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Part |
ltem 1.

FI NANCI AL | NFORVATI ON

CONSCLI DATED FI NANCI AL STATEMENTS

POTOMAC ELECTRI C POAER COMPANY AND SUBSI DI ARI ES
CONSOLI DATED STATEMENTS OF EARNI NGS AND RETAI NED | NCOVE
(Unaudi t ed)

Three Mont hs Ended

Si x Mont hs Ended

June 30, June 30,
2002 2001 2002 2001
(MTTions, except per share data)
Oper ati ng Revenue
Uility $390. 8 $468.0 $ 706.9 $ 864.7
Conpetitive 203.0 154.5 385.7 318.6
Gain on divestiture of generation assets - - - 50. 2
Total Qperating Revenue 593. 8 622.5 $1,092.6 1,233.5
Oper ati ng Expenses
Fuel and purchased energy 320.8 340. 4 586. 4 632.2
Q her operation and mai nt enance 84.5 94.9 171.9 186. 2
Depreci ati on and anorti zati on 38.0 42.0 75.9 83.9
O her taxes 48.7 45.7 94.2 90.8
| mpai rrent | oss 2.4 - 2.4 -
Total Operating Expenses 494. 4 523.0 930. 8 993.1
Qperating | ncone 99.4 99.5 161.8 240. 4
QG her |ncome (Expenses)
Interest and dividend income 8.9 15.7 15.6 46. 4
I nterest expense (32.0) (41.4) (63.4) (87.5)
Loss from Equity Investrments, principally
a Tel ecommuni cation Entity (.9) (4.2 (1.2) (10.5)
Q her i ncone (1.0) 1.5 (.5) 4.1
Total O her Expenses (25.0) (28.4) (49.5) (47.5)
Distributions on Preferred Securities of
Subsi di ary Trust 2.3 2.3 4.6 4.6
I ncome Tax Expense 25.1 19.3 36. 2 73.9
Net | ncone 47.0 49.5 71.5 114.4
D vidends on Preferred Stock 1.3 1.3 2.5 2.5
Earni ngs Avail abl e for Common Stock $45.7 $48.2 $69.0 $111.9
Ret ai ned | ncone at Begi nning of Period $969. 5 $946. 4 $967. 4 $929.7
D vi dends on Conmon St ock (26.7) (26.9) (53.6) (72.7)
Ct her Conprehensive Loss, Net of Tax (6.7) (2.4 (1.0) (3.6)
Ret ai ned | ncone, net of other conprehensive
| oss, net of tax, at End of Period $981.8 $965. 3 $981. 8 $965. 3
Basi ¢ Average Common Shares Qutstandi ng 107.1 108.3 107.1 109. 4
Basi ¢ Earnings Per Share of Common Stock $ .43 $ .45 $ .64 $1. 02
D luted Average Comon Shares CQutstanding 107.1 108. 3 107.1 110.0
Di |l uted Earnings Per Share of Conmon Stock $ .43 $ .45 $ .64 $1. 02
Cash Dividends Per Share of Common Stock $ .25 $ .25 $ .50 $. 665
The acconpanying Notes are an integral part of these Consolidated Financial Statenents.



POTOVAC ELECTRI C POAER COVPANY AND SUBSI DI ARl ES

CONSOLI DATED BALANCE SHEETS
(Unaudi ted at June 30, 2002)

ASSETS

CURRENT ASSETS
Cash and cash equival ents
Mar ket abl e securities
Accounts receivable, less allowance for uncollectible
accounts of $4.9 and $9.5
Fuel, materials and supplies - at average cost
Prepai d expenses and ot her
Total Current Assets

| N\VESTMENTS AND OTHER ASSETS
Investment in finance | eases
Operating | ease equi pment - net of accunul ated
depreciation of $.8 and $123.6, respectively
Regul atory assets, net
Ot her
Total Investnents and Ot her Assets

PROPERTY, PLANT AND EQUI PMENT
Property, plant and equi pment
Accunul at ed depreciation
Net Property, Plant and Equi pnment

TOTAL ASSETS
LI ABI LI TIES AND SHAREHOLDERS' EQUI TY

CURRENT LI ABI LI TI ES
Short-term debt
Accounts payabl e and accrued payroll
Capital |ease obligations due within one year
Interest and taxes accrued
Ot her
Total Current Liabilities

DEFERRED CREDI TS
Regul atory liabilities, net
I ncone taxes
Investnent tax credits
O her
Total Deferred Credits

LONG- TERM DEBT AND CAPI TAL LEASE OBLI GATI ONS

COVPANY OBLI GATED MANDATORI LY REDEEMABLE PREFERRED SECURI Tl ES
OF SUBSI DI ARY TRUST WHI CH HOLDS SOLELY PARENT JUNI OR
SUBORDI NATED DEBENTURES

PREFERRED STOCK
Serial preferred stock
Redeemabl e serial preferred stock
Total Preferred Stock

COWM TMENTS AND CONTI NGENCI ES

SHAREHOLDERS' EQUI TY
Common stock, $1 par value - authorized 200, 000, 000 shares,
issued 118,544, 883 shares
Prem um on stock and other capital contributions
Capi tal stock expense
Accunul at ed ot her conprehensive |oss
Ret ai ned i ncone

Less cost of shares of common stock in treasury
(11,418,907 shares and 11, 323,707 shares, respectively)
Total Sharehol ders' Equity

TOTAL LI ABILITIES AND SHAREHOLDERS' EQUI TY

The acconpanying Notes are an integral part of these Consolidated Financial

June 30, Decenber 31,
2002 2001
(MI1lions of Dollars)
$ 488.8 $ 515.5

163. 7 161. 2
455.0 401. 2
38.5 37.8
31.3 24.2
1,177.3 1,139.9
870.9 736.0
1.7 4.6

- 14.3

658. 6 637. 7
1,531.2 1,392.6
4, 465.3 4,361.9
(1,679.6) (1,608.5)
2,785.7 2,753. 4
$5,494. 2 $5, 285. 9
$ 518.6 $ 458.2
242.1 224.1
15.6 15.2
92.2 92.6
177.8 175.3
1,046.3 965. 4
10.3 -
665. 8 501.6
23.7 24.7
36.4 38.8
736. 2 565.1

1, 666.5 1,722. 4
125.0 125.0
35.3 35.3
49.5 49.5
84.8 84.8
118.5 118.5
1,028.4 1,028.3
(13.0) (12.9)
(7.7) (6.7)
989.5 974. 1
2,115. 7 2,101.3
(280. 3) (278.1)
1,835.4 1,823.2
$5,494. 2 $5, 285. 9

St at ement s.



POTOVAC ELECTRI C PONER COVPANY AND SUBSI DI ARI ES

CONSOLI DATED STATEMENTS OF CASH FLOWG

(Unaudi t ed)

Si x Mont hs Ended
June 30,

2002

2001

OPERATI NG ACTI VI TI ES

(MITi1ons of Dollars)

Net incone $ 71.5 $ 114. 4
Adjustnments to reconcile net income to net cash
from (used by) operating activities
Depreci ation and anortization 75.9 83.9
Gain on divestiture of generation assets - (50.2)
| mpai rrent | oss 2.4 -
Changes in:
Accounts receivable and unbilled revenue (53.8) 36.7
Regul atory assets, net 35.4 (101.8)
Prepai d expenses (7.1) 404.5
Account s payabl e and accrued payrol | 18.0 (38.4)
Interest and taxes accrued, including Federal income
tax refund of $135.4 million in 2002 135.8 (702.9)
Net ot her operating activities, including divestiture
related itens in 2001 (26.3) (24.9)
Net Cash From (Used By) Operating Activities 251.8 (278.7)
I NVESTI NG ACTI VI TI ES
Net investnent in property, plant and equi prent (103.4) (108.0)
Proceeds fronichanges in:
Di vestiture of generation assets - 156. 2
Purchase of |everaged | eases (111.6) -
Sal es of marketable securities, net of purchases 1.4 21.9
Pur chases of other investnents, net of sales (15.1) (32.7)
Net other investing activities 5.0 (7.1)
Net Cash (Used By) FromInvesting Activities (223.7) 30.3
FI NANCI NG ACTI VI TIES
Di vi dends pai d on preferred and comon st ock (56.1) (75.2)
Redenption of preferred stock - (5.5)
Reacqui sition of the Conpany's commobn stock (2.2) (61.7)
| ssuances of debt, net of reacquisitions 4.5 (675.5)
Net other financing activities (1.0) 5.8
Net Cash Used By Financing Activities (54.8) (812.1)
Net Decrease In Cash and Cash Equival ents (26.7) (1, 060.5)
Cash and Cash Equi val ents at Begi nning of Period 515.5 1,864.6
CASH AND CASH EQUI VALENTS AT END OF PERI OD $ 488. 8 $ 804.1
Cash paid for interest (net of capitalized interest of $- and
$3.8) and incone taxes:
I nt er est $65. 3 $ 89.0
I ncone t axes $75.0 $ 799.7
The acconpanying Notes are an integral part of these Consolidated Financial Statenents.



NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS

For additional information, other than the information discussed in the
Notes to Consol i dated Fi nancial Statements section herein, refer to I[tem 8
Fi nanci al Statenents and Suppl ementary Data of the Conpany's 2001 Form 10-K

(1D Organi zati on and Segnent | nfornmation

Or gani zati on

On February 12, 2001, Potonac Electric Power Conpany (Pepco or the
Conpany) and Conectiv announced that each conpany's board of directors
approved an agreement for a strategic transacti on whereby Pepco woul d acquire
Conectiv for a conbination of cash and stock valued at approximately $2.2
billion. After the closing of the acquisition on August 1, 2002, Pepco and
Conectiv becane subsidiaries of a new hol di ng conpany, Pepco Hol di ngs, Inc.
(Pepco Hol dings, fornmerly New RC, Inc.)

Until August 1, 2002, Pepco was engaged in three principal |ines of
busi ness. These business |ines consisted of (1) the provision of regulated
electric utility transm ssion and distribution services in the Washi ngton
D.C. (D.C.) nmetropolitan area, (2) the managenent of a diversified financia
i nvestments portfolio and (3) the supply of energy products and services in
conpetitive retail markets. The Conpany's regulated electric utility
activities are referred to herein as the "Utility" or "Uility Operations,"
and its financial investnments and conpetitive energy activities are referred
to herein as its "Conpetitive Operations."” The Conpany's wholly owned
unr egul at ed subsidiary, POM Hol di ngs, Inc. (POM was the parent conpany of
two whol |y owned subsidiaries, Potomac Capital I|nvestnment Corporation (PCl)
and Pepco Energy Services, Inc. (Pepco Energy Services). The Conpany's
financial investnent portfolio was nanaged by PCl and its conpetitive energy
products and services were provided by Pepco Energy Services. After the
merger, the stock of PClI and Pepco Energy Services was distributed as a
di vidend to Pepco's new parent conpany, Pepco Hol di ngs, which resulted in
Pepco Hol di ngs becom ng the new parent conpany of PClI and Pepco Energy
Services as well. Additionally, the Conpany has a wholly owned Del awar e
statutory business trust, Potomac El ectric Power Conpany Trust |, and a
whol |y owned Del aware | nvest ment Hol di ng Conpany, Edi son Capital Reserves
Cor poration.

Segnent | nformation

The Conpany has identified the Utility's operations (Uility Segnent)
and POM s operations (Conpetitive Segnent) as its two reportable segnents.
The foll owi ng tables present condensed financial information for the three
and six nonths ended June 30, 2002 and 2001, respectively.



Conpetitive Segnent
Pepco (A
Ener gy Elim - Tot al
Uility PCl Servi ces Tot al nati ons Pepco
Three Mont hs Ended: (Unaudited, In MIlions of Dollars)
June 30, 2002
Oper ati ng Revenue $390. 8 $ 221 $ 183.5 $205.6 $(2.6) $593.8
Oper ati ng Expenses
Fuel and Purchased Energy 170.3 - 150.5 150.5 - 320. 8
G her Qperation and
Mai nt enance 51.5 8.3 27.3 35.6 (2.6) 84.5
Depreci ati on and Anmorti zation 36.0 7 1.3 2.0 - 38.0
Q her Taxes 48.7 - - - - 48.7
| npai rment | oss - 2.4 - 2.4 - 2.4
Total Operating Expenses 306.5 11.4 179.1 190.5 $(2.6) 494. 4
Operating | ncone 84.3 10.7 4.4 15. 1 - 99. 4
Q her (Expenses) |ncone
Interest and Dividend | ncone 4.0 4.7 2 4.9 - 8.9
I nterest Expense (21.2) (10.7) (.1) (10.8) - (32.0)
Loss fromEquity |Investnents,
Principally a
Tel ecommuni cation Entity - (1.2 .3 (.9) - (.9)
O her | ncone (.8) (.2) - (.2) - (1.0
Total O her (Expenses) I|ncone (18.0) (7.4 .4 (7.0 - (25.0)
Distributions on Preferred
Securities of Subsidiary Trust 2.3 - - - - 2.3
I ncome Tax Expense (Benefit) 24.5 (1.1 1.7 .6 - 25.1
Net | ncomne $ 39.5 $ 4.4 $ 31 $ 7.5 - $47.0
Conpetitive Segnment
Pepco (A
Uility Ener gy Elim- Tot al
Segnent PCl Servi ces Tot al nations Pepco
Three Mont hs Ended: (Unaudited, In MIlions of Doll ars)
June 30, 2001
Oper ati ng Revenue $468.0 $20.7 $133.8 $154.5 - $622.5
Oper ati ng Expenses
Fuel and Purchased Energy 235.8 - 104. 6 104. 6 - 340.4
QG her QOperation and
Mai nt enance 53.6 14.7 26.6 41. 3 - 94.9
Depreci ati on and Anorti zation 34.7 5.6 1.7 7.3 - 42.0
QG her Taxes 45.7 - - - - 45.7
Total Operating Expenses 369.8 20.3 132.9 153. 2 - 523.0
Operating | ncome 98.2 .4 1.3 - 99.5
Q her (Expenses) | ncome
Interest and Dividend | ncone 11.3 3.4 1.0 4.4 - 15. 7
I nterest Expense (30.0) (11. 4) - (11. 4) - (41. 4)
(Loss) Inconme from Equity
Investnents, Principally a
Tel ecomuni cation Entity - (4.6) .4 (4.2) - (4.2)
Q her | ncore 1.5 - - - - 1.5
Total Other (Expenses) |ncone (17.2) (12.6) 1.4 (11.2) - (28.4)
Distributions on Preferred
Securities of Subsidiary Trust 2.3 - - - - 2.3
I ncone Tax Expense (Benefit) 31.9 (13.5) .9 (12.6) - 19.3
Net | ncone $ 46.8 $ 1.3 $ 1.4 $ 2.7 -

(A Represents the elimnation of rent paid to PCl for Pepco's |lease of office space in PCl's 10-story
comrercial office building. The |ease comenced in June 2001.




Conpetitive Segnent

Pepco (A
Ener gy Elim - Tot al
Uility PA Servi ces Tot al nati ons Pepco
Si x_Mont hs Ended: (Unaudited, In MIlions of Dollars)
June 30, 2002
Qper ati ng Revenue $706.9 $ 50.6 $ 340.3 $390.9 $(5.2) $1,092. 6
Oper ati ng Expenses
Fuel and Purchased Energy 302.5 - 283.9 283.9 - 586. 4
G her Qperation and
Mai nt enance 104.6 19.4 53.1 72.5 (5.2 171.9

Depreci ati on and Arorti zation 71.8 1.4 2.7 4.1 - 75.9

Q her Taxes 94.2 - - - - 94. 2

| npai rment | oss - 2.4 - 2.4 - 2.4
Total Operating Expenses 573.1 23.2 339.7 362.9 $(5.2) 930. 8
Operating | nconme 133. 8 27. 4 6 28.0 - 161. 8
O her (Expenses) |ncone

Interest and D vidend | ncome 7.8 7.3 5 7.8 - 15.6

I nterest Expense (42.0) (21.3) (.1) (21.4) - (63.4)

(Loss) Incone from Equity

Investnents, Principally a
Tel ecommuni cation Entity - (1.7) .5 (1.2 - (1.2

O her Expense (.3 (.2) - (.2 - (.5)
Total O her (Expenses) |ncone (34.5) (15.9) .9 (15.0) - (49.5)
Distributions on Preferred

Securities of Subsidiary Trust 4.6 - - - - 4.6
I ncone Tax Expense (Benefit) 37.2 (1.5) .5 (1.0) - 36.2
Net | ncome $ 57.5 $ 130 $ 1.0 $ 140 - $ 715
Conpetitive Segnent
Pepco (A
Uility Ener gy Elim - Tot al
Segnent PCl Servi ces Tot al nati ons Pepco
Si x_Mont hs Ended: Unaudited, In MIlions of Dollars)
June 30, 2001
Oper ati ng Revenue $914.9 (B $49. 6 $269.0 $318.6 - $1, 233.5 (B)
Oper ati ng Expenses
Fuel and Purchased Energy 424.7 - 207.5 207.5 - 632. 2
QG her Qperation and
Mai nt enance 104. 4 29.1 52.7 81.8 - 186. 2

Depreci ation and Anmortization 69.0 11.7 3.2 14.9 - 83.9

Q her Taxes 90. 8 - - - - 90. 8
Total Operating Expenses 688. 9 40.8 263. 4 304.2 - 903.1
Operating | ncome 226.0 8.8 5.6 14. 4 - 240.4
O her (Expenses) | ncome

Interest and D vidend | ncome 37.5 7.9 1.0 8.9 - 46. 4

I nterest Expense (64.7) (22.6) (.2) (22.8) - (87.5)

(Loss) Income from Equity

Investnents, Principally a
Tel ecomruni cation Entity - (11. 2) .7 (10.5) - (10.5)

Q her | ncore 3.9 .2 - .2 - 4.1
Total Ot her (Expenses) |ncone (23.3) (25.7) 1.5 (24.2) (47.5)
Distributions on Preferred

Securities of Subsidiary Trust 4.6 - - - - 4.6
I ncome Tax Expense (Benefit) 87.5 (16.7) 3.1 (13.6) - 73.9
Net |nconme (Loss) $110.6 (O $ (2 $ 4.0 $38 - $ 114 .4(0

(A) Represents the elinination of rent paid to PO for Pepco's |ease of office space in PA's
10-story commerci al office building. The |ease commenced in June 2001.

(B) Includes pre-tax gain of $50.2 nmillion fromthe divestiture of Conenaugh

(©) Includes after-tax gain of $22.4 mllion fromthe divestiture of Conemaugh.




(2) Sunmary of Significant Accounting Policies

Basi s of Presentation

The information furnished in the acconpanyi ng consol i dated financia
statements reflects all adjustments (which consist only of normal recurring
accruals) which are, in the opinion of managenent, necessary for a fair
presentation of the Conpany's results of operations for the interimperiods
presented. The acconpanyi ng consolidated financial statenents and notes
thereto should be read in conjunction with the Conpany's 2001 Form 10-K
Certain prior period anpunts have been reclassified in order to conformto
the current period presentation

The acconpanyi ng consolidated financial statenments present the financia

results of the Conpany and its wholly owned subsidiaries. Al interconpany
bal ances and transactions with wholly owned subsidi ari es have been
elimnated. Investnments in entities in which the Conpany has a 20%to 50%

interest are accounted for using the equity nethod.

New Accounting Standards

Energy Trading Activities

In 2002, the Enmerging |ssues Task Force issued a pronouncenent entitled
EI TF I ssue No. 02-3 (EITF 02-3) "Accounting for Contracts Involved in Energy
Tradi ng and Ri sk Managenent Activities." El TF 02-3 addresses the
presentation of revenue and expense associated with "energy tradi ng book"
contracts on a gross vs. net basis. Previously, the ElITF concl uded that
gross presentation was acceptable, but with the issuance of EITF 02-3 and the
subsequent gui dance provided by the EITF, net presentation is required. EITF
02-3 is required to be inplenented effective for the Conpany's third quarter
2002 reporting cycle. Pepco’'s Uility business does not enter into trading
activities that are subject to the provisions of the pronouncenent. However,
Pepco Energy Services, which was wholly owned by Pepco at June 30, 2002, does
enter into such transactions and historically has classified these contracts
on a gross basis. The Conpany is in the process of conpleting its evaluation

of the extent of the revenue and expense reclassifications that will be
requi red and expects that the inplementation of EITF 02-3, including the
reclassification of certain revenues and expenses, will 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 primary effect of applying SFAS 146 will be
on the timng of recognition of costs associated with exit or disposa
activities. In mny cases, those costs will be recognized as liabilities in
periods following a comritnent to a plan, not at the date of the comm tnent.
SFAS 146 is to be applied prospectively to exit or disposal activities
initiated after Decenber 31, 2002. The Conpany 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) Derivative Instrunents and Hedgi ng Activities

PCl has entered into interest rate swap agreenments for the purpose of
managing its overall borrowing rate and linmting its interest rate risk
associated with debt issued under its Medium Term Note (MIN) program PCl
currently hedges 100% of its variable rate debt and approximately 20% of its
fixed rate debt for the MIN program |In accordance with the terns of the
swap agreenents, PCl receives or pays the net difference between interest
paynments and the rates fromits swap counterparties, thereby nmnimzing its
i nterest expense and cash fl ow variations.

PCl formally designated its interest rate swap agreements as both cash
fl ow hedge and fair val ue hedge instrunents which, for accounting purposes,
are neasured at fair market value and recorded as liabilities in the
Conpany’ s consol i dated bal ance sheets. The effective portion of the change
in fair value of the interest rate swaps and natural gas futures, are
reported as a conponent of Accumul ated O her Conprehensive Incone (ACCI). As
a yield adjustnment is realized, the related anounts reflected in AOCCI are
subsequently reclassified into interest expense. The gain or loss on the
fair value hedge is recognized in earnings by calculating the change in the
fair value of the interest rate swap and the change in the fixed rate debt
obligation. Pepco Energy Services purchased natural gas futures contracts to
hedge price risk in connection with the purchase of physical natural gas for
delivery to customers in future nonths. Pepco Energy Services accounts for
its natural gas futures contracts as cash flow hedges of forecasted
transactions.

Managenment at PCl and Pepco Energy Services assess interest rate and
natural gas price risks by continually identifying and nonitoring changes in
the marketpl ace that may adversely inpact expected future cash flows and by
eval uati ng hedgi ng opportunities.

ACCI is adjusted nmonthly for changes in the fair value of the interest
rate swaps and natural gas futures. During the three nonths ended June 30,
2002 and 2001, POM recorded a | oss of $63 thousand and $48 thousand,
respectively, as a result of the change in the fair value of the cash flow
hedge and fair value hedge. Also, during the six months ended June 30, 2002
and 2001, POMrecorded a | oss of $426 thousand and a gain of $5 thousand,
respectively, as a result of the change in the fair value of its cash flow
hedge and fair value hedge. As of June 30, 2002, PCl recorded $791 thousand
as an interest rate swap asset and Pepco Energy Services recorded $2.5
mllion as sales conmtnments, both classified as other assets. As of
Decenmber 31, 2001, PCl recorded $2.9 mllion as an interest rate swap
liability classified in other liabilities, and Pepco Energy Services recorded
$1.6 million as commdity liabilities included in accounts payabl e and ot her
liabilities.

PCl's interest rate swaps expire on March 24, 2004 and August 22, 2005.
PCl's fair value hedge expires on Decenber 5, 2008. The expiration dates of
these instrunents coincide with the maturity dates of the MINs to which the
swaps relate. Pepco Energy Services’ natural gas futures contracts expire at
various dates that coincide with the timng of delivery to custoners.



Thr ough the year ended June 30, 2003, approximately $1.8 mllion of
income in AOCI related to the interest rate swaps and natural gas futures
contracts is expected to be reclassified into income as a yield or price
adj ust ment of the hedged itens.

In June 2002, Pepco Hol dings entered into several treasury | ock
transactions with a cunul ative notional amount of $1.25 billion, in
anticipation of the issuance of several series of fixed rate debt starting
fromthe end of July 2002. These treasury |ock transactions, which have been
designated as qualified cash fl ow hedges in accordance with the provisions of
SFAS 133, 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 loss of $10.4 nmillion at June 30, 2002
($6.2 mllion after-tax), which is reported as a conponent of other
conprehensive loss in the shareholders’ equity section of the acconpanying
consol i dat ed bal ance sheets and the pre-tax anount is recorded as a
liability. Upon issuance of the debt the net gain or |oss on the settlenent
of the treasury lock transactions will be anortized on Pepco Hol di ngs’
consol idated statenents of earnings and retained i ncone over the life of the
rel ated debt. As discussed in Note (6) Subsequent Event, herein, the debt
was not issued in July 2002. Pepco Hol di ngs' managenent anticipates it wll

be issued at a later date.

The Conpany's conponents of conprehensive income are net incone,
unrealized | osses on marketable securities and unrealized | osses on

derivative instrunents.

A detail of conprehensive inconme is as follows:

For the Three For the Six
Mont hs Ended Mont hs Ended
June 30, June 30,
2002 2001 2002 2001
(Unaudi t ed,
(In MlIlions of Dollars)
Net |ncorre $47.0  $49.5  $71.5  $114.4
Q her Conprehensive | ncomne:
Unreal i zed (| osses) gains on derivative instruments:
Net unrealized hol ding gains (losses) arising during
peri od (11.1) 5 (7.0 (.7)
Add: loss included in net incone - - (4 -
Net unrealized (|l osses) gains on derivative instrunents (11.1) 5 (6.6) (.7
Unrealized (| osses) gains on narketabl e securities:
Unreal i zed hol ding (|l osses) gains arising during period (.2) (4.2) 3.9 (4.6)
Less: gain and add (loss) included in net income .2 - (.2) .2
Net unrealized (losses) gains on narketable securities - (4.2) 4.1 4.8
O her conprehensive | oss, before tax (11.1) (3.7) (2.5) (5.5)
I ncone tax benefit (4. 4) (1.3) (1.5 (1.9)
QG her conprehensive | oss, net of tax (6.7) (2.4) (1.0) (3.6)
Conpr ehensi ve | ncome $40.3 $47. 1 $70.5 $110.8

(4) Treasury Stock Transactions

At June 30, 2002, the Conpany held 11.4 mllion shares in treasury at a
total cost of approximately $280.3 million, which is reflected as a reduction
to sharehol ders' equity on the acconpanyi ng consol i dated bal ance sheets.
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(5) Commi t mrent s and Conti ngenci es

Common St ock Dividend

On July 8, 2002, the Executive Comrittee of Pepco's Board of Directors
decl ared a special dividend of $.00271739 per day per share of common stock
for the period fromJuly 1, 2002, through and including July 31, 2002 in
connection with Pepco's nerger with Conectiv. The $.00271739 per day rate
applied to the entire quarter equals 25-cents per share. The total amount of
the dividend was approximately $9 mllion

Regul at ory Conti ngenci es

Thr ough June 30, 2002, the Conpany has credited approximately $187
mllion, including interest, to Maryland custonmers as their portion of
di vestiture gain sharing. The Maryland Conm ssion has instituted a case to
determ ne whet her additional bill credits should be provided to the Maryl and
cust omers.

Thr ough June 30, 2002, the Conpany has credited approxi mately $52
mllion, including interest, to D.C. custoners as their portion of
di vestiture gainsharing. The District of Colunbia Conm ssion has instituted
a case to determ ne whether additional bill credits should be provided to the
District of Colunbia custoners.

(6) Subsequent Event

Due to unfavorable market conditions at July 31, 2002, Pepco Hol di ngs
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 wll
continue to nmonitor market conditions and will conplete the issuance at a
|ater 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 medi ately on Pepco Hol di ngs’ consol i dated statenment of earnings
and retained inconme. The fair value of the |locks was a $54.3 nmillion |oss
position at July 31, 2002 ($32.4 mllion after tax).
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Report of | ndependent Accountants

To the Board of Directors
and Shar ehol ders of
Pot omac El ectric Power Conpany

We have revi ewed the acconpanyi ng consol i dated bal ance sheet of Potonac

El ectric Power Conpany and its subsidiaries (the Conpany) as of June 30,

2002, and the rel ated consolidated statenments of earnings and retained i nconme
for the three and six nonth periods ended June 30, 2002 and 2001 and the
consol i dated statenents of cash flows for the six nonth periods ended

June 30, 2002 and 2001. These financial statements are the responsibility of
t he Conpany's nmmanagenent.

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 ni on 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 year then
ended (not presented herein), and in our report dated January 18, 2002, we
expressed an unqualified opinion on those consolidated financial statenents.
In our opinion, the information set forth in the acconpanyi ng consol i dated
bal ance sheet as of June 30, 2002, is fairly stated, in all nmateria

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 additional information, other than the information disclosed in the
Managenent's Di scussi on and Anal ysis of Consolidated Results of Operations
and Financial Condition section herein, refer to Item 7. Managenment's
Di scussi on and Anal ysis of Financial Condition and Results of Operations of
t he Conpany's 2001 Form 10-K

SAFE HARBOR STATEMENTS

In connection with the safe harbor provisions of the Private Securities
Litigation Reform Act of 1995 (Reform Act), the Company is hereby filing
cautionary statenents identifying inportant factors that could cause actua
results to differ materially fromthose projected in forward-I|ooking
statenents (as such termis defined in the Reform Act) made in this report on
Form 10-Q  Any statenents that express, or involve discussions as to
expectations, beliefs, plans, objectives, assunptions or future events or
performance are not statenments of historical facts and may be forward-
| ooki ng.

Forwar d- | ooki ng statenents involve estinmates, assunptions and
uncertainties and are qualified in their entirety by reference to, and are
acconpani ed by, the follow ng inportant factors, which are difficult to
predi ct, contain uncertainties, are beyond the control of the Conpany and may
cause actual results to differ materially fromthose contained in
forward-1 ooki ng statenents:

- Prevailing governnental policies and regulatory actions, including
those of the Federal Energy Regul atory Comm ssion (FERC) and the

Maryl and and D.C. Commi ssions, with respect to allowed rates of

return, industry and rate structure, acquisition and di sposal of

assets and facilities, operation and construction of plant

facilities, recovery of purchased power expenses, and present or

prospective whol esale and retail conpetition (including but not

limted to retail wheeling and transmn ssion costs);

- Changes in and conpliance with environnental and safety |laws and
poli ci es;

- Weat her conditions;

- Popul ati on growt h rates and denopgraphic patterns;

- Conmpetition for retail and whol esal e custoners

- Potential negative inpacts resulting froman econonic downturn
- Growth in demand, sales and capacity to fulfill demand

- Changes in tax rates or policies or in rates of inflation

- Changes in project costs;

- Unanti ci pated changes in operating expenses and capital
expendi tures;
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- Capital market conditions;

- Restrictions inmposed by the Public Uility Hol di ng Conpany Act of
1935, as anended,;

- Conpetition for new energy devel opnent opportunities and other
opportunities;

- Legal and administrative proceedi ngs (whether civil or crininal)
and settlements that influence the business and profitability of
t he Conpany;

- Pace of entry into new markets;

- Ti me and expense required for building out the planned Starpower
net wor k;

- Success in narketing services;
- Possi bl e devel opment of alternative tel econmunication technol ogi es;

- The ability to secure electric and natural gas supply to fulfill
sales comitnents at favorable prices; and

- Ef fects of geographical events, including the threat of donestic
terrorism

Any forward-I|ooking statenents speak only as of August 9, 2002, and the
Conmpany undertakes no obligation to update any forward-I|ooking statenent to
reflect events or circunstances after the date on which such statement is
made or to reflect the occurrence of unanticipated events. New factors
emerge fromtinme to tinme and it is not possible for managenent to predict al
of such factors, nor can it assess the inpact of any such factor on the
busi ness or the extent to which any factor, or conbination of factors, may
cause results to differ materially fromthose contained in any forward-
| ooki ng statenent.

CRI TI CAL ACCOUNTI NG PCOLI Cl ES

Revenue Recognition

As discussed in Note 2. Sunmary of Significant Accounting Policies in
t he Conpany’s 2001 Form 10-K, the Uility's revenue for services rendered but
unbill ed as of the end of each nonth is accrued and included in the accounts
recei vabl e bal ance on the acconpanyi ng consol i dated bal ance sheets. The
anounts received for the sale of energy and resal es of purchased energy to
other utilities and to power marketers is included in Utility revenue.
Revenue from Pepco Energy Services' energy services contracts and fromPCl's
utility industry services contracts is recogni zed usi ng the percentage- of -
conpl eti on nmethod of revenue recognition, which recognizes revenue as work
progresses on the contract. Revenue from Pepco Energy Services' electric and
gas marketing businesses is recognized as services are rendered.
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Accounting For Certain Types of Regul ation

Based on the regulatory framework in which it has operated, the Conpany
has historically applied, and in connection with its transm ssion and
di stribution business continues to apply, the provisions of Statenent of
Fi nanci al Accounting Standards No. 71 (SFAS 71) "Accounting for the Effects
of Certain Types of Regulation." SFAS 71 allows regulated entities, in
appropriate circunstances, to establish regulatory assets and to defer the
i ncome statenment inpact of certain costs that are expected to be recovered in
future rates.

Capitalization Policy

The Utility's capitalization policy is based on the FERC Uniform System
of Accounts. The original installed cost, including applicable overheads, is
capitalized for transm ssion and distribution assets. Replacenent of a
"retirenent unit" is capitalized. |In general, replacenent of a "mnor itenf
of property is charged to nmintenance expense. GCeneral plant is capitalized
on initial construction; after initial construction, only expenditures above
$1,500 are capitalized. PCl, in general, capitalizes assets greater than
$1,000 and an estimated useful life of 1 year. |In sonme cases, assets greater
than $500 are capitalized. Pepco Energy Services, in general, capitalizes
assets greater than $1, 000

CONSCLI DATED RESULTS OF OPERATI ONS

OPERATI NG REVENUE
Uility

The decrease in Utility operating revenue for the three nonth period
ended June 30, 2002, conpared to the corresponding period in 2001, is
primarily attributable to an increase in custoner nmigration to alternate
suppliers during the quarter.

The decrease in Utility operating revenue for the six nonth period
ended June 30, 2002, conpared to the corresponding period in 2001, is
primarily due to increased custoner migration and m | der weather. Heating
degree days were 13% bel ow normal during the period and, in addition
nmeasures of tenperature bel ow 35 degrees Fahrenheit were 40% bel ow t he sane
period | ast year. Wth nornmalized sales, utility earnings per share for the
si x nmonth 2002 period woul d have been approxinmately 6 cents higher
Additionally, the six nmonth ended June 30, 2001 results reflect a gain of
$50.2 mllion recorded in January 2001 on the sale of the Conpany's 9.72
percent interest in the Conemaugh Generating Station (Conenmaugh).

Conpetitive Operations

Conpetitive operating revenue increased for the three and six nonth
peri ods ended June 30, 2002 primarily due to the results of PCl’s new energy
related | ease and real estate investnents, and due to the continued growth of
Pepco Energy Services' conmpodity businesses.



OPERATI NG EXPENSES

Consol i dat ed operati ng expenses decreased during the three and six
nont hs ended June 30, 2002, conpared to the corresponding periods in 2001
primarily due to a decrease in the Utility's fuel and purchased energy
expense that resulted fromthe sale of its interest in Conemaugh in January
2001. The Uility's decrease in fuel and purchased energy expense was
partially offset by an increase in this expense at Pepco Energy Services due
to the continued growh of its combpdity business. Also contributing to the
consol i dat ed decrease in operating expenses for the three and six nonth
peri ods was a decrease in other operation and mai ntenance expense at PCl due
to | ower business expenses incurred by one of PCl's subsidiaries.
Depreci ati on expense al so decreased for the three and six nmonth periods due
to PCl's sale of aircraft. Additionally, the three and six nonths ended
June 30, 2002 operating results include a $2.4 million pre-tax wite-down of
a PCl real estate investnent.

OTHER | NCOVE ( EXPENSES)

Interest and Dividend | ncone

The decreases in interest and dividend incone during the three and six
nmont h peri ods ended June 30, 2002, conpared to the correspondi ng periods | ast
year, primarily resulted fromthe fact that there were |l ess divestiture
proceeds invested in 2002. These proceeds, which were invested during the
first quarter of last year, were subsequently used during 2001 and into 2002
to pay incone taxes associated with the divestitures, to reduce |ong-term
debt, to buy back common stock, and to satisfy divestiture customer gain
sharing comr tnents.

I nt erest Expense

The decreases in interest expense in the three and six month periods
ended June 30, 2002, conpared to the corresponding prior periods, primrily
resulted froma reduction in the |evel of the Conpany's debt outstanding.

A portion of the proceeds fromthe divestiture of the generation assets
in December 2000 was used to retire debt.

Loss from Equity Investnents, Principally a Tel econmuni cation Entity

Thi s anobunt represents the Conpany's share of the pre-tax incone or |oss
fromentities in which it has a 20% to 50% equity investnent. The Conpany's
nost significant equity investnent is the joint venture known as Starpower
Comuni cations, LLC (Starpower) that was formed in 1997 between wholly owned
subsi diaries of PCl and RCN Corporation. Additionally, this line item
i ncl udes incone from Pepco Energy Services' 50% share of the operations of
Viron/ Pepco Services, Inc., that was created to provi de energy-savings
performance contracting services to the Mlitary District of Wshington

Through June 30, 2002, Starpower has built sufficient advanced fi ber-
optic network to currently reach in excess of 172,000 marketabl e honmes. The
cust oner subscriber services base is conposed of custoners served by
St ar power' s advanced fiber-optic network (On-network) and off of other
net wor ks ahead of Starpower's build-out (Off-network). The On-network
customer subscriber services include cable television, |ocal and | ong
di stance tel ephone and hi gh-speed Internet custonmer services and total ed
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approxi mately 86,000 as of June 30, 2002, compared to approximately 72,000 at
Decenber 31, 2001. The O f-network customer subscriber services include dial-
up Internet and resale | ocal and | ong distance tel ephone and total ed

approxi mately 165,000 as of June 30, 2002, conpared to approximately 184, 000
at Decenber 31, 2001. The decline in off-network custoner subscriber services
over the past year is principally due to the |loss of lowpriced dial-up
Internet custonmers to other dial-up Internet service providers. Tota

cust oner subscriber services including cable television, Iocal and |ong

di stance tel ephone and I nternet subscribers were approximtely 251,000 as of
June 30, 2002, conpared to approxi mately 256,000 as of December 31, 2001

For the three and six nonths ended June 30, 2002, the Loss from Equity
I nvest nents anmount decreased conpared to the correspondi ng periods | ast year
primarily due to the fact that Starpower’s on-network business continued to
grow and mature froma startup operation. At June 30, 2002, PClI has a net
i nvestment of approximately $149.8 million in Starpower.

I NCOVE TAX EXPENSE

I ncone tax expense increased for the three nonths ended June 30, 2002,
conpared to the corresponding period in 2001, primarily due the fact that the
prior year period contained tax benefits that were recorded by PCl that were
not reoccurring for the sane period in 2002. This increase was partially
of fset by a decrease in Utility tax expense due to its decrease in operating
i ncome for the period. Incone tax expense decreased for the six nonths ended
June 30, 2002, conpared to the corresponding period in 2001, primarily due to
the fact that the prior year period includes taxes associated with the gain
on the divestiture of Conenmaugh and taxes incurred on the interest incone
earned on the proceeds of the divestitures in Decenber 2000 and January 2001
The Utility's decrease in operating inconme in the current period al so
contributed to the decrease.

CAPI TAL RESOURCES AND LI QUI DI TY

Constructi on Expenditures

Construction expenditures totaled $103.5 mllion for the six nonths
ended June 30, 2002 and are projected to total approximately $170 mllion for
the year ended Decenber 31, 2002. For the five-year period 2002-2006,
Utility construction expenditures are projected to total $833.7 mllion
These expenditures will be funded through cash provided from operations or
t hrough funds received fromthe i ssuance of short term debt.

Federal | ncone Tax Refund

Pepco has included a portion of its overhead expense in the tax basis of
its capital assets since 1987. During the three nonths ended June 30, 2002,
Pepco changed its nmethod to allocate a portion of its overhead costs to the
cost of producing electricity. Since Pepco does not have an inventory
account for electricity, the effect of this change in method is to charge to
expense, for income tax purposes, overhead costs that had previously been
capitalized. Based on this change in nmethod, the inpact on the years from
1987 through 2000 has been incorporated into the 2001 Federal |nconme Tax
Return. In addition to various other deductions, this resulted in a refund
of $135.4 million being received by the Conpany in June 2002. Had the
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Conmpany not changed its nethod, the costs would have recovered over tine
t hrough tax depreciation.

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

For information other than the disclosure contained below refer to
Item 7A. Quantitative and Qualitative Disclosures About Market Risk of the
Conpany's 2001 Form 10-K

Interest Rate Risk

The interest rate risk related to Pepco Hol dings' treasury | ocks was
estimted as the potential $50.3 mllion 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

Item 1. LEGAL PROCEEDI NGS

For information other than the di sclosure contained herein, refer to
Item 3. Legal Proceedings of the Conpany's 2001 Form 10-K. As disclosed in
Note 11, Conmitnents and Contingencies, of the Conpany’s 2001 Form 10-K, on
April 7, 2000, approximtely 139,000 gallons of oil |eaked froma pipeline at
a generating station that was owned by the Conpany at that time in Aquasco,
Maryland. As a result of this spill, on July 8, 2002, the State of Maryl and
(State), Departnment of Environnent, executed a settlenent agreenent that
reflects the full and final settlenment of all clainms and penalties that the
State may have agai nst the Conpany for its violations of the State’'s
environnental laws as a result of the oil spill. The settlenent agreenent
stipul ates that the Conpany must pay a total of $950,000 in penalties, which
are payable in two equal installnments of $475,000, due on July 31, 2002 and
July 31, 2003, respectively. The Conpany will expense the full $950,000 in
the third quarter of 2002.

Item 5. OTHER | NFORNMATI ON

On August 1, 2002, in connection with the nmerger by which Pepco
acqui red Conectiv and becane a subsidiary of Pepco Hol dings, the entire
Board of Directors of Pepco resigned (except for John M Derrick, Jr.
Chai rman and Dennis R Waase) and were replaced with the foll ow ng persons,
each of whomis an enpl oyee of Pepco Hol di ngs or one of its subsidiaries:

W Illiam T. Torgerson
Andrew W WIIians
WlliamJ. Sim
Thomas S. Shaw

As of August 1, 2002, the following were el ected as the executive
of ficers of Pepco
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John M Derrick, Jr., Chairman

Dennis R. Waase, Chief Executive Oficer

WlliamJ. Sim President and Chief Operating Oficer

Andrew W WIIlians, Senior Vice President and Chief Financial Oficer
James P. Lavin, Vice President and Controller

Custoner M gration

As discussed in Item 7. Managenent's Di scussion and Anal ysis of
Consol i dated Results of Operations and Fi nancial Condition of the Conpany's
2001 Form 10-K, retail access to a conpetitive narket for generation services
was made available to all Mryland custonmers on July 1, 2000 and to D.C.
custoners on January 1, 2001. At June 30, 2002, 15% of the Utility's
Maryl and customers and 10% of its D.C custoners have chosen alternate
suppliers. These custoners accounted for 1,108 negawatts of load in Maryl and
(of our total load of 3,369) and 1,163 negawatts of load in D.C (of our
total load of 2,326). At June 30, 2002, a portion of these Maryland and D.C.
custoners were provided service by Pepco Energy Services, as Pepco Energy
Services signed up 286 negawatts of the Maryland | oad and 542 negawatts of
load in D.C
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Item 5. OTHER | NFORMATI ON - Conti nued

Three Months Ended

Si x Mont hs Ended

June 30, June 30,
2002 2001 % Change 2002 2001
Operating Revenue
(Ml1lions of Dollars
El ectric Revenue * $384.6 $459. 8 (16. 4) $ 690.0 $ 844.6
O her 6.2 8.2 (24. 4) 16.9 20.1
Total Utility Operating Revenue 390. 8 468. 0 (16.5) 706. 9 864. 7
Conpetitive Operating Revenue 203.0 154.5 31.4 385.7 318.6
Gain on Divestiture of
Generation Assets - - - - 50. 2
Total Operating Revenue $593. 8 $622.5 (4.6) $1,092. 6 $1,233.5
Di stribution Deliveries - Revenue
(Ml1lions of Dollars
Resi denti al $ 55.2 $ 53.6 3.0 $ 96.5 $ 108.4
General Service 106. 8 106. 3 .5 196. 2 196. 2
Large Power Service ** 1.4 1.5 (6.7) 2.7 2.6
Street Lighting 2.5 2.2 13.6 4.9 4.6
Metro 2.3 2.0 15.0 4.7 4.1
System $168. 2 $165. 6 1.6 $305. 0 $315.9
Di stribution Deliveries Sales
(M1lions of KWH
Resi denti al 1,771 1,631 8.6 3,381 3,788
CGeneral Service 4,175 4,188 (.3) 8,138 7,991
Large Power Service ** 166 181 (8.3) 331 315
Street Lighting 38 38 87 87
Metro 116 100 16.0 235 200
System 6, 266 6, 138 2.1 12,172 12, 381
Aver age System Revenue
per KWH (Cts./ KWH)
Del i vered 2.68 Cs. 2.70 cas. (.7) 2.51 Cs. 2.55
Equity Per Common Share: $17.13 and $17.02 at June 30, 2002 and 2001, respectively.
Weat her Dat a
Heati ng Degree Days 326 304 2,196 2,542
20 Year Average 349 2,523
Cool i ng Degree Hours 2,894 2,554 2,896 2,554
20 Year Average 2, 346 2,358

Heating Degree Days - The daily difference in degrees by which the nean tenperature is bel ow 65 degrees

Fahrenheit (dry bulb).

Cooling Degree Hours - The daily sumof the differences, by hours, by which the tenperature (effective

tenmperature) for each hour exceeds 71 degrees Fahrenheit

(effective tenperature).

Cts.

% Change

(18.
(15.
(18.

(100.
(11.

(11.

(10.

17.
(1.

(1.

ao g oot

3)
9)
2)

0)
4)

6)

* Consists of Distribution, Transm ssion, and SOS revenue.

** Large Power Service customers are served at high voltage of 66KV or
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Item 6.

(a)

(b)

EXHI BI TS AND REPORTS ON FORM 8- K

Exhi bits

Exhibit 12 -  Computation of ratios - filed
herew t h.

Exhi bit 15 - Letter re: unaudited interim
financial information - filed
herew t h.

Exhi bit 99 - Certificate of Chief

Executive O ficer and Chief

Fi nancial Officer 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
April 25, 2002, which included the Conpany's Press Rel ease
dated as of April 25, 2002. The itens reported on such Form
8-K were Item5. (Oher Events) and Item 7. (Financi al
Statenents and Exhibits).

A Current Report on Form 8-K was filed by the Conpany on
May 31, 2002, which included the Conmpany's and Conectiv's
Joint Press Rel ease dated as of May 31, 2002. The itens
reported on such Form 8-K were Item5. (O her Events) and
Item 7. (Financial Statenents and Exhibits).
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SI GNATURES

Pursuant to the requirenments of the Securities Exchange Act of 1934,
the registrant has duly caused this report to be signed on its behal f by
t he undersigned thereunto duly authorized.

Pot omac El ectric Power Conpany
Regi st rant

By A W WLLIAMS
A W WIIlians
Seni or Vice President and
Chi ef Financial O ficer

August 9, 2002
Dat e




Exhibit 12 Statenents Re.

Conput ati on of Ratios

The conputations of the coverage of fixed charges before incone taxes,

and the coverage of

conbi ned fixed charges and preferred dividends for the twelve nonths ended June 30, 2002,

and for each of the years 2001 through 1997, on the basis of Utility operations only, are
as foll ows:
Twel ve For the Year Ended Decenber 31,
Mont hs Ended
June 30, 2002 2001 2000 1999 1998 1997
(Dol lar Amounts in M1 Iions)

Net incone $141. 2 $194. 2 $348. 9 $228.0 $211.2 $164.7
Taxes based on incone 80.6 130.9 352.9 142. 6 131.0 97.5
I ncomre before taxes 221.8 325.1 701.8 370.6 342.2 262. 2
Fi xed char ges:

I nterest charges 89.8 112.5 170.1 156. 1 151.8 146. 7

Interest factor in rentals 24. 4 23.4 23.2 23. 4 23.8 23.6
Total fixed charges 114.2 135.9 193.3 179.5 175.6 170. 3
I ncone before inconme taxes and

fixed charges $336. 0 $461.0  $895.1 $550. 1 $517.8 $432.5
Coverage of fixed charges 2.94 3.39 4. 63 3.06 2.95 2.54
Preferred dividend requirenments $5.0 $5.0 $5.5 $8.9 $18.0 $16. 5
Ratio of pre-tax incone to net

i ncone 1.57 1. 67 2.01 1.63 1.62 1.59
Preferred dividend factor $ 7.9 $ 8.4 $11.1 $ 14.5 $29.2 $26.2
Total fixed charges and preferred

di vi dends $122.1 $144. 3 $204. 4 $194.0 $204.8 $196.5
Cover age of conbined fixed charges

and preferred dividends 2.75 3.20 4.38 2.84 2.53 2.20
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Exhibit 12 Statenents Re. Conputation of Ratios

The conputations of the coverage of fixed charges before incone taxes

and the coverage of

conbi ned fixed charges and preferred dividends for the twelve nonths ended June 30, 2002

and for each of the years 2001 through 1997,

on a consolidated basis,

are as follows.

Net i ncone*

Taxes based on incone

I ncomre before taxes

Fi xed charges
I nterest charges

Interest factor in rentals

Total fixed charges

Conpetitive subsidiary capitalized
i nterest

I ncone before incone taxes and
fi xed charges

Coverage of fixed charges

Preferred dividend requirenments

Rati o of pre-tax incone to net
i ncorre

Preferred dividend factor

Total fixed charges and preferred
di vi dends

Cover age of conbined fixed charges

Twel ve
Mont hs Ended For the Year Ended Decenber 31
June 30, 2002 2001 2000 1999 1998 1997
(Dol l'ar Amounts in MI11lions)
$140.2 $192.3 $369.1 $256.7 $234.8 $179.8
45. 8 83.5 341.2 114.5 122.3 65. 6
186. 0 275.8 710. 3 371.2 357.1 245. 4
140.0 166. 4 230.7 208.7 208. 6 216.1
24.8 23.8 23.6 23.8 24.0 23.7
164.8 190. 2 254. 3 232.5 232.6 239.8
(.3) (2.7) (3.9) (1.8) (0.6) (0.5)
$350. 5 $463.3 $960.7 $601.9 $589.1 $484.7
2.13 2.44 3.78 2.59 2.53 2.02
$ 5.0 $ 50 $ 55 $ 89 $180 $ 16.5
1.33 1.43 1.92 1.45 1.52 1.36
$ 6.7 $ 7.2 $10.6 $12.9 $27.4 $22.4
$171.5 $197.4 $264.9 $245.4 $260.0 $262.2
2.04 2.35 3.63 2.45 2.27 1.85

and preferred dividends

* Adjusted to remove the inpact of POMs |oss fromequity investnment anounts.
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Exhi bit 15

August 9, 2002

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

Conmi ssi oners:

We are aware that our report dated August 9, 2002 on our review of interim
financial information of the Potomac El ectric Power Conpany (the "Conpany")
for the period ended June 30, 2002 is included in this quarterly report on
Form 10-Q for the quarter then ended.

Very truly yours,

PRI CEWATERHOUSECOOPERS LLP
Washi ngton, DC



