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Part |

[tem 1. BUSI NESS

GENERAL

Pepco Hol di ngs, Inc. (Pepco Hol dings), fornerly New RC, Inc., was
i ncorporated under the | aws of Delaware on February 9, 2001, as a wholly
owned subsidiary of Potomac Electric Power Conpany (Pepco or the Conpany).
Pepco Hol di ngs has issued 100 shares of conmon stock (with a par val ue of
$.01), all of which are owned by Pepco. Pepco Hol di ngs has not commenced
operations and therefore as of Decenber 31, 2001 has no operating results.
Pepco Hol dings will be a hol ding conmpany registered under the Public Uility
Hol di ng Conpany Act of 1935, as anended.

On February 12, 2001, the Conpany and Conectiv announced that each
conpany's board of directors approved an agreement for a strategic
transacti on whereby the Conpany will effectively acquire Conectiv for a
conbi nati on of cash and stock valued at approximately $2.2 billion. The
combi nation, which will be accounted for as a purchase, has received approva
from both conpani es' sharehol ders, fromthe Pennsylvania and Virginia Public
Servi ce Conmi ssions, and fromthe Federal Energy Regul atory Conmi ssion
(FERC). Additionally, the Delaware Public Service Conm ssion voted on
March 19, 2002 to approve the nmerger and antitrust cl earance has been
recei ved under the Hart-Scott-Rodino Antitrust |nprovenments Act effective
August 7, 2001. Pending the receipt of various other regul atory approvals,
the transaction is expected to close during the second quarter of 2002. Both
Pepco and Conectiv will beconme subsidiaries of the new hol di ng conpany, Pepco
Hol di ngs.

For additional information refer to Item 8. Financial Statenents and
Suppl erent ary Dat a, herein.

Item 2. PROPERTI ES
None.

Item 3. LEGAL PROCEEDI NGS
None.



Part 11

Item 5. - MARKET FOR REQ STRANT'S COVVON EQUI TY AND RELATED
STOCKHOLDER MATTERS
None
ltem 8. - FI NANCI AL STATEMENTS AND SUPPLEMENTARY DATA

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

FROM | NCEPTI ON ( FEBRUARY 9, 2001) THROUCH DECEMBER 31, 2001

REVENUE
EXPENSES
NET | NCOVE
Ret ai ned I ncone at Begi nning of Period

Ret ai ned | ncone at End of Period

The acconpanyi ng notes are an integral part of this statement.

PEPCO HOLDI NGS, | NC.

BALANCE SHEET
AT DECEMBER 31, 2001

ASSETS

Cash

LI ABI LI TI ES AND SHAREHOLDER' S EQUI TY

LI ABI LI TI ES
SHAREHOLDER' S EQUI TY
Common Stock, $.01 par value (Note 1):
100 shares authorized, issued and outstanding

Addi tional Paid-in-Capita

Total Liabilities and Sharehol der's Equity

The acconpanyi ng notes are an integral part of this statenent.
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PEPCO HOLDI NGS, | NC.
STATEMENT OF CASH FLOWS
FROM | NCEPTI ON ( FEBRUARY 9, 2001) THROUGH DECEMBER 31, 2001

FI NANCI NG ACTI VI TI ES

Proceeds fromthe issuance of Pepco Hol di ngs comon st ock
Net Increase in Cash and Cash Equival ents
Cash and Cash Equival ents at Begi nning of Period

Cash and Cash Equi val ents at End of Period

The acconpanyi ng notes are an integral part of this statement.

NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS

(1) Formation and Organi zation

Or gani zati on

Pepco Hol di ngs, Inc. (Pepco Holdings), fornmerly New RC, Inc., was
i ncorporated under the |aws of Delaware on February 9, 2001, as a wholly
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owned subsidiary of Potomac Electric Power Conpany (Pepco). Pepco Hol di ngs

has issued 100 shares of commopn stock (with a par value of $.01), all of
whi ch are owned by Pepco. Pepco Hol di ngs has not conmenced operations and

therefore as of Decenber 31, 2001 has no operating results. Pepco Hol di ngs
will be a holding conmpany registered under the Public Utility Hol di ng Conpany

Act of 1935, as anended.

Pepco, Pepco Hol di ngs, and Conectiv (a Del aware corporation), entered
into an Agreenent and Plan of Merger (Agreenent) on February 9, 2001
providing for a reorganization in which two wholly owned and newly forned

subsi di ari es of Pepco Holdings will nmerge with and i nto Pepco and Conecti v,

respectively. As a result of these nergers, Pepco and Conectiv will be

whol | y owned subsi di ari es of Pepco Hol di ngs and exi sting Pepco and Conectiv

sharehol ders will own all outstanding shares of Pepco Hol dings. The

transaction will be accounted for as a purchase of Conectiv by Pepco under

t he purchase accounting nmethod, and the total consideration of approxi mately
$2.2 billion will consist of 50%in cash and 50% in stock. Pepco's
historical financial statenents will become the historical financia

statements of Pepco Hol di ngs upon the consummati on of the transaction. The

transaction has received approval from both conpani es' sharehol ders, the
Pennsyl vania and Virginia Public Service Conm ssions, and fromthe Federa
Ener gy Regul atory Commission. Additionally, antitrust clearance has been
recei ved under the Hart-Scott-Rodi no Antitrust |Inprovenents Act (HSR)
effective August 7, 2001. Pending the receipt of various other regulatory
approvals, the transaction is expected to close during the second quarter
2002.

of



(2) Summary of Significant Accounting Policies

New Accounting Standards

In June 2001, the Financial Accounting Standards Board (FASB) issued
St atenent of Financial Accounting Standards (SFAS) No. 141 (SFAS 141)
entitled “Business Conbinations,” which applies to all business conbinations
initiated after June 30, 2001. This statenent requires that the purchase
nmet hod of accounting be used for all business conbinations. Additionally,
i ntangi bl e assets that can be identified and naned nust be recogni zed as

assets apart fromgoodwill if certain criteria are net. Due to the pending
acqui sition of Conectiv, the Conpany is in the process of assessing the
provi sions of SFAS 141 in order to determine the inpact it will have on its

financial position and results of operations.

In June 2001, the FASB issued SFAS No. 142 (SFAS 142) entitled “Goodw I |
and Ot her Intangible Assets,” which is required to be applied starting with
fiscal years beginning after Decenber 15, 2001. This statenent establishes
the accounting and reporting standards for goodwi Il and other intangible
assets and requires that goodwill no |onger be anortized but rather tested
for inpairment based on the criteria prescribed in the statenment. Due to the
pendi ng acqui sition of Conectiv, the Conmpany is in the process of assessing
the provisions of SFAS 142 in order to deternmine the inpact it will have on
its financial position and results of operations.

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

[tem9. - CHANGES I N AND DI SAGREEMENTS W TH ACCOUNTANTS ON ACCOUNTI NG
AND FI NANCI AL DI SCLOSURE

None.
Part IV

Item 14. - EXHI BITS, FINANCI AL STATEMENT SCHEDULES, AND REPORTS ON FORM 8- K

(a) Exhibits required by Securities and Exchange Conm ssion Regul ation
S-K (sunmari zed bel ow).

Exhi bi t

No. Description of Exhibit Ref er ence
3.1 Charter of the Conpany. . . . . . . Filed herewith.
3.2 Byl aws of the Conpany. . . . . . . . Filed herewth.

(b) Docunents List.
None.
(c) Reports on Form 8-K

None.



Exhi bit 23 Consent of |ndependent Accountants

We hereby consent to the incorporation by reference in the Registration
Statenent on Form S-4 (Nunber 333-57042) of Pepco Holdings, Inc. (fornerly
New RC, Inc.) of our report dated March 29, 2002 relating to the financia
statenments which appear in this Form 10-K

Pri cewat er houseCoopers LLP
Washi ngton, D.C.
March 29, 2002



Report of | ndependent Accountants

March 29, 2002

To the Board of Directors of
Pepco Hol di ngs, Inc.

In our opinion, the acconpanying Bal ance Sheet and the rel ated Statenent of
Earni ngs and Retained Income and Statenent of Cash Flows present fairly, in
all material respects, the financial position of Pepco Hol dings, Inc. at
Decenber 31, 2001, and the results of its operations and its cash flows from
i nception (February 9, 2001) through Decenber 31, 2001 in conformty with
accounting principles generally accepted in the United States of Anerica.
These financial statenments are the responsibility of the Conpany's
managenent; our responsibility is to express an opinion on these financia
statenments based on our audit. W conducted our audit of these statenents
in accordance with auditing standards generally accepted in the United States
of America, which require that we plan and performthe audit to obtain
reasonabl e assurance about whether the financial statenents are free of
material msstatenent. An audit includes exam ning, on a test basis,

evi dence supporting the ampbunts and di sclosures in the financial statenents,
assessing the accounting principles used and significant estinmates nmade by
managenment, and eval uating the overall financial statenment presentation. W
bel i eve that our audit provides a reasonable basis for our opinion

Pri cewat er houseCoopers LLP
Washi ngton, D.C.



SI GNATURES

Pursuant to the requirenments of Section 13 or 15(d) of the Securities
Exchange Act of 1934, the registrant has duly caused this report to be signed
on its behalf by the undersigned, thereunto duly authorized, in the City of
Washi ngton, District of Colunbia, on the 29'" day of March, 2002.

PEPCO HOLDI NGS, | NC.
(Regi strant)

By D. R WRAASE
(Dennis R Waase,
Presi dent and Treasurer)

Pursuant to the requirenments of the Securities and Exchange Act of 1934,
this report has been signed bel ow by the followi ng persons on behalf of the
registrant and in the capacities and on the dates indicated:

Si ghat ure Title Dat e
(i), Princi pal Executive O ficer
(ii), Principal Financial Oficer
(iii) Principal Accounting Oficer

D. R WRAASE Presi dent, Treasurer
(Dennis R Waase) and Director

March 29, 2002
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