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Item 1.01 Entry Into a Material Definitive Agreement.

Potomac Electric Power Company (the “Company”) has entered into a Purchase
Agreement, dated May 24, 2005 (the “Purchase Agreement”), with Credit Suisse
First Boston LLC and Merrill Lynch, Pierce, Fenner & Smith Incorporated, and
each of the underwriters named on Schedule A of the Purchase Agreement for the
offer and sale of $175,000,000 in aggregate principal amount of 5.40% Senior Notes
due June 1, 2035 (the “Senior Notes’) in an underwritten offering registered on a
Registration Statement on Form S-3 (Registration No. 333-106209). The Purchase
Agreement is filed herewith as Exhibit 1 and the form of Senior Notes is filed
herewith as Exhibit 4.1. The Senior Notes are initially being offered to the public at
aprice of 99.646% of principal anount. At the closing of the offering, whichis
scheduled to occur on June 1, 2005, the Company will realize, after deduction of the
underwriters’ discount of .875% of principal amount and before deduction of
offering expenses, net proceeds of approximately $172,849,250.

The Senior Notes will beissued under the Indenture, dated as of November 17, 2003
(the “Senior Indenture”), between the Company and The Bank of New York, as
trustee (the “Trustee”). Simultaneously with the issuance of the Senior Notes, the
Company will issue and deliver to the Trustee, for the benefit of the holders of the
Senior Notes in order to secure the Company’ s obligations under the Senior Notes,
$175,000,000 in aggregate principal amount of First Mortgage Bonds, 5.40%
Collateral Series due June 1, 2035 (the “Collateral Bonds®). The Collateral Bonds
will be issued under the Mortgage and Deed of Trust, dated July 1, 1936, between
the Company and The Bank of New Y ork, as trustee (as successor in such capacity
to The Riggs National Bank of Washington, D.C.), as amended and supplemented,
including pursuant to the Supplemental Indenture, dated as of May 24, 2005 (the
“Supplemental Indenture”), relating to the issuance of the Collateral Bonds. The
Supplemental Indenture is filed herewith as Exhibit 4.2. In accordance with the
terms of the Senior Indenture, on the release date the Collateral Bonds will cease to
secure the Senior Notes and the Senior Notes will become the Company’s general
unsecured obligations and rank on a parity with the Company’ s other unsecured and
unsubordinated indebtedness.

The legality opinion of Kirk J. Emge, General Counsel of the Company, relating to
the issuance of the Senior Notes is filed herewith as Exhibit 5.

Some of the underwriters or their affiliates have provided investment or commercial
banking services to the Company and its affiliates, including as an underwriter of
their securities, in the past and are likely to do so in the future. They receive
customary fees and commissions for these services.
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