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Part | FI NANCI AL | NFORVATI ON
[tem 1. CONSCOLI DATED FI NANCI AL STATEMENTS

PEPCO HOLDI NGS, | NC.
CONSOLI DATED STATEMENTS OF EARNI NGS AND RETAI NED | NCOVE

(Unaudited, MIIlions of Dollars)
February 9, 2001

Three Mnths Ended Si x Mont hs (I nception)
June 30, Ended t hr ough
2002 2001  June 30, 2002 June 30, 2001

REVENUE $ - $ - $ $
EXPENSES - -

NET | NCOVE —_ — = R
Ret ai ned | ncome at Begi nni ng of Period - -
Ret ai ned I ncone at End of Period $ - $ - $ - $ -

The acconpanying notes are an integral part of these statenents.

PEPCO HCOLDI NGS, | NC.
CONSOLI DATED BALANCE SHEETS
(Unaudi ted at June 30, 2002)

June 30, Decenber 31,
2002 2001
(MIlions of Dollars)
ASSETS
Cash $ - $ -
Deferred tax asset (Note 2) 4.2 -
Total Assets $42 $ -
LI ABI LI TIES AND SHAREHOLDER S (DEFICIT) EQUI TY
LI ABI LI TI ES
Treasury | ock hedges (Note 2) $10. 4 -
SHAREHOLDER' S (DEFICIT) EQUI TY
Common Stock, $.01 par value (Note 1):

100 shares authorized, issued and outstanding - -
Addi tional Paid-in-Capital - -
Accunul at ed ot her conprehensive | oss (6.2) -

Total Shareholder's (Deficit) Equity (6.2) -
Total Liabilities and
Sharehol der's (Deficit) Equity $ 4.2 $ -

The acconpanying notes are an integral part of these statenents.



PEPCO HOLDI NGS, | NC
CONSCOLI DATED STATEMENTS OF CASH FLOWS
(Unaudited, MI1lions of Dollars)

February 9, 2001

Si x Mont hs (I'nception)
Ended t hr ough

FI NANCI NG ACTI VI TI ES June 30, 2002 June 30, 2001
Proceeds fromthe issuance of $ - $ -

Pepco Hol di ngs common stock
Net Increase in Cash and

Cash Equi val ents - -
Cash and Cash Equi val ents at

Begi nni ng of Peri od - -
Cash and Cash Equival ents at

End of Period $ - $ -

The acconpanying notes are an integral part of these statenents.

NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS

(1) Organization

Pepco Hol di ngs, Inc. (Pepco Hol di ngs or the Conpany), fornmerly New RC,
Inc., was incorporated under the | aws of Del aware on February 9, 2001, as a
whol | y owned subsidiary of Potonmac El ectric Power Conpany (Pepco). At
June 30, 2002, Pepco Hol di ngs had 100 shares of common stock issued and
outstanding (with a par value of $.01) for proceeds of $200, or $2.00 per
share. O her than the treasury | ock transactions that Pepco Hol di ngs has
entered into, which are discussed in Note (2) Hedge Transactions, herein,
Pepco Hol di ngs had not conmenced operations as of June 30, 2002 and therefore
it had no operating results.

On February 12, 2001, Pepco and Conectiv announced that each company's
board of directors approved an agreenent for a strategic transacti on whereby
Pepco woul d acquire Conectiv for a conbination of cash and stock val ued at

approximtely $2.2 billion. After the closing of the acquisition of Conectiv
on August 1, 2002, Pepco and Conectiv becanme subsidiaries of Pepco Hol di ngs.
The conbination will be accounted for as a purchase of Conectiv by Pepco in

the third quarter of 2002. As of August 1, 2002, Pepco Holdings is a holding
conpany registered under the Public Uility Hol ding Conpany Act of 1935, as
amended.



(2) Hedge Transactions and New Accounting Standards

Treasury Lock Hedges

In June 2002, Pepco Hol dings entered into several treasury |ock
transactions with a cunul ative notional ampunt of $1.25 billion, in
anticipation of the issuance of several series of fixed rate debt commencing
in July 2002. These treasury |lock transactions, which have been desi gnated
as qualified cash fl ow hedges in accordance with the provisions of Statenent
of Financial Accounting Standards No. 133 entitled "Accounting for Derivative
I nstrunents and Hedging Activities," are intended to offset the changes in
future cash flows attributable to fluctuations in interest rates.

The fair value of the treasury locks resulted in a pre-tax | oss of $10.4
mllion at June 30, 2002 ($6.2 million after-tax). The after-tax anount is
reported as a conponent of accunul ated ot her conprehensive loss in the
shar ehol ders’ equity section of Pepco Hol dings' consolidated bal ance sheets
and the pre-tax ampunt is recorded as a liability. Upon issuance of the debt
the net gain or loss on the settlenent of the treasury | ock transactions wll
be renmoved from accunul at ed ot her conprehensive | oss and anortized on Pepco
Hol di ngs' consolidated statenents of earnings and retained i ncone over the
life of the related debt. As discussed in Note (4) Subsequent Event, herein
the debt was not issued in July 2002. Managenent anticipates it will be
issued at a |l ater date.

Energy Trading Activities

In 2002, a pronouncenment was issued by the Energing |ssues Task Force
entitled EITF Issue No. 02-3 (EITF 02-3) "Accounting for Contracts |nvolved
in Energy Tradi ng and Ri sk Management Activities." EITF 02-3 addresses the
presentation of revenue and expense associated with "energy tradi ng book"
contracts on a gross vs. net basis. Previously the EITF concluded that gross
presentation was acceptable, but with the issuance of EITF 02-3 and the
subsequent gui dance provided by the EITF in June 2002, net presentation is
required. Two of Pepco Hol dings' subsidiaries (after the consunmmati on of the
merger transaction on August 1, 2002), Pepco Energy Services, Inc. and
Conectiv Energy Hol di ng Conpany, enter into trading activities that are
subject to the provisions of this pronouncenent and both historically have
classified these contracts on a gross basis. EITF 02-3 is required to be
i mpl emented effective for the third quarter 2002 reporting cycle. Pepco
Hol dings is in the process of conpleting its evaluation of the extent of its

subsi di ari es revenue and expense reclassifications that will be required and
expects that the inplenentation of EITF 02-3, including the associated
reclassification of certain revenues and expenses, wll not have an inpact on

its overall financial position or net results of operations.

Costs Associated with Exit or Disposal Activities

On July 30, 2002, the Financial Accounting Standard Board i ssued SFAS

146, "Accounting for Costs Associated with Exit or Disposal Activities." The
standard requires conpanies to recogni ze costs associated with exit or

di sposal costs when they are incurred rather than at the date of a comm tnent
to an exit or disposal plan. The prinmary effect of applying SFAS 146 will be
on the timng of recognition of costs associated with exit or disposa
activities. In many cases, those costs will be recognized as liabilities in
periods following a comritnment to a plan, not at the date of the commtnent.



SFAS 146 is to be applied prospectively to exit or disposal activities
initiated after Decenber 31, 2002. Pepco Holdings is in the process of
assessing the provisions of SFAS 146 in order to determne its inpact on its
financial position and results of operations.

(3) Conmitnents and Conti ngencies

Pepco Hol di ngs' Board of Directors has declared a dividend on common
stock of $.16576079 per share payabl e Septenber 30, 2002, to sharehol ders of
record on Septenber 10, 2002.

(4) Subsequent Event

Due to unfavorable market conditions that existed at July 31, 2002,
Pepco Hol dings did not proceed with the issuance of its series of fixed rate
debt that were hedged by the treasury | ock transactions. However, Pepco
Hol di ngs will continue to nonitor market conditions and will conplete the
i ssuance at a later date. |If the offering is not conpleted in a reasonable
period, generally within 60 days, the treasury |ocks would be declassified as
a hedge and therefore the accunul ated ot her conprehensive |oss or gain would
be recogni zed i nmedi ately on the Conpany's statenents of earnings and
retained incone. The fair value of the treasury locks was a $54.3 million
| oss position at July 31, 2002 ($32.4 mllion after-tax).

* *x % *x * * *x % *x % *x * * *x * *x * *x * * *x * *x * *x

This Quarterly Report on Form 10-Q will automatically be incorporated by
reference in the Prospectus constituting part of Pepco Holdings, Inc.'s
Regi stration Statenents on Form S-3 (Nunber 333-89938) and on Form S-8
(Nunbers 333-96673, 333-96675, and 333-96687), filed under the Securities Act
of 1933.



Report of Independent Accountants

To the Board of Directors
and Shar ehol ders of
Pepco Hol di ngs, Inc.

We have revi ewed the acconpanyi ng consol i dated bal ance sheet of Pepco
Hol di ngs, Inc. (the Conmpany) as of June 30, 2002, and the related
consol i dated statenents of earnings and retained inconme for the three and six
nmont h peri ods ended June 30, 2002 and the three nonth period ended June 30,
2001 and the period February 9, 2001 (inception) through June 30, 2001 and
the consolidated statenment of cash flows for the six nmonth period ended

June 30, 2002 and the period February 9, 2001 (inception) through June 30,
2001. These financial statenents are the responsibility of the Conpany's
management .

We conducted our review in accordance with standards established by the
American Institute of Certified Public Accountants. A review of interim
financial information consists principally of applying analytical procedures
to financial data and making inquiries of persons responsible for financia
and accounting matters. It is substantially less in scope than an audit
conducted in accordance with auditing standards generally accepted in the
United States of Anerica, the objective of which is the expression of an

opi nion regarding the financial statenments taken as a whole. Accordingly, we
do not express such an opinion

Based on our review, we are not aware of any material nodifications that
shoul d be nmade to the acconpanyi ng consolidated interimfinancial statenents
for themto be in conformty with accounting principles generally accepted in
the United States of Anerica.

We previously audited, in accordance with auditing standards generally
accepted in the United States of Anerica, the consolidated bal ance sheet as
of Decenber 31, 2001, and the related consolidated statenments of earnings and
retai ned i ncone, and consolidated statenment of cash flows for the period
February 9, 2001 (inception) through Decenber 31, 2001 (not presented
herein), and in our report dated January 18, 2002, we expressed an
unqual i fi ed opi nion on those consolidated financial statenents. |In our
opinion, the information set forth in the acconpanyi ng consol i dated bal ance
sheet at June 30, 2002, is fairly stated, in all material respects, in
relation to the consolidated bal ance sheet fromwhich it has been derived.

Pri cewat er houseCoopers LLP
August 9, 2002



[tem 2. MANAGEMENT' S DI SCUSSI ON AND ANALYSI S OF CONSOLI DATED
RESULTS OF OPERATI ONS AND FI NANCI AL CONDI TI ON

For information other than the disclosure contained below, refer to
Note (1) Organization, which is hereby incorporated by reference, herein.

Energy Trading Activities

In 2002, a pronouncenment was issued by the Energing |ssues Task Force
entitled EITF I ssue No. 02-3 (EITF 02-3) "Accounting for Contracts |nvolved
in Energy Trading and Ri sk Managenment Activities." EITF 02-3 addresses the
presentation of revenue and expense associated with "energy tradi ng book"
contracts on a gross vs. net basis. Previously the EITF concluded that gross
presentation was acceptable, but with the issuance of EITF 02-3 and the
subsequent gui dance provided by the EITF in June 2002, net presentation is
required. Two of Pepco Hol di ngs' current subsidiaries (after the
consunmati on of the nerger transaction on August 1, 2002), Pepco Energy
Services, Inc. and Conectiv Energy Hol di ng Conpany, enter into trading
activities that are subject to the provisions of this pronouncenment and both
historically have classified these contracts on a gross basis. EITF 02-3 is
required to be inplenmented effective for the third quarter 2002 reporting
cycl e.

Pepco is in the process of conpleting its evaluation of the extent of

the revenue and expense reclassifications that will be required and expects
that the inplenentation of EITF 02-3 will not result in nateria
recl assifications of revenue and expense anobunts and will have no inpact on

Pepco’s overall financial position or net results of operations.

Conectiv has not conpleted its evaluation of the financial statenent
reclassification required by EITF 02-3. However, Conectiv believes that the
i npl ementation of EITF 02-3, because of financial statenent line item
changes, likely will: (i) materially decrease Conectiv’'s gross revenues and
revenue growh; (ii) result in higher gross margi ns as a percentage of gross
revenues; and (iii) have no inpact on Conectiv’'s overall financial position
or net results of operations. Additionally, for the year ended Decenber 31,
2001, Conectiv's commodity trading gross revenues were approximtely $1.9
billion. Conectiv expects that a substantial portion of these revenues woul d
be elimnated in the reclassification on its stand-al one statenents of
i ncome. However, this 2001 reclassification will have no inpact on Pepco
Hol di ngs’ operating results as it represents Conectiv’s pre-nmerger
operations, which, in accordance with purchase accounting guidelines will not
be reflected in Pepco Hol dings’ consolidated financial statenents.



[tem 3. QUANTI TATI VE AND QUALI TATI VE DI SCLOSURE ABOUT MARKET RI SK

Interest Rate Risk

In June 2002, Pepco Hol dings entered into several treasury |ock
transactions with a cunul ative notional ampbunt of $1.25 billion, in
anticipation of the issuance of several series of fixed rate debt commencing
in July 2002. These treasury | ock transactions, which have been desi gnhated
as qualified cash fl ow hedges in accordance with the provisions of Statenent
of Financial Accounting Standards No. 133 entitled "Accounting for Derivative
I nstrunents and Hedgi ng Activities," are intended to offset the changes in
future cash flows attributable to fluctuations in interest rates.

The fair value of the treasury locks resulted in a pre-tax |oss of $10.4
mllion at June 30, 2002 ($6.2 million after-tax). The after-tax anount is
reported as a conponent of accumul ated ot her conprehensive loss in the
sharehol ders’ equity section of Pepco Hol di ngs' consol i dated bal ance sheets
and the pre-tax anmount is recorded as a liability. Upon issuance of the debt
the net gain or loss on the settlenment of the treasury | ock transactions wll
be renmoved from accunul at ed ot her conprehensive | oss and anortized on Pepco
Hol di ngs' consolidated statenents of earnings and retained i ncone over the
life of the related debt.

Due to unfavorable market conditions that existed at July 31, 2002,
Pepco Hol dings did not proceed with the issuance of its series of fixed rate
debt that were hedged by the treasury | ock transactions. However, Pepco
Hol dings will continue to nonitor market conditions and will conplete the
i ssuance at a later date. |If the offering is not conpleted in a reasonabl e
period, generally within 60 days, the treasury |ocks would be declassified as
a hedge and therefore the accunul ated ot her conprehensive |oss or gain would
be recogni zed i nmedi ately on the Conpany's statenents of earnings and
retained incone. The fair value of the treasury locks was a $54.3 million
| oss position at July 31, 2002 ($32.4 mllion after-tax).

The interest rate risk related to the Conpany's treasury | ocks was
estimted as the potential $50.3 million decrease in fair value at June 30,
2002, that resulted froma hypothetical 10% decrease in the prevailing
i nterest rates.



Part |1 OTHER | NFORMATI ON

[tem 5. OTHER | NFORMATI ON

On August 1, 2002, in connection with the formation of Pepco Hol di ngs
and the acquisition by Pepco Hol di ngs of Pepco and Conectiv, the follow ng
i ndividuals were elected as directors of Pepco Hol di ngs:

Class | (ternms expiring 2003)
Terence C. Gol den

George F. MacCor mack
Floretta D. MKenzie
Lawrence C. Nussdorf

Class Il (terns expiring 2004)
John M Derrick, Jr.

Judith A, MHal e

Ri chard B. Mcd ynn

Peter F. O Malley

Class Il (terns expiring 2005)
Ednmund B. Cronin, Jr.

Paul i ne A. Schnei der

Dennis R Waase

A. Thomas Young

As of August 1, 2002, the following were elected as the executive
of ficers of Pepco Hol di ngs:

John M Derrick, Jr., Chairnman and Chi ef Executive O ficer

Dennis R Waase, President and Chief Operating Oficer

Wlliam T. Torgerson, Executive Vice President and General Counsel
Thomas S. Shaw, Executive Vice President

Andrew W WIIlians, Senior Vice President and Chief Financial Oficer
Barbara S. Graham Senior Vice President

Ed R. Mayberry, Senior Vice President

John D. McCallum Senior Vice President

Joseph M Rigby, Senior Vice President

WlliamJ. Sim Senior Vice President

WlliamH Spence, Senior Vice President

James P. Lavin, Vice President and Controller

Item 6. EXHI BI TS AND REPCRTS ON FORM 8- K

(a) Exhibits

Exhibit 10.1 Enpl oynent Agreement of John M
Derrick, Jr. - filed herewith

Exhi bit 10.2 Enpl oynent Agreement of Dennis R
Waase - filed herewith

Exhi bit 10.3 Enpl oynent Agreenment of WIlliamT.
Torgerson - filed herewith
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(b)

Exhibit 10.4 Enmpl oynent Agreement of Andrew W
Wllians - filed herewith

Exhi bit 10.5 Enpl oynment Agreement of Thomas S. Shaw
- filed herewith

Exhi bit 10.6 Enpl oynent Agreenent of Eddie R
Mayberry - filed herewith

Exhi bit 10.7 Enpl oynent Agreement of John D.
McCal lum - filed herewith

Exhi bit 10.8 Enpl oyment Agreenent of Joseph M Ri gby
- filed herewith

Exhi bit 10.9 Enpl oynent Agreenment of WIIliamH.
Spence - filed herewith

Exhi bit 10.10 Enpl oynent Agreement of WlliamH Sim
- filed herewith

Exhi bit 15 Letter re unaudited interimfinancial
information - filed herewith

Exhi bit 99 Certificate of Chief Executive Oficer
and Chief Financial Oficer pursuant to
18 U.S.C. Section 1350 - filed herew th

Reports on Form 8-K

A Current Report on Form 8-K was filed by the Conpany on May 31,
2002, which included Potomac El ectric Power Conpany's and Conectiv's
Joint Press Release dated as of May 31, 2002. The itens reported on
such Form 8-K were Item 5. (Other Events) and Item 7. (Financial
Statenents and Exhibits).

A Current Report on Form 8-K was filed by the Conmpany on June 7,
2002, which included the Conmpany's Pro Forma Financial Statenents
for the three nonths ended March 31, 2002 and twel ve nmonths ended
December 31, 2001. The items reported on such Form 8-K were Item 5.
(Other Events) and Item 7. (Financial Statenments and Exhibits).

SI GNATURES

Pursuant to the requirenents of the Securities Exchange Act of 1934,
the registrant has duly caused this report to be signed on its behalf by the
under si gned thereunto duly authorized.

Pepco Hol di ngs, Inc.
Regi strant

By: A W WLLIAVS
A W WIIlians
August 9, 2002 Seni or Vice President and
Dat e Chi ef Financial Oficer
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Exhi bit 15

August 9, 2002

Securities and Exchange Commi ssion
450 Fifth Street, N W
Washi ngton, DC 20549

Commi ssi oners:

We are aware that our report dated August 9, 2002 on our review of interim
financial information of Pepco Hol dings, Inc. (the "Conpany") as of and for
the period ended June 30, 2002 and included in the Conmpany's quarterly report
on Form 10-Q for the quarter then ended is incorporated by reference in the
Prospectuses constituting parts of the Registration Statenents on Form S-8
(Nunbers 333-96673, 333-96675, and 333-96687) respectively, and on Form S-3
(Nunbers 333-89938).

Very truly yours,

Pri cewat er houseCoopers LLP
Washi ngton, DC



