uniform
Commercial Code and a clearing agency registered pursuant to Section 17A of the Exchange Act. DTC was created to hold
securities for its direct participants and to facilitate the clearance and settlement of securities transactions between direct
participants through electronic book-entries, thereby eliminating the need for physical movement of securities. Direct
participants of DTC include securities brokers and dealers, banks, trust companies, clearing corporations and some other
organizations. DTC is a wholly owned subsidiary of The Depository Trust & Clearing Corporation, which in turn is owned
by a number of direct participants of DTC and members of the National Securities Clearing Corporation, Government
Securities Clearing Corporation, MBS Clearing Corporation and Emerging Markets Clearing Corporation, as well as by the
New York Stock Exchange, Inc., the American Stock Exchange LLC and the National Association of Securities Dealers, Inc.
Access to DTC’s system is also available to others such as both U.S. and non-U.S. securities brokers and dealers, banks, trust
companies and clearing corporations, referred to as indirect participants, that clear through or maintain a custodial
relationship with a direct participant either directly or indirectly. The DTC rules applicable to its participants are on file with
the Securities and Exchange Commission. More information about DTC can be found at www.dtcc.com.

The Function of Clearstream. Clearstream holds securities for its customers and facilitates the clearance and settlement
of securities transactions between Clearstream customers through electronic book-entry changes in accounts of Clearstream
customers, thereby eliminating the need for physical movement of securities. Transactions may be settled by Clearstream in
any of 36 currencies, including United States dollars. Clearstream provides to its customers, among other things, services for
safekeeping, administration, clearance and settlement of internationally traded securities and securities lending and
borrowing. Clearstream also deals with domestic securities markets in over 30 countries through established depository and
custodial relationships. Clearstream is registered as a bank in Luxembourg, subject to regulation by the Commission de
Surveillance du Secteur, which supervises Luxembourg banks. Clearstream’s customers are worldwide financial institutions
including underwriters, securities brokers and dealers, banks, trust companies and clearing corporations. Clearstream’s
United States customers are limited to securities brokers and dealers and banks. Currently, Clearstream has approximately
2,000 customers located in over 80 countries, including all major European countries, Canada, and the United States. Indirect
access to Clearstream is available to other institutions that clear through or maintain a custodial relationship with an account
holder of Clearstream. Clearstream has established an electronic bridge with Morgan Guaranty Trust Company of New York
as the Operator of the Euroclear System, referred to as MGT/EOC, in Brussels to facilitate settlement of trades between
Clearstream and MGT/EOC.

Clearstream and MGT/EOC customers are worldwide financial institutions, including underwriters, securities brokers
and dealers, banks, trust companies and clearing corporations. Indirect access to Clear-
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stream and MGT/EOC is available to other institutions that clear through or maintain a custodial relationship with an account
holder of either system.

The Function of Euroclear. Euroclear was created in 1968 to hold securities for Euroclear participants and to clear and
settle transactions between Euroclear participants through simultaneous electronic book-entry delivery against payment. By
performing these functions, Euroclear eliminated the need for physical movement of securities and also eliminated any risk
from lack of simultaneous transfers of securities and cash. Transactions may now be settled in any of 30 currencies, including
United States dollars. The Euroclear System includes various other services, including securities lending and borrowing, and
arrangements with domestic markets in several countries generally similar to the arrangements for cross-market transfers with
DTC described below. The Euroclear System is operated by the Euroclear Operator, under contract with the Euroclear
Clearance System S.C., a Belgian cooperative corporation, referred to as the Cooperative. All operations are conducted by the
Euroclear Operator, and all Euroclear securities clearance accounts and Euroclear cash accounts are accounts with the
Euroclear Operator, not the Cooperative. The Cooperative establishes policy for Euroclear on behalf of Euroclear
participants. Euroclear participants include central banks, commercial banks, securities brokers and dealers and other
professional financial intermediaries. Indirect access to Euroclear is also available to other firms that clear through or
maintain a custodial relationship with a Euroclear Participant, either directly or indirectly.

The Euroclear Operator is the Belgian branch of a New York banking corporation that is a member bank of the Federal
Reserve System. As a Federal Reserve System member, it is regulated and examined by the Board of Governors of the
Federal Reserve System and the New York State Banking Department, as well as the Belgian Banking Commission.

Terms and Conditions of Euroclear. Securities clearance accounts and cash accounts with the Euroclear Operator are
governed by the Terms and Conditions Governing Use of Euroclear and the related Operating Procedures of Euroclear and
applicable Belgian law, which are referred to in this prospectus as the Terms and Conditions. The Terms and Conditions
govern transfers of securities and cash within Euroclear, withdrawals of securities and cash from Euroclear and receipts of
payments with respect to securities in Euroclear. All securities in Euroclear are held on a fungible basis without attribution of
specific securities to specific securities clearance accounts. The Euroclear Operator acts under the Terms and Conditions only
on behalf of Euroclear participants and has no record of or relationship with persons holding through Clearstream
participants.

The Rules for Transfers Among DTC, Clearstream or Euroclear Participants. Transfers between participants will occur
in accordance with DTC rules. Transfers between Clearstream customers and Euroclear participants will occur in accordance
with their respective rules and operating procedures. Cross-market transfers between persons holding directly or indirectly
through DTC, on the one hand, and directly or indirectly through Clearstream customers or Euroclear participants, on the
other, will be effected in DTC in accordance with DTC rules on behalf of the relevant European international clearing system
by its depository. Cross-market transactions will require delivery of instructions to the relevant European international
clearing system by the counterparty in this system in accordance with its rules and procedures and within its established
deadlines, in European time. The relevant European international clearing system will, if the transaction meets its settlement
requirements, deliver instructions to its depository to take action to effect final settlement on its behalf by delivering or
receiving transition bonds in DTC, and making or receiving payments in accordance with normal procedures for same-day
funds settlement applicable to DTC. Clearstream customers and Euroclear participants may not deliver instructions directly to
the depositories.

DTC Will Be the Holder of the Issuer’s Transition Bonds. Unless and until definitive transition bonds are issued to
beneficial owners of the transition bonds, which transition bonds are referred to as certificated transition bonds, it is
anticipated that the only “holder” of transition bonds of any class or series will be DTC. Transition bondholders will be only
permitted to exercise their rights as transition bondholders indirectly through participants and DTC. Therefore, unless and
until certificated transition bonds are issued, all references herein to actions by transition bondholders refer to actions taken
by DTC upon instructions from its participants, and all references herein to payments, notices, reports and statements to
transition bondholders
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refer to payments, notices, reports and statements to DTC, as the registered holder of the transition bonds, for subsequent
payments to the beneficial owners of the transition bonds in accordance with DTC procedures.

Purchases. Purchases of transition bonds under the DTC system must be made by or through direct participants, which
will receive a credit for the transition bonds on DTC’s records. The ownership interest of each actual purchaser of each
transition bond, referred to as a beneficial owner, is in turn to be recorded on direct and indirect participants’ records.
Beneficial owners will not receive certificates representing their ownership interests in transition bonds, except in the event
that use of the book-entry system for transition bonds is discontinued. Nor will beneficial owners receive written
confirmation from DTC of their purchases. Beneficial owners are, however, expected to receive written confirmations
providing details of their transactions, as well as periodic statements of their holdings, from the direct or indirect participants
through which the beneficial owners entered into the transactions.

Book-Entry Transfers. Except under the circumstances described below, while any book-entry transition bonds of a
series are outstanding, DTC is required under DTC’s rules to make book-entry transfers among direct participants on whose
behalf it acts with respect to the book-entry transition bonds. Transfers of ownership interests in transition bonds are to be
accomplished by entries made on the books of direct and indirect participants acting on behalf of beneficial owners. To
facilitate subsequent transfers, all transition bonds deposited by direct participants with DTC will be registered in the name of
DTC’s partnership nominee, Cede & Co., or such other name as an authorized representative of DTC may request. The
deposit of transition bonds with DTC and their registration in the name of Cede & Co. (or another nominee) do not effect any
change in the ownership interest of any beneficial owner. DTC has no knowledge of the actual beneficial owners of transition
bonds. DTC’s records reflect only the identity of the direct participants to whose accounts transition bonds are credited,
which may or may not be the beneficial owners. The direct and indirect participants will remain responsible for keeping
account of their holdings on behalf of their customers. Since DTC can only act on behalf of direct participants, who in turn
act on behalf of indirect participants, the lack of certificated transition bonds may limit the ability of beneficial owners to
pledge transition bonds to persons or entities that do not participate in the DTC system and take other actions with respect to
their transition bonds.

Transmission of Payments. In addition, DTC is required to receive and transmit payments of principal of, and interest on,
the book-entry transition bonds. Payments on the transition bonds will be made to Cede & Co. or such other nominee as an
authorized representative of DTC may request. DTC’s practice is to credit direct participants’ accounts, upon DTC’s receipt
of funds and corresponding detail information from the issuer or the trustee, on payment dates in accordance with their
respective holdings shown on DTC’s records. Payments by participants to beneficial owners will be governed by standing
instructions and customary practices, as is the case with securities held for the accounts of customers in bearer form or
registered in “street name,” and will be the responsibility of the participants and not of DTC, the issuer or the trustee, subject
to such statutory or regulatory requirements as may be in effect from time to time. Payments to Cede & Co. (or other
nominee) will be the responsibility of the issuer or the trustee, disbursement of such payments to direct participants will be
the responsibility of DTC, and the disbursement of such payments to the beneficial owners will be the responsibility of the
direct and indirect participants.

Notices and Consents. Conveyance of notices and other communications by DTC to direct participants, by direct
participants to indirect participants, and by direct participants and indirect participants to beneficial owners will be governed
by arrangements among them, subject to such statutory or regulatory requirements as may be in effect from time to time.
Beneficial owners of transition bonds may wish to take steps to augment the transmission to them of notices of significant
events with respect to the transition bonds such as redemptions, tenders, defaults and proposed amendments to related
documents. For example, they may wish to ascertain that the nominee holding transition bonds for their benefit has agreed to
obtain and transmit notices to them. Neither DTC nor Cede & Co. (or any other DTC nominee) will consent with respect to
any transition bonds unless authorized by a direct participant in accordance with DTC’s procedures. Under its usual
procedures, DTC mails an omnibus proxy to the issuer as soon as possible after the record date. The omnibus proxy assigns
Cede & Co.’s consenting rights to those direct participants to whose accounts transition bonds are credited on the record date
(identified in a listing attached to the omnibus proxy). Accordingly, although transition bondholders will not possess
certificated transition bonds, DTC’s rules provide a
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mechanism by which transition bondholders will receive payments, be able to transfer their interests, receive notices and
consent with respect to their transition bonds.

How Transition Bond Payments Will Be Credited by Clearstream and Euroclear. Payments with respect to transition
bonds held through Clearstream or Euroclear will be credited to the cash accounts of Clearstream customers or Euroclear
participants in accordance with the relevant systems’ rules and procedures, to the extent received by its depository. These
payments will be subject to tax reporting in accordance with relevant United States tax laws and regulations. See
“MATERIAL INCOME TAX MATTERS?” in this prospectus. Clearstream or the Euroclear Operator, as the case may be,
will take any other action permitted to be taken by a transition bondholder under the indenture on behalf of a Clearstream
customer or Euroclear participant only in accordance with its relevant rules and procedures and subject to its depository’s
ability to effect these actions on its behalf through DTC.

DTC, Clearstream and Euroclear have agreed to the foregoing procedures in order to facilitate transfers of transition
bonds among participants of DTC, Clearstream and Euroclear. However, they are under no obligation to perform or continue
to perform these procedures and these procedures may be discontinued at any time.

Certificated Transition Bonds

The Circumstances That Will Result in the Issuance of Certificated Transition Bonds. Unless otherwise specified in the
related prospectus supplement, each class of transition bonds will be issued in fully registered, certificated form to beneficial
owners of transition bonds or their nominees, rather than to DTC, only if:

1. the issuer advises the trustee in writing that DTC is no longer willing or able to discharge properly its
responsibilities as depository with respect to this class of transition bonds and the issuer is unable to locate a qualified
successor;

2. the issuer, at its option, elects to terminate the book-entry system through DTC; or

3. after the occurrence of an event of default under the indenture, the beneficial owners of transition bonds
representing at least a majority of the outstanding principal amount of the transition bonds of all series advise the trustee
through DTC in writing that the continuation of a book-entry system through DTC, or a successor thereto, is no longer in
the transition bondholders’ best interest.

The Delivery of Certificated Transition Bonds. Upon the occurrence of any event described in the immediately preceding
paragraph, DTC will be required to notify all affected beneficial owners of transition bonds through participants of the
availability of certificated transition bonds. Upon surrender by DTC of the transition bonds in the possession of DTC that had
represented the applicable transition bonds and receipt of instructions for re-registration, the trustee will authenticate and
deliver certificated transition bonds to the beneficial owners. Any certificated transition bonds listed on the Luxembourg
Stock Exchange will be made available to the beneficial owners of such transition bonds through the office of the transfer
agent in Luxembourg. Thereafter, the trustee will recognize the holders of these certificated transition bonds as transition
bondholders under the indenture.

The Payment Mechanism for Certificated Transition Bonds. Payments of principal of, and interest and premium, if any,
on, certificated transition bonds will be made by the trustee, as paying agent, in accordance with the procedures set forth in
the indenture. These payments will be made directly to holders of certificated transition bonds in whose names the
certificated transition bonds were registered at the close of business on the related record date specified in the related
prospectus supplement. These payments will be made by check mailed to the address of the holder as it appears on the
register maintained by the trustee.

The Transfer or Exchange of Certificated Transition Bonds. Certificated transition bonds will be transferable and
exchangeable at the offices of the transfer agent and registrar, which will initially be the trustee. No service charge will be
imposed for any registration of transfer or exchange, but the transfer agent and registrar may require payment of a sum
sufficient to cover any tax or other governmental charge imposed in connection therewith.
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Final Payment on Transition Bonds. The final payment on any transition bond will be made only upon presentation and
surrender of the transition bond at the office or agency specified in the notice of final payment to transition bondholders. The
final payment of any transition bond listed on the Luxembourg Stock Exchange may also be made upon presentation and
surrender of the transition bond at the office of the paying agent in Luxembourg as specified in the notice of final
distribution. A notice of such final distribution will be published in a daily newspaper in Luxembourg, which is expected to
be the Luxemburger Wort, not later than the fifth day of the month of such final distribution. Certificated transition bonds
listed on the Luxembourg Stock Exchange will also be transferable and exchangeable at the offices of the transfer agent in
Luxembourg. With respect to any transfer of these listed certificated transition bonds, the new certificated transition bonds
registered in the names specified by the transferee and the original transferor will be available at the offices of the transfer
agent in Luxembourg.

WEIGHTED AVERAGE LIFE AND YIELD CONSIDERATIONS

FOR THE TRANSITION BONDS

The rate of principal payments, the amount of each interest payment and the final maturity date for each series or class of
transition bonds will be dependent on the rate and timing of receipt of transition bond charge collections. Accelerated receipts
of transition bond charge collections will not, however, result in payment of principal on the transition bonds earlier than the
related expected final payment dates. This is because receipts in excess of the amounts necessary to amortize the transition
bonds in accordance with the applicable expected amortization schedule, to pay interest and premium, if any, on the transition
bonds, to pay related expenses and to find or replenish the capital and overcollateralization subaccounts, will be allocated to
the reserve subaccounts. However, delayed receipts of transition bond charge collections may result in principal payments on
the transition bonds occurring more slowly than as reflected in the expected amortization schedule or later than the related
expected final payment dates. Redemption of any class or series of transition bonds and acceleration of the final maturity date
after an event of default will result in payment of principal earlier than the related expected final payment dates.

The Effect of Transition Bond Charge Collections on the Timing of Transition Bond Payments. The actual payments on
each payment date for each series or class of transition bonds and the weighted average life thereof will be affected primarily
by the rate and the timing of receipt of transition bond charge collections. Amounts available in the reserve subaccount, the
overcollateralization subaccount and the capital subaccount for each series will also affect the weighted average life of the
transition bonds. The aggregate amount of transition bond charge collections and the rate of principal amortization on the
transition bonds will depend, in part, on actual energy usage by customers and the rate of delinquencies and write-offs. This
is because the transition bond charge will be calculated based on estimates of usage and collections revenue. The transition
bond charge will be adjusted from time to time based in part on the actual rate of transition bond charge collections.
However, there can be no assurance that the servicer will be able to forecast accurately actual electricity usage and the rate of
delinquencies, customer payment patterns and write-offs or implement adjustments to the transition bond charge that will
cause transition bond charge collections to be received at any particular rate. See “RISK FACTORS—Unusual Nature of
Bondable Transition Property and Servicing Risks” and “THE BPU FINANCING ORDER AND THE TRANSITION
BOND CHARGE—The BPU’s Transition Bond Charge Adjustment Process” in this prospectus.

A payment on a date that is later than the expected final payment date might result in a longer weighted average life of
the transition bonds. In addition, if scheduled payments on the transition bonds are received later than the applicable
scheduled payment dates, this might result in a longer weighted average life of the transition bonds.

THE SALE AGREEMENT

The following summary describes all material terms and provisions of the sale agreement pursuant to which ACE is
selling and the issuer is purchasing bondable transition property arising pursuant to the BPU
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financing order. For more detailed information on the sale agreement, please see the sale agreement, filed as an exhibit to the
registration statement of which this prospectus forms a part.

The sale agreement may be amended by the parties thereto with the consent of the trustee if the rating agency condition
has been satisfied with respect to the amendment. Amendments of the sale agreement are also subject to requirements under
the indenture. See “THE INDENTURE—Modifications to the Sale Agreement, the Servicing Agreement, the
Administration Agreement and any Hedge Agreement or Interest Rate Swap Agreement.”

ACE’s Sale and Assignment of the Bondable Transition Property

On the initial transfer date, pursuant to the sale agreement, ACE, as seller, will sell and assign to the issuer, without
recourse except as provided in the sale agreement, the initial bondable transition property, identified in the related bill of sale.
The bondable transition property represents the irrevocable right to receive through the transition bond charge amounts
sufficient to recover bondable stranded costs with respect to the related series of transition bonds. The net proceeds received
by the issuer from the sale of the transition bonds will be applied to the purchase of the bondable transition property. In
addition, ACE may from time to time offer to sell additional bondable transition property to the issuer, subject to the
satisfaction of the conditions specified in the sale agreement and the indenture. The bondable transition property sold will be
identified in an additional bill of sale. Each subsequent sale will be financed through the issuance of an additional series of
transition bonds. If this offer is accepted by the issuer, the subsequent sale will be effective on a subsequent transfer date.

In accordance with the Competition Act, upon the issuance of the BPU financing order, the execution and delivery of the
sale agreement and the related bill of sale and the filing of a financing statement under the New Jersey Uniform Commercial
Code, the transfer of the initial bondable transition property will be perfected as against all third persons. In addition, upon
the execution of a subsequent bill of sale and the filing of a financing statement under the New Jersey Uniform Commercial
Code, a transfer of subsequent bondable transition property will also be perfected against all third persons. The sale
agreement provides that in the event that the sale and transfer of the bondable transition property is determined by a court not
to be a true and absolute sale as contemplated by the Competition Act, then the sale and transfer will be treated as a pledge of
the bondable transition property and ACE will be deemed to have granted a security interest to the issuer in the bondable
transition property, which security interest will secure a payment obligation of ACE in an amount equal to the purchase price
for the bondable transition property.

The initial bondable transition property is the bondable transition property, as identified in the related bill of sale, sold to
the issuer on the initial transfer date pursuant to the sale agreement in connection with the issuance of the initial series of
transition bonds. Subsequent bondable transition property is any bondable transition property, as identified in the related bill
of sale, sold to the issuer on any subsequent transfer date pursuant to the sale agreement in connection with a subsequent
issuance of a series of transition bonds.

ACE’s Representations and Warranties

The sale agreement provides that, in connection with each transfer of bondable transition property, ACE, as seller, makes
the following representations and warranties to the issuer with respect to the transferred property on and as of the initial
transfer date and any subsequent transfer date to the effect, among other things, that:

1. all information provided by ACE to the issuer in writing on or prior to the date of such transfer with respect to the
bondable transition property is, in light of the circumstances under which it was provided, correct in all material
respects;

2. the transfers and assignments contemplated by the sale agreement constitute an absolute transfer of the initial

bondable transition property or the subsequent bondable transition property, as the case may be, from ACE to the
issuer, as provided in the Competition Act, and the beneficial interest in
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and title to the bondable transition property would not be part of the debtor’s estate in the event of the filing of a
bankruptcy petition by or against ACE under any bankruptcy law;

a. ACE is the sole owner of the bondable transition property being sold to the issuer on the initial transfer date
or subsequent transfer date, as applicable;

b. the bondable transition property will be validly transferred and sold to the issuer free and clear of all liens
other than liens created by the issuer pursuant to the indenture, and

c. all filings, including filings with the BPU under the Competition Act and filings with the New Jersey
Secretary of State under the Uniform Commercial Code, necessary in any jurisdiction to give the issuer a
valid perfected ownership interest in the transferred bondable transition property, free and clear of all liens of
ACE or anyone else claiming through ACE, and to give the issuer a first priority perfected security interest,
have been made other than filings that would not have an adverse effect on the ability of the servicer to
collect the transition bond charges or on the rights of the issuer or trustee with respect to the transferred
bondable transition property;

the BPU financing order giving rise to the transferred bondable transition property has been issued by the BPU in
accordance with the Competition Act; the BPU financing order and the process by which it was issued comply
with all applicable laws, rules and regulations; and the BPU financing order is in full force and effect and is final
and non-appealable under state law and the designee certification delivered pursuant to the BPU financing order is
final and incontestable as of its date;

as of the date of issuance of any series of transition bonds:

a. the transition bonds will be entitled to the protections provided by the Competition Act and, in accordance
with the Competition Act, the provisions of the BPU financing order relating to the bondable transition
property and the transition bond charges have become irrevocable, and each issuance advice letter delivered
by the issuer to the BPU pursuant to the BPU financing order is final and incontestable,

b. under the Competition Act, none of the State of New Jersey, the BPU or any other governmental agency of
the State of New Jersey may limit, alter or in any way impair or reduce the value of the bondable transition
property or the transition bond charges approved by the BPU financing order or any rights thereunder, and

c. under the contract clauses of the constitutions of the State of New Jersey and of the United States, none of
the State of New Jersey, the BPU or any other governmental agency of the State of New Jersey may take any
action that substantially impairs the rights of transition bondholders whose bonds are secured by the
bondable transition property absent a demonstration that the action is based upon reasonable conditions and
of a character appropriate to a significant and legitimate public purpose and, under the takings clauses of the
constitutions of the United States and New Jersey, the State of New Jersey could not repeal or amend the
Competition Act by way of legislative process or take any action in contravention of its pledge and
agreement under the Competition Act without paying just compensation to the transition bondholders, as
determined by a court of competent jurisdiction, if doing so would constitute a permanent appropriation of a
substantial property interest of the transition bondholders in the bondable transition property and deprive the
transition bondholders of their reasonable expectations arising from their investments in the transition bonds;

there is no order by any court providing for the revocation, alteration, limitation or other impairment of the
Competition Act, the BPU financing order, the final restructuring order (insofar as it relates to the sale of the
bondable transition property), any issuance advice letter, the bondable transition property arising thereunder or the
transition bond charges approved thereunder or of any rights arising under any of them or which seeks to enjoin
the performance of any obligations under the BPU financing order;
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9.

10.

11.

12.

13.

14.

15.

no other approval, authorization, consent, order or other action of, or filing with, any court, federal or state
regulatory body, administrative agency or other governmental instrumentality is required in connection with the
creation of the bondable transition property arising under the BPU financing order, except those that have been
obtained or made;

any assumptions used in calculating the transition bond charges in the issuance advice letter delivered by the
issuer to the BPU pursuant to the BPU financing order are reasonable and made in good faith;

a. the bondable transition property will upon the transfer thereof to an assignee and receipt of consideration
therefor in connection with its sale to the issuer constitute a vested, presently existing property right and, to
the fullest extent permitted by law, the assignee will have all of the rights originally held by ACE with
respect to the bondable transition property set forth in the Competition Act, other than the rights of a public
utility, including the right to collect any amounts payable by any customer or third-party supplier in respect
of the property;

b. the bondable transition property includes without limitation the irrevocable right of ACE and its permitted
assigns to charge, collect and receive, and be paid from collections of, transition bond charges, subject to the
limitations on electricity rates specified in the final restructuring order, in the amount necessary to recover all
of the bondable transition costs described in the BPU financing order, all rights of ACE under the BPU
financing order, including all rights to obtain periodic adjustments of the related transition bond charges, and
all revenues, collections, payments, money or proceeds arising under, or with respect to, any of the
foregoing; and

c. the provisions of the BPU financing order creating the bondable transition property and authorizing the
issuance of the transition bonds have been declared to be irrevocable by the BPU, and any supplemental
order of the BPU of similar effect authorizing the issuance of the transition bonds will be given such status to
the extent necessary to provide the protections described in paragraph b. above;

the bondable transition property is not subject to any lien created by a previous indenture;

no failure on the date of execution of the sale agreement to satisfy any condition imposed by the Competition Act
with respect to the recovery of bondable stranded costs will adversely affect the creation of the bondable transition
property, the sale, transfer and assignment of the bondable transition property or the right to collect transition
bond charges;

ACE is a corporation duly organized and in good standing under the laws of the State of New Jersey and has the
corporate power and authority to own its properties and conduct its business as currently owned and conducted;

ACE is duly qualified to do business as a foreign corporation in all jurisdictions in which it is required to be so
qualified and has obtained all necessary licenses and approvals in all jurisdictions in which the ownership or lease
of its property or the conduct of its business requires such qualifications, licenses or approvals except where the
failure to so qualify or to obtain such licenses or approvals would not be reasonably likely to have a material
adverse effect on it;

ACE has the power and authority to execute and deliver, and to perform its obligations under, the sale agreement,
and the execution, delivery and performance of the sale agreement by ACE has been duly authorized by all
necessary corporate action, and ACE has the power and authority to own the bondable transition property arising
under the BPU financing order and to assign, transfer and convey such bondable transition property to the issuer,
and ACE has duly authorized such assignment, transfer and conveyance pursuant to the sale agreement;

the sale agreement constitutes a legal, valid and binding obligation of ACE, enforceable against it in accordance
with its terms, subject to customary exceptions relating to bankruptcy and equitable principles;
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16.

17.

18.

19.

the execution and delivery by ACE of the sale agreement, the performance by ACE of the transactions
contemplated by the sale agreement and the fulfillment by it of the terms of the sale agreement do not conflict
with, result in any breach of any of the terms and provisions of, or constitute a default under, its organizational
documents or any indenture or other material instrument to which it is a party or by which it is bound; or result in
the creation or imposition of any lien upon any of its properties pursuant to the terms of any such indenture or
other material instrument; or violate any law or any order, rule or regulation applicable to ACE of any court or of
any federal or state regulatory body, administrative agency or other governmental instrumentality having
jurisdiction over ACE or its properties;

except for the filing of financing statements and continuation statements under the UCC, no approval,
authorization, consent, order or other action of, or filing with, any court, federal or state regulatory body,
administrative agency or other governmental instrumentality is required in connection with the execution and
delivery of the sale agreement by ACE, the performance by it of the transactions contemplated by the sale
agreement or the fulfillment by it of the terms of the sale agreement, except those that have been obtained or
made;

there are no proceedings or investigations pending or, to ACE’s best knowledge, threatened, before any court,
federal or state regulatory body, administrative agency or other governmental instrumentality having jurisdiction
over ACE or the issuer or their respective properties:

a. challenging the BPU financing order or the Competition Act,
b. challenging the final restructuring order insofar as it relates to the sale of such bondable transition property,

c. asserting the invalidity of the indenture, the administration agreement, sale agreement, servicing agreement,
any bills of sale for the bondable transition property arising under the BPU financing order, the issuer’s
limited liability company agreement or the certificate of formation filed with the Secretary of State of the
State of Delaware to establish the issuer (which documents are referred to in this registration statement as the
basic documents),

d. asserting the invalidity of the transition bonds,

e. seeking to prevent the issuance of transition bonds or the consummation of the transactions contemplated by
the basic documents,

f. seeking any determination or ruling that could reasonably be expected to materially and adversely affect the
performance by ACE or the issuer of its obligations under, or the validity or enforceability of, the basic
documents or the transition bonds, or

g. challenging ACE’s treatment of the transition bonds as debt for federal and state income or franchise tax
purposes;

after giving effect to the sale, transfer and conveyance to the issuer of the bondable transition property arising
under the BPU financing order pursuant to the sale agreement, ACE:

a. is solvent and expects to remain solvent,

b. is adequately capitalized to conduct its business and affairs considering its size and the nature of its business
and intended purposes,

c. is not engaged nor does it expect to engage in a business for which its remaining property represents an
unreasonably small portion of its capital,
d. reasonably believes that it will be able to pay its debts as they become due, and

e. does not intend to incur, or believe it will incur, indebtedness that it will not be able to repay at its maturity.
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Notwithstanding the foregoing, ACE makes no representation or warranty that any amounts actually collected arising
from the transition bond charge will in fact be sufficient to meet payment obligations on the transition bonds or that
assumptions made in calculating the transition bond charge will in fact be realized. None of ACE’s representations or
warranties is to be construed as a representation or warranty that there will be no change in law by legislative enactment,
constitutional amendment or subsequent judicial reinterpretation of constitutional law, or that the federal government, the
State of New Jersey or the BPU or any other governmental agency of the State of New Jersey will not attempt to alter or to
limit or in any way impair or reduce the value of the bondable transition property or transition bond charges approved by the
BPU financing order in breach of the pledge and agreement of the State of New Jersey under the Competition Act.

In addition, the sale agreement provides that no change in the law by legislative enactment or constitutional amendment
and no reduction by the State of New Jersey of the bondable transition property or transition bond charges in breach of the
pledge and agreement of the state under the Competition Act will constitute a breach under the sale agreement. See “—
ACE’s Obligation to Indemnify the Issuer and the Trustee” below.

The representations and warranties set forth above will survive any pledge of bondable transition property to the trustee
pursuant to the indenture and will be substantially reaffirmed by ACE at and as of the time of any such sale and pledge with
respect to the property being sold and pledged as if made by ACE at that time.

ACE’s Covenants

Pursuant to the sale agreement, in connection with each transfer of bondable transition property, ACE has made the
following covenants with respect to the property contributed:

1. so long as the transition bonds are outstanding, ACE will keep in full force and effect its corporate existence and
remain in good standing under the laws of the State of New Jersey, and will obtain and preserve its qualification to
do business in each jurisdiction in which such qualification is necessary to protect the validity and enforceability of
the sale agreement and each other instrument or agreement to which ACE is a party necessary to the proper
administration of the sale agreement and the transactions contemplated hereby;

2. except for the conveyances pursuant to the sale agreement, ACE will not sell, pledge, assign or transfer to any other
person, or grant, create, incur, assume or suffer to exist any lien on, the bondable transition property, whether now
existing or hereafter created, or any interest therein;

3. ACE will not at any time assert any lien against or with respect to the bondable transition property and will defend
the right, title and interest of the issuer and the trustee, in, to and under the bondable transition property, whether
now existing or hereafter created, against all claims of third parties claiming through or under ACE;

4. if ACE receives collections in respect of the transition bond charges or the proceeds thereof, then if ACE is not the
servicer, ACE agrees to pay the servicer on behalf of the issuer, all payments received by ACE in respect thereof as
soon as practicable after receipt thereof by ACE, but in no event later than two business days after such receipt;

5. ACE will notify the issuer and the trustee promptly after becoming aware of any lien on the bondable transition
property other than under the sale agreement or the indenture conveyances;

6. ACE will comply with its organizational or governing documents and with all laws, treaties, rules, regulations and
determinations of any governmental instrumentality applicable to ACE, except to the extent that failure to so comply
would not adversely affect the interests of the issuer or the trustee in the bondable transition property or under any of
the basic documents or ACE’s performance of its obligations under any of the basic documents to which it is a party;
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7.

8.

10.

11.

12.

13.

so long as the transition bonds are outstanding, ACE will:
a. treat the transition bonds as debt of ACE for federal income tax purposes,

b. disclose in its financial statements that it is not the owner of the bondable transition property and that the
assets of the issuer are not available to pay creditors of ACE or any of its other affiliates, and

c. disclose in its financial statements the effects of all transactions between ACE and the issuer in accordance
with generally accepted accounting principles;

so long as the transition bonds are outstanding:

a. ACE will not make any statement or reference in respect of the bondable transition property that is
inconsistent with the ownership thereof by the issuer, and

b. ACE will not take any action in respect of the bondable transition property except solely in its capacity as the
servicer thereof pursuant to the servicing agreement or as otherwise contemplated by or consistent with the
basic documents or as required by applicable law;

ACE will deliver to the issuer and the trustee, promptly after having obtained knowledge thereof, written notice in
a certificate, signed by authorized officers of ACE, of the occurrence of any event that requires or that, with the
giving of notice or the passage of time or both, would require ACE to make any indemnification payment to the
issuer or the trustee pursuant to the sale agreement;

ACE will execute and file or cause to be executed and filed any filings, including filings with the BPU pursuant to
the Competition Act, in such manner and in such places as may be required under applicable law to fully preserve,
maintain and protect the interests of the issuer in the bondable transition property, including all filings
contemplated by the Competition Act relating to the transfer of the ownership of the bondable transition property
by ACE to the issuer;

ACE will deliver to the issuer file-stamped copies of, or filing receipts for, any document filed as described in
clause 10 above, as soon as available following such filing;

ACE will take legal or administrative actions, including defending against or instituting and pursuing legal actions
and appearing or testifying at hearings or similar proceedings, as may be reasonably necessary

a. to protect the issuer and its permitted assigns from claims, state actions or other actions or proceedings of
third parties that, if successfully pursued, would result in a breach of any of its representations and warranties
in the sale agreement, or

b. to block or overturn any attempts to cause a repeal of, modification of or supplement to the Competition Act,
the BPU financing order, any issuance advice letter, the final restructuring order (to the extent it affects the
rights of the transition bondholders or the value or validity of the bondable transition property) or the rights
of the transition bondholders by legislative enactment or constitutional amendment that would be adverse to
the issuer, the trustee or the transition bondholders;

so long as the transition bonds are outstanding, ACE will, and will cause each of its subsidiaries to, pay all
material taxes, including gross receipts taxes, assessments and governmental charges imposed upon it or any of its
properties or assets or with respect to any of its franchises, business, income or property before any penalty
accrues thereon if the failure to pay any such taxes, assessments and governmental charges would, after any
applicable grace periods, notices or other similar requirements, result in a lien on the bondable transition property;
provided that no such tax need be paid if ACE or any of its subsidiaries is contesting the same in good faith by
appropriate proceedings promptly instituted and diligently conducted and if ACE or any of its subsidiaries has
established appropriate reserves as required in conformity with generally accepted accounting principles;
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14. ACE will use the proceeds from the sale of the bondable transition property in accordance with the BPU financing
order and the Competition Act; and

15. in connection with the issuance of any transition bonds, upon request from the issuer, ACE will execute and deliver
such further instruments and do such further acts as may be necessary to carry out more effectively the provisions and
purposes of the sale agreement and the related bill of sale.

ACE’s Obligation to Indemnify the Issuer and the Trustee

Under the sale agreement, subject to the limitations set forth below, ACE is obligated to indemnify the issuer and the
trustee against:

1. any and all taxes, other than any taxes imposed on transition bondholders solely as a result of their ownership of
transition bonds, that may at any time be imposed on or asserted against the issuer and the trustee under existing law as of
the date of issuance of the transition bonds as a result of the sale and assignment of the bondable transition property by
ACE to the issuer, or the acquisition or holding of the bondable transition property by the issuer, or the issuance and sale
by the issuer of the transition bonds, including any sales, general corporation, personal property, privilege or license
taxes, but excluding any taxes imposed as a result of a failure of that person to properly withhold or remit taxes imposed
with respect to payments on any transition bond;

2. any and all amounts of principal of and interest on the transition bonds not paid when due or when scheduled to
be paid in accordance with their terms and the amount of any deposits to the issuer required to have been made in
accordance with the terms of the basic documents that are not made when so required, in either case as a result of ACE’s
breach of any of its representations, warranties or covenants contained in the sale agreement;

3. any and all liabilities, obligations, claims, actions, suits or payments of any kind whatsoever that may be imposed
on or asserted against the issuer or the trustee other than any liabilities, obligations or claims for or payments of principal
of or interest on the transition bonds, together with any reasonable costs and expenses incurred by that person, as a result
of ACE’s breach of any of its representations, warranties or covenants contained in the sale agreement; and

4. any and all liabilities, obligations, losses, damages, payments or expenses that result from:

a. ACE’s willful misconduct, bad faith or gross negligence in the performance of its duties under the sale
agreement, or

b. ACE’s reckless disregard of its obligations and duties under the sale agreement.

Notwithstanding the foregoing, ACE will not indemnify the issuer or the trustee on behalf of the transition bondholders
as a result of any change in the law by legislative enactment or constitutional amendment or any reduction by the State of
New Jersey of the bondable transition property or transition bond charges in breach of the pledge and agreement of the state
under the Competition Act. See “—ACE’s Representations and Warranties” above.

These indemnification obligations will rank equal in right of payment to other general unsecured obligations of ACE.
The indemnities described above will survive the termination of the sale agreement and include reasonable fees and expenses
of investigation and litigation, including reasonable attorneys’ fees and expenses.

ACE’s Obligation to Undertake Legal Action

ACE is required to institute any action or proceeding necessary to compel performance by the BPU or the State of New
Jersey of any of their obligations or duties under the Competition Act or the BPU financing order, with respect to the
bondable transition property. The cost of any action reasonably allocated by ACE to the serviced bondable transition property
would be payable from amounts on deposit in the collection account as an operating expense payable to the servicer and, in
the case of ACE, as reimbursed by the servicer to ACE.
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Except for the foregoing and subject to ACE’s further covenant to fully preserve, maintain and protect the interests of the
issuer in the bondable transition property, ACE will not be under any obligation to appear in, prosecute or defend any legal
action that is not incidental to its obligations under the sale agreement.

Successors to ACE

The sale agreement provides that any person that succeeds to all or a significant part of the electric distribution business
of ACE will be the successor to ACE under the sale agreement. The sale agreement further requires that, in connection with
any transaction that results in such a successorship:

1. no representation or warranty made in the sale agreement will have been breached and no servicer default, and no
event that, after notice or lapse of time, or both, would become a servicer default will have occurred and be continuing;

2. the successor to ACE must execute an agreement of assumption to perform every obligation of ACE under the
sale agreement;

3. the rating agencies will have received prior written notice of the transaction and the rating agency condition will
have been satisfied with respect to the transaction; and

4. officers’ certificates and opinions of counsel specified in the sale agreement will have been delivered to the issuer
and the trustee.

If one or more persons acquire the properties and assets of ACE substantially as a whole and become the successor or
successors to ACE in accordance with the sale agreement, ACE will be released from its obligations under the sale agreement
on satisfaction of the foregoing conditions.

Treatment of the Assignment of Bondable Transition Property

ACE’s regulatory accounting records and computer systems will reflect the assignment of bondable transition property to
the issuer. However, ACE will treat the transition bonds as debt of ACE for federal and state income, and franchise tax
purposes and for financial accounting purposes.
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THE SERVICING AGREEMENT

The following summary describes the material terms of the servicing agreement pursuant to which the servicer is
undertaking to service bondable transition property. For more detailed information on the servicing agreement, please see the
servicing agreement, filed as an exhibit to the registration statement of which this prospectus forms a part.

The servicing agreement may be amended by the parties thereto with the consent of the trustee if the rating agency
condition has been satisfied with respect to the amendment. Amendments to the servicing agreement are also subject to
requirements under the indenture. See “THE INDENTURE—Modifications to the Sale Agreement, the Servicing
Agreement, the Administration Agreement and any Hedge Agreement or Interest Rate Swap Agreement.”

Servicing Procedures

General. The servicer, as agent for the issuer, will manage, service, administer and make collections in respect of
bondable transition property. The servicer’s duties will include:

1. obtaining meter readings, calculating and billing the transition bond charge and collecting the transition bond
charge from customers and third-party suppliers, as applicable;

2. responding to inquiries by customers and third-party suppliers, the BPU, or any federal, local or other state
governmental authority with respect to the bondable transition property and the transition bond charge;

3. accounting for transition bond charge collections, investigating delinquencies, processing and depositing
collections, making periodic remittances and furnishing periodic reports to the issuer, the trustee and the rating agencies;

4. selling, as agent for the issuer, defaulted or written-off accounts in accordance with the servicer’s usual and
customary practices for its own electric service customers; and

5. taking action in connection with adjustments to the transition bond charge as described below.

The servicer is required to notify the issuer, the trustee and the rating agencies in writing of any laws or BPU regulations
promulgated after the execution of the servicing agreement that have a material adverse effect on the servicer’s ability to
perform its duties under the servicing agreement.

Collections Curves. The servicer will make estimated payments to the trustee from collections received from customers.
The servicer will prepare annually a forecast of the percentages of amounts billed in a particular calendar month that are
expected to be received during that month and each of the following six months. These forecasts are referred to as collections
curves. Collections curves will be used to estimate transition bond charge collections because the actual amount of those
collections in any month cannot be determined on a current basis and the servicer believes that collections curves will
provide a reasonably accurate estimate of actual collections.

The servicer will make remittances on account of transition bond charge collections to the trustee for deposit in the
collection account on a periodic basis. The frequency of these payments will be determined as follows. For so long as:

1. ACE or any successor to ACE’s electric public utility business remains the servicer;
2. no servicer default has occurred and is continuing; and

3. a.cither ACE, or any successor to ACE’s electric public utility business which acts as servicer, maintains (i) a short-
term rating of “A-1” or better by Standard & Poor’s Ratings Group, (ii) either a short-term rating of “P-1” or a
long-term rating on its senior, unsecured debt of “Baa2” or better by Moody’s Investors Service, Inc. and (iii) a
long-term rating on its senior, unsecured debt of “BBB” or better by Fitch Ratings, or
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b. the rating agency condition has been satisfied with respect to all actions theretofore taken, and any conditions or
limitations imposed by the rating agencies in connection therewith are complied with,

the servicer will make remittances on account of the transition bond charges to the trustee on a monthly basis. If, however,
the servicer has not satisfied all of these conditions, it will remit daily estimated transition bond charge collections based on
the collections curve then in effect to the trustee within two business days of their collection.

Each daily or monthly date on which remittances are made is referred to in this prospectus as a remittance date. If
remittances are to be made monthly, then on the 15th day of each month (or, if that day is not a business day, on the next
succeeding business day), the servicer will remit to the trustee an amount equal to the transition bond charge collections
estimated to have been received, during the preceding calendar month, in payment of charges billed during the seven month
period running through the end of that preceding calendar month. If remittances are to be made daily, then on each business
day beginning on the second business day following the date on which daily remittance procedures begin, the servicer will
remit an amount equal to the transition bond charge collections estimated to have been received, on the second business day
prior to the remittance date, in payment of charges billed during the six month period running through the end of the
preceding calendar month and during the month in which the remittance date occurs. In either case, estimates will be based
on the collections curve in effect on the remittance date.

On the 15th day of each month (or, if that is not a business day, on the next succeeding business day), commencing with
the eighth month after transition bond charges are first billed to customers, the servicer will reconcile estimated payments of
transition bond charges to actual collections of transition bond charges for the month that is seven months prior to the month
in which the reconciliation occurs. The day on which a reconciliation occurs for a prior month is referred to as the
reconciliation date relating to that month. On each reconciliation date, the servicer will compare the total amount of transition
bond charges collected with respect to the related month to the sum of estimated payments of transition bond charges it made
to the trustee with respect to that month. The latter sum is referred to as the collections curve payment for that month. If the
collections curve payment for a particular month exceeds the actual transition bond charge collections for that month, the
servicer may either reduce the amount it remits on the reconciliation date relating to that month and, if necessary, on
succeeding remittance dates, by the amount of the excess payment, or require the trustee to pay to it the excess amount from
the collection account. If the collections curve payment for a particular month is less than actual transition bond charge
collections for that month, the servicer will remit the shortfall to the trustee on the reconciliation date relating to that month.

The servicer will file adjustment requests with the BPU at least annually, but it may file adjustment requests quarterly or
monthly as permitted by the BPU financing order. In either case, the servicer will file these adjustment requests at least
30 days in advance of the date on which it proposes that the adjustment become effective on an interim basis. Absent a
determination of manifest error (defined in the BPU financing order as an arithmetic error evident on the face of the filing) by
the BPU, the adjustment will become final and nonappealable 60 days thereafter. The servicer may also file nonroutine
adjustment requests if the methodology used to calculate the transition bond charge requires modification to more accurately
project and generate adequate revenues. Any such filing must be made at least 90 days prior to the proposed effective date
and will be subject to BPU approval before implementation. For a description of the adjustment process, see “THE BPU
FINANCING ORDER AND THE TRANSITION BOND CHARGE—The Transition Bond Charge Adjustment
Process” in this prospectus.

Transition Bond Charge Collections

The servicer is required to remit all transition bond charge collections from whatever source, based on the collections
curve, to the trustee for deposit pursuant to the indenture on each remittance date. Until transition bond charge collections are
remitted to the collection account, the servicer will not segregate them from its general funds. Remittances of transition bond
charge collections will not include interest thereon prior to the remittance date or late fees from customers, which the servicer
is not required to remit to the trustee. See “RISK FACTORS—Risks Associated with Potential Bankruptcy Proceedings”
in this prospectus. If
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specified in the annex of the servicing agreement relating to the transition bonds, the servicer will obtain a letter of credit to
assure remittances of the collection amount.

Servicer Advances

If specified in the prospectus supplement for a series of transition bonds, the servicer will make advances of interest or
principal on the related series of transition bonds in the manner and to the extent specified in that prospectus supplement.

Servicer Compensation; Releases

The issuer agrees to pay the servicer a monthly servicing fee, in the amount specified in the related prospectus
supplement. The servicing fee for each series, together with any portion of the servicing fee that remains unpaid from prior
payment periods, will be paid solely to the extent funds are available therefor. See “THE INDENTURE—Allocations and
Payments; Priority of Distributions” in this prospectus. The servicing fee will be paid prior to the payment of or provision
for any amounts in respect of interest on and principal of the transition bonds. Pursuant to the servicing agreement, the
servicer has released the issuer and the trustee from claims relating to bondable transition property or the servicer’s servicing
activities with respect thereto.

Third-Party Suppliers

Third-party suppliers may in the future bill, collect and remit transition bond charges. Pursuant to the BPU financing
order, third-party suppliers will be required to pay all amounts arising from the transition bond charge billed, regardless of
whether payments are received from customers, within 15 days of the servicer’s bill to the third-party supplier for amounts
arising from the transition bond charge. Seven days after a default by a third-party supplier, the servicer will be entitled to
assume responsibility for billing all charges for services provided by ACE or a successor servicer or to transfer such billing
responsibility to a qualified third party. The third-party supplier must provide the servicer with total monthly kilowatt-hour
usage information for each customer in a timely manner to enable ACE or a successor servicer to fulfill its obligations. If and
so long as a third-party supplier does not maintain at least a “Baa2” and a “BBB” (or the equivalent) long-term unsecured
credit rating from Moody’s Investors Service, Inc. and Standard & Poor’s Ratings Group, respectively, the third-party
supplier must pay a deposit in cash or comparable security equal to two months’ maximum estimated collections of all
charges to the servicer. The adjustment mechanism described under “THE BPU FINANCING ORDER AND THE
TRANSITION BOND CHARGE—The BPU’s Transition Bond Charge Adjustment Process” in this prospectus, as well
as amounts on deposit in the overcollateralization, capital and reserve subaccounts for each series, are available to mitigate
the risk of a shortfall in transition bond charge collections; however, the additional funds generated through the adjustment
mechanism and on deposit in the overcollateralization, capital and reserve subaccounts for each series may be insufficient to
prevent payment delays on the transition bonds. See “RISK FACTORS—Unusual Nature of Bondable Transition
Property and Servicing Risks” in this prospectus.

Servicer Duties

Pursuant to the servicing agreement, the servicer has agreed that, except where the failure to comply with any of the
following would not adversely affect the issuer’s or the trustee’s respective interests in bondable transition property, in
servicing the issuer’s bondable transition property the servicer will:

1. manage, service, administer and make collections in respect of bondable transition property with reasonable care
and in material compliance with applicable law and regulations, using the same degree of care and diligence that it
exercises with respect to billing and collection activities that it conducts for itself and others;

2. follow customary standards, policies and procedures;
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3. use all reasonable efforts, consistent with its customary servicing procedures, to enforce and maintain rights in
respect of bondable transition property; and

4. calculate the transition bond charge in compliance with the Competition Act, the BPU financing order and any
applicable tariffs;

Nevertheless, the servicer may in its own discretion waive any late payment charges or any other fee or charge relating to
delinquent payments, and may waive or modify any terms of payment of any amount payable by a customer if the waiver
complies with the servicer’s customary practices and applicable law and does not materially adversely affect transition
bondholders. The servicer may take any other actions to the extent they would be in accordance with its customary billing
and collection practices conducted on its own behalf.

Representations and Warranties

Pursuant to the servicing agreement, the servicer has represented and warranted as of each date ACE sells or otherwise
transfers bondable transition property to the issuer that:

1. the servicer is a corporation duly organized and in good standing under the laws of the state of its incorporation,
has the corporate power and authority to own its properties and conduct its business as currently owned and conducted
and to execute, deliver and carry out the terms of the servicing agreement, and has the power, authority and legal right to
service the bondable transition property;

2. the servicer is duly qualified to do business as a foreign corporation in all jurisdictions in which it is required to be
so qualified and has obtained all necessary licenses and approvals in all jurisdictions in which the ownership or lease of
property or the conduct of its business (including the servicing of the bondable transition property as required by the
servicing agreement) requires such licenses or approvals, except where the failure to so qualify or the failure to obtain
such necessary licenses and approvals would not be reasonably likely to have a material adverse effect on the servicer’s
business, operations, assets, revenues or properties or to adversely affect the servicing of the bondable transition property;

3. the servicer’s execution, delivery and performance of the servicing agreement have been duly authorized by all
necessary corporate action;

4. the servicing agreement constitutes a binding obligation of the servicer, enforceable against the servicer in
accordance with its terms, subject to customary exceptions relating to bankruptcy and equitable principles;

5. the consummation of the transactions contemplated by the servicing agreement does not conflict with the
servicer’s articles of incorporation or by-laws or any material agreement by which the servicer is bound, nor result in any
lien upon the servicer’s properties or violate any law or regulation applicable to the servicer or its properties;

6. except for filings with the BPU for adjusting the transition bond charge and filings under the New Jersey Uniform
Commercial Code, no governmental actions or filings are required for the servicer to execute, deliver and perform its
obligations under the servicing agreement, except those which have been taken or made; and

7. no proceeding is pending or, to the servicer’s best knowledge, threatened before any court, federal or state
regulatory body, administrative agency, or other governmental instrumentality having jurisdiction over the servicer or its
properties:

a. seeking any ruling that might materially and adversely affect the performance by the servicer of its obligations
under, or the enforceability against the servicer of, the servicing agreement, or

b. relating to the servicer that might adversely affect the federal or state income or franchise tax attributes of the
transition bonds; and
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8. the servicer has all material licenses necessary for it to perform its obligations under the servicing agreement.
Servicer Indemnification

Under the servicing agreement, the servicer has agreed to indemnify the issuer and the trustee (for itself and on behalf of
the transition bondholders), and related parties specified in the servicing agreement, against any and all liabilities that may be
incurred by or asserted against any of those persons as a result of:

1. the servicer’s willful misconduct, bad faith or gross negligence in the performance of its duties or observance of its
covenants under the servicing agreement or the servicer’s reckless disregard of its obligations or duties under the
servicing agreement;

2. the servicer’s breach of any of its representations or warranties under the servicing agreement; and

3. litigation and related expenses relating to its status and obligations as servicer.

The servicer will not be liable for any costs, expenses, losses, claims, damages or liabilities resulting from the willful
misconduct or gross negligence of any indemnified persons.

Monthly Fee Disbursement Date and Payment Date Statements

For each monthly fee disbursement date, the servicer will provide to the trustee a statement setting forth the amounts of
fees and disbursements to be paid on that date. For each payment date, the servicer will provide to the issuer, the trustee and
each rating agency a statement indicating, with respect to the bondable transition property, among other things:

1. the amount to be paid to transition bondholders of each series and class in respect of interest on that payment date;

2. the amount to be paid to transition bondholders of each series and class in respect of principal on that payment
date;

3. the scheduled transition bond principal balance and the transition bond principal balance for each series and class
as of that payment date;

4. the amount on deposit in the overcollateralization subaccount for each series as of the end of that payment date and
the scheduled overcollateralization level for that series, in each case as of that payment date;

5. the amount on deposit in the capital subaccount for each series as of the end of that payment date and the required
capital amount for that series;

6. the amount, if any, on deposit in the reserve subaccount for each series as of the end of that payment date;

7. the amount paid to the counterparty under the hedge agreement since the preceding payment date and on or before
that payment date;

8. the amount paid to any swap counterparty (on a gross and a net basis separately stated) under any interest rate
swap agreement since the preceding payment date and on or before that payment date;

9. the amounts paid to the trustee pursuant to the indenture’s allocation provisions since the preceding payment date
and on that payment date;

10. the amounts paid to the issuer pursuant to the indenture’s allocation provisions since the preceding payment date
and on that payment date;

11. the amounts paid to the independent managers pursuant to the indenture’s allocation provisions since the
preceding payment date and on that payment date; and
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12. the amounts paid to the servicer pursuant to the indenture’s allocation provisions since the preceding payment
date and on that payment date; and

13. the amounts paid to the administrator pursuant to the indenture’s allocation provisions since the preceding
payment date and on that payment date; and

14. the amount of any other transfers and payments to be made on that payment date pursuant to the indenture’s
allocation provisions.

On the basis of this information, the trustee will furnish to the transition bondholders on each payment date the report
described under “THE INDENTURE—Reports to Transition Bondholders.” For so long as any transition bonds are listed
on the Luxembourg Stock Exchange and the rules of that exchange so require, notice that such report is available with the
listing agent in Luxembourg also will be published in a daily newspaper in Luxembourg, which is expected to be the
Luxemburger Wort.

On or before each remittance date (or, if there are daily remittances, once a month) the servicer will furnish to the issuer
and the trustee a statement setting forth the aggregate amount remitted or to be remitted by the servicer to the trustee for
deposit on that remittance date (or, if there are daily remittances, amounts remitted since the date of the last such statement)
pursuant to the indenture.

In addition, under the servicing agreement, the servicer is required to give written notice to the issuer, the trustee and
each rating agency, promptly after having obtained knowledge thereof, but in no event later than five business days
thereafter, of any event which, with the giving of notice or the passage of time or both, would become a servicer default
under the servicing agreement. For so long as any transition bonds are listed on the Luxembourg Stock Exchange and the
rules of that exchange so require, notice with respect to any servicer default will also be given by publication in a daily
newspaper in Luxembourg, which is expected to be the Luxemburger Wort.

Compliance Reports

A firm of independent public accountants will furnish to the issuer, the trustee and the rating agencies, on or before
March 31 of each year, a report as to compliance by the servicer during the preceding calendar year, or the relevant portion
thereof, with procedures relating to the servicing of the bondable transition property. This report is to state that the
accounting firm has performed certain procedures in connection with the servicer’s compliance with its obligations under the
servicing agreement during the preceding calendar year, identifying the results of these procedures and including any
exceptions noted. The accounting firm providing the report will be independent of the servicer. The servicing agreement also
provides for delivery to the issuer and the trustee, on or before March 31 of each year, a certificate signed by an officer of the
servicer stating that, to the officer’s best knowledge, the servicer has fulfilled its obligations under the servicing agreement
for the preceding calendar year or, if there has been a default in the fulfillment of any relevant obligation, describing each
such default. The servicer has agreed to give the issuer, each rating agency, and the trustee notice of any servicer default
under the servicing agreement or other basic documents promptly after acquiring knowledge thereof. In addition, as long as
any transition bonds are listed on the Luxembourg Stock Exchange and the rules of that exchange so require, this notice will
also be given by publication in a daily newspaper in Luxembourg, which is expected to be the Luxemburger Wort.

Matters Regarding the Servicer

ACE may assign its obligations under the servicing agreement to any successor provided the rating agency condition and
other conditions specified in the BPU financing order have been satisfied. Under the BPU financing order, the BPU will
permit a successor servicer to replace ACE only if it also determines that the current credit ratings on the transition bonds
will not be withdrawn or downgraded following the appointment and approval of the successor. Under the servicing
agreement, the servicer may assign its
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obligations under the servicing agreement to any electric distribution company or companies that succeed to all or a
significant part of the electric distribution business of the servicer and so long as:

1. no representation or warranty made by the servicer in the servicing agreement will have been breached and no
servicer default, and no event which, after notice or lapse of time, or both, would become a servicer default will have
occurred and be continuing after giving effect to the transactions;

2. officers’ certificates and opinions of counsel will have been delivered to the issuer and the trustee, certifying to
matters under the Competition Act and federal tax law relative to the interests of the issuer, the bondable transition
property and the transition bondholders; and

3. prior written notice will have been received by the rating agencies, and the rating agency condition will have been
satisfied.

If one or more persons acquire the properties and assets of ACE substantially as a whole and become the successor or
successors to ACE in accordance with the servicing agreement, ACE will be released from its obligations under the servicing
agreement on satisfaction of the foregoing conditions. ACE may not resign from its obligations under the servicing
agreement except in the foregoing manner or upon a determination that the performance by ACE of these obligations is no
longer permissible under applicable law, as evidenced by an opinion of counsel. If ACE resigns upon a determination of this
type, the resignation will become effective only when a successor servicer has assumed ACE’s obligations under the
servicing agreement.

Until the transition bonds have been paid in full and all related obligations have been satisfied, ACE is obligated by the
Competition Act to provide electricity through its transmission and distribution system to its customers and, as servicer, will
have the right to meter, charge, bill, collect and receive the transition bond charge from its customers for the account of the
issuer and the trustee. These rights and obligations may be assigned solely at the discretion of ACE. However, under the
Competition Act, if ACE defaults in respect of metering, charging, billing, collecting and receiving revenues derived from
transition bond charges, the trustee or the issuer may apply to the BPU or any court of competent jurisdiction for an order
designating a trustee or other entity to act in place of ACE as the servicer for the metering, charging, billing, collecting and
receiving of the transition bond charge for the account of the issuer and the trustee. Under the Competition Act, the BPU or
the court is required to issue the order. The BPU mayj, at its discretion, establish criteria for the selection of any entity that
may become a successor servicer upon default or other material adverse change in the financial condition of ACE.

Servicer Defaults

Servicer defaults will include:

1. any failure by the servicer to deliver to the trustee, on behalf of the issuer, any required remittance that continues
unremedied for five business days after written notice of the failure is received by the servicer from the issuer or the
trustee;

2. any failure by the servicer to perform in any material respect any other agreement in the servicing agreement or
any other basic document to which it is a party, which failure materially and adversely affects the bondable transition
property and continues unremedied for 60 days after notice of the failure has been given to the servicer by the issuer or
the trustee or after discovery of the failure by an officer of the servicer;

3. any representation or warranty made by the servicer in the servicing agreement proving to have been incorrect
when made that has a material adverse effect on the transition bondholders or the issuer and that continues unremedied
for 60 days after notice of the failure has been given to the servicer by the issuer or the trustee or after discovery of the
failure by an officer of the servicer; or

4. specified insolvency events, including the filing of an order in an involuntary case under bankruptcy or similar
laws in respect of all or a substantial part of the servicer’s property that remains unstayed and in effect for at least 90
consecutive days; the commencement by the servicer of a voluntary case under any such laws; the consent by the servicer
to the entry of an order for relief in an involuntary
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case under any such laws; the making by the servicer of an assignment for the benefit of creditors; the servicer’s failure
generally to pay its debts as they become due; or the servicer’s taking any action to further any of the above.

The trustee, with the consent of the holders of the majority of the outstanding principal amount of transition bonds of all
series, may waive any default by the servicer other than a default in making any required remittances to the trustee.

Rights Upon Servicer Default

As long as a servicer default remains unremedied, the trustee, with the consent of the holders of a majority of the
outstanding principal amount of the transition bonds of all series, may terminate all the rights and obligations of the servicer
under the servicing agreement other than the servicer’s indemnification obligation and obligation to continue performing as
servicer until a successor servicer is appointed. Under the servicing agreement, upon the servicer’s receipt of a termination
notice, the trustee, with the consent of the holders of a majority of the outstanding principal amount of the transition bonds of
all series, may appoint a successor servicer, subject to further qualifications including satisfaction of the rating agency
condition with respect to the appointment. Only a successor servicer that is an electric public utility within the meaning of the
Competition Act may bring an action against a customer for nonpayment of the transition bond charge or terminate service
for failure to pay the transition bond charge.

If a third party succeeds to the role of servicer, the servicer will cooperate with the successor servicer and provide
whatever information is, and take whatever actions are, reasonably necessary to assist the successor servicer in performing its
obligations under the servicing agreement. A successor servicer may not resign unless it is prohibited from acting as servicer
by law.

Upon a servicer default based upon the commencement of a case by or against the servicer under the United States
Bankruptcy Code or similar laws, the trustee and the issuer may be prevented from effecting a transfer of servicing
arrangements. See “RISK FACTORS—Risks Associated with Potential Bankruptcy Proceedings” in this prospectus.
Upon a servicer default because of a failure to make required remittances, the issuer or the trustee will have the right to apply
to the BPU for sequestration and payment of revenues arising from the bondable transition property. See “RISK
FACTORS—Risks Associated with Potential Bankruptcy Proceedings” in this prospectus.

Termination

The obligations of the servicer and the issuer pursuant to the servicing agreement will terminate upon the retirement,
redemption or defeasance in full of the transition bonds.
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THE INDENTURE

The following summary describes some of the terms of the indenture pursuant to which transition bonds will be issued.
For more detailed information on the indenture, please see the indenture, filed as an exhibit to the registration statement of
which this prospectus forms a part.

Security

To secure the payment of principal, interest and other amounts owing in respect of the transition bonds pursuant to the
indenture, the issuer will grant to the trustee for the benefit of the transition bondholders a security interest in all of the
issuer’s right, title and interest in and to the following collateral:

1. the bondable transition property sold by ACE to the issuer pursuant to the sale agreement and all proceeds thereof;
2. the sale agreement;

3. all bills of sale delivered by ACE pursuant to the sale agreement;

4. the servicing agreement;

5. the administration agreement;

6. the collection account, each subaccount therein relating to a specific series and all amounts on deposit therein
from time to time to ensure that the issuer has sufficient assets to pay its expenses as they come due;

7. any other property of whatever kind owned from time to time by the issuer, other than (a) cash or other property
released to the issuer from the collection account or from any subaccount thereunder in accordance with the provisions of
the indenture, (b) any payment received by the issuer under any hedge agreement, and (c) proceeds from the sale of the
transition bonds used to pay the costs of issuance of the transition bonds and the purchase price of the bondable transition
property under the sale agreement;

8. all present and future claims, demands, causes and chooses in action in respect of any or all of the foregoing; and

9. all payments on or under and all proceeds of every kind and nature whatsoever in respect of any or all of the
foregoing.

The transition bond charge and the subaccounts of each series will secure all series; provided that amounts on deposit in the
subaccounts of each series will be allocated to that series as provided under “—Allocations and Payments; Priority of
Distributions” below. However, the issuer may agree, in the indenture supplement relating to a series of transition bonds,
that after all transition bonds of that series have been paid, redeemed or defeased, and all obligations of the issuer with
respect to that series have been satisfied, amounts, if any, remaining in that series’ subaccounts will be released to the issuer
free of the lien of the indenture rather than being reallocated to the subaccounts of the remaining outstanding series.

See “—Allocations and Payments; Priority of Distributions” below.

Issuance in Series or Classes

Transition bonds may be issued under the indenture from time to time in series to finance the purchase by the issuer of
bondable transition property. The aggregate principal amount of transition bonds that may be authenticated and delivered
under the indenture is not limited by dollar amount. Any series of transition bonds may include one or more classes that
differ, among other things, as to interest rate and amortization of principal, although the dates on which the transition bond
charge will be adjusted, as described under “THE BPU FINANCING ORDER AND THE TRANSITION BOND
CHARGE—The Transition Bond Charge Adjustment Process,” will be the same for every series. The terms of all
transition bonds of the same series will be identical, unless a series includes more than one class, in which case the terms of
all transition bonds of the same class will be identical. The particular terms of the transition bonds of any series or class will
be set

76




forth in a supplemental indenture. The issuer may not issue a new series of transition bonds if it would result in the reduction
or withdrawal of the credit ratings on any outstanding series of transition bonds, but the terms of a series or of any classes
thereof will not be subject to the prior review by, or consent of, the transition bondholders of any previously issued series or
classes. See “RISK FACTORS—Other Risks Associated with an Investment in the Transition Bonds,” “THE
TRANSITION BONDS” and “ACE’S RESTRUCTURING?” in this prospectus. The issuance of additional series of
transition bonds may delay or reduce payments you receive on the transition bonds. See “RISK FACTORS—Other Risks
Associated with an Investment in the Transition Bonds” in this prospectus.

Issuer Certificate, Opinion of Counsel and Satisfaction of Rating Agency Condition. Under the indenture, the trustee will
authenticate and deliver an additional series of transition bonds only upon receipt by the trustee of, among other things, a
certificate of the issuer that no default has occurred and is continuing or will result from the issuance of the additional series
of transition bonds, an opinion of counsel to the issuer to the effect that, among other things, a financing order issued by the
BPU authorizing the additional series of transition bonds has become final and nonappealable, and written notice from each
rating agency that the issuance of the additional series of transition bonds will not result in the reduction or withdrawal of any
rating on any outstanding transition bonds by that rating agency.

Opinion of Independent Certified Public Accountants Required for Each Series or Class. In connection with the issuance
of each new series, the trustee must receive a certificate or opinion of a firm of independent certified public accountants of
recognized national reputation. This certificate will be based on the assumptions used in calculating the transition bond
charge with respect to the bondable transition property whose purchase by the issuer was financed by the new issuance. The
certificate will include a statement to the effect that, after giving effect to the new issuance and the application of the
proceeds therefrom, the transition bond charge will be sufficient to pay:

1. assumed operating expenses when incurred; plus
2. any amounts due under any hedge agreement or any interest rate swap agreement when due; plus

3. any deposits required to be made of overcollateralization amounts into the overcollateralization subaccount for
the new series as set forth in the related prospectus supplement and any deposits required to be made of
overcollateralization amounts for any outstanding series of transition bonds as set forth in their respective
overcollateralization schedules; plus

4. interest on the transition bonds of the new series at their respective interest rates when due as set forth in the
related prospectus supplement and on any then outstanding series of transition bonds when due; plus

5. principal of the transition bonds of the new series in accordance with the expected amortization schedule set forth
in the related prospectus supplement and of any then outstanding series of transition bonds in accordance with their
respective expected amortization schedules; plus

6. any deposits required to be made in the capital subaccounts on any then outstanding series of transition bonds.
Collection Account
Under the indenture, the issuer will establish the collection account with the trustee or another eligible institution.

Eligible institutions for purposes of establishing the collection account are:

1. the corporate trust department of the trustee so long as the trustee has a credit rating from each rating agency in
one of its generic rating category which signifies investment grade; or

71




2. any depositary institution organized under the laws of the United States of America or any state or any domestic
branch of a foreign bank that:

a. has either:

(1) for any eligible investment having a maturity of greater than one month, a long-term unsecured debt
rating of “AA-" by Standard & Poor’s Ratings Group and Fitch Ratings and “Aa3” by Moody’s Investors
Service, Inc., or

(2) for any eligible investment having a maturity one month or less, a certificate of deposit rating of “A-
1+” by Standard & Poor’s Ratings Group, “F1+” by Fitch Ratings and “P-1" by Moody’s Investors Service, Inc.,
or any other long-term, short-term or certificate of deposit rating acceptable to the Rating Agencies, and

b. whose deposits are insured by the Federal Deposit Insurance Corporation.

The collection account will be divided into subaccounts. Other than the general subaccount, which will be used to fund
all se