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Item 8.01 Other Events.

On May 30, 2006, Potomac Electric Power Company (“Pepco”), Mirant
Corporation (“Mirant”) and certain entities affiliated with Pepco and Mirant entered
into a Settlement Agreement and Release (the “Settlement Agreement”), which
settles all outstanding issues between the parties arising from or related to the Mirant
bankruptcy. Separately, Mirant and Southern Maryland Electric Cooperative
(“SMECQO”) entered into a Settlement Agreement and Release (the “SMECO
Settlement Agreement”), which resolves certain matters relating to Pepco’s ongoing
relationship with SMECO. The material terms of the Settlement Agreement and the
SMECO Settlement Agreement are described in Pepco’s Form 10-Q for the quarter
ended June 30, 2007.

The Settlement Agreement and the SMECO Settlement Agreement were
approved by the Bankruptcy Court for the Northern District of Texas on August 9,
2006, but the Bankruptcy Court’s approval was appealed to the United States
District Court for the Northern District of Texas by certain holders of Mirant
bankruptcy claims who had objected to the approval of the Settlement Agreement
and the SMECO Settlement Agreement. The District Court subsequently affirmed
the Bankruptcy Court’s approval of the settlement, but the decision of the District
Court was appealed to the United States Court of Appeals for the Fifth Circuit (the
“Fifth Circuit”) On August 7, 2007, Pepco, Mirant, SMECO and the objecting
creditors entered into a settlement agreement stipulating to the entry of an order
dismissing the appeal with prejudice. Pepco and Mirant expect to implement the
Settlement Agreement promptly following the entry by the Fifth Circuit of an Order
dismissing the appeal. Under the Settlement Agreement, Pepco will receive $450
million in settlement of all of the outstanding issues, which is in addition to a $70
million payment that Pepco received from Mirant in August 2006
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