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FORWARD-LOOKING STATEMENTS

Certain of the matters discussed in this report constitute forward-looking statements within the meaning of the Private
Securities Litigation Reform Act of 1995. Such forward-looking statements are subject to risks and uncertainties,

which could cause actual results to differ materially from those anticipated. Such statements are based on

management s beliefs as well as assumptions made by and information currently available to management. When used
herein, the words anticipate, intend, estimate, believe, expect, plan, hypothetical, potential, forecast,
of such words and similar expressions are intended to identify forward-looking statements. Factors that may cause

actual results to differ are often presented with the forward-looking statements themselves. Other factors that could
cause actual results to differ materially from those contemplated in any forward-looking statements made by us herein
are discussed in Item 1A. Risk Factors, Item 7. Management s Discussion and Analysis of Financial Condition and
Results of Operations (MD&A), Item 8. Financial Statements and Supplementary Data Note 11. Commitments and
Contingent Liabilities and other factors discussed in filings we make with the United States Securities and Exchange
Commission (SEC). These factors include, but are not limited to:

Adverse changes
in energy industry
policies and
regulation,
including market
structures and
rules.

Any inability of
our energy
transmission and
distribution
businesses to
obtain adequate
and timely rate
relief and
regulatory
approvals from
federal and state
regulators.

Changes in
federal and state
environmental
regulations that
could increase our
costs or limit
operations of our
generating units.

Changes in
nuclear regulation
and/or
developments in
the nuclear power
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industry generally
that could limit
operations of our
nuclear
generating units.

Actions or
activities at one of
our nuclear units
that might
adversely affect
our ability to
continue to
operate that unit
or other units at
the same site.

Any inability to
balance our
energy
obligations,
available supply
and trading risks.

Any deterioration
in our credit
quality.

Availability of
capital and credit
at reasonable
pricing terms and
our ability to meet
cash needs.

Any inability to
realize anticipated
tax benefits or
retain tax credits.

Increases in the
cost of, or
interruption in the
supply of, fuel
and other
commodities
necessary to the
operation of our
generating units.
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Delays or cost
escalations in our
construction and
development
activities.

Adverse
investment
performance of
our
decommissioning
and defined
benefit plan trust
funds and changes
in discount rates
and funding
requirements.

Changes in
technology and
increased
customer
conservation.
Additional information concerning these factors are set forth under Item 1A. Risk Factors.

All of the forward-looking statements made in this report are qualified by these cautionary statements and we cannot
assure you that the results or developments anticipated by management will be realized, or even if realized, will have
the expected consequences to, or effects on, us or our business prospects, financial condition or results of operations.
Readers are cautioned not to place undue reliance on these forward-looking statements in making any investment
decision. Forward-looking statements made in this report only apply as of the date of this report. While we may elect
to update forward-looking statements from time to time, we specifically disclaim any obligation to do so, even if
internal estimates change, unless otherwise required by applicable securities laws.

The forward-looking statements contained in this report are intended to qualify for the safe harbor provisions of
Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as

amended.

ii
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FILING FORMAT AND GLOSSARY

This combined Annual Report on Form 10-K is separately filed by Public Service Enterprise Group Incorporated
(PSEG), PSEG Power LL.C (Power) and Public Service Electric and Gas Company (PSE&G). Information relating to
any individual company is filed by such company on its own behalf. Power and PSE&G each is only responsible for
information about itself and its subsidiaries.

Discussions throughout the document refer to PSEG and its principal operating subsidiaries, Power, PSE&G and
PSEG Energy Holdings L.L.C. (Energy Holdings). Depending on the context of each section, references to we, us,
and our relate to the specific company or companies being discussed. In addition, certain key acronyms and
definitions are summarized in a glossary beginning on page 233.

WHERE TO FIND MORE INFORMATION

PSEG, Power and PSE&G file annual, quarterly and special reports, proxy statements and other information with the
U.S. Securities and Exchange Commission (SEC). You may read and copy any document that we file at the Public
Reference Room of the SEC at 100 F Street, N.E., Washington, D.C. 20549. Information on the operation of the

Public Reference Room may be obtained by calling the SEC at 1-800-SEC-0330. You may also obtain our filed
documents from commercial document retrieval services, the SEC s internet website at www.sec.gov or our website at
www.pseg.com. Information contained on our website should not be deemed incorporated into or as a part of this
report. Our Common Stock is listed on the New York Stock Exchange under the ticker symbol PEG. You can obtain
information about us at the offices of the New York Stock Exchange, 20 Broad Street, New York, New York 10005.

PART I
ITEM 1. BUSINESS

We were incorporated under the laws of the State of New Jersey in 1985 and our principal executive offices are
located at 80 Park Plaza, Newark, New Jersey 07102. We conduct our business through three direct wholly owned
subsidiaries, Power, PSE&G and Energy Holdings, each of which also has its principal executive offices at 80 Park
Plaza, Newark, New Jersey 07102. PSEG Services Corporation (Services), our wholly owned subsidiary, provides us
and these operating subsidiaries with certain management, administrative and general services at cost.

1

10
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PSEG

We are an energy company with a diversified business mix. Our operations are located primarily in the Northeastern
and Mid Atlantic United States. Our business approach focuses on operational excellence, financial strength and

disciplined investment. As a holding company, our profitability depends significantly on our subsidiaries

capabilities. Below are descriptions of our principal operating subsidiaries.

Power

A Delaware limited liability
company formed in 1999 that
integrates its generating asset
operations with its wholesale
energy sales, fuel supply, energy
trading and marketing and risk
management functions.

Earns revenues from selling under
contract or on the spot market a
range of diverse products such as
electricity, natural gas, capacity,
emissions credits, congestion
credits and a series of
energy-related products used to
optimize the operation of the
energy grid.

Owns approximately 13,600
megawatts (MWs) of generation
capacity located in the Northeast
and Mid Atlantic regions of the
U.S. in some of the country s
largest and most developed
electricity markets.

PSE&G

A New Jersey corporation, incorporated in 1924,
which is a regulated public utility providing
transmission and distribution of electric energy
and natural gas in New Jersey. It is also the
provider of last resort for gas and electric
commodity service for end users in its service
territory.

Earns revenue from its regulated rate tariffs under

which it provides electric transmission and electric
and gas distribution to residential, commercial and
industrial customers in its service territory. It also

offers appliance services and repairs to customers

throughout its service territory.

Provides service to 2.1 million electric customers
and 1.7 million gas customers in a service area that
covers approximately 2,600 square miles running
diagonally across New Jersey where
approximately 5.5 million people, or about 70% of
the State s population, resides. Serves the most
heavily populated, commercialized and
industrialized territory in New Jersey, including its
six largest cities and approximately 300 suburban
and rural communities.

operating

Energy Holdings

A New Jersey limited
liability company (formed
as successor to a company
which was incorporated in
1989) that invests and
operates through its two
primary subsidiaries.

Earns revenues from the
operation of generation
projects and passive
energy-related investments.

Owns approximately 2,400
MW of generation
capacity, mostly in Texas.

Also owns and manages a
$2 billion diversified
portfolio of passive
investments, which
consists mainly of
energy-related leveraged
leases.

The majority of our earnings are derived from the operations of Power, which has contributed at least 70% of our
Income from Continuing Operations over the past three years. While this part of the business has produced significant
earnings over that period, its operations are subject to higher risks resulting from volatility in the energy markets.
PSE&G has continued to produce stable earnings contributions for us. Earnings from Energy Holdings have declined
in recent years as we have significantly reduced our investment in international projects. Energy Holdings earnings
have also been impacted by gains and losses on its asset sales and other charges and impairments taken on its

remaining investments.

11
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Earnings (Losses) in millions 2008 2007 2006
Power $ 1,050 $ 949 $ SIS
PSE&G 364 380 265
Energy Holdings (403) 63 30)
Other (28) (67) T7)
PSEG Income from Continuing Operations $ 983 $ 1325 $ 673

The following is a more detailed description of our business, including a discussion of our:

Business
Operations
and Strategy

Competitive
Environment

Employee
Relations

Regulatory
Issues

Environmental
Matters
BUSINESS OPERATIONS AND STRATEGY

Power

Through Power, we seek to produce low-cost energy by efficiently operating our nuclear, coal and gas-fired
generation facilities, while balancing generation production, fuel requirements and supply obligations through energy
portfolio management. We use commodity and financial instruments, combined with our owned generation, to cover
our commitments for Basic Generation Service (BGS) in New Jersey and other bilateral contract agreements.

Products and Services
As a merchant generator, our profit is derived from selling a range of products and services under contract to power

marketers and to load-serving entities, such as investor-owned and municipal utilities, and to aggregators who resell
energy to retail consumers, or on the spot market. These products and services include:

Energy is the
electrical
output

12



produced by
generation
plants that is
ultimately
delivered to
customers for
use in
lighting,
heating, air
conditioning
and operation
of other
electrical
equipment.
Energy is our
principal
product and is
priced on a
usage basis,
typically in
cents per kWh
or dollars per
MWh.

Capacity a
product
distinct from
energy, is a
market
commitment
that a given
unit will be
available to an
Independent
System
Operator
(ISO) for
dispatch if it is
needed to
meet system
demand.
Capacity is
typically
priced in
dollars per
MW for a
given sale
period.

Ancillary
Services are
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related
activities
supplied by
generation
unit owners to
the wholesale
market,
required by
the ISO to
ensure the safe
and reliable
operation of
the bulk
power system.
Owners of
generation
units may bid
units into the
ancillary
services
market in
return for
compensatory
payments.
Costs to pay
generators for
ancillary
services are
recovered
through
charges
imposed on
market
participants.

Emissions
Allowances
and
Congestion
Credits Emissions
Allowances
(or credits)
represent the
right to emit a
specific
amount of
certain
pollutants.
Allowance
trading is used
to control air

14



pollution by
providing
economic
incentives for
achieving
reductions in
the emissions
of pollutants.
Congestion
credits (or
Financial
Transmission
Rights) are
financial
instruments
that entitle the
holder
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to a stream

of revenues

(or charges)

based on the

hourly

congestion

price

differences

across a

transmission

path.
Power also sells wholesale natural gas, primarily through a full requirements Basic Gas Supply Service (BGSS)
contract with PSE&G to meet the gas supply requirements of PSE&G s gas customers. The current BGSS contract
runs through March 31, 2012.

About 42% of PSE&G s peak daily gas requirements comes from our firm transportation, which is available every day
of the year. We satisfy the remainder of PSE&G s requirements from our field storage, liquefied natural gas, seasonal
purchases, contract peaking supply, propane and refinery and landfill gas. Based upon availability, we also sell gas to
others.

How Power Operates

We have ownership interests in five nuclear generating units: Salem Units 1 and 2, each owned 57.41% by us and
42.59% by Exelon Generation and which we operate; Hope Creek, 100% owned and operated by us; and Peach
Bottom Units 2 and 3, each of which is operated by Exelon Generation and owned 50% by us and 50% by Exelon
Generation. Salem 1 and 2 and Hope Creek are located at the same site. We also have ownership interests in
fossil-fueled generating stations in the Northeast and Mid Atlantic U.S. These units use coal, natural gas and oil for
electric generation.

The map below shows the locations of Power s generation facilities. For additional information, see Item 2. Properties.

16
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i Generation
Capacity
Our installed capacity is comprised of a diverse mix of fuels: 45% gas, 27% nuclear, 17% coal, 9% oil and 2%
pumped storage. This fuel diversity serves to mitigate risks associated with fuel price volatility and market demand
cycles. Our total generating output in 2008 was approximately 55,300 GWh, which was the highest level of generating
output achieved in a year by our facilities. We anticipate that our 2009 electric output will be approximately 58,000
GWh. The following table indicates the proportionate share of generating output by fuel type.

Estimated

Generation by Fuel Type Actual 2008 2009 (A)
Nuclear:
New Jersey facilities 36 % 35 %
Pennsylvania facilities 17 % 16 %
Fossil:
Coal:
New Jersey facilities 8 % 11 %
Pennsylvania facilities 11 % 10 %
Connecticut facilities 5% 5%
Oil and Natural Gas:
New Jersey facilities 18 % 17 %
New York facilities 5% 6 %
Total 100 % 100 %
(A) No

assurances

can be

given that

actual

2009

output by

source will

match

estimates.

i Generation
Dispatch

Our generation units are typically characterized as serving one or more of the three general energy market segments:
base load; load following; and peaking, based on their operating capability and performance. On a capacity basis, our
portfolio of generation assets consists of 35% base load, 43% load following and 22% peaking. This diversity serves
to reduce the risk associated with market demand cycles and allows us to participate in the market at each segment of
the dispatch curve.

17



Base Load
Units are the
largest and
most
efficient
units that we
operate.
These units
operate
whenever
they are
available.
These units
generally
derive
revenues
from energy
and capacity
sales.
Operating
costs are low
due to the
combination
of high
efficiency
and the use
of coal and
nuclear fuels,
which have
generally
been lower in
cost relative
to oil or
natural gas.
Performance
is generally
measured by
the unit s
capacity
factor, or the
ratio of the
actual output
to the
theoretical
maximum
output.
During 2008,
our base load
coal unit
average
capacity
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factor was

86.2%. Our

base load

nuclear unit

capacity

factors were

as follows:

Capacity

Unit Factor
Salem Unit 1 89.9 %
Salem Unit 2 81.2 %
Hope Creek 100.8 %
Peach Bottom Unit 2 87.4 %
Peach Bottom Unit 3 98.2 %

No assurances can be given that these capacity factors will be achieved in the future.

5
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Load
Following
Units are
generally less
efficient than
base load
units. These
units generally
operate
between 20%
and 80% of
the time. The
operating costs
are generally
higher per unit
of output due
to lower
efficiency
and/or the use
of higher cost
fuels such as
oil and natural
gas. They
operate less
frequently
than base load
units and
generally
derive
revenues from
energy,
capacity and
ancillary
services.

Peaking Units
are the least
efficient units,
run the least
amount of
time, and
generally
utilize
higher-priced
fuels. These
units generally
operate less
than 20% of
the time. Costs
per unit of

20
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output tend to
be much
higher than
that of base
load units. The
majority of a
peaking unit s
revenues is
from capacity
and ancillary
service sales.
The
characteristics
of these units
enable them to
capture energy
revenues
during periods
of high energy
prices.

In the energy
markets in
which we
operate,
owners of
power plants
generally
specify to the
ISO prices at
which they are
prepared to
generate and
sell energy
based on the
marginal cost
of generating
energy from
each
individual
unit. The ISOs
will generally
dispatch in
merit order,
calling on the
lowest
variable cost
units first and
dispatching
progressively
higher-cost

21
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units until the
point that the
entire system
demand for
power (known
as the system

load )is
satisfied. Base
load units are
generally
dispatched
first, with load
following
units next,
followed by
peaking units.
The following
illustrative
chart depicts
the order of
dispatch of our
units based on
their dispatch
cost:

Our Generation Facilities Along Dispatch Curve

The bid price of the last unit dispatched by an ISO establishes the energy market-clearing price. In PJM, after
considering the market-clearing price and the effect of transmission, congestion and other factors, the ISO calculates
the locational marginal pricing (LMP) for every generation facility. The ISO pays all units that are dispatched their
respective LMP for each MWh of energy produced, regardless of their specific bid prices. Since bids generally
approximate the marginal cost of production, units with lower marginal costs generate higher operating profits than
units with comparatively higher marginal costs.

During periods when one or more parts of the transmission grid are operating at full capability, resulting in a
constraint on the transmission system, it may not be possible to dispatch units in merit order without violating

transmission reliability standards. Under such circumstances, the ISO will dispatch higher-cost

6
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generation out of merit order within the congested area and power suppliers will be paid an increased LMP in
congested areas, reflecting the bid prices of those higher-cost generation units.

This method of determining supply and pricing creates an environment in the markets in which Power participates
where natural gas prices have often had a major impact on the price that generators will receive for their output,
especially in periods of relatively strong demand. As such, significant changes in the price of natural gas will often
translate into significant changes in the price of electricity.

For example, the price of natural gas at the Henry Hub terminal increased from an average of about $3 per MMBtu in
2002 to about $9 per MMBtu on average in 2008. Similarly, the electricity spot price quoted at the PIM West market
increased from an average of about $25 per MWh for 2002 to an average of about $70 per MWh in 2008. The prices at
which transactions are entered into for future delivery of these products also are volatile, as evidenced by the market
for forward contracts at points such as PJM West. The historical annual spot prices and forward calendar prices as
averaged over a year are reflected in the graphs below.

23
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The prices reflected in the tables above do not necessarily illustrate our contract prices, but they are representative of
market prices at relatively liquid hubs, with nearer-term forward pricing generally resulting from more liquid markets
than pricing for later years. In addition, the prices do not reflect locational differences resulting from congestion or
other factors which can be considerable. While these prices provide some perspective on past and future prices, the
forward prices are highly volatile and there is no assurance that such prices will remain in effect nor that we will be
able to contract output at these forward prices.

Fuel Supply

Nuclear
Fuel
Supply To
run our
nuclear
units we
have
long-term
contracts
for
nuclear
fuel.
These
contracts
provide
for:

i purchase of
uranium
(concentrates
and uranium
hexafluoride);

i conversion of
uranium
concentrates
to uranium
hexafluoride;

i enrichment of
uranium
hexafluoride;
and

i fabrication of
nuclear fuel
assemblies.

Coal
Supply Coal is
the primary

24



fuel for our
Hudson,
Mercer,
Keystone,
Conemaugh
and
Bridgeport
stations. We
have contracts
with
numerous
suppliers.
Coal is
delivered to
our units
through a
combination
of rail, truck,
barge or ocean
shipments.

In order to
minimize
emissions
levels, our
Bridgeport 3
and Hudson
units use a
specific type
of coal
obtained from
Indonesia. If
the supply
from
Indonesia or
equivalent
coal from
other sources
was not
available for
these
facilities, their
near-term
operations
would be
adversely
impacted. In
the
longer-term,
additional
material

Edgar Filing: PUBLIC SERVICE ENTERPRISE GROUP INC - Form 10-K

25



capital
expenditures
would be
required to
modify our
Bridgeport 3
station to
enable it to
operate using
a broader mix
of coal
sources.

Recent
volatility in
the price of
coal has
prompted
action by coal
suppliers to
attempt to
renegotiate
contracts. In
particular, the
Indonesian
government
requested that
one of its
domestic
suppliers
renegotiate its
contracts with
us to reflect
more current
market prices
based on
certain coal
indexes. We
reached an
agreement
with this
supplier,
which has
resulted in an
adjustment to
the pricing,
volumes and
term of our
contract.

Edgar Filing: PUBLIC SERVICE ENTERPRISE GROUP INC - Form 10-K

26



Edgar Filing: PUBLIC SERVICE ENTERPRISE GROUP INC - Form 10-K

We are
constructing
pollution
control
equipment at
Hudson and
Mercer that is
designed to
provide more
flexibility in
the types of
coal we can
use at those
stations.

Gas

Supply Natural
gas is the
primary fuel
for the bulk of
our load
following and
peaking fleet.
We purchase
gas directly
from natural
gas producers
and marketers.
These
supplies are
transported to
New Jersey by
four interstate
pipelines with
whom we
have
contracted.

We have one
billion cubic
feet-per-day
of firm
transportation
capacity under
contract to
meet the
primary gas
supply needs
of our
generation
fleet and our
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obligations
under the
BGSS
contract. We
supplement
that supply
with a total
storage
capacity of 80
billion cubic
feet.

Oil Oil is used
as the primary
fuel for two
load following
steam units
and nine
combustion
turbine
peaking units
and can be
used as an
alternate fuel
by several
load following
and peaking
units that have
dual-fuel
capability. Oil
is purchased
on the spot
market and
delivered by
truck, barge,
or pipeline.
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We expect to be able to meet the fuel supply demands of our customers and our own operations. However, the ability
to maintain an adequate fuel supply could be affected by several factors not within our control, including changes in

prices and demand, curtailments by suppliers, severe weather and the availability of feedstocks for the production of
supplements to the natural gas supply. For additional information, see Item 7. MD&A Overview of 2008 and Future
Outlook and Note 11. Commitments and Contingen