Operational Risk—Operations and equipment reliability at any of our nuclear facilities, whether operated by us or our co-
owner, could degrade to the point where an affected unit needs to be shut down or operated at less than full capacity. If this
were to happen, identifying and correcting the causes could require significant time and expense and a significant outage
could result in reduced earnings as we would have less electric output to sell and would be required to deliver on our forward
sale commitments.

In addition, if a unit cannot be operated through the end of its current estimated useful life, our results of operations could be
adversely affected by increased depreciation rates, impairment charges and accelerated future decommissioning costs.

Nuclear Incident or Accident Risk—Accidents and other unforeseen problems have occurred at nuclear stations, both in the
U.S. and elsewhere. The consequences of an accident can be severe and may include loss of life, significant property damage
and/or a change in the regulatory climate. We have nuclear units at two sites. It is possible that an accident or other incident
at a nuclear generating unit could adversely affect our ability to continue to operate unaffected units located at the same site,
which would further affect our financial condition, results of operations and cash flows. An accident or incident at a nuclear
unit not owned by us could lead to increased regulation, which could affect our ability to continue to economically operate
our units. Any resulting financial impact from a nuclear accident may exceed our resources, including insurance coverages.
Further, as a licensed nuclear operator subject to the Price-Anderson Act and a member of a nuclear industry mutual
insurance company, PSEG Power is subject to potential retroactive assessments as a result of an industry nuclear incident or
retrospective premiums due to adverse industry loss experience and such assessments may be material.

In the event of non-compliance with applicable legislation, regulation and licenses, the NRC may increase oversight, impose
fines, and/or shut down a unit, depending on its assessment of the severity of the non-compliance. If a serious nuclear
incident were to occur, our business, reputation, financial condition and results of operations could be materially adversely
affected. In each case, the amount and types of insurance available to cover losses that might arise in connection with the
operation of our nuclear fleet are limited and may be insufficient to cover any costs we may incur.

Decommissioning—NRC regulations require that licensees of nuclear generating facilities demonstrate reasonable assurance
that funds will be available to decommission a nuclear facility at the end of its useful life. PSEG Nuclear has established an
NDT Fund to satisfy these obligations. However, forecasting trust fund investment earnings and costs to decommission
nuclear generating stations requires significant judgment, and actual results could differ significantly from current estimates.
If we determine that it is necessary to retire one of our nuclear generating stations before the end of its useful life, there is a
higher risk that it will no longer meet the NRC minimum funding requirements due to the earlier commencement of
decommissioning activities and a shorter time period over which the NDT investments could appreciate in value. A shortfall
could require PSEG to post parental guarantees or make additional cash contributions to ensure that the NDT Fund continues
to satisfy the NRC minimum funding requirements. As a result, our financial position or cash flows could be significantly
adversely affected.

Third-Party Operation of Peach Bottom Plants—While we have a 50% ownership interest in the Peach Bottom nuclear
generation plants, these plants are operated by a third party and, therefore, we have limited control over the operational and
other risks associated with these plants.

We are subject to numerous federal, state and local environmental laws and regulations that may significantly limit or
affect our businesses, adversely impact our business plans or expose us to significant environmental fines and
liabilities.

We are subject to extensive federal, state and local environmental laws and regulations regarding air quality, water quality,
site remediation, land use, waste disposal, climate change impact, natural resource damages and other matters. These laws
and regulations affect how we conduct our operations and make capital expenditures. Over the past several years, there have
been various changes to make existing environmental laws and regulations stricter and this trend may continue. Changes in
these laws, or violations of laws, could result in significant increases in our compliance costs, capital expenditures to bring
facilities into compliance, operating costs for remediation and clean-up actions, civil penalties or damages from actions
brought by third parties for alleged health or property damages. Any such increase in our costs could have a material impact
on our financial condition, results of operations and cash flows and could require further economic review to determine
whether to continue operations or decommission an affected facility. We may also be unable to successfully recover certain

32



