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) DOCKET NO. EF10090692
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BY THE BOARD:

On September 24, 2010, Atlantic City Electric Company (“ACE”), a subsidiary of Pepco
Holdings, Inc., and a public utility of the State of New Jersey, filed a petition with the New
Jersey Board of Pubic Utilities (“Board”) requesting authority to repurchase five (5) series of
preferred stock (the “Preferred Stock”) at a premium of $167,231. The premium would be
charged to the Company’s retained earnings account. The aggregate face value of the
Preferred Stock is $6,214,500.

The Preferred Stock was issued many decades ago and is currently less than 0.5% of ACE’s
capital structure. ACE maintains that it can reduce its cost of capital by replacing the Preferred
Stock with long-term debt which carries a lower interest rate which is tax deductible, unlike the
current dividends which are not. Additionally, ACE maintains that eliminating the Preferred
Stock will also eliminate annual administrative costs.

On November 9, 2010 ACE filed an amended petition requesting that the Board approve certain
accounting treatment of the premium paid as part of the redemption, including that it be
recorded as a regulatory asset, and as such be amortized over a 15 year period. According to
ACE, this regulatory asset treatment is consistent with the treatment that the Board approved
for Public Service Electric and Gas Company in BPU Docket No. E009120990, and if adopted
by the Board for this transaction, will result in a minimal financial impact on ratepayers.

The Division of Rate Counsel (‘Rate Counsel”) has reviewed this matter and by a letter dated
January 7, 2011 stated that it has no objection to the proposed redemption and to the
accounting and amortization treatment requested by the Company provided that the
amortization commences upon the payment by ACE of the premium and is not delayed until the
next base rate case. Additionally, since the premium is an expense, the unamortized balance
should not be given rate base treatment. Given the modest size of the premium, Rate Counsel
agrees that a fifteen year amortization is not unreasonable. However, the fifteen year period is
specific to this transaction and should be deemed non-precedential.



The Board, after investigation, having considered the exhibits submitted in this matter along
with the recommendations of Staff and Rate Counsel, and being satisfied that the repurchase of
Preferred Stock as proposed by ACE is to be made in accordance with law, and is in the public
interest and approving the purposes thereof, HEREBY AUTHORIZES ACE to repurchase the
Preferred Stock, including the payment of redemption premiums not to exceed $167,231.

This Order is issued subject to the following provisions:

1.

This Order shall not affect or in any way limit the exercise of the authority of this Board
or of this State, in any future petition or in any proceeding with respect to rates,
franchises, services, financing, accounting, capitalization, depreciation or in any other
matter affecting ACE

This Order shall not be construed as directly or indirectly fixing, for any purpose
whatsoever, any value of the tangible or intangible assets now owned or hereafter to be
owned by ACE.

ACE shall notify the Board within 30 days after the closing of the transactions authorized
by the Board in this matter.

The authority granted in this Order shall become null and void and of no effect with
respect to any portion which is not exercised prior to December 31, 2012.

This Order is approving only the redemption of the Preferred Stock and the specific
accounting treatment proposed for the Preferred Stock redemption premiums provided
that the amortization period commences with the payment of the premiums. This
authorization does not constitute pre-approval for any cost recovery from ratepayers or
any specific rate making treatment.

ACE remains obligated to use a prudent mix of capital to finance its utility operations
and investments, and long term debt financing should be undertaken in a manner that
achieves the lowest reasonable cost of capital for its customers.
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