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Public Service Electric and Gas Company (Public Service, PSE&G, the
Company), a corporation of the State of New Jersey, having its principal offices at 80 Park
Plaza, Newark, New Jersey, respectfully petitions the New Jersey Board of Public Utilities

(Board or BPU) pursuant to pursuant to N.J.S.A. 48:3-98.1, et seq., as follows:

EXECUTIVE SUMMARY OF PROPOSED PROGRAM

1. PSE&G is proposing a second phase of its solar loan program (“Solar Loan I”
or the “current program”). This revised loan program (“Solar Loan Il or “Program”) will
be modeled on the current program approved by the Board in April, 2008. As in the current
program, PSE&G will provide loans to borrowers for solar photovoltaic systems (“Solar
Systems”). However, in response to the Board’s August 7, 2008 Order in Docket No.
E006100744', PSE&G s filing the instant Petition. In the Petition, PSE&G proposes
several significant changes for the new Solar Loan Il Program. These changes, which were

developed after consultation with solar industry participants, BPU Staff, and the Division of

1 In the Matter of the Renewable Energy Portfolio Standards, Docket No. EO06100744, Order dated
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Rate Counsel, will improve upon the current program. The program changes will also
address the Board’s goals as set forth in the Solar Securitization Order.

2. The basic Program structure is the same as in the current loan program —
PSE&G will offer long-term loans for between 40 and 60 percent of the cost of qualifying
solar photovoltaic projects. The loans will be repaid in Solar Renewable Energy Certificates
(*SRECs”) (or cash, at the borrower’s option). PSE&G will auction the SRECs received in
periodic auctions, in the same auction and format the Board approved in its Order dated
November 7, 2008 in Docket No. EOO7040278. The net proceeds from the sale of SRECs
will be applied against the Program’s revenue requirements.

3. PSE&G proposes the following changes from the current solar loan program
to the Solar Loan Il Program:

» Rather than have a fixed floor price of $475, the floor value of SRECs for
purpose of loan repayment will be determined via periodic competitive loan
soli(_:it_ations. Thus, the SREC floor value will be set by the market
participants.

» The requirement that PSE&G obtain a first-priority lien on the solar project
equipment will no longer apply.  This change was recently approved for the

current solar loan program.

» The Program will be open to all solar projects that are eligible for SRECs,
whether net-metered or grid-connected.

» Except for a small set-aside for residential loans, the other Program segments
will not follow the type of end-use customer, but rather will be based on the
size (i.e., capacity) of the solar installation.

August 7, 2008 (hereinafter “Solar Securitization Order”).



» There will be no entity caps.
4, In addition, Solar Loan Il will have the following features:

» The Solar Loan Il Program will have a total capacity of 40 MW of solar (dc),
plus the remaining capacity from the current loan program, if any.

e The Program will commence upon BPU approval and remain open for
applications through the end of the RPS reporting year ending May 31, 2012
or until the capacity is filled, whichever comes first.

» There will be no minimum or maximum Solar System size; all systems that
are located in PSE&G’s electric service territory and are eligible for SRECs
will be eligible.

» The Program will have the following segments: (1) residential and (2) non-
residential. The non-residential segment will be further divided into three sub-
segments based on system size.

5. PSE&G proposes to recover all Program costs through the Regional
Greenhouse Gas Initiative (“RGGI”) Recovery Charge, or “RRC.” PSE&G proposes to
earn a return on its net investment in the Program based on a Weighted Average Cost of
Capital (“WACC”) of 8.2423% annually. Including tax effects, the weighted pre-tax cost
is 11.9525%, as discussed in the pre-filed testimony and schedules of Mark G. Kahrer,
which is included with this Petition as Attachment C. A complete discussion of the cost
recovery mechanism is provided in the ensuing sections of this Petition and in the pre-

filed testimony and schedules of Stephen Swetz, which is attached to the Petition as

Attachment B.
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BACKGROUND AND RGGI FILING REQUIRMENTS

6. Petitioner is a public utility engaged in the distribution of electricity and the
provision of electric Basic Generation Service (BGS), and distribution of gas and the
provision of Basic Gas Supply Service (BGSS), for residential, commercial and industrial
purposes within the State of New Jersey. PSE&G provides service to approximately 2.1
million electric and 1.7 million gas customers in an area having a population in excess of 5.5
million persons and which extends from the Hudson River opposite New York City,
southwest to the Delaware River at Trenton and south to Camden, New Jersey.

7. Petitioner is subject to regulation by the BPU for the purposes of setting its
retail distribution rates and to assure safe, adequate and reliable electric distribution and
natural gas distribution service pursuant to N.J.S.A. 48:2-21 et seq.

8. On January 13, 2008, legislation was signed into law? by Governor Corzine
which set forth the New Jersey Legislature’s findings that increased use of renewable
energy resources must be an essential element of the State’s energy future and that
greater reliance on renewable energy resources will provide significant benefits to the
citizens of New Jersey. The Legislature also found and declared that public utility
involvement and competition in the renewable energy industry are essential to maximize
efficiencies. The above-referenced legislation is herein referred to as the “Regional

Greenhouse Gas Initiative” or “RGGI legislation.”

2 The legislation is codified principally at N.J.S.A. 26:2C-45.
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9. Pursuant to Section 13 of the RGGI legislation, an electric or gas public
utility may, among other things, provide and invest in energy efficiency and renewable
energy programs in its service territory on a regulated basis.® See N.J.S.A. 48:3-
98.1(a)(1). The RGGI legislation also states that electric and gas public utility
investment in energy efficiency and renewable energy programs may be eligible for rate
treatment approved by the Board, including a return on equity, or other incentives or rate
mechanisms that decouple utility revenue from sales of electricity and gas. See N.J.S.A.
48:3-98.1(b). Ratemaking treatment may include placing appropriate technology and
program cost investments in the utility’s rate base, or recovering the utility’s technology
and program costs through another ratemaking methodology approved by the Board. Id.

10.  An electric or gas public utility seeking cost recovery for any renewable
energy program pursuant to N.J.S.A. 48:3-98.1 must file a petition with the Board. See
N.J.S.A. 48:3-98.1(b). In determining the recovery of such program costs, the Board
“...may take into account the potential for job creation from such programs, the effect on
competition for such programs, existing market barriers, environmental benefits, and the
availability of such programs in the marketplace.” Id. The RGGI legislation also
provides that unless the Board issues a written order within 180 days after the filing of

the petition approving, modifying or denying the requested recovery, the recovery

3 Section 13 of the RGGI legislation has been codified at N.J.S.A. 48:3-98.1 et seq.
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requested by the utility shall be granted effective on the 181% day after the filing without
further order by the Board. Id.

11.  Within 120 days after enactment of the RGGI legislation, the Board was
required to issue an order that allows electric and/or gas public utilities to offer energy
efficiency and conservation, and renewable energy programs in their respective service
territories on a regulated basis. On May 12, 2008, the Board issued such an Order
pursuant to N.J.S.A. 48:3-98.1(c). See BPU Order Pursuant to N.J.S.A. 48:3-98.1 (c)
(120-Day RGGI Order), BPU Docket No. EO08030164.

12.  As set forth in the 120-Day RGGI Order, the Board will allow electric
public utilities and gas public utilities to offer energy efficiency and conservation and
renewable energy programs on a regulated basis provided that the utility files a petition
and obtains Board approval for such programs and the mechanism for program cost
recovery. See 120-Day RGGI Order at p. 6. The Board also established that certain
information be filed with the Petition. This requested information is set forth in the
minimum filing requirements attached to the 120-Day RGGI Order as Appendix A
(RGGI Minimum Filing Requirements).

13. The RGGI Minimum Filing Requirements set forth specific information
that a utility must submit along with its petition. The RGGI Minimum Filing
Requirements distinguish between a full or large scale program and a small scale

program. For small scale programs and pilot programs, the RGGI Minimum Filing
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Requirements are reduced, given the limited nature of such programs, to allow for a more
accelerated review and approval process. See 120-Day RGGI Order at p. 4. A small
scale program is defined as one that would result in either a rate increase of less than one
half of one percent to the average residential customer or an additional annual total
revenue requirement of less than $5 million. Id. Small scale programs are exempted
from Section V of the RGGI Minimum Filing Requirement that an up-front cost/benefit
analysis be submitted. Id.

14.  The 120-Day RGGI Order also requires a utility, contemplating filing a
petition for energy efficiency and/or conservation or renewable energy programs and
related cost recovery mechanism, to meet with BPU Staff and the New Jersey Division of
Rate Counsel (Rate Counsel) at least 30-days prior to filing its petition to discuss the
nature of the program and program cost recovery mechanism to be proposed in the
petition, as well as, the RGGI Minimum Filing Requirements to be submitted along with
the petition. (30 Day RGGI Pre-Filing Meeting). See 120-Day RGGI Order at p. 6.
Should a utility seek to file for Board approval of a small scale program, the utility shall
so notify BPU Staff and Rate Counsel at the pre-filing meeting. Id. at p. 4. If the utility
believes that it is unable to comply with a particular RGGI Minimum Filing
Requirement, a detailed explanation for such noncompliance should be discussed at the
30-Day Pre-Filing Meeting. Id. The RGGI Minimum Filing Requirements may be

modified by Board Staff as determined on a case-by-case basis if public policy
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considerations deem specific requirements unnecessary or onerous for a particular
program or class of programs. Id.

15.  Attached hereto, and incorporated herein by reference, is Appendix A,
which identifies where in the instant filing all of the applicable RGGI Minimum Filing
Requirements are set forth.

16. PSE&G convened a 30-Day Pre-Filing Meeting with Board Staff and Rate
Counsel on February 25, 2009 at the Company’s offices in Newark, New Jersey.

17.  Once a petition has been filed with the Board, Board Staff shall have 30
days, commencing on the date the petition was filed, to determine whether the petition is
administratively complete and advise the utility in writing that the petition is
administratively complete or that the petition is not administratively complete and set
forth the deficiencies and the items required to remedy the deficiencies. Id. at p. 6.

18.  In conjunction with the RPS requirements for solar and revisions to the
solar alternative compliance payment (“SACP”), the Board undertook a stakeholder
process designed to transition the solar industry toward a more market-based, SREC
approach to providing incentives. That process resulted in the Solar Securitization Order.

19. In the Solar Securitization Order, the Board specified that “Public Service
Electric and Gas Company ("PSE&G") should be directed to work with BPU Staff and
stakeholders to revise its current solar loan program to be consistent and comparable with

the requirements set forth in this Order and submit its plan by no later than March 31,
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2009.” Order at p.1. That Order also specified that “PSE&G's proposed SREC-based
financing plan shall provide for implementation in the Reporting Years ending May 31,
2011 and May 31, 2012. The plan may be structured as a modification of the solar loan
program approved by the Board in an Order dated April 16, 2008 in Docket No.
EO07040278, provided that the modifications are sufficient to enable the loan program to
support the transition to a market-based approach of delivering incentives for solar
electric generation. PSE&G shall submit its plan no later than March 31, 2009 as a
petition under N.J.S.A. 48:3-98.1 (b).” Id. at p. 17.

20.  In the Solar Securitization Order, the Board also set forth additional filing
requirements “with respect to filings by EDCs regarding the undertaking of solar
renewable energy improvements through long-term contracts to purchase the SRECs
generated by the solar electric generation facility that is the subject of each contract . . .”
Solar Securitization Order at p. 16. The Board also directed PSE&G’s filing to comply
with these requirements: “PSE&G shall include in the petition elements sufficient to
satisfy the items specified in the list of minimum filing requirements attached to the 120-
Day Order, and the items specified in the additional minimum filing requirements set
forth in this Order.” Id. at p. 17. These additional filing requirements, as set forth in the
Order, are:

1. A contract term of 15 years, unless the EDCs elects to consider a

portfolio approach in which the EDC enters into contracts with terms
between 10 and 15 years;
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2. A commitment to enter into contracts to procure 60% of the EDC's
new incremental SREC allocation through the end of the first full
Reporting Year in which the EDCs are entering into long-term
contracts pursuant to this Order. That percentage will decline to 50
percent for the second full Reporting Year, and 40 percent for the
third full Reporting Year; that this percentage will include the full
Reporting Year 2008 shortfall and 60% of the projected Reporting
Year 2009 shortfall; and that this percentage will also encompass the
stated percentage of the SREC needs for third party suppliers;

3. Applying the percentage requirements under 3 above to two market
segments, one for projects less than or equal to 50 kW and one for
projects greater than 50 kW and less than or equal to 500 kW;

5. No one entity, and no combination of affiliated entities under the
same majority ownership, can obtain more than 20% of the EDC's
long term contracts (calculated based on kW) in anyone year;

6. The EDC long-term contracting effort will include the three full
Reporting Years ending May 31, 2012, plus a partial reporting year
if the Board's order approving the EDC's program sets an
implementation date that is after the beginning of a reporting year;

7. Solar electric generation projects that received or will receive a
rebate from the CORE program in 2001 through 2008 are not
eligible for long-term contracts with the EDCs;

8. The EDC will resell SRECs procured under the long-term contracts
through the same auction process being used for SRECs obtained
through the PSE&G solar loan program;

and

9. Existing administrative systems, either through the OCE or joint
utility systems, will be used to the extent it is cost effective to do so.

[Solar Securitization Order, pp. 16-17 (note, Order does not contain an item 4)].
21. PSE&G has structured this Solar Loan Il Program design to satisfy the

majority of these additional filing requirements, even though they are drafted from the
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perspective of a long-term SREC contract, rather than a loan. However, based on its
experience with its current Solar Loan Program and input received from stakeholders,
PSE&G is requesting waivers for part of item 3 (a slight variation of the market segments
and a waiver of the 500 kW size limit), item 5 (a waiver of the entity cap), and part of
item 7 (allowing projects 50 kW and smaller to also be eligible for a rebate from the
Board, subject to certain conditions). The justification for these waivers is provided in
subsequent sections of the Petition and in the Testimony of Alfredo Z. Matos
(Attachment A).

22. PSE&G has committed significant effort and resources to comply with the
Board’s minimum filing requirements and requests that the Board Staff find this filing to

be administratively complete as expeditiously as possible.

SUPPORTING TESTIMONY

23.  The Testimony of Mr. Alfredo Z. Matos (Attachment A) provides an
overview of the Program and its goals, and explains how this Program comports with the
Solar Securitization Order and therefore supports the State’s renewable energy and
environmental goals. Mr. Matos also testifies about the details of the Program segments,
the solicitation process, and also provides details about resolution of customer complaints
or disputes that may arise regarding the Program. Mr. Stephen Swetz is filing testimony

addressing revenue requirements and cost recovery issues (Attachment B). Mr. Daniel
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M. Furlong testifies in support of the accounting treatment for the Program costs and
revenues (Attachment D). Mr. Mark G. Kahrer testifies in support of PSE&G’s proposed

return on its investment in the Program (Attachment C).

PSE&G SOLAR LOAN Il PROGRAM

24. PSE&G will provide loans to borrowers to develop 40 MW of solar
photovoltaic systems. In addition, PSE&G will roll the unused capacity from the Solar
Loan I program (estimated at 15 MW) into Solar Loan Il issue loans for a total capacity
of 55 MW. The total amount of loans for this 55 MW will be approximately $206

million.

25.  The Program will be divided into residential and non-residential segments.
The non-residential segment will be further divided into three sub-segments as follows:
(1) less than or equal to 50kW; (2) greater than 50 kW, but less than or equal to 500 kW;
and (3) greater than 500kW. All capacities are expressed in dc. PSE&G reserves the
right to adjust the segment and subsegment capacities if necessary, while remaining

within the total Program size.
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SUMMARY SEGMENT DESCRIPTIONS

1. Residential Segment (2.75 MW)

Loans will be made available to consumer borrowers up to a segment
capacity of 2.75 MW over the life of the Program. The 2.75 MW will be a
hard cap for the residential segment.

Loans will have a 10-year term and the interest rate will be 6.5%, as in the
current loan program

Projects must compete in the solicitation process to determine if they will
be funded.

Residential projects will be eligible to receive BPU rebates, so long as the
total of the PSE&G loan, BPU rebate, and value of the federal investment
tax credit (ITC) does not exceed the total cost of the project.

PSE&G agrees that solar energy should be universally available to all
customers.  Toward that end, PSE&G would be open to
discuss modifications to the terms and conditions applicable to loans for the
residential customer segment that would encourage greater residential
customer participation in the loan program.

2. Non-residential Segment (37.25 MW, plus remaining capacity from Solar Loan

1)

The three subsegments are based on project size, rather than the end-use
customer classifications.

The subsegments are: (1) less than or equal to 50kW (40%); (2) greater
than 50 kW, but less than or equal to 500 kW (40%); and (3) greater than
500kW (20%). The subsegment percentage allocations will be “soft caps”
— i.e.,, PSE&G reserves the right to reallocate capacity among the
subsegments.

Loans will be for fifteen years, and the interest rate will be set at the
Company’ weighted pre-tax cost of capital, as in the current loan program.
For Solar Loan 11, the interest rate will be 11.9525%.

Solar Systems of 50 kW or smaller will be eligible to receive BPU rebates,
so long as the total of the PSE&G loan, BPU rebate, and the value of the
federal investment tax credit (ITC) does not exceed the total cost of the
project.
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OTHER PROGRAM PROVISIONS

26.  Except for the changes to the Solar Loan | program discussed in this
Petition and the Company’s testimony, Solar Loan Il will use the same processes, model
loan documents and related forms, rules, and procedures as the current program. This
will assist in a smooth transition from the current program to the new one. The loan
documents, sample copies of which are provided as Schedules to Mr. Matos’ testimony,
will require minor revisions to comport with the new features of Solar Loan II.

27.  As discussed above in the Summary Segment Descriptions, the four
segments in Solar Loan | will be replaced by two segments. In addition, there will be
several significant changes to the loan program, to facilitate the Board’s goal to transition
to a market-based, long-term financing philosophy:

 Rather than have a fixed floor price of $475, the floor value of SRECs for the
purpose of loan repayment will be determined via PSE&G’s periodic
competitive loan solicitations. Thus, the SREC floor value will be set by the
market participants.

» PSE&G will not be required to obtain a first-priority lien on the solar project
equipment apply for Solar Loan Il. This change was recently approved for the
current program. See Order dated March 17, 2009 in Docket No.
EO07040278.

» The Program will be open to all qualifying solar projects that are eligible for
SRECs, whether net-metered or grid-connected.

» Except for a small set-aside for residential loans, the Program segments will
not be based on an end-use customer classification, but rather will be based on
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the size (i.e., capacity) of the solar installation, consistent with the Solar
Securitization Order.

e There will be no entity caps. As discussed above, PSE&G is seeking
approval for a minor waiver from the Solar Securitization Order on this issue.
Given the market-based solicitations, borrowers will compete for loans based
on their bid SREC floor price. Therefore, there is no reason to establish an
artificial market barrier such as an entity cap. In addition, based on experience
in the Solar Loan | program, such entity caps can deter, rather than enhance,
the development of solar projects.

» The Solar Loan Il Program will have a total capacity of 40 MW of solar (dc),
plus the remaining capacity from the current loan program, if any. PSE&G
estimates that there will be approximately 15 MW of capacity transferred, for
a total Solar Loan Il size of 55 MW. For the purposes of modeling revenue
requirements and rate impacts, PSE&G has assumed a total Program size of
55 MW.

* The Program will commence upon BPU approval and remain open for
applications for applications through the end of the RPS reporting year ending
May 31, 2012 or until the capacity is filled, whichever comes first.

» There will be no minimum or maximum Solar System size; all systems that
are located in PSE&G’s electric service territory and are eligible for SRECs
will be eligible. As discussed above, PSE&G is seeking approval for a minor
waiver from the Solar Securitization Order on this issue, to allow Solar
Systems larger than 500 kW to participate. Based on the Company’s
experience in Solar Loan I, many developers are interested in projects larger
than 500 kW.

Mr. Matos discusses these Program elements in more detail in his testimony.

28. PSE&G also proposes to make certain technology investments as part of
the Solar Loan Il Program. Specifically, the Company proposes installation of a
communications system for systems 500 kW and larger that will allow it to monitor

Solar System output on a real-time basis and identify any non-performing assets in its
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portfolio. PSE&G has included the cost of this technology ($200,000) in the Program

costs.

TRANSITION FROM SOLAR LOAN I TO SOLAR LOAN 11

29. PSE&G will continue to accept applications under the current program
until the Solar Loan Il Program is approved by the BPU.

30.  Any pending, qualified applications under the current program will be
processed under that program’s rules. All loans closed under the current program will
remain in that program.

31. Upon commencement of the Solar Loan Il Program, any remaining
capacity from the current program will be rolled into the new program. As discussed
above, PSE&G has modeled Solar Loan Il under the assumption that 15 MW of capacity
will be transferred from Solar Loan I.

32.  Cost recovery for the current program will continue through the Solar Pilot
Recovery Charge (“SPRC”). Cost recovery for Solar Loan Il will be via the RGGI

Recovery Charge (“RRC”).

COMPARISION WITH OTHER PROGRAMS AND STATE POLICIES

33.  The Program is a modification to the current PSE&G solar loan program,

and hence, shares many of the same features. The Program is also similar to the long-
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term SREC contracting programs that JCP&L, Atlantic, and Rockland have proposed.
The Program, like the other EDCs’ proposed SREC contract programs, provides for long-
term securitization of SRECs, based on a competitively-set SREC value.

34.  The Program directly supports the State’s renewable energy initiatives, as
outlined in the Energy Master Plan (EMP). The Program, when fully deployed, will
provide financing for 40 MW of additional solar generating capacity in New Jersey. The
Program also supports the carbon-reduction goals of the Global Warming Response Act
(“GWRA”), N.J.S.A. 26:2C-37 et seqg. and the Department of Environmental Protection’s
draft GWRA recommendation report. PSE&G estimates that the 55 MW of solar
capacity will eliminate 639,307 metric tons of CO, emissions.”

35.  This Program will support the State’s current model for fostering a solar
energy industry in New Jersey. The State’s model has been built around developing a
market for SRECs, which are intended to make above-market solar energy projects
competitive in New Jersey’s energy market. Solar Loan Il furthers the Board’s stated
objectives in the Solar Securitization Order by providing additional long-term funding for
solar projects using the SREC model. Under the proposed Program, PSE&G will use its

“patient capital” to spur continued growth in New Jersey’s solar energy industry. Mr.

4 PSE&G has not identified any specific air emissions credits or offsets; however, the Company’s intent

is to apply the proceeds from any such credits or offsets to the revenue requirements of the Program, in a
manner similar to the proposed treatment of SRECs.
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Matos’ testimony discusses, in greater detail, the ways in which the Program will support

the State’s renewable energy policies. See Attachment A.

SOLICITATION PROCESS

36.  The major change from the current solar loan program is the market-based
solicitation process. Rather than relying on a set SREC floor price of $475 per SREC,
PSE&G will conduct quarterly solicitations for loans. Applicants will submit loan
applications with a proposed floor price for SRECs. There will be a ceiling price for
SREC bids. PSE&G reserves the right to modify this ceiling price for successive
solicitations.

37.  The qualifying applications will be ranked by the SREC price submitted,
from low to high. A cut-off price for accepted applications will be established, based on
the capacity available in the relevant subsegment or segment and the prices proposed.
All qualifying applications at or below the cut-off price will receive the cut-off price as
the SREC floor price for their respective loan. Mr. Matos discusses the solicitation

process in more detail in his testimony.
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DISPUTE RESOLUTION PROCESS

38.  Public Service proposes that any disputes related to the Program be
resolved through the Board’s established customer complaint process. PSE&G addresses

the dispute resolution process in the testimony of Mr. Matos.

COST RECOVERY PROPOSAL

39. PSE&G is requesting that the Board grant approval of recovery of all
Program costs. PSE&G proposes to recover all Program costs via a separate component of
the electric RGGI Recovery Charge (RRC) mechanism approved by the Board for the
Company’s Carbon Abatement Program. The RRC would be reviewed and modified in an
annual filing that PSE&G would make with the Board. PSE&G’s proposed cost recovery
mechanism for the Program, including the estimated rate impacts on customers and
proposed initial rates, is fully-described in the pre-filed testimony and schedules of Mr.
Swetz. (Attachment B)

40.  Pursuant to N.J.S.A. 48:3-98.1(b), PSE&G requests that it earn a return on
its net investment in the Program based on a Weighted Average Cost of Capital
(“WACC?”) of 8.2423% annually. Mark G. Kahrer testifies to the proper return on the
Company’s investment in his pre-filed testimony (Attachment C). The derivation of the

WACC is shown in Schedule MGK-3 to Mr. Kahrer’s testimony. For calculating
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Revenue Requirements, the corresponding Pre-Tax WACC of 11.9525% per year or 0.
9960% per month is used (see Schedule MGK-3).

41.  The Company also requests that the carrying charge on its deferred balances
for this Program be set at the monthly WACC. Any over/under recovery of the actual
revenue requirements compared to revenues would be deferred. The monthly WACC
would be applicable as the carrying charge rate on any over/under recovered balance on a
monthly basis. Mr. Swetz addresses the application of carrying charges in his testimony.

42.  If any Federal Economic Stimulus Funds that are applicable to this Program
become available and are received by the Company, such amounts will, at that time, be
credited against amounts expended. Revenue requirements will be recalculated at that date
and deferred accounting will continue to be followed. If the Program investments have been
rolled into base rates, any Federal Economic Stimulus Funds received will be utilized for
future qualifying investments.

43.  Satisfying a cost/benefit analysis is not required under the Minimum Filing
Requirements because the Program is a renewable energy program. Accordingly, PSE&G
requests a waiver of the Minimum Filing Requirements in regard to providing a cost/benefit
analysis. See Appendix A.

44.  Mr. Daniel M. Furlong testifies to the accounting treatment the Company will

use for the Program. He also supports certain financial statements that are required under
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the Board’s Minimum Filing Requirements. Mr. Furlong’s prefiled testimony is attached
hereto as Attachment D.

45.  Within ten business days, PSE&G will file the following Attachments E
through H. Attachment E is a draft Form of Notice of Filing and of Public Hearings.
This Form of Notice sets forth the requested changes to the electric rates and will be
placed in newspapers having a circulation within the Company’s electric service territory
upon receipt, scheduling and publication of public hearing dates. One public hearing will
be held in each geographic area within the Company’s service territory, i.e. Northern,
Central, and Southern. Concurrent with this filing with the BPU, a Notice of this filing
will be served on the County Executives and Clerks of all Municipalities within the
Company’s electric service territory. A subsequent Notice will be served on the County
Executives and Clerks of all Municipalities within the Company’s electric service
territory upon receipt, scheduling and publication of public hearing dates. (Attachment
F). In addition, PSE&G will provide a residential rate impact summary as Attachment G.
Proposed tariff sheets (clean and redlined) will be provided as Attachment H. Two
copies of the Petition and supporting attachments will be served upon the Department of
Law and Public Safety, 124 Halsey Street, P.O. Box 45029, Newark, New Jersey 07102
and upon the Director, Division of Rate Counsel, 31 Clinton Street, Newark, New Jersey
07101. A copy will also be sent to the persons identified on the service list provided with

this filing.
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46.  Public Service requests that the proposed rates to recover all of the Program
costs be approved by the Board, along with the Program and cost recovery mechanism
proposed in this filing, within the timeframe established under N.J.S.A. 48:3-98.1 et seq.
Public Service also requests that the Board authorize the Company to implement the
proposed rates contemporaneously with the Board’s approval of this Petition. Once the
proposed RRC rates are in effect for Solar Loan Il, this component of the RRC will
operate like the other components of the RRC, subject to deferred accounting and

periodic true-up through filings with the Board.

REQUEST FOR REVIEW AND APPROVAL

47.  Public Service requests review and approval of this Petition pursuant to the
time frame set forth in N.J.S.A. 48:3-98.1 et seq.

48.  Public Service respectfully requests that the BPU retain jurisdiction of this
matter and not transfer the filing to the Office of Administrative Law. PSE&G believes
evidentiary hearings are not required for the Board to approve this Program and the
proposed cost recovery mechanism. Public Service is confident that these and any issues
other parties raise can be resolved through settlement or through written comments filed

with the Board prior to its decision.
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COMMUNICATIONS

Communications and correspondence related to the Petition should be sent as

follows:

Frances I. Sundheim Gregory Eisenstark

Public Service Electric and Gas Company PSEG Services Corporation
80 Park Plaza, T9 80 Park Plaza, T5

P. 0. Box 570 P. 0. Box 570

Newark, New Jersey 07101 Newark, New Jersey 07101
Phone: (973) 430-6928 Phone: (973) 430-6281

Fax: (973) 648-0838 Fax: (973) 430-5983
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CONCLUSION

For all the foregoing reasons, PSE&G respectfully requests that the Board
retain jurisdiction of this matter and issue an Order approving this Petition, specifically
finding that:

1. The Program is in the public interest and that PSE&G is authorized to implement
and administer the Program as a regulated utility service under the terms set forth in this
Petition and accompanying Attachments;

2. The cost recovery mechanism proposed herein is just and reasonable, and PSE&G
Is authorized to recover all costs requested herein associated with the Program, which will be
recovered through a separate component of the electric RGGI Recovery Charge, which will
be filed annually;

3. The proposed rates and charges, as set forth herein, are just and reasonable and

PSE&G is authorized to implement the rates proposed herein.

Respectfully submitted,
PUBLIC SERVICE ELECTRIC AND GAS COMPANY

Original Signed by
Gregory Eisenstark, Esq.
By:

Gregory Eisenstark
Assistant General Corporate Rate Counsel

DATED: March 31, 2009
Newark, New Jersey



STATE OF NEW JERSEY )

COUNTY OF ESSEX )

ALFREDO Z. MATOS, of full age, being duly sworn according to law, on
her oath deposes and says:
1. | am Vice President — Renewables and Energy Solutions of Public Service
Electric and Gas Company, the Petitioner in the foregoing Petition.
2. | have read the annexed Petition, and the matters and things contained therein

are true to the best of my knowledge and belief.

Original Signed by
Alfredo Z. Matos

Alfredo Z. Matos

Sworn and subscribedto )
before me this 31% day )
of March, 2009 )

Original Signed by
Jacqueline Cuna
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ATTACHMENT A

PUBLIC SERVICE ELECTRIC AND GAS COMPANY
DIRECT TESTIMONY
OF
ALFREDO Z. MATOS
VICE PRESIDENT - RENEWABLES AND ENERGY SOLUTIONS

My name is Alfredo Z. Matos and 1 am the Vice President of
Renewables and Energy Solutions at Public Service Electric and Gas Company
(PSE&G, the Company). My credentials are set forth in the attached Schedule AZM-

l.

SCOPE OF TESTIMONY

I am testifying in support of PSE&G’s Proposed Solar Loan II Program
(“Program” or “Solar Loan II”), comprised of two segments. The Program is
designed to let the marketplace determine the Solar Renewable Energy Certificate
(“SREC”) Floor Price to be used for loan repayment purpose. The main purpose of
my testimony is to provide a description of the Program and each of its segments. [
also describe the solicitation process PSE&G proposes to use to determine the Floor
Price for SRECs. I explain how the Program is consistent with the Board of Public
Utilities’ (“Board,” “BPU”) orders and renewable energy policy. I describe how the
Company proposes to transition from its current pilot program (“Solar Loan I7), to

Solar Loan II. T also testify in support of PSE&G’s proposal regarding resolution of
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customer complaints or disputes that may arise regarding the Program. Mr. Stephen
Swetz testifies on the Program’s revenue requirements and cost recovery issues. Mr.
Daniel M. Furlong testifies in support of the accounting treatment for the Program’s
costs and revenues. Mr. Mark G. Kahrer testifies in support of PSE&G’s proposed
rate of return on its investment in the Program.

The electronic version of this filing contains the Program assumptions,
including investments, costs, participation, and market sizing and impacts, in the

electronic work paper labeled WP_AZM 1 xls.

OVERVIEW OF THE SOLAR LOAN Il PROGRAM

Through this Program, PSE&G will invest approximately $206 million
by providing loans to parties to develop 55 MW dc' of solar photovoltaic (PV)
systems (“Solar Systems”) and thus expand New Jersey’s solar infrastructure
resources over a two year period.

This Solar Loan II Program is being proposed by PSE&G pursuant to a
directive by the New Jersey Board of Ultilities (“Board”) contained in an Order dated
August 7, 2008 in Docket No. EO06100744 (“Solar Securitization Order” or
“Order”). Based on the schedule of solar requirements needed, the Board noted in its

Solar Securitization Order (at 4) that “absent the proposed modifications set forth in

' All references to MW capacity of Solar Systems in this testimony are in direct current or “dc.” The electricity
generated by a solar system passes through an inverter and is converted to alternating current of “ac.”
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this Order there may be an expectation of shortfalls in the number of SRECs available
in the Reporting Year of 2009 and 2010...” The Order went on to say “[Office of
Clean Energy, (“OCE”)] further projects that a shortfall of 41,000 MWh of SRECs
will occur in Reporting Year 2009, resulting in payments by [load service entities,
(“LSEs”)] of about $28,000,000 in [solar alternative compliance payments
(“SACPs”)]”.

Based upon a recent analysis of the activity in the Board’s CORE rebate
program and the SREC Registration Process’, PSE&G has reason to believe that the
market is even shorter on SRECs required to meet the 2009 Reporting Year
requirement than when the Board’s Solar Securitization Order was issued in August,
2008. PSE&G realizes that the transition to a full market model is underway, but it
also recognizes that this will take time. Further, the Company realizes that the cost of
solar energy will remain above market for some time and that it will be years before
grid-parity is reached. As noted in the Board’s findings in the Solar Securitization
Order, despite historic support for solar project development, New Jersey’s solar
market has not developed solar projects capable of meeting New Jersey’s near-term
Renewable Portfolio Standard (“RPS”) requirements. Given the current economic
conditions in both the nation and the State, the need for capital for renewable projects

is even greater than it was when the Board issued its Solar Securitization Order last

2 BPU Core Program Reported dated February 9, 2009 and SREC Process Report dated March 15, 2009,
obtained from the website www.njcleanenergy.com.
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August. This proposal for Solar Loan II, together with the Company’s proposal for
the Solar 4 All program once approved, will assist the State in meeting these
aggressive the RPS targets.

The Solar Securitization Order (at 17) directed PSE&G to conduct
discussions with Board Staff and Rate Counsel regarding the development of an
SREC financing plan. PSE&G has conducted such discussions. Further, the Order
said that the plan may be a modification of the Solar Loan Program approved by the
Board on April 18, 2008. The Order also said that the Company may engage in
discussions with the solar development community, which it has done by virtue of its
implementation of the Solar Loan I Program. The Company has gained valuable
feedback about the acceptance of the program in the marketplace and in this filing is
proposing a number of improvements in the pilot program that were suggested by
solar developers. Therefore, PSE&G has crafted its Solar Loan II Program to comply
with the Board’s policy objectives.

Consistent with the Solar Securitization Order, the Solar Loan II
Program has been designed to operate to support SREC development for the
Reporting Years 2011 and 2012. The total capacity proposed is 40MW, based on the
criteria set forth in the Solar Securitization Order. In addition, the Company proposes
folding the remaining capacity from the Solar Loan I program into Solar Loan II, once

it is approved by the Board. The Company anticipates that approximately 15 MW
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from Solar Loan I will be added to the Solar Loan II program capacity for a total of 55
MW. For calculating revenue requirements and rate impacts, PSE&G has assumed
this 15 MW roll-over. Instead of administratively determining a floor price to be used
in connection with the Solar Loan II Program, PSE&G will use the competitive
solicitation process that is described in Schedule AZM-2 to this testimony. In
general, PSE&G will solicit MW blocks of eligible projects for which it will lend
money for the development of those projects.

Loans will be made available for two discrete segments: residential and
non-residential. In addition, the non-residential segment will be divided into three
sub-segments as follows: Less than or equal to 5S0kW; greater than 50 kW, but less

than or equal to 500 kW, and greater than S00kW. All capacities are expressed in dc.

THE PROGRAM WILL SUPPORT THE STATE’S RENEWABLE ENERGY
AND ENVIRONMENTAL GOALS

This Program will support the State’s current model for fostering a solar
energy industry in New Jersey. The State’s model has been built around developing a
market for SRECs, which are intended to make above-market solar energy projects
competitive in New Jersey’s energy market. Under the proposed Program, PSE&G
will be a large lender in solar energy projects that are developed relying on the SREC

model. PSE&G will put its “patient capital” to work to spur continued growth in New
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Jersey’s solar energy industry. It will also build on the Solar Loan pilot program that
PSE&G has offered over the last year.

The Program will have a significant positive impact on the solar
industry in New Jersey. The Program will be an enabling initiative that encourages
growth for the solar industry, by providing capital to build solar capacity in difficult
economic times while creating new “green” jobs.

The Program will also create environmental benefits to New Jersey by
facilitating the development of carbon-free solar generation.

The Program is similar to the long-term SREC contracting programs
that JCP&L, Atlantic, and Rockland have proposed. The Program, like the other
EDCs’ proposed SREC contract programs, provides for long-term securitization of
SRECs, based on a competitively-set SREC value. The proposed Program will
complement other utility-based solar initiatives, such as the Solar 4 All Program that
PSE&G has recently proposed.

PSE&G will closely coordinate the development of Solar Loan II with
the Office of Clean Energy.

Because PSE&G will sell the SRECs it receives under the Program in
the market, it will also complement the Board’s efforts in establishing a viable and

liquid SREC market to help reduce the cost of renewable energy to ratepayers.
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The Program directly supports the State’s renewable energy initiatives,
as outlined in the Energy Master Plan (EMP). The Program, when fully deployed,
will result in 40 MW of additional solar generating capacity in New Jersey. The
Program also supports the carbon-reduction goals of the Global Warming Response
Act (“GRWA”), N.J.S.A. 26:2C-37 et seq., and the New Jersey Department of
Environmental Protection’s draft GWRA recommendations report. PSE&G estimates
that the Program will result in approximately 927,257 MWh of renewable generation.
PSE&G estimates that the 55 MW of solar capacity will eliminate 639,307 metric tons

of CO, emissions or the equivalent of removing 6,458 cars from the roads.

DESCRIPTION OF NEW SOLICITATION PROCESS

As part of a periodic, competitive solicitation process, a reverse auction
mechanism will be employed to solicit projects for loans. The Company will solicit
MW blocks of pricing proposals for SREC-generating projects. A potential borrower
will submit a loan application with a proposed SREC floor price specific to their
project to be used to for valuing SRECs for purposes of loan repayment.

PSE&G will either manage the solicitation process itself or retain a
third-party to manage the process.

All proposals will be ranked within a segment or sub-segment based on

the bid SREC floor price, from low to high. Based on the amount of applications
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received and the ranking of submission, a “clearing price” will be established for each
segment or sub-segment. All applications within that segment or sub-segment with a
proposed SREC floor value at or below the clearing price will receive the clearing
price as the floor SREC value for the purpose of loan repayment. As in the Solar
Loan I program, the borrower will receive the higher of the SREC market price or the
floor price for the purpose of loan repayment. Once the floor price is set it will not
vary over the life of the individual loan.  Solicitations will be conducted at a
minimum four times a year and PSE&G reserves the right to conduct more frequent
solicitations. The process 1s more fully described in Schedule AZM-2.

The Company will not consider projects that are already in commercial
operation, or projects that received or will receive rebates under the CORE rebate
program during the period 2001 through 2008. However, projects may receive
rebates under the Board’s 2009 Renewable Energy Incentive Program, so long as the
rebate, the amount of the loan under Solar Loan II and the federal investment tax

credit does not exceed the total cost of the Solar System.
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TRANSITION FROM SOLAR LOAN | PROGRAM TO SOLAR LOAN 11

PSE&G proposes that the Program commence upon BPU approval and
remain open for applications through the end of the RPS reporting year ending May
31, 2012 or until the capacity is filled, whichever comes first. Until the Board issues
an Order approving Solar Loan II, PSE&G will continue to accept applications under
the current program. Any pending, qualified applications under the current program
will be processed under that program’s rules. After the Board approves Solar Loan 11,
customers with pending, qualified applications will be offered the opportunity to
participate under the rules of the Solar Loan II Program through the solicitation
process. If they are not selected under the solicitation process, the customer may still
proceed with their project under the Solar Loan I program. All loans closed under the
current program will remain in that program. Upon commencement of the Solar Loan
IT Program, any remaining capacity from Solar Loan I will be rolled into the new
program. PSE&G projects that remaining capacity will be approximately 15 MW of

the 30 MW in Solar Loan 1.

CHANGES TO THE PILOT PROGRAM BEING SOUGHT IN THE SOLAR
LOAN Il PROGRAM

The Company is proposing a number of changes from the Solar Loan I

pilot program to be incorporated into the Solar Loan II Program. First, the Company
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is proposing to remove the requirement that Solar Systems be net metered as a
requirement for participation. Under the new program, all Solar Systems that are
eligible to receive SRECs will be eligible to participate in the loan program. Second,
the Company proposes that the Program have no entity caps on solar developers or
customers. The Company had earlier sought these changes for the Solar Loan I
program in a letter dated January 15, 2009. Since projects will be competing for loan
based on SREC price, there is no need to restrict participation through the use of
entity caps. Third, the Company proposes installation of a communications system
for systems 500 kW and larger that will allow it to monitor Solar System output on a
real-time basis and identify any non-performing assets in its portfolio.

PSE&G is also proposing that it have the ability to issue loans without
obtaining a first-priority lien on the project equipment. The Board recently approved
a change for the Solar Loan I program, removing the first-lien requirement, in an

Order dated March 17, 2009.

PROGRAM RULES

Rules to be used by PSE&G Solar Loan II Program are shown in

Schedule AZM-2.
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PROGRAM SEGMENTS

PSE&G proposes two program segments, residential and non-
residential.

Residential Segment
Target Market and Eligibility

Of the 40 MW available under the Solar Loan II program and the 15
MW anticipated remaining capacity of the Solar Loan I program, 2.75 MW will be
made available to the residential segment over the two-year life of the new program.
The market is characterized as residential fee-simple, single family homes. Loans
will be granted that have a 10-year term and the interest rate will be 6.5% (as in the
current program). Projects must compete in the solicitation process to determine if
they will be funded. PSE&G agrees that solar energy should be universally available
to all customers. Toward that end, PSE&G would be open to discuss modifications to
the terms and conditions applicable to loans for the residential customer segment that

would encourage greater residential customer participation in the loan program.

Non-Residential Segment
Target Market and Eligibility

e Unlike the current pilot program where a particular end-use defines a segment,
the non-residential sub-segments in Solar Loan II will be determined by project

size. There will be three sub-segments. They are: less than or equal to 50 kW;
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more than 50 kW but less than or equal 500 kW; and over 500 kW. Soft caps
will exist between the sub-segments. Soft caps will apply for each non-
residential sub-segment according to the following percentages:
0 Non-residential < 50kW — 40%
0 Non-residential >50kW<500kW —40%
0 Non-residential >500kW - 20%
The use of these sub-segments for determining the floor price is more
fully described in the solicitation process, outlined in Schedule AZM-2.
Non-residential loans will have a life of 15 years and will have an

interest rate of 11.9525%.

PROGRAM ADMINISTRATION

PSE&G will perform all loan administration functions for the Program,
including loan qualification and loan servicing over the life of the loan. PSE&G will
either manage the solicitation process itself or retain a third-party to manage the

process.

PROGRAM DELIVERY METHODS

The Company is essentially providing financial services to qualified

borrowers. The Company will perform marketing, the competitive solicitation,
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lending due diligence, closing and loan servicing over the life of the loan. The
Company also intends to install a communications system that will enable it to closely
monitor systems of 500 kW and larger, and easily spot under-performing assets so
that notification can be provided to the borrower and corrective action taken. The
Company intends to use the same general form of loan applications and loan
documents that are currently in use, modified as necessary for the changes in Solar
Loan II. Samples of the loan documents are included as Schedule AZM-3. Any
changes necessary for Solar Loan II will be made upon Board approval of the
Program and a compliance filing made to the Board.

The Company will continue to use the auction process approved by the
Board in an Order dated November 8, 2008 in Solar Loan I to sell SRECs it receives

in repayment of the loans issued in Solar Loan II.

IMPACT ON MARKETPLACE, COMPETITION, EMPLOYMENT,
ECONOMIC DEVELOPMENT, NEW BUSINESS AND MARKET BARRIERS

This Program will have an overall positive impact on the renewable
energy marketplace in New Jersey. It builds on experience that the Solar Loan Pilot
Program has achieved. By providing a loan to finance 40 to 60% of a project’s cost
and accepting SRECs in repayment of the loan, Solar Loan II is consistent with the

loan-term SREC financing approach set forth in the Solar Securitization Order, and
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will continue to be a successful approach in the marketplace. Access to capital for
renewable energy projects continues to be a significant market barrier. The Program
is particularly important given the current precarious situation of the country’s
financial institutions. By providing funding for solar projects, the Program will have
a positive impact on employment and economic development in the State.

At this early stage in the development of New Jersey’s solar industry, it
is important to try different approaches to supplement the State’s SREC-only model.
A portfolio of approaches is necessary to determine what is the most effective way to
achieve the State’s multiple policy goals, which include growing a sustainable solar
industry, creating jobs ensuring universal access and driving down costs for
ratepayers. PSE&G believes that its Loan Program and its recently-filed “Solar 4 All”
Program accomplish that and complement other initiatives at work in the state, such
as the JCP&L long-term SREC contracting program and the Board’s own solar rebate

program.

BUDGET
The proposed budget data is set forth in the electronic workpapers to my
testimony, file WP_AZM 1.xls. In addition, based on the proposed budget data I have

provided, Mr. Swetz provides a summary of Program revenue requirements in his

Schedule SS-2.
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QUALITY ASSURANCE PROVISIONS

Currently, PSE&G’s loan program relies on the BPU’s renewable
program market manager to make program inspections to certify that the Solar System
is eligible for the generation of SRECs. The Company proposes to continue to use
these inspections for Solar Loan II. To the extent that the BPU moves away from this
100% inspection routine, PSE&G will have to incur additional administrative costs to

perform this work. The budget submitted with this filing does not include those costs.

DISPUTE RESOLUTION PROCEDURES

Customer complaints relating to the design, delivery, or administration
of the Program segments potentially could be received through two means: directly to
various PSE&G customer contact personnel and departments or directly to the BPU.
In both instances the immediate issue would be referred to the appropriate PSE&G
management personnel to investigate and resolve. PSE&G will utilize the same
complaint resolution procedure that was approved for the PSE&G Solar Loan I
Program.

PSE&G will attempt to resolve disputes with its customers informally in
the first instance. See Schedule AZM-4 for a flow chart on how customer complaints
will be processed. Disputes that involve PSE&G’s administration of the Program that

cannot be resolved informally will be resolved through the BPU’s existing process for
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customer complaints within the appropriate Division. Disputes between PSE&G and
its sub-contractors will be resolved in accordance with contract provisions. Disputes
under the program that involved monetary claims or civil damages that cannot be
decided by the BPU will be resolved in an appropriate court of law.

This concludes my testimony at this time.
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QUALIFICATIONS
OF
ALFREDO Z. MATOS
VICE PRESIDENT RENEWABLES AND ENERGY SOLUTIONS

Work Experience

| am the Vice President Renewables and Energy Solutions at Public
Service Electric and Gas Company in New Jersey with over 27 years of diverse
experience in the energy industry. In my current position, I help the utility explore
and implement new opportunities in the renewable energy and energy efficiency
markets. Under my direction, PSE&G recently obtained approval for the Solar Loan
Program and the Carbon Abatement Program, designed to support New Jersey’s
Energy Master Plan. My work in the community has been focused on education, as
an elected Board of Education Member, leadership roles in parks and recreation
programs, coaching and High School Fundraising. | am also a Eucharistic Minister.

| joined PSE&G in 1981 as part of the Hope Creek nuclear plant
engineering team through construction and start-up activities and progressed to
domestic and international electric distribution including regional and field
management responsibility in gas and electric distribution. My experience in electric
distribution business includes managing field operational resources, network

planning, project management, engineering and construction.



N

w

10

11

12

13

14

15

16

17

18

Schedule AZM-1
Page 2 of 3

My responsibilities in the past 12 years have included Business
Development and Asset Management of international investments in Latin America
and as part of my responsibilities, |1 was engaged as V.P. of Operations in managing
several utility companies and had the following corporate governance responsibilities:

e Chairman of the Board of Directors — LUZ DEL SUR S.A.A., LIMA, PERU

e Chairman of the Board of Directors - TECSUR S.A., LIMA, PERU

e Vice-Chairman of the Board of Directors — CHILQUINTA ENERGIA S.A,,
SANTIAGO/VALPARAISO, CHILE

e Chairman of the Board of Directors — SOCIEDAD AUSTRAL DE
ELECTRICIDAD S.A., OSORNO, CHILE

e Member of the Board of Directors — DHOFAR POWER COMPANY

S.A.0.C., MUSCAT, OMAN

Testimony

| have recently submitted prefiled testimony in the filing of Public
Service Electric and Gas Company for Approval of a Solar Generation Investment
Program and an Associated Cost Recovery Mechanism, dated February 10, 2009,

Docket No. EO09020125.
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Educational Background

I hold a Master of Business Administration degree from Fairleigh Dickinson
University in New Jersey, where | also earned a Masters and a Bachelor of Science degree in
electrical engineering. | have also successfully completed Finance for Senior Executives at

Harvard University and | am bilingual English-Spanish.
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SOLAR LOAN Il PROGRAM RULES

Eligibility Requirements

e Definition of a Solar Project — A system that converts sunlight into measurable
and verifiable alternating current (AC) electric power.

e Projects must be installed within PSE&G’s service territory at a customer location
that receives (or that will receive in the case of new construction) retail electricity
service from PSE&G.

e The solar photovoltaic panels must be covered by a 20-year warranty.

e Projects larger than 50kW accepted under this program will be ineligible for any
benefits from other PSE&G or BPU renewable energy programs, except for net
metering. Projects S0kW and less many take advantage of rebates that may be
available from the BPU’s Clean Energy Program.

¢ In no instance can the combination of PSE&G loan, Federal Investment Tax
Credit and BPU rebate exceed the system cost.

e All projects eligible to receive SRECs are eligible to participate in the Program.

e Only one application can be submitted for each project.

e For non-residential projects, loan applicants must be registered to do business in
New Jersey.

¢ Applicant must meet minimum insurance requirements as specified in the Solar
Loan Agreement.

e Applicant must make provision for solar system maintenance.

e No entity caps will apply to this program.

Competitive Solicitation Process to Determine SREC Floor Price

e PSE&G will conduct a periodic, competitive solicitation process through which a
potential borrower will submit a loan application with a proposed SREC floor
price specific to their project.

e PSE&G will either manage the solicitation process itself or retain a third-party to
manage the process.

e Participation in the solicitation will require the submission of a complete loan
package including the appropriate loan application fee.
e Loan applications will be grouped into market segments and sub-segments as
defined below for review:
0 Residential
0 Non-residential
* Non-residential < 50kW
= Non-residential >50kW<500kW
= Non-residential >500kW



Schedule AZM-2, Page 2 of 4

Solicitations will be conducted a minimum four times a year. PSE&G reserves

the right to conduct more frequent solicitations.

Capacities will be made available at each solicitation as follows:

Solicitation Schedule Applications Received (MW)
Class % of Total
Total | MW Jan-10 | Apr-10 | Jul-10 Oct-10 | Jan-11 | Apr-11 | Jul -11 | Oct-11
Residential 5% | 2.75 0.34 0.34 0.34 0.34 0.34 0.34 0.34 0.34
Non-Resi 95% | 52.25 6.53 6.53 6.53 6.53 6.53 6.53 6.53 6.53
Total 55.0 6.87 6.87 6.87 6.87 6.87 6.87 6.87 6.87

e Within each segment or sub-segment, each project will be rank-ordered from the
lowest to the highest SREC price bid.
e A ceiling price will be determined for each solicitation cycle. PSE&G reserves
the right to modify this ceiling price for successive solicitations.
e Hard capacity caps will be used for the Residential and Non-residential segments.
e Soft caps will apply for each non-residential sub-segment according to the
following percentages:
0 Non-residential < 50kW — 40%
0 Non-residential >50kW<500kW — 40%
0 Non-residential >500kW - 20%

Bids received for the non-residential segment will be evaluated by sub-segment. The
non-residential < 50kW subclass will be reviewed for capacity up to 40% of the total
class size, and projects will be rank-ordered. The non-residential >50kW<500kW
sub-segment will be reviewed next up to 40% of total segment size and projects rank
ordered. The >500kW sub-segment will then be reviewed and rank ordered. To the
extent that each sub-segment is undersubscribed, the remaining sub-segment capacity
will be redistributed to the next sub-segment, moving from the lowest to the highest
project size sub-segment.

During each solicitation each segment and sub-segment will be reviewed separately.
If the amount of capacity bids received is equal to or less than the sub-segment
capacity, all projects will be conditionally accepted, and will be considered for further
screening, such as credit and interconnection review.

If a sub-segment is fully subscribed, and there is capacity in the next highest sub-
segment, the bidder will be given the opportunity to be moved to the next highest sub-
segment. However, the SREC bid submitted will not be used to determine the
clearing price of the higher sub-segment. Customers so situated will be given the
opportunity to accept the floor price that was already established, or resubmit in the
next solicitation cycle. As an example, if the solicitation conducted in January, 2010
results in only 2.0 MW for the non-residential < 50kW subclass out of the total
available of 2.2 MW (5.5 MW class size x 40%), 0.2 MW would go into the
>50kW<500kW subclass. The same would happen with the other subclasses.
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PSE&G will accept projects in each sub-segment to fill the capacity. If an individual
project by virtue of its size would cause the capacity in a particular sub-segment to be
over-subscribed, PSE&G will accept the project and lower the capacity of the entire
segment during a subsequent solicitation. For example, if by accepting a | MW
project, the non-residential segment capacity of 6.53MW is exceeded by 0.53 MW,
the non-residential segment will be reduced by 0.53MW in the succeeding
solicitation. However the soft caps of 40%, 40% and 20% would still remain in place
in the next solicitation.

Winners will be notified within two weeks of the close of the solicitation that their
projects have been conditionally accepted subject to further review and acceptance on
other loan criteria such as credit, interconnection, etc.

Applications that were not selected and thus may be above the established clearing
price will be offered the opportunity to be place on a waitlist. If conditionally
accepted projects screen out, or opt out, during the current solicitation cycle,
applications on the waitlist will be substituted according to their original rank order.
However, they must agree to accept the established clearing price.

Applications that bid the same SREC amount within a sub-segment, will be further
rank-ordered according to the date-stamp with the earliest date and time listed first.
Projects remaining on the waitlist will be returned to the applicant approximately 10-
days before the next solicitation cycle. The application fee will also be returned.
Should conditionally selected projects not pass other lending criteria or if the project
is withdrawn prior to the next solicitation, the capacity freed up will be made
available to the next project on the rank ordered list.

General Program Rules

The floor price will remain in effect for the duration of the loan term.

Approved projects must be completed within 12 months after PSE&G issues a loan
commitment. If a residential borrower experiences project delays beyond their
control, the borrower will be given 6 additional moths before the loan program is
withdrawn.

If a project is not installed within one-year after PSE&G has issued a commitment, it
will be cancelled and the associated capacity will be become available for a
subsequent competitive solicitation.

PSE&G will close the loan within 30 days after all Program requirements have been
met.

Projects that are in excess for 500 kW must install a communications system to be
provided by PSE&G that will allow real time system monitoring.

Non-residential loans will have a 15 —year life and residential loans will be 10 years.
PSE&G will have a call option for loans the amortize and pay off early.
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Basis For Rejection

PSE&G will have final authority on whether any particular application is eligible.
Receipt by PSE&G of an application after the open block is fully subscribed.
Failure to meet eligibility and/or threshold requirements.

Failure to submit required supporting documentation within the required time frame
or the inability to verify or document any material representation within the
application.

Willful or material misrepresentations in the project application.

Illegal conduct of the applicant or attempts by applicant to influence PSE&G’s
acceptance.

Changes in laws or regulations affecting this program.

Failure to permit disclosure of information contained in an application to the BPU,
PSE&G or PSE&G agents or contractors charged with evaluating the solar project
application.

Determination by PSE&G that the solar application does not represent a bona fide
project or that the applicant will be unable to fulfill the requirements of this solar
program.

Loan Defaults

Removal of the solar system is the last option for a loan that goes into default. If it is
necessary to remove the solar system, PSE&G will sell the collateral and credit the
net proceeds against the regulatory asset (i.e., the regulatory asset that PSE&G is
recovering through the RGGI clause). Contemporaneous with the removal of the
solar equipment, PSE&G will stabilize the section of the roof affected by the
equipment removal to prevent leakage. Within seven days of equipment removal,
PSE&G will restore the roof of the property in a workman-like fashion to ensure that
the stabilized are of the roof reflects the general condition of the portions of the roof
not affected by equipment removal.

Dispute Resolutions

PSE&G will attempt to resolve disputes with its customers informally in the first
instance. Disputes under any customer segment within the Program that involve the
loan agreement and/or monetary claims or civil damages will be resolved in an
appropriate court of law. Disputes that involve PSE&G’s administration of the
Program that cannot be resolved informally will be resolved through the BPU’s
existing process for customer complaints with the appropriate Division.
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THIS SOLAR PROGRAM LOAN AGREEMENT is entered into as of
, 20__ by Public Service Electric and Gas Company, a New Jersey
corporation (“Lender"), having its general offices at 80 Park Plaza, Newark, New Jersey
07102, and , [an] individual[s] residing at
, New Jersey ([collectively] "Borrower"). Borrower
and Lender are sometimes referred to, individually, as "Party" and together as "Parties.”

RECITALS

A. The State of New Jersey’s Renewable Portfolio Standard ("RPS") mandate that all
electricity suppliers have to provide a percentage of their electricity sales from
solar generation. To meet this mandatory requirement, the New Jersey Board of
Public Utilities (the “BPU”), through its Office of Clean Energy, established a
program for the use and trading of Solar Renewable Electricity Certificates
("SRECs") by means of the New Jersey Clean Energy Program’s Website:
www.njcep.com/srec  (such website is referred to as the "SREC Program
Administrator”). These SRECs, once it is created, represents solar energy
actually generated and used, and are bundled in minimum denominations of one
megawatt hour of electricity production. The New Jersey Clean Energy Program
(“NJCEP™) allows for SRECs to be created, verified, tracked, sold to, and
eventually retired by, electricity suppliers to meet their RPS solar requirement.
All electricity suppliers are required to use the SRECs under the NJCEP to show
their compliance with this part of the State's RPS.

B. In order to reduce electricity supply costs to its ratepayers and assist the State in
achieving its environmental objectives under the New Jersey RPS and New
Jersey’s Energy Master Plan, Lender has developed a solar loan program
("Program™) through which Lender will provide financing to developers of solar
projects and electric distribution customers who develop solar-powered
generation projects that are located within Lender’s electric distribution service
territory and satisfy the eligibility and the Program requirements set forth in the
Program Application. Lender’s Solar Program was approved by the BPU by its
Order in Docket No. E0-07040278 (the “2008 Order”).

C. Borrower has applied to Lender for assistance in financing a solar generation
project. A copy of Borrower's completed Program Application is attached to this
Agreement as Exhibit E. This Program Application is a part of this Agreement.

D. Borrower has identified a solar photovoltaic system developer (the “Equipment
Provider”) and has entered, or is about to enter, into an agreement with the
Equipment Provider, for purposes of developing, designing, purchasing, and
installing a solar-powered generation system (*'Project™) at Borrower’s facility or
residence (the "Facility”). The Facility is located at , New
Jersey, which is the location designated in Borrower’s Program Application, as
approved by Lender.

#2965868.07 Page 3 of 35 Consumer Loan Agreement
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E. Upon completion of the Project, and satisfaction of the terms and conditions of
this Agreement, Borrower has asked Lender to provide financing to Borrower to
repay a portion of the costs incurred by Borrower for the completed Project.

F. Lender is willing to provide Borrower with, and Borrower accepts such financing,
in accordance with the terms of this Agreement.

The Parties agree as follows:

1. Definitions. As used in this Agreement, unless the context is clear
requiring other definitions, the following terms shall have the following meanings:

#2008 Order” has the meaning set forth above in the Recitals.

“Actual Loan Balance” means the then-current unpaid principal and
unpaid accrued interest under the Loan.

“Agreement” means this agreement.

“Annual True-Up” has the meaning set forth below in Section 2.5(b)(vii).

“Biennial True-Up” has the meaning set forth below in Section

2.5(b)(viii).
“Borrower” has the meaning set forth above in the Recitals.
“BPU” has the meaning set forth above in the Recitals.

“Business Day” means any day other than a Saturday, a Sunday or any day
on which commercial banks in the City of Newark, State of New Jersey are required or
permitted by law to close.

“Collateral” means: (a) the SRECs arising throughout the term of this
Agreement by means of Borrower’s continued and ongoing operation of the Project, and
all related rights to those SRECs, including, without limitation, any other Environmental
Attributes arising from and/or out of the Project; (b) the Project Equipment; (c) the
Project Documents; (d) any other assets or property in which Lender is granted a security
interest, lien or pledge as security for the Obligations; and (e) all additions, substitutions
to, and products and Proceeds of (a), (b), (c) and (d).

“Contract Price” has the meaning set forth below in Section 2.7.

“Contract Year” means the following: (a) if this Agreement is signed on
the first day of the month, then the Contract Year is the twelve-month period beginning
on the day the Agreement is signed, and ending on the last day of the twelfth month
thereafter. For example, if this Agreement was signed on November 1%, the Contract
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Year would be begin on November 1* and end on October 31* of the following year; (b)
if this Agreement is signed on the day other than first day of the month, the first Contract
Year will be a twelve-month period beginning on the first day of the next month plus the
portion of the month in which the agreement was signed; each subsequent Contract Year
will be measured from the first day of the first month thereafter. For example, if this
Agreement was signed on April 7, 2008, the first Contract Year would start April 7, 2008
and end on April 30, 2009, and the second Contract Year would start on May 1, 2009 and
end on April 30, 2010, and so on.

“Customer Agreement” means the agreement between Equipment
Provider and Borrower to develop, design, procure and install the Project, including any
sale of electric energy generated by the Project.

“Delivery Period” has the meaning set forth below in Section 2.7.

“Equipment” or “Project Equipment” means all of Borrower's solar panels
and Project related equipment, machinery, components, wiring, meters, replacement parts
and consumables comprising the Project, whether owned now or acquired after the date
of this Agreement.

“Equipment Provider” has the meaning set forth above in the Recitals.

“Events of Default” has the meanings set forth below in Section 11.1.

“Environmental Attribute” has the meaning set forth below in Section 6.

“Facility” has the meaning set forth above in the Recitals.

“Floor Price” means the minimum price of an SREC used to satisfy
Borrower’s payment obligations under the Loan,and is the lowest price which will be
credited to Borrower when repaying th Loan and accrued interest. The Floor Price for an
SREC for purposes of this Agreement is $475.00

“kW” means kilowatts.

“Lender” has the meaning set forth above in the Recitals.

“Lender’s Call Option” has the meaning set forth below in Section 2.7.

“Liens” means any and all mortgages, liens, charges, security interests
and/or encumbrances of any kind, and/or pledges or deposits of any kind.

“Loan” has the meaning set forth below in Section 2.1.

“Loan Amortization Schedule” means the schedule attached to this
Agreement as Exhibit F.
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“Loan Documents” means this Agreement, the Note, the Security
Agreement and such other documents, instruments and certificates delivered in
connection with one or more of those documents.

“Market Value” for purposes of determining (i) the value of SRECs at the
time of their use to repay the outstanding balance of the Loan and accrued interest, and
(i) the Contract Price for SRECs under the Lender’s Call Option, means the average
cumulative weighted price of SRECs as published on the NJCEP website (or any
successor website performing a similar function) during the calendar month preceding the
month of repayment of the outstanding balance of the Loan and accrued interest. If no
price is published on the website for the relevant month, the Market Value will be the
average of three quotes received from independent brokers.

“MW” means megawatts.
“MW-hour” means megawatt-hours.

“NJCEP” means the BPU’s New Jersey Clean Energy Program, or any
successor program.

“Note” has the meaning set forth below in Section 2.2.

“Obligations” means any and all obligations, liabilities and agreements of
Borrower under the Loan Documents, and will include any and all costs and expenses of,
or incurred by, Lender in collecting payment of the Loan and in enforcing the provisions
of this Agreement, including, but not limited to, all court costs and/or reasonable
attorneys' fees and expenses in any action between Lender and Borrower and/or Lender
and any third party based on the Loan Documents.

“Operation” means that point achieved when the Project begins generating
electricity for usage at the Facility, and the Project meets all technical and performance
requirements associated with its intended use as set forth in the Program Application and
the Project Documents.

“Permitted Encumbrances” means (a) Liens expressly disclosed by
Borrower to Lender in Exhibit G and approved by Lender in writing, which may include,
among other things, a home mortgage, home equity loan or line of credit, so long as the
foregoing do not impair the Lender’s first priority security interest in the Collateral; (b)
Liens securing taxes, assessments and/or governmental charges and/or levies or the
claims of materialmen, mechanics, carriers, warehousemen, landlords and other similar
Persons, the payment of which is not currently due and payable; and (c) Liens in favor of
Lender.

#2965868.07 Page 6 of 35 Consumer Loan Agreement
(6/2008)



“Person” means any individual, sole proprietorship, partnership, joint
venture, trust, unincorporated organization, association, institution, entity, party,
corporation, limited liability company, or government agency (whether national, federal,
state, county, city, municipal, or otherwise).

“Proceeds” means any and all consideration received from the sale,
exchange, collection or other disposition of any asset or property that constitutes
Collateral, any value received as a consequence of the possession of any Collateral, any
payment received from any insurer or other person or entity as a result of the destruction,
loss, theft or damage of any asset or property which constitutes Collateral, and shall
include all cash and negotiable instruments received or held on behalf of Lender relating
to the payment of accounts.

Project” has the meaning set forth above in the Recitals.

“Project Documents” means: (a) a fully executed Customer Agreement;
(b) waivers signed by the Equipment Provider and each of its subcontractors on the
Project waiving any Liens on the Collateral; (c) waivers and subordination agreements
signed by any other lienholders or mortgagees of Borrower, or Borrower’s landlord, if
any, waiving or subordinating any Liens on the Collateral; (d) Project specifications,
maintenance agreements and other technical information regarding the Project; (e) any
and all applicable permits, licenses, easements, variances and other authorizations; (f)
Program Application documents, project plans and pro formas, and other Program-related
documents; and (g) any and all other appropriate documents as may be requested by
Lender.

“Quarter” or “Quarterly” means a quarterly period measured based on
Contract Years.

“Quarterly Amortization Statement” has the meaning set forth below in
Section 2.5(a).

“RPS” has the meaning set forth above in the Recitals.

“Scheduled Loan Balance” means the Scheduled Loan Balance set forth in
the Loan Amortization Schedule attached as Exhibit F.

“Security Agreement” means that certain Security Agreement, dated the
same date as this Agreement, setting forth the terms, conditions, obligations and rights of
the Parties as to the Collateral.

“SRECs” has the meaning set forth above in the Recitals.

“SREC Account” has the meaning set forth below in Section 2.5(b).

#2965868.07 Page 7 of 35 Consumer Loan Agreement
(6/2008)



“SREC Program Administrator” has the meaning set forth above in the
Recitals, and can also mean any successor to the SREC Program Administrator who is
recognized by the State of New Jersey.

“Term” has the meaning ascribed to such term in Section 2.4.

“Transaction Confirmation Letter” has the meaning set forth below in
Subsection 2.7(b).

2. Loan; General Terms

2.1  Loan Agreement. Lender agrees to lend to Borrower for the
purpose of reimbursing a portion of the costs incurred in designing, purchasing and
installing the Project the amount of AND 00/100 DOLLARS
(% ), which amount is referred to as the "Loan."

2.2 Promissory Note. The Loan shall be evidenced by a secured
promissory note, to be made by Borrower and delivered to Lender (“Note™), which Note
will be substantially in the form of the document attached to this Agreement as Exhibit A.

2.3 Interest Rate. The Loan shall bear interest at the rate of six and
one-half percent (6.5%) per year, which is the same as the monthly rate of 0.541667%
(calculated as 6.5% + 12 = 0.541667%). Interest shall be calculated monthly, at the end
of each month, on the Actual Loan Balance as of the beginning of such month.
Notwithstanding the preceding sentences if this Agreement is executed on a day other
than the last day of the month or Loan is prepaid in full on a date other than the last day
of the month, then the calculation of interest for such partial month only shall be based
upon a daily rate of 0.0178082% (calculated as 6.5% + 365 = 0.0178082%). By way of
example, if this Agreement were to be executed on the 15" day of a 31 day month,
interest would accrue at such daily rate for 17 days (representing the period beginning on
the date this Agreement is signed and ending on the last day of that month). Regardless
of whether paid in cash or SRECs as provided here, without limiting any of Lender’s
rights under this Agreement, if the interest component of any periodic payment is not
paid on the payment due date indicated on the Loan Amortization Schedule, the unpaid
portion of such interest component shall bear interest at the stated rate. If this occurs, the
effective rate of interest with respect to the Loan will be higher than 6.5% per year.

2.4  Term. The term of this Agreement is ten (10) years from the date
Lender advances the Loan to Borrower (“Term™). Borrower may prepay the Loan prior to
the end of the ten (10) year Term as provided in Section 2.6. Lender’s Call Option as
provided for in Section 2.7 shall survive the payment or prepayment of the Loan and
continue in effect for the full Term.
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25 Repayment of Loan; Payment in SRECs.

(@) The full amount of the Loan and all interest due is payable in periodic
installments as set forth in the Note. All amounts due under this Agreement and the Note
can be paid in (i) cash or (ii) the value of the SRECs created by operation of the Project
as described in section 2.5(b) below. Following each Quarter, Lender will provide an
amortization statement to Borrower showing the amount paid(s) by Borrower in cash and
SRECs, the Actual Loan Balance and the cumulative difference (“Quarterly Amortization
Statement”).

(b) Borrower shall elect to use cash or the SRECs created by the Project to
repay the Loan and accrued interest prior to the execution of this Agreement. By written
notice to Lender sixty (60) calendar days prior to the end of any Contract Year, the
Borrower may change its election for the succeeding Contract Year. Notwithstanding the
foregoing, Borrower may use the SRECs only if the following conditions are met:

Q) Borrower has established and maintains an electronic account with the NJCEP
to use the SREC Program Administrator for the sale and trade of SRECs (the
"SREC Account"), and Borrower provides Lender with access to such SREC
Account;

(i) Borrower shall be responsible for ensuring that all SRECs generated by the
Project each month during the Term are credited to the SREC Account in a
timely manner;

(iii)  Borrower must apply all SRECs in its SREC Account at the time of its use of
SRECs for repayment purposes towards the repayment of the Loan;

(iv)  Borrower must use the SREC Program Administrator and its SREC Account
to automatically transfer SRECs to Lender’s account and Borrower shall have
executed any documents that Lender requires to affect the automatic transfer;

(v) The value of the quantity of SRECs created by operation of the Project for
purposes of repaying the Loan and accrued interest shall be determined at the
time of such repayment and shall be the greater of the Floor Price or the
Market Value;

(vi)  If the value of the quantity of SRECs created by the operation of the Project
(or the cash payments) being applied to repay the Loan exceeds the amount
due from Borrower to satisfy his/her periodic obligations under this
Agreement and the Note for such period, Lender will apply the excess amount
to the Actual Loan Balance. The application of such excess shall not affect
the periodic payments shown on the Loan Amortization Schedule except that
once all payments due under the Loan are paid in full, no further periodic
payment shall be required.
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(vii)  Annual True-Up. Lender will perform a true-up at the end of every Contract
Year (“Annual True-Up”). Lender will calculate (a) the aggregate value of
the SRECs and cash (excluding any Annual True-Up or Biennial True-Up
payments made that Contract Year) received from Borrower to pay the Loan
for the Contract Year (“Actual Payments”), and (b) ninety percent (90%) of
the total payments due with respect to the Loan for the Contract Year as
indicated in the Loan Amortization Schedule (*90% Amount”). Within sixty
(60) calendar days from receipt of written notice from Lender, Borrower will
pay Lender in cash an amount equal to the positive difference, if any, between
(x) the 90% Amount minus (y) the Actual Payments, and such amount will be
applied to the Actual Loan Balance; and

(viii) Biennial True-Up. In addition to performing the Annual True-Up for each
Contract Year, Lender will also perform a biennial true-up, the first to take
place at the end of the second Contract Year and then every two Contract
Years thereafter (“Biennial True-Up”). Lender will (a) calculate the Actual
Loan Balance at the end of the second Contract Year (after giving effect to
any payment required under the Annual True-Up for the current Contract
Year) and (b) determine the Scheduled Loan Balance for the corresponding
period. Within sixty (60) calendar days from receipt of written notice from
Lender, Borrower will pay in cash to Lender an amount equal to the positive
difference, if any, between (x) the Actual Loan Balance minus (y) the
Scheduled Loan Balance, and such amount will be applied to the Actual Loan
Balance.

(© All payments made on the Loan (whether in cash and/or the value of
SRECs generated by the operation of the Project) will be applied (i) on the last da%/ of the
month (for example, if an SREC was transferred to Lender’s account on the 20" of the
month, Lender would apply the value of such SREC on the last day of the month), and
(i) first to the payment of accrued interest, then to the repayment of the principal amount
of the Loan.

(d) Within thirty (30) calendar days prior to the conclusion of the Term,
Lender shall provide written notice to the Borrower of the Actual Loan Balance (if any).
Within thirty (30) calendar days after such notice, Borrower will pay to Lender the
Actual Loan Balance (if any). If Borrower pays any Actual Loan Balance after the
expiration of the Term, interest will accrue, calculated in accordance with Section 2.3.

2.6 Prepayment of Loan. Subject to Lender’s Call Option described
below in Subsection 2.7(a), Borrower may pay all or a portion of the outstanding amount
of the Loan and accrued interest at any time prior to the end of the Term by paying to
Lender cash and/or SRECs, which SRECs are to be valued at the higher of the Floor
Price or Market Value. Any such prepayment will be applied to the Actual Loan
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Balance. There shall be no prepayment penalty assessed to Borrower for paying off the
Loan and accrued interest prior to the end of the Term.

2.7 Lender’s Call Option. Borrower grants to Lender an option,
exercisable at Lender’s discretion, to purchase all SRECs created by the continued
operation of the Project during the Term ("Lender’s Call Option"). Lender shall have the
right and discretion to exercise the Lender’s Call Option, as described below, if Borrower
repays to Lender the full amount of the Loan and accrued interest prior to the end of the
Term, regardless of whether such repayment is from Borrower’s voluntary prepayment in
cash or SRECs, from acceleration of the Loan by Lender upon an Event of Default, or
otherwise.

@) Lender’s Call Option: If the Loan is repaid prior to the expiration
of the Term for any reason, Lender shall have the option (“Option”) to purchase, pursuant
to the terms of this Section 2.7, up to 100% of SRECs produced by the Project during the
balance of the Term (“Maximum Contract Quantity”). Lender’s Call Option shall remain
in effect until the Term expires. Option shall mean that Lender has the right, but not the
obligation (unless exercised) to purchase all or a portion (at Lender’s election) of the
SRECs produced by the Project during the balance of the Term. The Option may be
exercised by Lender directly or through an assignee.

(b) Exercise Date: Notification by Lender of its intent to exercise
Lender’s Call Option must be provided by Lender by notifying Borrower via telephone
(O ) prior to 10:00 AM (Eastern Prevailing Time) on 25" of the month prior
to the commencement of a Delivery Period, or on the next succeeding Business Day if the
25" of such month does not fall on a Business Day. If the Parties are unable to
communicate with each other by telephone, a facsimile transmission by Lender to
Borrower to Borrower's facsimile machine (if any) ((__) - ) prior to 11:00 AM
(Eastern Prevailing Time) on 25" of the month prior to the commencement of a Delivery
Period, or on the next succeeding Business Day if the 25™ of such month does not fall on
a Business Day or written notice delivered by overnight mail shall constitute sufficient
notice. In this oral notice, Lender will specify: (a) the Contract Quantity of SRECs that
Lender has elected to purchase up to the Maximum Contract Quantity; (b) the Contract
Price, which will be determined as described in Section 2.7(d) below; and (c) the
Delivery Period. Each exercise shall be put in writing in a written Transaction
Confirmation Letter, substantially in the form of the document attached to this
Agreement as Exhibit B, and shall be governed by its terms. The terms of Exhibit B are
deemed accepted by Lender and Borrower by their signatures to this Agreement, and
such terms apply to the Lender’s Call Option at all times during the Term, and any
exercise of the Lender’s Call Option. Each Transaction Confirmation Letter shall be
effective upon delivery by Buyer (Lender) to Seller (Borrower) unless the Seller
(Borrower) gives the Buyer (Lender) written notice that the Transaction Confirmation
Letter is not consistent with the verbal notification of Lender’s intent to exercise Lender’s
Call Option. To be effective, such contesting notice must be delivered to the Buyer
(Lender) within three (3) Business Days of the Seller (Borrower)’s receipt of the
Transaction Confirmation Letter.
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(©) Delivery Period: Each Delivery Period shall commence on the
first calendar day of the Contract Year Quarter following Lender’s verbal notice of its
intent to exercise Lender’s Call Option and end on the last calendar day of the third
month of the Quarter following commencement of the Delivery Period. There can be
more than one Delivery Period, but only one Delivery Period can be exercised at a time.

(d) Contract Price: The contract price (“Contract Price”) to be paid by
Lender for SRECs delivered by Borrower during a Delivery Period shall be the amount
equal to the product of 0.75 multiplied by the Market Value, based on the Market Value
at the time Lender’s Call Option was exercised with respect to such Delivery Period.

(e) Survival of Lender’s Call Option: It is the Parties’ intention
Parties that the Lender’s Call Option remain in effect for the entire Term, even if
Borrower sells the Project Equipment (alone or in connection with a sale of the Facility)
or if there is a change in the location of the Project Equipment. This is irrespective of
any right that Borrower may have to dispose of the Project Equipment after the Loan has
been repaid and such Equipment is no longer part of the Collateral and subject to the
terms of the Security Agreement. Borrower agrees that any change in the location of the
Project Equipment during the Term must be approved in writing by Lender. Giving that
Lender cannot exercise the Lender’s Call Option unless the Project Equipment is
operating in New Jersey, Borrower shall ensure that the Project Equipment will not be
moved out of New Jersey during the entire Term. Borrower also agrees to keep the
Project Equipment insured and maintained in good condition during the entire Term.

()] Publication of Lender’s Call Option: Borrower consents to Lender
taking any actions that Lender feels are appropriate to notify third parties of the existence
and continuation of the Lender’s Call Option including, filing of documents in the real
property records in the county where the Facility is located. To this end, the Parties
agree to sign a Memorandum of Option, in the form attached here as Exhibit C, in order
to record the Lender’s Call Option in the public land records. Further, Borrower agrees
to execute any subsequent memoranda or other documents as Lender may require in the
event that the Project Equipment is moved (with approval of Lender) from the real
property stated in the Memorandum of Option.

2.8 Inspections. Prior to advancing the Loan and also during the
Term, Lender (or its designee), at its sole election and cost and upon written notice to
Borrower, may make inspections of the Project to confirm that Operation (as defined in
Section 4(d) below) has been achieved and that the Project is being operated and
maintained in accordance with this Agreement. Borrower shall not rely on the Lender’s
inspection for any purpose. Borrower shall be solely responsible for ensuring that the
Project is installed and constructed in accordance with the Customer Agreement.
Lender’s inspection and the disbursement of a Loan shall not be deemed to constitute
Lender’s approval or warranty of the Project, the Equipment or the Equipment Provider
and/or its continued operation.
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2.9 Reqgulatory Changes; Acceleration of Loan. If the existing New
Jersey regulations governing the Solar Program are amended, suspended and/or otherwise
no longer in force, Lender will not accelerate the repayment of the unpaid portion of the
Loan and accrued interest, PROVIDED, HOWEVER, that:

@) Borrower continues to operate the Project in accordance with this
Agreement;

(b) The terms in this Agreement governing the amortization of the
Loan and payment of all accrued interest remain in full force and effect; and

(c) Despite the change in regulation, the BPU continues to allow
Lender to enjoy the comparable treatment, as described more fully in Section 2.9(a)
above, with regard to those Projects in operation and creating SRECs as Lender enjoyed
prior to such change in regulations.

3. No Assumption of Liabilities. Lender shall not assume, and
Borrower shall retain and be responsible for, any and all liabilities and obligations of
Borrower of any kind or nature whatsoever, including any and all liabilities and
obligations of Borrower under the Project Documents, including the Customer
Agreement.

4, Conditions Precedent to Advancing the Loan. Lender shall not be
obligated to advance the Loan unless the following conditions are satisfied, in form and
substance satisfactory to Lender and its counsel, on or before the date when Borrower
requests disbursement of the Loan:

(a) All of the Loan Documents shall have been completed, duly
executed and delivered by Borrower to Lender.

(b) Lender shall have received: (1) the financing statements in form
and substance reasonably acceptable to Lender for filing with the appropriate
governmental agency or agencies in all jurisdictions (state and county levels) necessary
or, in the opinion of Lender, desirable to perfect the Liens created by this Agreement; (2)
record searches identifying all financing statements, judgments, tax liens and other Liens
on file with respect to Borrower in all jurisdictions referred to under (1) above and such
other jurisdictions as Lender may deem appropriate, indicating that no Person, other than
Lender and any other holders of Permitted Encumbrances, has any Lien or Liens on any
of the Collateral; (3) record owner and mortgage lien searches of the real estate records
applicable to the Facility; (4) Lien waivers or subordinations from other lienholders,
mortgagees and Borrower’s landlord, if applicable, each duly executed by each person
that is a party thereto, each of which shall be in full force and effect, and in form and
substance satisfactory to Lender; (5) satisfactory evidence of all insurance coverage
required in this Agreement; (6) any and all other documents related to the Collateral or
Borrower that Lender reasonably requests.
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(c) Lender shall have received all Project Documents for the Project,
each duly executed by each person that is a party to it, each of which Project Documents
shall be in full force and effect, and in form and substance acceptable to Lender.

(d) Borrower shall have notified Lender in writing that the Project is
substantially complete and producing SRECs (“Operation”) and Lender shall have
verified that the Project has achieved Operation pursuant to Lender’s inspection rights in
Section 2.8. In the event the date of Operation has not occurred within one year after
Lender’s notification to Borrower of Project approval, Lender shall have the right, to be
exercised by giving upon written notice to Borrower, to terminate this Agreement and
shall be under no further obligation to advance the Loan, provided however that Lender
shall provide an additional six (6) months grace period before terminating this Agreement
if, but only if, (i) Borrower has not achieved Operation due to circumstances beyond
Borrower’s control, (ii) Borrower has exercised reasonable diligence in connection with
the Project and (ii1) Borrower has expended capital in connection with the Project.

(e) Borrower shall have provided to Lender a complete copy of the
BPU’s inspection report with respect to the Equipment installed at the Facility.

(f) Metering equipment capable of measuring the electricity generated
from the continued operation of the Project throughout the Term shall have been installed
in accordance with the Program requirements.

) Borrower shall have opened a SREC Account and provided Lender
with a corresponding, valid SREC Account tracking number and password.

(h) There shall be at such time no: (1) injunction, writ, preliminary
restraining order, or any order of any nature issued by an arbitrator, court or other
governmental authority directing that the transactions provided for in this Agreement
and/or in the Project Documents not be consummated as provided; or (2) suit, litigation,
investigation hearing or proceedings of or before any arbitrator, court or other
governmental authority pending or threatened against Borrower, or any of Borrower’s
properties, revenues or assets, with respect to the Loan Documents, the Project
Documents, and/or any of the transactions contemplated in those documents that could
result in a material and adverse change to them;

(i) No Event of Default under this Agreement or any other agreement
applicable to Borrower or the Equipment Provider has occurred and is continuing or will
result from the making of such Loan;

() The representations and warranties of Borrower contained in this
Agreement shall be true and correct as of the date Lender advances the Loan with the
same effect as though made on such date, except, however: (i) for such changes as are
specifically permitted hereunder; and (ii) to the extent made solely as of a previous date,
such warranties shall have been true and correct as of that previous date;
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() The Solar Loan Program, or any program which is a direct
successor to it, remains in effect; and

(K) No event shall have occurred since the date of the execution and
delivery of this Agreement which, in the good faith opinion of Lender, is likely to
materially and adversely affect the financial and/or credit prospects of Borrower, the
operability of the Project as contemplated or otherwise impair the ability of Borrower to
perform his/her obligations under the Loan Documents and/or the Project Documents.

5. Security Agreement. As security for the payment and performance of the
obligations of Borrower under the Loan Documents, at the same time that Borrower
executes and delivers to Lender this Agreement, Borrower will execute and deliver to
Lender a fully executed Security Agreement, in the form of the document attached to this
Agreement as Exhibit D.

6. SRECs and Environmental Attributes.

@) If a third party offers Borrower a higher price for SRECs than the
then-current Market Price, Lender permits Borrower to sell SRECs to that third party:
PROVIDED, HOWEVER, that Borrower notifies Lender in writing of his/her intent to
sell SRECs to that third party, and shall include in that written notification the quantity of
SRECs to be sold and the price for such quantity of SRECs, and Borrower utilizes the
entire sale price paid by that third party towards (1) the payment of all accrued interest on
the Loan, then (2) the amortization of the principal amount of the Loan in the month
Borrower receives the proceeds of the sale to a third party. After the Loan is repaid, but
before the end of the Term — that is, during any period in which the Lender’s Call Option
could be exercised by Lender — Borrower shall not have the right to sell SRECs to anyone
but Lender or Lender’s assigns.

(b) For purposes of this Agreement, an "Environmental Attribute™ is
an instrument used to represent the environmental costs and/or benefits associated with a
fixed amount of electricity generated by the Project. For the Project, Environmental
Attributes represent the general environmental benefits of renewable generation such as,
for example, air pollution avoidance. The exact quantity of the environmental benefit
(e.g.. pounds of emission reductions of a given pollutant) is not indicated by an
environmental attribute, though it can be quantified separately in pollution trading
markets and through engineering estimates. The Environmental Attribute represents all
environmental benefits, whether or not trading markets for such pollutants or benefits
exist. Lender will quantify any and all Environmental Attributes, and have the right to
trade said Environmental Attributes for its own account.

7. Representations and Warranties.

7.1  Litigation Claims and Proceedings. No litigation, suits, claims,
and/or judicial or administrative proceedings of any nature is pending or, to the best
knowledge of Borrower, threatened against Borrower or Borrower's property or the
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Project, the effects of which, in Lender’s judgment, would have a material adverse effect
on Borrower, his/her financial condition and/or the Project.

7.2 Laws and Requlations. Borrower is not in any violation of federal,
state or local laws, ordinances or regulations pertaining to any of the Loan Documents,
any of the Project Documents and/or any of the transactions contemplated in any of the
foregoing or the Project.

7.3 Disclosures. No representation or warranty by Borrower contained
in this Agreement, and no statement contained in any certificate, schedule, exhibit, list or
other writing furnished to Lender in connection with this transaction and/or in connection
with the Project contains any material untrue statement of fact or omits to state any
material fact necessary in order to make the statements contained in those writings not
materially misleading. All copies of all writings furnished to Lender in connection with
this Agreement or the transactions contemplated in the Loan Documents, are true and
complete in all material respects. All schedules and exhibits to this Agreement are true
and complete in all material respects.

7.4 Liens or Encumbrances on Project Equipment.  Borrower
represents that there are no liens on the Project Equipment other than the Permitted
Encumbrances.

7.5 No Contravening Agreements. Borrower represents that the Loan
Documents do not violate any agreements to which Borrower is a party.

8. Representations and Warranties of Lender. As of the date hereof, Lender
represents and warrants that Lender is a corporation duly organized, validly existing and
in good standing under the laws of the State of New Jersey and has all requisite corporate
power and authority to enter into this Agreement and to carry out the transactions
contemplated hereby.

9. Covenants of Borrower.

9.1 Performance of Customer Agreement and the Project. From and
after the date of this Agreement Borrower shall:

@) forward to Lender copies of all notices, requests, correspondence
and other communications relating to the Project Documents and/or the Project promptly
upon their receipt;

(b) name Lender as lender loss payee and an additional insured on
each policy of insurance obtained in compliance with the Project Documents. Each such
policy of insurance shall provide that Lender shall be entitled to thirty (30) calendar days'
prior written notice from the insurer prior to any termination or modification thereof;
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(c) develop, manage, operate and maintain the Project as currently
contemplated, in compliance with all provisions of the Customer Agreement, Project
Documents, manufacturer’s specifications and with all applicable federal, state and local
laws, ordinances and regulations;

(d) maintain and/or cause to be maintained all tangible assets relating
to the Project in good operating condition, excluding reasonable wear and tear;

(e) file when and as due all federal, state, local and foreign income and
other tax returns and tax reports required to be filed with respect to the assets of Borrower
with the appropriate governmental agencies, and pay, when and as due, all such taxes to
all such appropriate governmental agencies;

() advise Lender in writing of any breach or default, or any
circumstances that constitute, or may come to constitute, a breach or default under the
Loan Documents or Project Documents, or in any way impair the validity or enforcement
of any obligation or tend to reduce the amount payable from the amount under any of the
Loan Documents or Project Documents;

(g) advise Lender in writing of any material and adverse change or any
event, occurrence or circumstance that is likely to cause a material and adverse change in
the Project and/or the financial condition of Borrower; and

(h) Borrower hereby authorizes Lender to access and review, from
time to time, Borrower's SREC Account, and Borrower will provide Lender with all
SREC Account information to enable Lender to access and review Borrower’s SREC
Account.

9.2  Additional Covenants. Except as otherwise permitted in this
Agreement or with the prior written consent of Lender, which consent Lender shall not
unreasonably withhold, from and after the date of this Agreement, Borrower shall not:

(a) mortgage, pledge, or otherwise encumber or subject to lien or allow to
be encumbered or subjected to lien, or dispose of, or agree to dispose of or lease or
license to others or agree to so lease or license, any of the assets used or useful in the
Project, including, without limitation, any real or tangible personal property and, or
commit to do any of the foregoing, except, however, as specified in the Security
Agreement; or

(b) cancel or change any material existing policy of insurance relating to
the Project, unless, however, replaced by an insurance policy providing substantially the
same coverage.

9.3 Information: Access to Properties; Books and Records.
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(a) Borrower shall make available for inspection, upon reasonable request
of and written notice from Lender and at Lender’s expense, any and all information
related to the Project, including, without limitation, all books and records reasonably
requested by Lender in connection with the Project. Borrower shall permit Lender to
make copies of books and records relating to the Project. Should Lender, in the course of
inspecting any such books and records, discover any material defect in them which
amounts to, or reasonably will amount to, an Event of Default under Section 11.1 below,
the costs and expenses incurred by Lender in performing such inspection shall be solely
borne by Borrower.

(b) Borrower shall allow Lender and Lender's authorized representatives
reasonable access to the real and tangible personal property relating to the Project for the
purpose of conducting investigations and examinations of the Project. No investigation
by Lender or any of Lender's representatives under this section shall affect any
representation, warranty and/or covenant of any Party to this Agreement.

9.4 Insurance.

(@) Borrower, at a minimum, shall maintain the following insurance
coverages on the Project and the Collateral:

Q) Liability coverage under a homeowner’s insurance policy,
with limits not less than: THREE HUNDRED THOUSAND DOLLARS ($300,000) per
occurrence and ONE MILLION DOLLARS ($1,000,000) annual aggregate, and naming
Lender as an additional insured under such policy;

(i) Property insurance coverage under a homeowner’s
insurance policy covering, at a minimum, the full replacement costs of the Project, with a
$500.00 per occurrence deductible and naming solely Lender as an additional insured and
loss payee; and

(iii)  such other insurance as Lender may reasonably require.

(b) Throughout the Term of this Agreement, Borrower shall carry the
foregoing insurance coverages, issued by one or more nationally-known insurance
underwriters, each underwriter having an A.M. Best’s rating of "A-/VII" or better, or, for
underwriters not rated by A.M. Best, a quality equivalent to that of an A.M. Best rating of
"A-/VII" or better, as decided by Lender in its sole discretion.

(©) Borrower shall instruct each and every insurance company
providing the foregoing coverages to notify Lender promptly of any cancellation or
material change of said coverages, in whole or in part. Borrower is to submit annually
during the Term evidence that all insurance required under this Agreement is in full force
and effect.
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(d) All such policies of insurance shall provide for at least thirty (30)
calendar days advance notice in writing to Lender of any cancellation or modification
thereof. If Borrower fail to pay the premiums on any such insurance, Lender shall have
the right (but shall be under no duty) to pay such premiums for Borrower’s account.
Borrower shall immediately repay to Lender any sums which Lender shall have so paid,
together with interest thereon at the applicable rate with respect to the Loan.

(e) In the event of a payout under the insurance coverage, Borrower
hereby authorizes and directs Lender, and Lender shall have the sole discretion, to apply
or pay all such proceeds to (1) the payment of the Obligations, (2) the restoration or
replacement of the property destroyed or damaged, or (3) Borrower.

()] Each such insurance policy set forth above shall include
(i) provisions or endorsements naming Lender, its affiliates, directors, officers and
employees as additional insureds; (ii) provisions that such insurance is primary insurance
with respect to the interest of Lender and such additional insureds and that any insurance
maintained by Lender is excess and not contributory insurance with the insurance
required hereunder; (iii) a cross-liability or severability of insurance interest clause; and
(iv) provisions by which the insurer waives all rights of subrogation against Lender and
the additional insureds.

(9) Borrower shall provide Lender with Certificates of Insurance
acceptable to Lender evidencing the policies, provisions and endorsements listed above
within ten (10) calendar days after they have been obtained, and, upon request of Lender,
on an annual basis thereafter.

9.5  Maintenance of Equipment. During the Term, Borrower shall
maintain the Project and all related Equipment in good operating condition and repair,
ordinary wear and tear excepted. Borrower shall ensure that any and all necessary repairs
and replacements are made so that the value and operating efficiency of the Project and
all related Equipment shall at all times be maintained and preserved, normal depreciation
excepted. If Borrower, in Lender's reasonable judgment, fails to maintain the Equipment
to ensure its continued operation in accordance with the Project Documents, Lender shall
have the right to require Borrower to retain the services of an experienced third-party
maintenance provider to maintain the Equipment. To the extent Borrower fails to
comply, Lender shall have the right to perform these maintenance obligations on behalf
of Borrower. Borrower shall immediately reimburse Lender for any money spent by
Lender in fulfilling Borrower’s maintenance obligations. Borrower shall not permit any
Equipment to become affixed to real estate as a fixture as defined under the Uniform
Commercial Code.

9.6  Maintenance of Collateral. Borrower will properly protect and
maintain the Collateral, and defend the Collateral against any claims and/or demands
against it.
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9.7 No Other Interests Granted. Except as otherwise disclosed by
Borrower to Lender on Exhibit G to this Agreement, Borrower has not executed, will not
execute, and has not had or will have executed on his or her behalf, any assignment,
pledge, security or other similar agreement or financing statement covering the
Collateral, or any portion of it, except to Lender. Borrower will keep the Collateral free
from any and all liens, claims, security interests and encumbrances of any kind or nature,
except for the assignment, pledge and security interest granted to Lender in the Loan
Documents.

9.8  Change in Name. Borrower will notify Lender immediately in
writing of any proposed or actual change of Borrower's name or identity.

9.9  Further Assurances. Borrower agrees that upon Lender’s request,
at any time, Borrower shall take all actions reasonably required to assure to Lender a
perfectable, first priority security interest in the Collateral.

10. Covenants of Borrower and Lender. Borrower and Lender shall cooperate
and use all reasonable efforts, in good faith, to make all registrations, filings and
applications and to give all notices and obtain all governmental and regulatory consents,
authorizations, approvals, licenses, permits, orders, qualifications and waivers necessary
or desirable for the consummation of the transactions contemplated in this Agreement.

11. Events of Default: Remedies: Cure Rights.

11.1 Events of Default. The occurrence of any one or more of the
following events shall constitute an "Event of Default™:

@) any failure of Borrower to make any payment of principal
and interest as provided in the Note and/or in this Agreement;

(b) any material representation or warranty made by Borrower,
or any material statement, information or certification made or provided by Borrower to
Lender in connection with this Agreement, the Note and/or the Project, shall prove to
have been false or incorrect in any material respect at the time made or given;

(© an assignment by Borrower of this Agreement or any of the
rights created by this Agreement in violation of its provisions;

(d) the failure by Borrower to perform or observe any of the
material covenants, agreements, terms, conditions or provisions of this Agreement not
otherwise specified in this section;

(e) Borrower: (i) makes an application for the appointment of a
receiver, trustee or custodian for the Collateral and/or any other of Borrower's assets; (ii)
files a petition under any chapter of the Bankruptcy Code or any similar federal and/or
state law or regulation providing for the relief of debtors; (iif) makes an assignment for
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the benefit of his/her creditors; (iv) has a petition in bankruptcy, or other similar relief,
filed against his/her, and such petition is not withdrawn or discharged within ninety (90)
calendar days after the date of its filing;

()] Borrower commits an Event of Default under the Security
Agreement;

(9) Borrower commits an Event of Default under any of the
Project Documents;

(h) Borrower breaches and/or defaults under any agreement
between Borrower and Lender; and/or

Q) Borrower defaults under any obligations to a subordinate
lienholder with respect to the Collateral.

11.2 Cure Rights; Remedies.

@) Upon the occurrence of an Event of Default, Lender shall
provide written notice of such Event of Default to Borrower. Following receipt of such
notice, Borrower shall have: (i) a five (5) Business-Day period within which to fully cure
any Event of Default involving the payment of money; and (ii) a thirty (30) calendar day
period within which either to cure any other Event of Default not involving the payment
of money or, if the Event of Default does not involve the payment of money and cannot
be fully cured within the thirty-calendar day period, to institute corrective action
satisfactory to Lender and to pursue such corrective action diligently, provided that the
thirty- calendar day cure period shall not be made available to Borrower if Lender
determines, in its sole discretion, that Lender’s rights with respect to Borrower and/or
Collateral could be materially adversely affected. These provisions regarding notice and
cure periods shall not apply in the case of Section 11.1(e) above.

(b) Upon the occurrence of an Event of Default that is not
cured as per subsection 11.2(a), Lender, in its sole discretion, may declare the entire
outstanding amount of the Loan and all accrued and unpaid interest to be immediately
due and payable.

(©) Upon Borrower committing an Event of Default, Lender
shall have the right to exercise, at its option, any and all rights and remedies available at
law and/or in equity and/or other proceeding. If the Event of Default involves the
payment of any amount due under this Agreement, such amount shall bear interest from
the date due to the date paid at a rate equal to the interest rate stated in Subsection
11.2(g), calculated in conformance with Section 2.3.

(d) Upon the occurrence and during the continuance of any
condition that, after notice or lapse of time or both, would constitute an Event of Default,
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Lender shall have the right, as the true and lawful agent of Borrower, with power of
substitution for Borrower and in either Borrower's name, Lender's name or otherwise, for
the use and benefit of Lender: (i) to offset any amounts owed by Borrower to Lender,
which are not paid when due, against any amounts due and owing by Lender to Borrower
from any source whatsoever; (ii) to receive, endorse, assign and/or deliver any and all
notes, acceptances, checks, drafts, money orders or other evidences of payment relating
to the Collateral or any part of it; (iii) to demand, collect, receive payment of, give receipt
for and give discharges and releases of all or any part of the Collateral; (vi) to commence
and prosecute any and all suits, actions or proceedings at law or in equity or otherwise in
any court of competent jurisdiction to collect on any of the Collateral or to enforce any
rights in respect of any Collateral; (vii) to settle, compromise, compound, adjust or
defend any actions, suits or proceedings relating or pertaining to all or any portion of the
Collateral; and (viii) to use, sell, assign, transfer, pledge, make any agreement with
respect to or otherwise deal with all or any of the Collateral and to do all other acts and
things necessary to carry out the purposes of this Agreement, as fully and completely as
though Lender were the absolute owner of the Collateral for all purposes.

(e) If, in the good faith business judgment of Lender, Borrower
is not performing his/her obligations under this Agreement or, after Borrower’s receipt of
a written request by Lender to provide adequate assurances of performance, Borrower is
likely to breach any of his/her obligations under any of the Loan Documents, Lender
may, at the cost and expense of Borrower, take such steps as are necessary to remedy
such failure to avoid such breach. Lender is not obligated to take any such steps.

() Borrower shall reimburse Lender promptly for all
reasonable costs and expenses Lender incurs in exercising any and all of its remedies,
including, without limitation, the costs and expenses incurred by Lender in inspecting
Borrower’s books and records, as per Subsection 9.3(a), plus interest on the amount of
such costs and expenses from the date incurred by Lender to the date reimbursed by
Borrower, calculated in accordance with Section 2.3, and Lender shall be entitled to
offset such amounts against payment of any amounts owed to Borrower from any source
whatsoever.

(0) Upon the occurrence of an Event of Default, Lender may
institute a suit directly against Borrower without first foreclosing on or liquidating the
Collateral.

(h) Upon the occurrence of an Event of Default, Lender, in its
sole discretion, may increase the rate of interest accruing and payable on the Loan to the
rate of ONE AND ONE-HALF PERCENT (1 1/2%) per month, calculated in accordance
with the appropriate provision of Section 2.3, for each month after the Event of Default
that the Loan remains outstanding.

Q) In the event of a failure of the foregoing remedies, Lender
may, after reasonable notice to the Borrower, enter onto the Facility where the Collateral
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may be located, take possession of the Collateral and contemporaneously stabilize the
affected area of the roof to prevent leakage. Within seven (7) calendar days thereafter,
the Lender will restore the roof in a workman like fashion to reflect the general condition
of the roof unaffected by the removal of the Collateral. The costs incurred by Lender
under this subparagraph (i) shall be recouped by Lender as set forth in Section 11.4,
paragraph “paragraph “First”.

11.3 Lender's Right to Dispose of Collateral. Borrower agrees that
Lender shall have the right, subject to the mandatory requirements of then current law, to
sell or otherwise dispose of all or any part of the Collateral, at public or private sale or at
any broker's board or on any securities exchange, for cash, upon credit or for future
delivery as Lender shall deem appropriate. Lender shall be authorized at any such sale, if
it deems it advisable to do so, to restrict the prospective bidders or purchasers to persons
who will represent and agree that they are purchasing the Collateral for their own account
for investment and not with a view to the distribution or sale of it, and upon
consummation of any such sale Lender shall have the right to assign, transfer and deliver
to the purchaser or purchasers the Collateral so sold. Each such purchaser at any such
sale shall hold the property sold absolutely free from any claim or right on the part of
Borrower, and Borrower hereby waives to the fullest extent permitted by law, all rights of
redemption, stay and appraisal which Borrower now has, or may have at any time in the
future, under any rule of law or statute now existing or hereafter enacted. Lender shall
recognize any right of Borrower to quiet enjoyment of the Collateral.

11.4 Application of Proceeds. Lender shall apply any Collateral
consisting of cash and the proceeds of any collection or sale of any other Collateral as
follows:

FIRST, to the payment of all costs and expenses incurred by Lender in
connection with such collection or sale or otherwise in connection with this Agreement,
any other agreement in connection with the Loan and accrued interest, including, but not
limited to, all court costs and the reasonable fees, disbursements and other charges of its
agents and legal counsel -- whether incurred in any action or proceeding either between
the Parties or between Lender and any third party;

SECOND, to the payment in full of the accrued interest on the Loan;
THIRD, to the payment of the principal of the Loan; and

FOURTH, to Borrower and his/her successors or assigns, or as a court or
agency of competent jurisdiction may otherwise direct.

Lender shall have absolute discretion as to the time of application of any such proceeds,
moneys or balances in accordance with this Agreement. Upon any sale of the Collateral
by Lender, including, without limitation, pursuant to a power of sale granted by statute or
under a judicial proceeding, the receipt of Lender or of the officer making the sale shall
be a sufficient discharge to the purchaser or purchasers of the Collateral so sold and such
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purchaser or purchasers shall not be obligated to see to the application of any part of the
purchase money paid over to Lender or such officer or be answerable in any way for the
misapplication thereof.

12. Amendment and Waivers.

12.1 Amendments. Modifications and Supplements. This Agreement
may be amended, modified or supplemented only by an instrument in writing executed
by, and delivered on behalf of, each of the Parties.

12.2  Waivers. The representations, warranties, covenants and
conditions set forth in this Agreement may be waived only by a written instrument
executed by the party so waiving. The failure of any party at any time or times to require
performance of any provision of this Agreement shall in no manner affect the right of
such party at a later time to enforce the same. No waiver by any party of any condition,
or breach of any term, covenant, agreement, representation or warranty contained in this
Agreement shall be deemed to be or construed as a waiver of any other condition or of
the breach of any other term, covenant, agreement, representation or warranty contained
in this Agreement.

13. Survival of Representations, Warranties and Covenants. All
representations, warranties and covenants of the Parties contained in or made pursuant to
this Agreement and/or the Note shall survive until this Agreement expires or is sooner
terminated or, in the case of any covenants, until such covenants have been performed
fully.

14. Indemnification. Borrower indemnifies and holds harmless Lender and
Lender’s shareholders, subsidiaries, affiliates, officers, directors, successors and assigns,
and the agents, representatives and employees of any and all of the foregoing, from and
against any and all liability (including, without limitation liability in tort, whether
absolute or otherwise), obligations, losses, penalties, claims, suits, costs and
disbursements, including without limitation, legal fees and disbursements in any way
relating to, or arising out of, the Loan Documents, the Project Documents and/or the
Collateral; provided, however, that there shall be no indemnity for liability caused by
Lender’s gross negligence or willful misconduct. This provision shall survive the
expiration or sooner termination of this Agreement.

15.  Notices. Any and all notices or other communications required or
permitted under this Agreement shall be in writing and shall be deemed to have been duly
given if delivered personally by courier, or by overnight delivery by a nationally
recognized overnight delivery service, or five (5) calendar days after mailing if sent by
registered or certified mail, postage prepaid, addressed as follows:
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If to Lender: Public Service Electric and Gas Company
80 Park Plaza, T-8
Newark, New Jersey 07102

Attention: Solar Loan Program Administrator

With a copy to Lender’s legal counsel at the same address.

If to Borrower:

Attention:

Any party may change the address to which notices or other communications are to be
sent to it by giving written notice of such change in the manner provided above for all
notices.

16. Assignment.

16.1. This Agreement may not be assigned by any Party without the
prior written consent of the other Party. The non-assigning Party shall be entitled to
recover its reasonable costs and expenses, including but note limited to administration
and attorney fees in connection with any such assignment. Notwithstanding the
foregoing, however, Lender, without Borrower's consent, may: (a) assign its rights and
delegate its obligations hereunder to one or more subsidiaries or affiliates of Lender; or
(b) assign its rights to receive moneys and/or SRECs hereunder and under the Note to any
unaffiliated third party for financing purposes only. In all regards, however, no such
assignment or delegation by Lender shall relieve Lender of its obligations under this
Agreement. Subject to the foregoing, this Agreement shall bind and inure to the benefit
only of the Parties and their respective successors and permitted assigns.

16.2 If Borrower desires to sell or transfer its ownership or leasehold
interest in the Facility to a third party (the “Proposed Transferee”), the Actual Loan
Balance shall be paid in full at the closing of such transaction and the Lender’s Call
Option shall survive for the remainder of the Term. Notwithstanding the foregoing, if the
Proposed Transferee desires to assume the Loan, Borrower shall so notify Lender in
writing at least ninety (90) calendar days prior to such transfer. Lender shall review the
creditworthiness of the Proposed Transferee, the status of the Loan, the operating history
of the Project and such other factors as Lender may deem reasonable and appropriate in
determining whether to consent to the assignment of the Loan. Lender shall thereafter
advise Borrower in writing (i) whether the Loan may be assigned to the Proposed
Transferee and (ii) the terms and conditions of the assignment. If Lender does not
affirmatively approve the assignment of the Loan to the Proposed Transferee or if the
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Proposed Transferee fails to satisfy the terms and conditions of any approved assignment
by the closing of the transaction between Borrower and the Proposed Transferee, the
Borrower shall pay in full the Actual Loan Balance at such closing, the Lender’s Call
Option shall survive for the remainder of the Term notwithstanding such closing, and the
Lender’s Call Option shall be binding upon the Proposed Transferee. Lender shall be
entitled to recover its reasonable costs and expenses including but not limited to
administration and attorney fees in connection with such assignment.

17. Entire Agreement. This Agreement, together with the schedules and
exhibits attached, and the Notes and the other documents and instruments referred to
here, sets forth the entire agreement and understanding of the Parties in respect of the
transactions contemplated by this Agreement, and supersedes all prior agreement,
arrangements and understandings relating to the subject matter of the Agreement.

18. No Third Party Beneficiary. Nothing in this Agreement is intended or
shall be construed to give any Person any legal or equitable right, remedy or claim under
or in respect of this Agreement or any provision contained herein, other than the Parties.

19. Recitals. The clauses above set forth in the Recitals are herein
incorporated by reference.

20.  Counterparts. This Agreement may be executed in any number of
counterparts, all of which together shall be considered to constitute one instrument.

21. Section Headings. All section headings are inserted for convenience only
and shall not control or affect the meaning or construction of any provision of this
Agreement and have no independent significance.

22, Interpretation. In this Agreement the singular includes the plural and the
plural the singular; words importing any gender include the other genders; the words
"including”, “includes" and "include" shall be deemed to be followed by the words
"without limitation"; references to agreements and other contractual instruments shall be
deemed to include all subsequent amendments and other modifications, without prejudice
to any provisions of this Agreement prohibiting such amendments and other
modifications; and references to persons include their respective permitted successors and

assigns.

23.  Severability. The invalidity or unenforceability of any provision in this
Agreement will not affect any other provision.

24.  Applicable Law. THIS AGREEMENT IS GOVERNED
EXCLUSIVELY BY AND CONSTRUED IN STRICT ACCORDANCE WITH
THE LAWS OF THE STATE OF NEW JERSEY APPLICABLE TO
CONTRACTS MADE AND TO BE PERFORMED ENTIRELY WITHIN THE
STATE OF NEW JERSEY WITHOUT REGARD TO NEW JERSEY'S
CONFLICT OF LAWS PROVISIONS THAT MAY DEFEAT THE
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APPLICATION OF NEW JERSEY'S SUBSTANTIVE LAW TO THIS
AGREEMENT, THE NOTE AND THE UNDERLYING TRANSACTIONS.

25. Miscellaneous. Nothing in this Agreement shall be construed to create
any duty to, any standard of care with reference to, or any liability to any Person not a
party to this Agreement. No undertaking by one Party to the other under any provision of
this Agreement shall constitute the dedication of Lender's system or any portion thereof
to Borrower or to the public, nor affect the status of Lender as an independent public
utility corporation, or Borrower as an independent individual. Lender's review or
acceptance of the Project and its operation shall not be construed as confirming or
endorsing the design or as any warranty of safety, durability, reliability and/or
performance. Lender shall not by reason of such review or failure to review be
responsible for the strength, safety, details of design, adequacy, capacity, reliability
and/or operation of the Project, nor shall Lender's extension of the Loan to Borrower be
deemed to be an endorsement of the Project, in whole or in part.

26. Relationship of the Parties.  For purposes of this Agreement, Lender and
Borrower expressly agree that the relationship of Lender to Borrower is that of a lender
only. The intent of this provision is to clarify and stipulate that Lender is not a partner,
fiduciary and/or coventurer of Borrower and that Lender's sole interest in the Collateral is
for the purpose of security for repayment of the obligations of Borrower to Lender, and of
Grantor to Secured Party (under the Security Agreement).

217. Joint and Several Obligations. If this Agreement is signed by two or more
individuals as Borrower, the obligations of such individuals under this Agreement are
joint and several as if each individual executed a separate Agreement in favor of Lender.
This Agreement shall be enforceable by Lender against each of or all of such individuals
as Lender may elect. Each individual is fully responsible for the entire amount of the
Loan and any related amounts due.

IN WITNESS WHEREOF, each Party signed or has caused its duly
authorized representative to sign and deliver this Agreement as of the date first above
written.
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Public Service Electric and Gas Company  [Insert Name Of Borrower]

By: By:
(Signature) (Signature)
Name: Name:
(Print Name) (Print Name)
[By: ]
(Signature)
[Name: ]
(Print Name)
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EXHIBIT A

PROMISSORY NOTE

[To Be Provided]

#2965868.07 Page 29 of 35 Consumer Loan Agreement
(6/2008)



EXHIBIT B

TRANSACTION CONFIRMATION LETTER

[To Be Provided]
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EXHIBIT C

MEMORANDUM OF OPTION

[To Be Provided]

#2965868.07 Page 31 of 35 Consumer Loan Agreement
(6/2008)



EXHIBIT D

SECURITY AGREEMENT

[To Be Provided]
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EXHIBIT E

BORROWER'S PROGRAM APPLICATION

[Copy of Borrower’s Loan Application to be Attached]

#2965868.07 Page 33 of 35 Consumer Loan Agreement
(6/2008)



EXHIBIT F

LOAN AMORTIZATION SCHEDULE

[below form to be completed]

(1) 2) 3 (4) 5) (6)
SRECs Total Interest Principal
Payment Date Generated* Payment Payment Payment
Issuance Date
1 mm/dd/yy # $ $ $
2 mm/dd/yy
3 mm/dd/yy
4 mm/dd/yy
5 mm/dd/yy
6 mm/dd/yy
115 mm/dd/yy
116 mm/dd/yy
117 mm/dd/yy
118 mm/dd/yy
119 mm/dd/yy
120 mm/dd/yy

* “SRECs Generated” column represents the SRECs anticipated to be generated by the Project
during the month. Actual SREC generation may differ.
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EXHIBIT G

SCHEDULE OF PERMITTED ENCUMBRANCES

[To Be Provided]
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PSE&G Draft April 17, 2008

SOLAR PROGRAM LOAN AGREEMENT

THIS SOLAR PROGRAM LOAN AGREEMENT (“Agreement”), dated as of
, 200_, is made and entered into by and between Public Service Electric and Gas
Company, a New Jersey corporation (“Lender”), having its general offices at 80 Park Plaza,
Newark, New Jersey 07102, and ,a (“Borrower”),
having its principal place of business at , New Jersey
From time to time throughout this Agreement, each of Borrower and Lender is referred to as,
individually, a “Party” and together, collectively, as the “Parties.”

RECITALS

A. The State of New Jersey’s Renewable Portfolio Standard (“RPS”) mandates that
electricity suppliers provide a percentage of their electricity sales from solar generation.
To facilitate said mandate, the New Jersey Board of Public Utilities (the “BPU”), through
its Office of Clean Energy, established the use and trading of Solar Renewable Electricity
Certificates (“SRECs”) by means of the New Jersey Clean Energy Program’s Website:
www.njcep.com/srec (such website being referred to as the “SREC Program
Administrator”). These SRECSs, once created, represent solar energy actually generated
and used, and are bundled in minimum denominations of one megawatt hour of
electricity production. The New Jersey Clean Energy Program (“NJCEP”) allows for
SRECs to be created, verified, tracked, sold to, and eventually retired by, electricity
suppliers to meet their RPS solar requirement. All electricity suppliers are required to
use SRECs under the NJCEP to demonstrate compliance with this part of the State’s
RPS.

B. In order to reduce electricity supply costs to its ratepayers and assist the State in
achieving its environmental objectives under the New Jersey RPS and New Jersey’s
Energy Master Plan, Lender has developed a solar loan program (the “Program”)
pursuant to which Lender will provide financing to developers of solar projects and to
electric distribution customers who develop solar-powered generation projects at
facilities that are located within Lender’s electric distribution service territory and satisfy
the eligibility and the Program requirements set forth in the Program Application.
Lender’s Solar Program was approved by the BPU by its Order in Docket No. EO-
07040278 (the “2008 Order”).

C. Borrower has applied to Lender for assistance in financing a solar generation project. A
copy of Borrower’s completed Program Application is attached hereto as Exhibit E, and
made a part hereof.

D. Borrower either (i) has identified a solar photovoltaic system developer (the “Equipment
Provider”) and has entered, or is about to enter, into an agreement with the Equipment
Provider, for purposes of developing, designing, procuring, and installing a solar-
powered generation system (the “Project”) at the facility owned or operated by Borrower,
or (ii) is an Equipment Provider and has entered, or is about to enter, into an agreement
with a person or entity owning or operating a facility giving to the Equipment Provider
the right to install and operate the Project at a facility (in either case, the “Facility”). The
Facility is located at , New Jersey, which is the location
designated in Borrower’s Program application as approved by Lender.
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E. Upon completion of the Project, and satisfaction of the terms and conditions of this
Agreement, Borrower, in order to facilitate the payment of a portion of the costs of the
completed Project, has asked Lender to provide financing to repay a portion of the
Project costs incurred by Borrower.

F. Lender is willing to provide Borrower with, and Borrower accepts such financing, in
accordance with the terms of this Agreement.

NOW THEREFORE, in consideration of the promises and the mutual covenants
and agreements hereinafter set forth, the Parties hereto agree as follows:

1. Definitions. As used herein, unless the context clearly requires otherwise,
the following terms shall have the following corresponding meanings:

2008 Order” has the meaning ascribed to such term in the Recitals.

“Actual Loan Balance” means the then-current unpaid principal and unpaid
accrued interest under the Loan.

“Agreement” has the meaning ascribed to such term in the Recitals.
“Annual True-Up” has the meaning set forth in Section 2.5(b)(vii).
“Biennial True-Up” has the meaning set forth in Section 2.5(b)(viii).
“Borrower” has the meaning ascribed to such term in the Recitals.
“BPU” has the meaning ascribed to such term in the Recitals.

“Business Day” means any day other than a Saturday, a Sunday or any other day
on which commercial banks in the City of Newark, State of New Jersey are required or permitted
by law to close.

“Collateral” means: (a) the SRECs arising throughout the term of this Agreement
by means of Borrower’s continued and ongoing operation of the Project, and all related rights to
said SRECs, including, without limitation, any other Environmental Attributes arising from
and/or out of the Project; (b) the Project Equipment; (c) the Project Documents; (d) any other
assets or property in which Lender is granted a security interest, lien or pledge as security for the
Obligations; and (e) all accessions, additions, substitutions, products and Proceeds to and of the
foregoing.

“Commercial Operation” means that point achieved when the Project begins
generating electricity for usage at the Facility, and the Project meets all technical, financial and
performance requirements associated with its intended use and pursuant to the performance
specified in the Program Application and the Project Documents.

“Contract Price” has the meaning ascribed to such term in Section 2.7.
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“Contract Year” means: (a) in the event execution of this Agreement occurs on
the first day of a calendar month, the twelve-month period commencing on the date of execution
of this Agreement and ending on the last day of the twelfth month thereafter; or (b) in the event
execution of this Agreement occurs on a day other than the first day of a calendar month, the
twelve-month period commencing on the first day of the month following execution of this
Agreement and ending on the last day of the twelfth month thereafter, provided that in such
event the first Contract Year of this Agreement shall be a period in excess of twelve months as
such first Contract Year shall commence on the date of execution of this Agreement rather than
the first day of the next succeeding month. By way of example, if this Agreement were to be
executed on April 7, 2008, the first Contract Year would commence on April 7, 2008 and
conclude on April 30, 2009, and the second Contract Year would commence on May 1, 2009 and
conclude on April 30, 2010, continuing thereafter accordingly.

“Customer” means: (a) Borrower; or (b) the Person other than Borrower
receiving the benefit of the electricity generated by the Project at the final completion thereof.

“Customer Agreement” means the agreement between Borrower and Customer
for the procurement, engineering, installation and operation of the Project, including any sale of
electric energy therefrom.

“Delivery Period” has the meaning ascribed to such term in Section 2.7(c).

“Equipment” or “Project Equipment” means all of Borrower’s now owned and
hereafter acquired rights, title, and interests in and to any and all solar panels and Project-related
equipment, machinery, components, wiring, meters, replacement parts and consumables
comprising the Project.

“Equipment Provider” has the meaning ascribed to such term in the Recitals.

“Events of Default” has the meanings ascribed to such term in Section 11.1.

“Environmental Attribute” has the meaning ascribed to such term in Section 6.

“Facility” has the meaning ascribed to such term in the Recitals.

“Floor Price” means the minimum price of an SREC used to discharge the
payment obligations of Borrower as to the Loan, and is the lowest price credited to Borrower for
purposes of repaying the Loan and accrued interest. The Floor Price for an SREC for purposes of
this Agreement is $475.00.

“kW” means kilowatts.

“Lender” has the meaning ascribed to such term in the Recitals.

“Lender’s Call Option” has the meaning ascribed to such term in Section 2.7.
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“Liens” means any and all mortgages, liens, charges, security interests and/or
encumbrances of any kind, or pledges or deposits of any nature.

“Loan” has the meaning ascribed to such term in Section 2.1.
“Loan Documents” means this Agreement, the Note, the Security Agreement and

such other documents, instruments and certificates delivered in connection with one or more of
the foregoing.

“Loan Amortization Schedule” means the schedule set forth as Exhibit F attached

hereto.

“Market Value” for purposes of determining (i) the value of SRECs at the time of
their use to repay the outstanding balance of the Loan and accrued interest, and (ii) the Contract
Price for SRECs under Lender’s Call Option, means the average cumulative weighted price of
SRECs as published on the NJCEP website (or any successor website performing a similar
function) during the calendar month preceding the month of repayment of the outstanding
balance of the Loan and accrued interest. In the absence of the above, the Market Value will be
defined as the average of three (3) independent broker quotes.

“MW” means megawatts.
“MW-hour” means megawatt-hours.

“NJCEP” means the BPU’s New Jersey Clean Energy Program, or any successor
program thereto.

“Note” has the meaning ascribed to such term in Section 2.2.

“Obligations” means any and all obligations, liabilities, covenants and agreements
of Borrower under the Loan Documents, and any and all costs and expenses of, or incurred by,
Lender in collecting any of the foregoing and in enforcing the provisions of this Agreement,
including, without limitation, all court costs and/or reasonable attorneys’ fees and expenses in
any action between Lender and Borrower and/or Lender and any third party based on the Loan
Documents.

“Permitted Encumbrances” means: (a) Liens expressly disclosed by Borrower to
Lender as set forth on Exhibit G attached hereto and approved by Lender in writing; (b) Liens
securing taxes, assessments and/or governmental charges and/or levies or the claims of
materialmen, mechanics, carriers, warehousemen, landlords and other similar Persons, the
payment of which is not currently due and payable; and (c) Liens in favor of Lender.

“Person” means any individual, sole proprietorship, partnership, joint venture,
trust, unincorporated organization, association, corporation, limited liability company,
institution, entity, party or government (whether national, federal, state, county, city, municipal,
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or otherwise), including, without limitation, any instrumentality, division, agency, body or
department thereof.

“Proceeds” means any and all consideration received from the sale, exchange,
collection or other disposition of any asset or property that constitutes Collateral, any value
received as a consequence of the possession of any Collateral, any payment received from any
insurer or other person or entity as a result of the destruction, loss, theft, damage or other
involuntary conversion of whatever nature of any asset or property which constitutes Collateral,
and shall include all cash and negotiable instruments received or held on behalf of Lender
relating to the payment of accounts and any and all property of whatever nature received and/or
held by Borrower or on behalf of Lender.

“Project” has the meaning ascribed to such term in the Recitals.

“Project Documents” means: (a) a fully executed Customer Agreement; (b) lien
waivers executed by the Equipment Provider and each of its subcontractors on the Project;
(c) lien waivers and subordination agreements executed by Borrower’s other lienholders,
mortgagees and landlord, if applicable; (d) Project specifications, maintenance agreements and
other technical information regarding the Project; (e) any and all applicable permits, licenses,
easements, variances and other authorizations; (f) Program Application documents, project plans
and pro formas, and other Program-related documents; and (g) any and all other appropriate
documents as may be requested by Lender.

“Quarter” or “Quarterly” means a quarterly period measured based on Contract

Years.

“Quarterly Amortization Statement” has the meaning set forth in Section 2.5(a).

“RPS” has the meaning ascribed to such term in the Recitals.
“Scheduled Loan Balance” has the meaning set forth in Section 2.5(b)(viii).
“Security Agreement” means that certain Security Agreement, dated concurrently

herewith, setting forth the terms, conditions, obligations and rights of the Parties as to the
Collateral.

“SRECs” has the meaning ascribed to such term in the Recitals.

“SREC Account” has the meaning ascribed to such term in Section 2.5(b).

“SREC Program Administrator” has the meaning set forth for that term in the
Recitals, or any successor to the SREC Program Administrator recognized by the State of New
Jersey.

“Term” has the meaning ascribed to such term in Section 2.4.
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“Transaction Confirmation Letter” has the meaning ascribed to such term in
Section 2.7(b).

2. Loan; General Terms:

2.1. Loan Agreement. Subject to the terms and conditions of this Agreement,
and the satisfaction of all requirements set forth in this Agreement, Lender agrees to make
available to Borrower for the sole purpose of reimbursing a portion of the costs incurred in
engineering, procuring, installing and constructing the Project, and Borrower accepts for such
sole purpose under the terms of this Agreement, the amount of AND 00/100
DOLLARS ($ ), which amount is hereafter referred to as the “Loan.”

2.2.  Promissory Note. The Loan shall be evidenced by a secured promissory
note, to be made by Borrower and delivered to Lender (the “Note™), which Note will be
substantially in the form as that attached hereto as Exhibit A.

2.3. Interest Rate. The Loan shall bear interest at the rate of eleven and
eleven-one-hundredths percent (11.11%) per year, the amount of such interest shall be
calculated on the basis of the actual number of days elapsed over a 360-day year. Regardless of
whether paid in cash or SRECs as provided hereunder, without limiting any of Lender’s rights
hereunder, to the extent that the interest component of any periodic payment is not paid on the
payment due date indicated on the Loan Amortization Schedule, the unpaid portion of such
interest component shall bear interest at the rate specified in the preceding sentence. To the
extent this occurs, the effective rate of interest will be higher than the stated rate of 11.11%.

2.4. Term. This Agreement shall have a term of fifteen (15) years from the
date on which Lender advances the Loan to Borrower (the “Term”). Subject to Lender’s Call
Option as provided for in Section 2.7, Borrower may prepay the Loan prior to the end of said
fifteen (15) year Term in accordance with the provisions of Section 2.6; provided, however, that
Lender’s Call Option set forth in Section 2.7 shall survive the payment or prepayment of the
Loan and shall continue in effect for the entirety of the Term.

2.5. Repayment of Loan; Payment in SRECs.

@) The full amount of the Loan, and all interest due thereon, is payable in
periodic installments as set forth in the Note. All amounts due under this Agreement and the
Note are due and payable in cash and/or the comparable value of the quantity of SRECs created
by operation of the Project and held by Borrower in its SREC Account at the time said SRECs
are used by Borrower to pay down the outstanding amount of the Loan and accrued interest
thereon. Following each Quarter, Lender will provide an amortization statement to Borrower
showing the amount paid by Borrower in cash and SRECs, the amount due on the Loan and the
cumulative difference (“Quarterly Amortization Statement”).

(b) The Borrower may use the SRECs created by the Project to pay the Loan
and accrued interest to Lender if the following conditions are met:

#2962141.17 6 Commercial Loan Agreement
(4/17/2008)



#2962141.17

Q) Borrower has established and maintains an electronic account with the
NJCEP to use the SREC Program Administrator for the sale and trade of SRECs
(the “SREC Account”), and Borrower provides Lender with access to such SREC
Account;

(i) Borrower shall be responsible for ensuring that all SRECs generated by
the Project each month during the Term are credited to the SREC Account in a
timely manner;

(iii)  Borrower must apply all SRECs in its SREC Account at the time of its use
of SRECs for repayment purposes towards the repayment of the Loan;

(iv)  Borrower must use the SREC Program Administrator and its SREC
Account to transfer SRECs to Lender’s account and Borrower shall have executed
such documents as Lender may require in connection therewith;

(v) The value of the quantity of SRECs created by operation of the Project for
purposes of repaying the Loan and accrued interest (except in the event of
prepayment pursuant to Section 2.6 hereof) shall be determined at the time of
such repayment and shall be the Floor Price or the Market Value, whichever is
greater;

(vi) In the event that the value of the quantity of SRECs created by the
operation of the Project (or cash payments) being applied to repay the Loan
exceeds the amount due from Borrower to satisfy its periodic obligations under
this Agreement and the Note for such period, Lender will apply such excess
amount to the Actual Loan Balance. The application of such excess shall not
effect the periodic payments as indicated in the Loan Amortization Schedule
except that upon all amounts due with respect to the Loan being paid in full, no
further periodic payments thereunder shall be required;

(vii)  Annual True-Up. The Lender will perform a true-up at the end of every
Contract Year (the “Annual True-Up”). The Lender will calculate (a) the
aggregate value of the SRECs and cash (excluding any Annual True-Up or
Biennial True-Up payments made that Contract Year) received from Borrower to
pay the Loan for the Contract Year (“Actual Payments”), and (b) ninety percent
(90%) of the total payments due with respect to the Loan for the Contract Year as
indicated in the Loan Amortization Schedule (the “90% Amount”). Within sixty
(60) days from receipt of notice from the Lender, Borrower will pay Lender in
cash an amount equal to the positive difference, if any, between (x) the 90%
Amount minus (y) the Actual Payments, and such amount will be applied to the
Actual Loan Balance; and

(viii) Biennial True-Up. In addition to performing the Annual True-Up for each
Contract Year, the Lender will also perform a biennial true-up, the first to take
place at the end of the second Contract Year and then every two Contract Years
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thereafter (the “Biennial True-Up”). The Lender will (a) calculate the Actual
Loan Balance at the end of the second Contract Year (after giving effect to any
payment required under the Annual True-Up for the current Contract Year) and
(b) using the Loan Amortization Schedule, determine the scheduled Loan balance
(“Scheduled Loan Balance™) for the corresponding period. Within sixty (60) days
from receipt of notice from the Lender, the Borrower will pay in cash to Lender
an amount equal to the positive difference, if any, between (x) the Actual Loan
Balance minus (y) the Scheduled Loan Balance, and such amount will be applied
to the Actual Loan Balance.

(c) All payments with respect to the Loan (whether in cash and/or the value of
SRECs generated by the operation of the Project) will be first applied to the payment of accrued
interest, then to the repayment of the principal amount of the Loan.

(d) By no later than thirty (30) days following the expiration of the Term,
Borrower will pay to Lender all outstanding amounts of accrued interest and principal of the
Loan, including, without limitation, all amounts representing the difference between the full
amount of all installments of the Loan and accrued interest due and the amounts actually paid
and received by Lender.

2.6  Prepayment of Loan. Subject to Lender’s Call Option set forth in
Subsection 2.7(a), Borrower may pay all or a portion of the outstanding amount of the Loan and
accrued interest thereon at any time prior to the end of the Term by paying to Lender cash and/or
SRECs, which SRECs are to be valued at Market Value, which prepayment will be applied to the
Actual Loan Balance.

2.7.  Lender’s Call Option. Borrower hereby grants to Lender an option,
exercisable at Lender’s discretion, to purchase all SRECs created by the continued operation of
the Project during the Term (“Lender’s Call Option”). Lender shall have the right to exercise the
Lender’s Call Option, as described herein, in the event Borrower repays to Lender the full
amount of the Loan and accrued interest prior to the end of the Term, irrespective of whether
such repayment results from Borrower’s voluntary prepayment in cash or SRECs, from
acceleration of the Loan by Lender upon an Event of Default, or otherwise.

€)) Lender’s Call Option. In the event that the Loan is repaid prior to the
expiration of the Term for any reason, Lender shall have an option to purchase, pursuant to the
terms of this Section 2.7, up to 100% of SRECs produced by the Project during the balance of
the Term (“Maximum Contract Quantity”). Lender’s Call Option shall remain in effect until
such time as the Term expires, and may be exercised by Lender or its assigns. As an option,
Lender has the right, but not the obligation (unless exercised), to purchase all or a portion (at
Lender’s election) of the SRECs produced by the Project during the balance of the Term.

(b) Exercise Date. Notification by Lender of its intent to exercise Lender’s
Call Option must be provided by Lender by notifying Borrower via telephone ((__ ) - )
prior to 10:00 AM (Eastern Prevailing Time) on 25" of the month prior to the commencement of
a Delivery Period, or on the next succeeding Business Day if the 25" of such month does not fall
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on a Business Day. In the event that the Parties are unable to communicate with each other by
telephone, a facsimile transmission by Lender to Borrower to Borrower’s facsimile machine
() - ) prior to 11:00 AM (Eastern Prevailing Time) on 25" of the month prior to the
commencement of a Delivery Period, or on the next succeeding Business Day if the 25" of such
month does not fall on a Business Day shall constitute sufficient notice for purposes hereof. In
such oral notice, Lender will specify: (a) the Contract Quantity of SRECs that Lender has
elected to purchase up to the Maximum Contract Quantity; (b) the Contract Price as determined
in accordance with Subsection 2.7(d) below; and (c) the Delivery Period. Each such exercise
shall be memorialized in a written Transaction Confirmation Letter, substantially in the form
contained in Exhibit B, and shall be governed by the terms as set forth on Exhibit B, which terms
are deemed accepted by Lender and Borrower upon execution of this Agreement and which
terms apply to Lender’s Call Option at all times during the Term, and any exercise of Lender’s
Call Option. Each Transaction Confirmation Letter shall be effective upon delivery by Buyer to
Seller unless Seller provides Buyer with written notice that the Transaction Confirmation Letter
is inconsistent with any verbal notification of Lender’s intent to exercise Lender’s Call Option.
To be effective, such contesting notice must be delivered to Buyer within three (3) Business
Days of Seller’s receipt of the Transaction Confirmation Letter.

(© Delivery Period. Each Delivery Period shall commence on the first day of
the Quarter following Lender’s verbal notice of its intent to exercise Lender’s Call Option and
end on the last day of the third month of the Quarter following commencement of the Delivery
Period. Multiple Delivery Periods are permissible; provided that only one Delivery Period may
be exercised at a time.

(d) Contract Price. The contract price (“Contract Price”) to be paid by Lender
for SRECs delivered by Borrower during a Delivery Period shall be the amount equal to the
product of 0.75 multiplied by Market Value, based on Market Value at the time Lender’s Call
Option was exercised with respect to such Delivery Period.

(e) Survival of Lender’s Call Option. It is the intention of the Parties that
Lender’s Call Option remain in effect for the entirety of the Term notwithstanding any sale by
Borrower of either the Project Equipment (alone or in connection with a sale of the Facility) or a
change in the location of the Project Equipment. This is irrespective of any right that Borrower
may have to dispose of the Project Equipment after the Loan has been repaid and such
Equipment is no longer part of the Collateral and subject to the terms of the Security Agreement.
Borrower agrees that any change in the location of the Project Equipment during the Term must
be approved in writing by Lender. Given that Lender cannot exercise Lender’s Call Option
unless the Project Equipment is operating in New Jersey, Borrower shall ensure that the Project
Equipment shall not be moved out of New Jersey during the entire Term. Borrower further
agrees to keep the Project Equipment insured and maintained in good condition during the entire
Term.

()] Publication of Lender’s Call Option. Borrower consents to Lender taking
any actions that Lender feels are appropriate to notify third parties of the existence and
continuation of Lender’s Call Option including, filing of documents in the real property records
in the county where the Facility is located. To this end, the Parties agree to sign a Memorandum
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of Option, in the form attached here as Exhibit C, in order to record Lender’s Call Option in the
public land records. Further, Borrower agrees to execute any subsequent memoranda or other
document in the event that the Project Equipment is moved (subject to Lender’s written approval
in accordance with Subsection 2.7(e) above) from the real property stated in the Memorandum of
Option.

2.8.  Inspections. Prior to advancing the Loan and thereafter during the Term,
Lender, at its sole election and cost, may make inspections, and/or retain a third party to make
any such inspections on its behalf, of the Project to ensure the timely and complete progression
of the construction and installation of the Project in accordance with Lender-approved plans and
specifications for the Project, and that the Project is being operated and maintained in accordance
with prevailing industry standards. All inspections by Lender are for Lender’s determination of
Project Completion in accordance with Subsection 4(d) below and otherwise for its internal
purposes only, and are not to be deemed to constitute Lender’s approval of the Project and/or its
continued operation.

2.9. Requlatory Changes; Acceleration of Loan.

@) Change in Rate Treatment. Each Party, having entered into this
Agreement in good faith, hereby waives all rights on its part now or hereafter to undertake any
proceeding for the express purpose of having this Agreement set aside or the regulatory
treatment accorded Lender’s recovery of Net Monthly Revenue Requirements associated with
Lender’s Solar Program as approved by the BPU in the 2008 Order set aside pursuant to a
change in rate treatment. In addition, while neither Lender nor Borrower are waiving its right to
claim that an agency does not have the authority to do so, in the event any legislative, judicial or
governmental entity of competent jurisdiction impairs or disallows the full and timely recovery
through Lender’s Solar Pilot Recovery Charge or a like successor clause or rate mechanism
including recovery of New Monthly Revenue Requirements associated with Lender’s Solar
Program as provided for in the 2008 Order, for ratemaking purposes, then, at the option of
Lender and upon written notice to Borrower, the outstanding balance of the Loan and any other
amounts due Lender under this Agreement shall be determined after taking into account all
payments previously made by Borrower, either in cash or in the form of SRECs valued in
accordance with this Agreement and such outstanding amount shall become due and payable in
cash by Borrower within thirty (30) days of the date of Lender’s written notice to Borrower.

(b) Change in Requlation. If the existing New Jersey regulations governing the
Solar Program are amended, superseded and/or otherwise no longer in force, Lender will not
accelerate the repayment of the unpaid portion of the Loan and accrued interest, if:

Q) Borrower continues to operate the Project in accordance with this
Agreement;

(i)  The value of the quantity of SRECs created by operation of the Project is,
and will continue to be, the amount of the Floor Price for each SREC, and that the
terms in this Agreement governing the amortization of the Loan and payment of
all accrued interest remain in full force and effect; and
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(iii)  Despite the change in regulation, the BPU continues to allow Lender to
enjoy the comparable treatment, as described more fully in Section 2.9(a) above,
with regard to those Projects in operation and creating SRECs as Lender enjoyed
prior to such change in regulations.

3. No Assumption of Liabilities. Lender shall not assume, and Borrower shall retain
and be responsible for, any and all liabilities and obligations of Borrower of any kind or nature
whatsoever, including, without limitation, any and all liabilities and obligations of Borrower
under the Project Documents, including, without limitation, the Customer Agreement.

4. Conditions Precedent to Advancing the Loan. Lender shall not be obligated to
advance the Loan unless the following conditions are satisfied, in form and substance
satisfactory to Lender and its counsel, on or prior to the date when Borrower requests
disbursement of the Loan:

€)] The Loan Documents, including, without limitation, the Note shall have
been completed, duly executed and delivered by Borrower to Lender.

(b) Lender shall have received: (1) the financing statements in form and
substance reasonably acceptable to Lender for filing with the appropriate governmental agency
or agencies in all jurisdictions (state and county levels) necessary or, in the opinion of Lender,
desirable to perfect the Liens created by this Agreement; (2) record searches identifying all
financing statements, judgments, tax liens and other Liens on file with respect to Borrower in all
jurisdictions referred to under (1) above and such other jurisdictions as Lender may deem
appropriate, indicating that no Person, other than Lender and any other holders of Permitted
Encumbrances, has any Lien or Liens on any of the Collateral; (3) record owner and mortgage
lien searches of the real estate records applicable to the Facility; (4) Lien waivers or
subordinations from other lienholders, mortgagees and Borrower’s landlord, if applicable, each
duly executed by each person that is a party thereto, each of which shall be in full force and
effect, and in form and substance satisfactory to Lender; (5) satisfactory evidence of all requisite
insurance coverages, as required in this Agreement; and (6) any and all other documents related
to the Collateral or Borrower that Lender reasonably requests.

(c) Lender shall have received all Project Documents with respect to the
Project, each duly executed by each person that is a party thereto, each of which Project
Documents shall be in full force and effect, and in form and substance satisfactory to Lender.

(d) The installation of the Equipment at the Facility shall have been
completed; provided that Borrower shall have notified Lender in writing that the Project is
substantially complete and Lender shall have verified that the Project has achieved Commercial
Operation, subject, in all events, to Lender’s inspection rights in Section 2.8. For purposes of
this Agreement, in the event the date of Commercial Operation has not occurred within one year
after Lender’s notification to Borrower of Project approval, Lender shall have the right,
exercisable upon written notice to Borrower, to terminate this Agreement and shall be under no
further obligation to advance the Loan.

#2962141.17 11 Commercial Loan Agreement
(4/17/2008)



(e) Borrower shall have provided to Lender a complete copy of the BPU’s
inspection report with respect to the Equipment installed at the Facility.

() Metering equipment capable of measuring the electricity generated from
the continued operation of the Project throughout the Term shall have been installed in
accordance with the Program requirements.

(9) Borrower shall have opened a SREC Account and provided Lender with a
corresponding, valid SREC Account tracking number and password.

(h) Borrower shall have certified to Lender that it has not received any rebates
with respect to the Project under the CORE Program, SUNLIT Program or comparable program
administered by the NJCEP, nor shall Borrower apply for or accept any rebates thereunder with
respect to the Project.

Q) There shall be at such time no: (1) injunction, writ, preliminary
restraining order, or any order of any nature issued by an arbitrator, court or other governmental
authority directing that the transactions provided for herein and/or in the Project Documents or
any of them not be consummated as herein or therein provided; or (2)suit, litigation,
investigation hearing or proceedings of or before any arbitrator, court or other governmental
authority pending or threatened against Borrower and/or the Customer, or any of their respective
properties, revenues or assets, with respect to this Agreement, the Security Agreement, the Note,
the Project Documents, and/or any of the transactions contemplated hereby or thereby that could
result in a material and adverse change thereto.

() No Event of Default under this Agreement or any other agreement
applicable to Borrower or the Equipment Provider has occurred and is continuing or will result
from the making of such Loan.

(k)  The representations and warranties of Borrower contained in this
Agreement shall be true and correct as of the date of such requested Loan with the same effect as
though made on such date, except, however: (i) for such changes as are specifically permitted
hereunder; and (ii) to the extent made solely as of a previous date, such warranties shall have
been true and correct as of such previous date.

) The Solar Loan Program, or any direct successor program thereto, remains
in effect.

(m)  No event shall have occurred since the date of the execution and delivery
of this Agreement which, in the good faith opinion of Lender, is likely to materially and
adversely affect the financial and/or credit prospects of Borrower, the operability of the Project
as contemplated or otherwise impair the ability of Borrower to perform its obligations under this
Agreement, the Security Agreement, the Note, the Project Documents and/or other Loan
Documents.

5. Security Agreement. As security for the payment and performance of the
obligations of Borrower hereunder and Note and the Loan Documents, Borrower, concurrently
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with its execution of this Agreement, will execute and deliver to Lender a fully executed Security
Agreement, in form and substance similar to that attached hereto as Exhibit D.

6. SRECs and Environmental Attributes.

@ In the event that a third party offers Borrower a higher price for SRECs
than the then-current Market Price, Lender permits Borrower to sell SRECs to said third party:
PROVIDED, HOWEVER, that Borrower notifies Lender in writing of its intent to sell SRECs to
such third party, which writing is to include the quantity of SRECs to be sold and the price for
such quantity of SRECs, and Borrower utilizes the entire sale price paid by said third party
towards (1) the payment of all accrued interest on the Loan, then (2) the amortization of the
principal amount of the Loan in the month Borrower receives the proceeds of such sale to a third
party. Anything in the foregoing to the contrary notwithstanding, during any period when
Lender’s Call Option is exercisable hereunder, Borrower shall not have the right to sell SRECs to
any person other than Lender or its assigns.

(b) For purposes of this Agreement, an “Environmental Attribute” is an
instrument used to represent the environmental costs and/or benefits associated with a fixed
amount of electricity generation from the Project. For the Project, Environmental Attributes
represent the general environmental benefits of renewable generation such as, for example, and
not by means of exclusion, air pollution avoidance. The exact quantity of the environmental
benefit (e.g., pounds of emission reductions of a given pollutant) is not indicated by an
environmental attribute, though it can be quantified separately in pollution trading markets and
through engineering estimates. The Environmental Attribute represents all environmental
benefits, whether or not trading markets for such pollutants or benefits exist. Lender will
quantify any and all Environmental Attributes, and have the right to trade said Environmental
Attributes for its own account.

7. Representations and Warranties.
7.1. Organization.  Standing and  Power. Borrower is a
[form of business] duly organized, validly existing and in good
standing under the laws of . Borrower has qualified to do business in each and

every jurisdiction where the failure of Borrower to so qualify would have a material and adverse
impact of Borrower’s ability to perform under this Agreement, the Security Agreement, the Note
and/or any other Loan Document. Borrower has all requisite power and authority to own, lease
and operate its properties, to carry on its business as now being conducted, to operate the Project
substantially as contemplated by the Project Documents, and to execute, deliver and perform this
Agreement, the Note, the Loan Documents and all writings relating hereto and thereto. All of
Borrower’s federal, state, local and foreign income, profits, franchise, sales, use, occupation,
property, excise and other tax returns and tax reports, if any, required to be filed with respect to
the business and assets of Borrower have been filed, as of, at a minimum, the date hereof with
the appropriate governmental agencies.

7.2.  Authorization of Borrower. The execution, delivery and performance by
Borrower of this Agreement and all other writings relating hereto and thereto have been duly and
validly authorized by Borrower. No consent or approval of or notification to any party, other
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than any consent or approval that has been obtained, is required in connection with the
execution, delivery and performance by Borrower of this Agreement, the Security Agreement,
the Note, the other Loan Documents and/or any writing relating hereto and thereto or the
consummation of the transactions contemplated hereby or thereby.

7.3.  Litigation Claims and Proceedings. No litigation, suits, claims, and/or
judicial or administrative proceedings of any nature is pending or, to the best knowledge of
Borrower, threatened against Borrower or Borrower’s property or the Project, the effects of
which, in Lender’s judgment, would have a material adverse effect on Borrower, its business, its
financial condition and/or the Project.

7.4.  Liens or Encumbrances on Project Equipment. Borrower represents that
there are no liens on the Project Equipment other than the Permitted Encumbrances.

7.5.  Laws and Regulations. Borrower is not in any violation of federal, state or
local laws, ordinances or regulations pertaining to this Agreement, the Security Agreement, the
Note, any the Project Documents and/or any of the transactions contemplated in any of the
foregoing or the Project.

7.6.  Non-contravention. Borrower represents that the Loan Documents do not
violate any agreements to which Borrower is a party or by which Borrower or its assets are
bound.

7.7.  Disclosures. No representation or warranty by Borrower contained in this
Agreement, and no statement contained in any certificate, schedule, exhibit, list or other writing
furnished to Lender in connection with this transaction and/or in connection with the Project
contains any material untrue statement of fact or omits to state any material fact necessary in
order to make the statements contained herein or therein not materially misleading. All copies of
all writings furnished to Lender hereunder, or in connection with the transactions contemplated
hereby, are true and complete in all material respects. All schedules and exhibits to this
Agreement are true and complete in all material respects.

8. Representations and Warranties of Lender. As of the date hereof, Lender
represents and warrants that Lender is a corporation duly organized, validly existing and in good
standing under the laws of the State of New Jersey and has all requisite corporate power and
authority to enter into this Agreement and to carry out the transactions contemplated hereby.

9. Covenants of Borrower.

9.1. Performance of Customer Agreement and the Project. From and after the
date hereof Borrower shall:

@ forward to Lender copies of all notices, requests, correspondence and
other communications relating to the Project Documents and/or the Project promptly upon
receipt thereof;

#2962141.17 14 Commercial Loan Agreement
(4/17/2008)



(b) name Lender as lender loss payee and an additional insured on each policy
of insurance obtained in compliance with the Project Documents. Each such policy of insurance
shall provide that Lender shall be entitled to thirty (30) days’ prior written notice from the
insurer prior to any termination or modification thereof;

(c) develop, manage, operate and maintain the Project as currently
contemplated, in compliance with all provisions of the Customer Agreement, Project Documents,
manufacturer’s specifications and with all applicable federal, state and local laws, ordinances and
regulations;

(d) maintain and/or cause to be maintained all tangible assets relating to the
Project in good operating condition, reasonable wear and tear excepted,

(e) file when and as due all federal, state, local and foreign income, profits,
franchise, sales, use, occupation, property, excise and other tax returns and tax reports required
to be filed with respect to the business and assets of Borrower with the appropriate governmental
agencies, and pay, when and as due, all such taxes to all such appropriate governmental agencies;

() advise Lender in writing of any breach or default, or any circumstances
that constitute, or with the passage of time will come to constitute, a breach or default under, or
in any way impair the validity or enforcement of any obligation or tend to reduce the amount
payable from the amount under, any of the Project Documents;

(9) advise Lender in writing of any material and adverse change or any event,
occurrence or circumstance that is likely to cause a material and adverse change in Project and/or
the condition, financial or otherwise, business or operations of Borrower; and

(h) Borrower hereby authorizes Lender to access and review Borrower’s
SREC Account, and Borrower will provide Lender with all SREC Account information so as to
afford Lender with such access.

9.2. Conduct of Business. Except as otherwise permitted in this Agreement
from and after the date hereof, Borrower shall not:

€)) mortgage, pledge, or otherwise encumber or subject to lien or suffer to be
encumbered or subjected to lien, or dispose of, or agree to dispose of or lease or license to others
or agree to so lease or license, any of the assets used or useful in the Project, including, without
limitation, any real or tangible personal property and, or commit to do any of the foregoing,
except, however, as specified in the Security Agreement;

(b) cancel or change any material existing policy of insurance relating to the
Project, unless, however, replaced by an insurance policy providing substantially the same
coverage; or

(©) merge or consolidate with any partnership, corporation or other entity of
any nature, or change either its name or the address of its principal offices without first giving
Lender thirty (30) days’ prior written notice of Borrower’s intent to do so, or dissolve, liquidate
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or wind up its affairs, or sell, lease, transfer or otherwise dispose of a significant portion of its
assets, or agree to do any of the foregoing.

9.3. Information: Access to Properties; Books and Records.

@ Borrower shall make available for inspection during normal business
hours, as Lender may request and at Lender’s expense, promptly and in the form requested, any
and all information, including, without limitation, all books and records reasonably requested by
Lender in connection with the Project. Borrower shall permit Lender to make copies of books
and records relating to the Project. Should Lender, in the course of inspecting any such books
and records, discover any material defect therein which amounts to, or reasonably will amount
to, an Event of Default under Section 11.1, below, the costs and expenses incurred by Lender in
performing such inspection shall be solely borne by Borrower.

(b) Borrower shall afford Lender and Lender’s authorized representatives
reasonable access to the real and tangible personal property relating to the Project for the purpose
of conducting investigations and examinations thereof. No investigation by Lender or any of
Lender’s representatives pursuant to this section shall affect any representation, warranty and/or
covenant of any Party hereto.

9.4. Insurance.

@) Borrower, at a minimum, shall maintain the following insurance coverages
on the Project and the Collateral:

Q) Commercial General Liability insurance, for bodily injury and property
damage, with limits not less than: FIVE MILLION DOLLARS ($5,000,000) per
occurrence and FIVE MILLION DOLLARS ($5,000,000) annual aggregate, and
naming Lender as an additional insured under such policy;

(i) All Risk Property insurance covering, at a minimum, the full replacement
costs of the Project and naming solely Lender as an additional insured and lender
loss payee with respect thereto with a maximum deductible under the policy of
$500 for a residential Facility or $200 for a commercial Facility, as the case may
be;

(iii)  Fidelity/Crime Insurance for limits of at least ONE MILLION DOLLARS
($1,000,000) per claim; and

(iv)  such other insurance as Lender may reasonably require.

(b) Throughout the Term of this Agreement, Borrower shall carry the
foregoing insurance coverages, issued by one or more nationally-known insurance underwriters,
each underwriter having an A.M. Best’s rating of “A-/VII” or better, or, for underwriters not
rated by A.M. Best, a quality equivalent to that of an A.M. Best rating of “A-/VII” or better, as
decided by Lender in its sole discretion.
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(©) Borrower shall instruct each and every insurance company providing the
foregoing coverages to notify Lender promptly of any cancellation or material change of said
coverages, in whole or in part. Borrower is to submit annually during the Term evidence that all
insurance required under this Agreement is in full force and effect.

(d) All such policies of insurance shall provide for at least thirty (30) days
advance notice in writing to Lender of any cancellation or modification thereof. If Borrower fail
to pay the premiums on any such insurance, Lender shall have the right (but shall be under no
duty) to pay such premiums for Borrower’s account. Borrower shall immediately repay to
Lender any sums which Lender shall have so paid, together with interest thereon at the
applicable rate with respect to the Loan. Borrower hereby authorizes and directs Lender, and
Lender shall have the sole discretion, to apply or pay all such proceeds to (1) the payment of the
Obligations, (2) the restoration or replacement of the property destroyed or damaged, or (3)
Borrower.

(e) Each such insurance policy set forth above shall include (i) provisions or
endorsements naming Lender, its affiliates, directors, officers and employees as additional
insureds; (ii) provisions that such insurance is primary insurance with respect to the interest of
Lender and such additional insureds and that any insurance maintained by Lender is excess and
not contributory insurance with the insurance required hereunder; (iii)a cross-liability or
severability of insurance interest clause; and (iv) provisions by which the insurer waives all
rights of subrogation against Lender and the additional insureds.

()] Borrower shall provide Lender with Certificates of Insurance acceptable to
Lender evidencing the policies, provisions and endorsements listed above within ten (10)
calendar days after they have been obtained, and, upon request of Lender, on an annual basis
thereafter.

9.5. Maintenance of Equipment. During the Term, Borrower shall keep and
maintain the Project and all related Equipment in good operating condition and repair, ordinary
wear and tear excepted. Borrower shall ensure that any and all necessary repairs and
replacements are made so that the value and operating efficiency thereof shall at all times be
maintained and preserved. In the event Borrower, at Lender’s reasonable judgment, fails to
maintain the Equipment to ensure its continued operation in accordance with the Project
Documents, Lender shall have the right to require Borrower to retain the services of an
experienced third-party maintenance provider to maintain the Equipment. To the extent
Borrower fails to comply with the foregoing provisions, Lender shall have the right (without any
obligation to do so) to perform the foregoing obligations on behalf of Borrower. Borrower shall
immediately reimburse Lender for all such monies expended by Lender in fulfilling any such
obligations, together with interest thereon at the applicable rate with respect to the Loan.
Borrower shall not permit any such items to become affixed to real estate as a fixture as defined
under the Uniform Commercial Code.
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9.6. Maintenance of Collateral.  Borrower will properly maintain the
Collateral, defend same against any adverse claims and demands and protect and maintain the
Collateral.

9.7. No Other Interests Granted. Except as otherwise disclosed by Borrower to
Lender as a Permitted Encumbrance, Borrower has not executed, will not execute, and has not
had or will have executed on their or its behalf, any assignment, pledge, security or other similar
agreement or financing statement covering the Collateral, or any portion thereof, except to
Lender, and Borrower will keep the Collateral free from any and all liens, claims, security
interests and encumbrances of any kind or nature, except for the assignment, pledge and security
interest herein granted to Lender.

9.8.  Change of Place of Business. Borrower will notify Lender in writing prior
to any change in Borrower’s place of business, or, if Borrower has or acquires more than one
place of business, prior to any change in either Borrower’s chief executive office and/or the
office or offices where Borrower’s books and records are kept.

9.9. Change in Name. Borrower will notify Lender immediately in writing of
any proposed or actual change of Borrower’s name, identity and/or corporate structure.

9.10. Further Assurances. Borrower agrees that, at any time and from time to
time after the date hereof, upon the request of Lender, Borrower shall do, execute, acknowledge
and deliver, or cause to be done, executed, acknowledged and delivered on its behalf, all such
further acts, deeds, assignments, conveyances, transfers, powers of attorney or assurances as may
be reasonably required in order fully to grant, assure and confirm to Lender a perfectable, first
priority security interest in the Collateral.

10.  Covenants of Borrower and Lender. Borrower and Lender shall cooperate and
use all reasonable efforts, in good faith, to make all registrations, filings and applications and to
give all notices and obtain all governmental and regulatory consents, authorizations, approvals,
licenses, permits, orders, qualifications and waivers necessary or desirable for the consummation
of the transactions contemplated hereby.

11. Events of Default: Remedies: Cure Rights.

11.1. Events of Default. The occurrence of any one or more of the following
events shall constitute an “Event of Default”:

@) any failure of Borrower to make any payment of principal and interest as
provided in the Note and/or hereunder;

(b) any material representation or warranty made by Borrower herein, or any
material statement, information or certification made or provided by Borrower to Lender in
connection with this Agreement, the Note and/or the Project, shall prove to have been false or
incorrect in any material respect at the time made or given;
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(c) an assignment by Borrower of this Agreement or any rights created
hereunder in violation of the provisions hereof;

(d) the failure by Borrower to perform or observe any of the material
covenants, agreements, terms, conditions or provisions of this Agreement not otherwise specified
in this section;

(e) Borrower: (i) makes an application for the appointment of a receiver,
trustee or custodian for the Collateral and/or any other of Borrower’s assets; (ii) files a petition
under any chapter of the Bankruptcy Code or any similar federal and/or state law or regulation
providing for the relief of debtors; (iii) makes an assignment for the benefit of its creditors;
(iv) has a petition in bankruptcy, or other similar relief, filed against it, and such petition is not
withdrawn or discharged within ninety (90) days after the date of its filing; (v) institutes any
proceeding or action for the dissolution, liquidation, or termination of Borrower;

()] Borrower fails to pay, when due, any amount required to be paid to
Lender;

(9) Borrower commits an Event of Default under the Security Agreement;

(h) an Event of Default, as such term is defined in any of the Project
Documents, occurs;

Q) Borrower breaches and/or defaults under any agreement between
Borrower and Lender; and/or

() Borrower defaults under any of its obligations to a lienholder with respect
to any Permitted Encumbrance.

11.2. Cure Rights; Remedies.

@ Upon the occurrence of an Event of Default, Lender shall provide written
notice of such Event of Default to Borrower, and following receipt of such notice, Borrower
shall have: (i) a two-Business Day (2-Business Day) period within which to fully cure any Event
of Default involving the payment of money; and (ii) a thirty-day (30-day) period within which
either to cure any other Event of Default not involving the payment of money or, if the Event of
Default does not involve the payment of money, is curable and cannot be fully cured within such
thirty-day (30-day) period, to institute corrective action satisfactory to Lender and to pursue such
corrective action diligently, provided that said thirty (30) day period shall not be made available
to Borrower if Lender determines, in its sole discretion Lender’s rights with respect to Borrower
and/or the Collateral could be materially adversely affected. The foregoing provisions with
respect to notice and cure periods shall not apply in the case of Section 11.1(e) above.

(b) Upon the occurrence of an Event of Default that is not cured as per
subsection 11.2(a), Lender, in its sole discretion, may declare the entire outstanding amount of
all Advances and all accrued and unpaid interest thereon to be immediately due and payable.
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(©) Upon Borrower committing an Event of Default, Lender shall have the
right to exercise, at its option, any and all rights and remedies available at law and/or in equity
and/or other proceeding. If such Event of Default involves the payment of any amount due
under this Agreement, such amount shall bear interest from the date due to the date paid at a rate
equal to the interest rate stated in Subsection 11.2(h), calculated in conformance with
Section 2.3.

(d) Upon the occurrence and during the continuance of any condition that,
after notice or lapse of time or both, would constitute an Event of Default, Lender shall have the
right, as the true and lawful agent of Borrower, with power of substitution for Borrower and in
either Borrower’s name, Lender’s name or otherwise, for the use and benefit of Lender: (i) to
offset any amounts owed by Borrower to Lender, which are not paid when due, against any
amounts due and owing by Lender to Borrower from any source whatsoever; (ii) to receive,
endorse, assign and/or deliver any and all notes, acceptances, checks, drafts, money orders or
other evidences of payment relating to the Collateral or any part thereof; (iii) to demand, collect,
receive payment of, give receipt for and give discharges and releases of all or any part of the
Collateral; (vi) to commence and prosecute any and all suits, actions or proceedings at law or in
equity or otherwise in any court of competent jurisdiction to collect or otherwise realize on all or
any of the Collateral or to enforce any rights in respect of any Collateral; (vii) to settle,
compromise, compound, adjust or defend any actions, suits or proceedings relating or pertaining
to all or any portion of the Collateral; and (viii) to use, sell, assign, transfer, pledge, make any
agreement with respect to or otherwise deal with all or any of the Collateral and to do all other
acts and things necessary to carry out the purposes of this Agreement, as fully and completely as
though Lender were the absolute owner of the Collateral for all purposes;

(e) If, in the good faith business judgment of Lender, Borrower is not
performing its obligations under this Agreement or, after Borrower’s receipt of a written request
by Lender to provide adequate assurances of performance, is likely to breach any of its
obligations under any of the Loan Documents, Lender may, at the cost and expense of Borrower,
but is not obligated to, take such steps as are necessary to remedy such failure to avoid such
breach. Lender shall not be obligated to take any such steps.

()] Borrower shall reimburse Lender promptly for all reasonable costs and
expenses Lender incurs in exercising any and all of its remedies, including, without limitation,
the costs and expenses incurred by Lender in inspecting Borrower’s books and records, as per
Subsection 9.3(a), plus interest on the amount of such costs and expenses from the date incurred
by Lender to the date reimbursed by Borrower, calculated in accordance with Section 2.3, and
Lender shall be entitled to offset such amounts against payment of any amounts owed to
Borrower from any source whatsoever.

(0) Upon the occurrence of an Event of Default, Lender may institute a suit
directly against Borrower without first foreclosing on or liquidating the Collateral.

(h) Upon the occurrence of an Event of Default, Lender, in its sole discretion,
may increase the rate of interest accruing on the Loan and payable hereunder to the rate of ONE
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AND ONE-HALF PERCENT (1 1/2%) per month, calculated in accordance with the appropriate
provision of Section 2.3, for each month after the Event of Default that the Loan remains
outstanding.

Q) In the event of a failure of the foregoing remedies, Lender may enter into
the Facility where the Collateral may be located, take possession of said Collateral and restore
the Facility with respect thereto, the costs of which shall be recouped by Lender as set forth in
Section 11.4, paragraph “First”.

11.3. Lender’s Right to Dispose of Collateral. Borrower agrees that Lender
shall have the right, subject to the mandatory requirements of current law, to sell or otherwise
dispose of all or any part of the Collateral, at public or private sale or at any broker’s board or on
any securities exchange, for cash, upon credit or for future delivery as Lender shall deem
appropriate. Lender shall be authorized at any such sale, if it deems it advisable to do so, to
restrict the prospective bidders or purchasers to persons who will represent and agree that they
are purchasing the Collateral for their own account for investment and not with a view to the
distribution or sale thereof, and upon consummation of any such sale Lender shall have the right
to assign, transfer and deliver to the purchaser or purchasers thereof the Collateral so sold. Each
such purchaser at any such sale shall hold the property sold absolutely free from any claim or
right on the part of Borrower, and Borrower hereby waives to the fullest extent permitted by law,
all rights of redemption, stay and appraisal which Borrower now has, or may have at any time in
the future, under any rule of law or statute now existing or hereafter enacted. Lender shall
recognize any right of the Customer to quiet enjoyment of the Collateral.

11.4. Application of Proceeds. Lender shall apply any Collateral consisting of
cash and the proceeds of any collection or sale of any other Collateral as follows:

FIRST, to the payment of all costs and expenses incurred by Lender in connection
with such collection or sale or otherwise in connection with this Agreement, any other agreement
in connection with the Loan and accrued interest, including, but not limited to, all court costs and
the reasonable fees, disbursements and other charges of its agents and legal counsel -- whether
incurred in any action or proceeding either between the Parties or between Lender and any third

party;
SECOND, to the payment in full of the accrued interest on the Loan;
THIRD, to the payment of the principal of the Loan; and

FOURTH, to Borrower and its successors or assigns, or as a court or agency of
competent jurisdiction may otherwise direct.

Lender shall have absolute discretion as to the time of application of any such proceeds, moneys
or balances in accordance with this Agreement. Upon any sale of the Collateral by Lender,
including, without limitation, pursuant to a power of sale granted by statute or under a judicial
proceeding, the receipt of Lender or of the officer making the sale shall be a sufficient discharge
to the purchaser or purchasers of the Collateral so sold and such purchaser or purchasers shall not
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be obligated to see to the application of any part of the purchase money paid over to Lender or
such officer or be answerable in any way for the misapplication thereof.
12.  Amendment and Waivers.

12.1. Amendments, Modifications and Supplements. This Agreement may be
amended, modified or supplemented only by an instrument in writing executed by, and delivered
on behalf of, each of the Parties.

12.2. Waivers. The representations, warranties, covenants and conditions set
forth in this Agreement may be waived only by a written instrument executed by the party so
waiving. The failure of any party at any time or times to require performance of any provision
hereof shall in no manner affect the right of such party at a later time to enforce the same. No
waiver by any party of any condition, or breach of any term, covenant, agreement, representation
or warranty contained in this Agreement, in any one or more instances, shall be deemed to be or
construed as a waiver of any other condition or of the breach of any other term, covenant,
agreement, representation or warranty contained in this Agreement.

13.  Survival of Representations, Warranties and Covenants. All representations,
warranties and covenants of the Parties contained in this Agreement and/or the Note and/or made
pursuant hereto or thereto shall survive until this Agreement expires or is sooner terminated or,
in the case of any covenants, until such covenants have been performed fully.

14. Indemnification. Borrower indemnifies and holds harmless Lender and Lender’s
shareholders, subsidiaries, affiliates, officers, directors, successors and assigns, and the agents,
representatives and employees of any and all of the foregoing, from and against any and all
liability (including, without limitation liability in tort, whether absolute or otherwise),
obligations, losses, penalties, claims, suits, costs and disbursements, including without limitation,
legal fees and disbursements in any way relating to, or arising out of, the Loan Documents, the
Project Documents and/or the Collateral; provided, however, that there shall be no indemnity for
liability caused by Lender’s gross negligence or willful misconduct. This provision shall survive
the expiration or sooner termination of this Agreement.

15. Notices. Any and all notices or other communications required or permitted under
this Agreement shall be in writing and shall be deemed to have been duly given if delivered
personally by courier, or by overnight delivery by a nationally recognized overnight delivery
service, or five (5) days after mailing if sent by registered or certified mail, postage prepaid,
addressed as follows:

If to Lender: Public Service Electric and Gas Company
80 Park Plaza, T-8
Newark, New Jersey 07102

Attention: Solar Loan Program Administrator

With a copy to Lender’s legal counsel at the same address.

If to Borrower:
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Attention:

Any party may change the address to which notices or other communications are to be sent to it
by giving written notice of such change in the manner provided herein.

16.  Assignment. This Agreement may not be assigned by any Party without the prior
written consent of the other Party. Notwithstanding the foregoing, however, Lender, without
Borrower’s consent, may: (a) assign its rights and delegate its obligations hereunder to one or
more subsidiaries or affiliates of Lender; or (b) assign its rights to receive moneys and/or SRECs
hereunder and under the Note to any unaffiliated third party for financing purposes only. In all
regards, however, no such assignment or delegation by Lender shall relieve Lender of its
obligations hereunder. Subject to the foregoing, this Agreement shall bind and inure to the
benefit only of the Parties and their respective successors and permitted assigns. In the event
that the real property where the Project is located is transferred or assigned to a third party,
Borrower shall notify Lender prior to such transfer or assignment so as to afford Lender the
opportunity to review the creditworthiness of such third party, and, if such creditworthiness is
substantially similar to that of Borrower’s, allow such third party to agree to be obligated under
the terms and conditions of this Agreement and the other Loan Documents to the same extent as
Borrower. If such third party does not agree to be bound by this Agreement and/or the Loan
Documents or does not have a similar level of creditworthiness to Borrower’s, then Borrower
shall pay Lender at the time of such transfer of real property the full amount of the Loan
Amortization and accrued interest.

17. Entire Agreement. This Agreement, together with the schedules and exhibits
hereto and the Notes and the other documents and instruments referred to herein and/or therein,
sets forth the entire agreement and understanding of the Parties in respect of the transactions
hereby contemplated, and supersedes all prior agreement, arrangements and understandings
relating to the subject matter hereof.

18. No Third Party Beneficiary. Nothing in this Agreement is intended or shall be
construed to give any person any legal or equitable right, remedy or claim under or in respect of
this Agreement or any provision contained herein, other than the Parties.

19. Recitals. The clauses above set forth in the Recitals are herein incorporated by
reference as though herein set forth at length.

20.  Counterparts. This Agreement may be executed in any number of counterparts,
all of which together shall be considered to constitute one instrument.

21.  Section Headings. All section headings are inserted for convenience only and
shall not control or affect the meaning or construction of any provision of this Agreement and
have no independent significance.

22, Interpretation. In this Agreement the singular includes the plural and the plural
the singular; words importing any gender include the other genders; the words “including”,
“includes” and “include” shall be deemed to be followed by the words “without limitation”;
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references to agreements and other contractual instruments shall be deemed to include all
subsequent amendments and other modifications thereto, without prejudice to any provisions of
this Agreement prohibiting such amendments and other modifications; and references to persons
include their respective permitted successors and assigns.

23.  Severability. In case any provision in or obligation under this Agreement shall be
invalid, illegal or unenforceable in any jurisdiction, the validity, legality and enforceability of the
remaining provisions or obligations, or of such provision or obligation in any other jurisdiction,
shall not in any way be affected or impaired thereby.

24.  Applicable Law. THIS AGREEMENT IS GOVERNED EXCLUSIVELY BY
AND CONSTRUED IN STRICT ACCORDANCE WITH THE LAWS OF THE STATE
OF NEW JERSEY APPLICABLE TO CONTRACTS MADE AND TO BE PERFORMED
ENTIRELY WITHIN THE STATE OF NEW JERSEY WITHOUT REGARD TO NEW
JERSEY’S CONFLICT OF LAWS PROVISIONS THAT MAY DEFEAT THE
APPLICATION OF NEW JERSEY’S SUBSTANTIVE LAW TO THIS AGREEMENT,
THE NOTE AND THE UNDERLYING TRANSACTIONS.

25. Miscellaneous. Nothing in this Agreement shall be construed to create any duty
to, any standard of care with reference to, or any liability to any Person not a party to this
Agreement. No undertaking by one Party to the other under any provision of this Agreement
shall constitute the dedication of Lender’s system or any portion thereof to Borrower or to the
public, nor affect the status of Lender as an independent public utility corporation, or Borrower
as an independent individual or entity. Lender’s review or acceptance of the Project and its
operation shall not be construed as confirming or endorsing the design or as any warranty of
safety, durability, reliability and/or performance, Lender shall not by reason of such review or
failure to review be responsible for the strength, safety, details of design, adequacy, capacity,
reliability and/or operation of the Project, nor shall Lender’s extension of the Loan to Borrower
be deemed to be an endorsement of the Project, in whole or in part.

26. Relationship of the Parties. For purposes of this Agreement, Lender and
Borrower expressly agree that the relationship of Lender to Borrower is that of a lender only.
The intent of this provision is to clarify and stipulate that Lender is not a partner, fiduciary and/or
coventurer of Borrower and that Lender’s sole interest in the Collateral is for the purpose of
security for repayment of the obligations of Borrower to Lender, as Grantor to Secured Party
under the Security Agreement.
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IN WITNESS WHEREOF, each party hereto has caused its duly authorized
representative to execute and deliver this Agreement as of the date first above written.

Public Service Electric and Gas Company  [Insert Name Of Borrower]

By: By:
(Signature) (Signature)
Name: Name:
(Print Name) (Print Name)
Title: Title:
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EXHIBIT A
(Form of Note)

[To Be Provided]
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EXHIBIT B
(Form of Transaction Confirmation Letter)

[To Be Provided]
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EXHIBITC
(Form of Memorandum of Option)

[To Be Provided]
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EXHIBIT D
(Form of Security Agreement)

[To Be Provided]
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EXHIBIT E
BORROWER’S PROGRAM APPLICATION

[Copy of Borrower’s Loan Application to be Attached]
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EXHIBIT F
LOAN AMORTIZATION SCHEDULE

[below form to be completed]

S 2 O A O A ) T A O T A
Scheduled
SRECs Total Principal Loan
Payment Date Generated* Payment Interest Payment Balance
Issuance Date $A
1 mm/dd/yy # $ $ $ $
2 mm/dd/yy
3 mm/dd/yy
4 mm/dd/yy
5 mm/dd/yy
6 mm/dd/yy
175 mm/dd/yy
176 mm/dd/yy
177 mm/dd/yy
178 mm/dd/yy
179 mm/dd/yy
180 mm/dd/yy $0

* “SRECs Generated” column represents the SRECs anticipated to be generated by the Project during the
month. Actual SREC generation may differ.
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EXHIBIT G
SCHEDULE OF PERMITTED ENCUMBRANCES

[To Be Provided]
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MEMORANDUM OF OPTION

THIS MEMORANDUM OF OPTION, made as of the __ day of :
20, by and between:

Public Service Electric and Gas Company, a New Jersey corporation, having an address at 80
Park Plaza, Newark, New Jersey 07102 (“Lender”), and

, [an] individual(s) residing at

, New Jersey ([collectively] ""Borrower™).
1. Loan Agreement. Lender and Borrower have entered into a Solar Program
Loan Agreement dated , 20 (“Loan Agreement”), for a term of ten (10)

years from the date of the Loan Agreement (“Term?”), the purpose of which is provide partial
financing (“Loan”) to Borrower for the design, purchase and installation of a solar-powered
generation system (“Project”) at Borrower’s facility or residence, certain real property located in
the of , County of , State of New Jersey, more
particularly described in Exhibit "A" attached hereto (“Facility”).

2. Lender’s Call Option. The Project generates Solar Renewable Energy
Certificates (“SRECs”), as described in the Loan Agreement. Borrower grants to Lender an
option to purchase up to 100% of the SRECs created by the continued operation of the Project
until the Term expires (“Lender’s Call Option”). It is the intention of the parties that the
Lender’s Call Option is independent of the Loan, and that even if the Loan is repaid in full
before the end of the Term, the Lender’s Call Option will survive until the expiration of the
Term. The complete details of the Lender’s Call Option are fully described in the Loan
Agreement.

3. Survival of Lender’s Call Option: It is the intention of the parties that the
Lender’s Call Option remain in effect for the entirety of the Term notwithstanding any sale by
the Borrower of either the equipment comprising the Project (“Project Equipment”) (alone or in
connection with a sale of the Facility) or a change in the location of the Project Equipment. This
is irrespective of any right that the Borrower may have to dispose of the Project Equipment after
the Loan has been repaid and such Project Equipment is no longer part of the Loan collateral. It
is the further intention of the parties that the Lender’s Call Option shall run with the Facility
throughout the Term and shall be binding upon any future parties of interest in the Facility until
the expiration of the Term.

4. Purpose and Intention. This Memorandum of Option is executed for the
purpose of recordation in the Office of the County Clerk/Register in order to give
notice of certain of the terms of the Lender’s Call Option and is not intended, and shall not be
construed, to define, limit or modify either the Lender’s Call Option or the Loan Agreement.
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IN WITNESS WHEREOF, the parties hereto have executed this Memorandum
of Agreement as of the day and year first above written.

LENDER:

By:

Its:

BORROWER:

By:

[By: ]
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State of New Jersey )
) SS.
County of )

On , 20, before me, , personally appeared
, personally known to me (or proved to me on the basis
of satisfactory evidence) to be the person whose name is subscribed to the within instrument, and
acknowledged to me that he/she executed the same in his/her authorized capacity, and that by
his/her signature on the instrument the persons, or the entity upon behalf of which the person
acted, executed the instrument.

Witness my hand and official seal.

Signature of Notary

State of New Jersey )
) sS.
County of )
On , 20___, before me, , personally appeared

, personally known to me (or proved to me on the basis
of satisfactory evidence) to be the person whose name is subscribed to the within instrument, and
acknowledged to me that he/she executed the same in his/her individual capacity, and that by
his/her signature on the instrument the person executed the instrument.

Witness my hand and official seal.

Signature of Notary
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State of New Jersey )
) SS.
County of )

On , 20, before me, , personally appeared
, personally known to me (or proved to me on the basis
of satisfactory evidence) to be the person whose name is subscribed to the within instrument, and
acknowledged to me that he/she executed the same in his/her authorized capacity, and that by
his/her signature on the instrument the persons, or the entity upon behalf of which the person
acted, executed the instrument.

Witness my hand and official seal.

Signature of Notary

RECORD AND RETURN TO:
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EXHIBIT *A”
DESCRIPTION OF REAL PROPERTY
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MEMORANDUM OF OPTION
THIS MEMORANDUM OF OPTION, made as of the  day of ,
20, by and between:

Public Service Electric and Gas Company (“Lender”) a New Jersey corporation, having an
address at 80 Park Plaza, Newark, New Jersey 07102, and

(“Borrower”), a of

the State of located at

I. Loan Agreement. Lender and Borrower have entered into a Solar Program
Loan Agreement (“Loan Agreement”), the terms and conditions of which are incorporated
herein as though set forth in full, for a term of fifteen (15) years (“Term”), the purpose of which
is to provide partial financing (“Loan”) to Borrower for the design, purchase and installation of a
solar-powered generation system (“Project”) at Borrower’s facility, certain real property located
in the of , County of , State of New Jersey, more
particularly described in Exhibit "A" attached hereto (“Facility”).

2. Lender’s Call Option. The Project generates Solar Renewable Energy
Certificates (“SRECSs”), as described in the Loan Agreement. Borrower grants to Lender an
option to purchase up to 100% of the SRECs created by the continued operation of the Project
until the Term expires (“Lender’s Call Option”). It is the intention of the parties that the
Lender’s Call Option is independent of the Loan, and that even if the Loan is repaid in full
before the end of the Term, the Lender’s Call Option will survive until the expiration of the
Term. The complete details of the Lender’s Call Option are fully described in the Loan
Agreement.

3. Survival of Lender’s Call Option: It is the intention of the parties that the
Lender’s Call Option remain in effect for the entirety of the Term notwithstanding any sale by
the Borrower of either the equipment comprising the Project (“Project Equipment”) (alone or in
connection with a sale of the Facility) or a change in the location of the Project Equipment. This
is irrespective of any right that the Borrower may have to dispose of the Project Equipment after
the Loan has been repaid and such Project Equipment is no longer part of the Loan collateral.

4. Purpose and Intention. This Memorandum of Option is executed for the
purpose of recordation in the Office of the County Clerk/Register in order to give
notice of certain of the terms of the Lender’s Call Option and is not intended, and shall not be
construed, to define, limit or modify either the Lender’s Call Option or the Loan Agreement.
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IN WITNESS WHEREOF, the parties hereto have executed this Memorandum of Agreement
as of the day and year first above written.

LENDER:

Its:

BORROWER:

By:

Its:
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State of New Jersey )

) ss.
County of )
On , 200 , before me, , personally
appeared , personally known to me (or proved to me on

the basis of satisfactory evidence) to be the person whose name is subscribed to the within
instrument, and acknowledged to me that he/she executed the same in his/her authorized
capacity, and that by his/her signature on the instrument the persons, or the entity upon behalf of
which the person acted, executed the instrument.

Witness my hand and official seal.

Signature of Notary

State of New Jersey )
) ss.
County of )
On , 200 , before me, , personally
appeared , personally known to me (or proved to me on

the basis of satisfactory evidence) to be the person whose name is subscribed to the within
instrument, and acknowledged to me that he/she executed the same in his/her authorized
capacity, and that by his/her signature on the instrument the persons, or the entity upon behalf of
which the person acted, executed the instrument.

Witness my hand and official seal.

Signature of Notary

RECORD AND RETURN TO:
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EXHIBIT “A”
DESCRIPTION OF REAL PROPERTY
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EXECUTION ORIGINAL

NOTE
$ , 20
, New Jersey
This Note is signed and delivered by (“Borrower”) to Public

Service Electric and Gas Company, a New Jersey corporation (“Lender”) pursuant to the terms
of the Solar Program Loan Agreement dated today (“Loan Agreement”). Capitalized terms that
are not defined in this Note shall have the meanings given to them in the Loan Agreement.

Borrower promises to pay to Lender, at Lender’s office located at 80 Park Plaza,
Newark, New Jersey 07101, or at any other place that Lender may designate to Borrower in
writing:

the principal sum of AND 00/100
DOLLARS (% ) plus interest which Borrower shall pay in monthly installments
consisting of principal and interest in the amounts and on the dates indicated on the attached
Loan Amortization Schedule. These payments are subject to mandatory prepayment and
acceleration upon the occurrence of an Event of Default or earlier termination of the Loan
Agreement. Payments due under the Loan Agreement shall be made in cash and/or the
comparable value of SRECs created by the Project which are used by Borrower to pay down the
outstanding amount of principal and accrued interest in the manner provided in the Loan
Agreement.

The principal amount of this Note shall bear interest at the annual rate of SIX
AND FIVE HUNDREDTHS PERCENT (6.5%) as provided in the Loan Agreement. If there is
an Event of Default which continues uncured, Lender may increase the rate of interest accruing
on the Loan to the rate of ONE AND ONE-HALF PERCENT (1 1/2%) per month, calculated
according to the terms of the Loan Agreement.

This Note is the “Note” referred to in the Loan Agreement and is secured by the
liens granted in the Loan Agreement, the Security Agreement and other Documents related to the
Collateral. This Note is entitled to the benefits of the Loan Agreement, the Security Agreement
and other documents related to the Collateral or the Loan and is subject to all of the agreements,
terms and conditions contained in those documents.

This Note is subject to mandatory prepayment, and may be voluntarily prepaid, in
whole or in part, in each case according to the terms and conditions in the Loan Agreement.

If an Event of Default under Section 11.1(e) of the Loan Agreement shall occur,
this Note shall immediately become due and payable, without Lender providing any notice to
Borrower, together with reasonable attorneys’ fees if Lender retains an attorney to obtain or
enforce payment of the Loan. If any other Event of Default shall occur which is not cured within
any applicable grace period, then this Note may, as provided in the Loan Agreement, be declared
to be immediately due and payable, without Lender providing any notice to Borrower, together
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with reasonable attorneys’ fees if Lender retains an attorney to obtain or enforce payment of the
Loan.

This Note shall be construed and enforced in accordance with the laws of the
State of New Jersey.

Borrower expressly waives any presentment, demand, protest, notice of protest, or
notice of any kind except as expressly provided in the Loan Agreement and Security Agreement.

If this Note is signed by two or more individuals as Borrower, the obligations of
such individuals under this Note are joint and several. This Note shall be enforceable by Lender
against each of or all of such individuals as Lender may elect. Each individual is fully
responsible for all amounts due under this Note.

[NAME[S] OF BORROWER]

By:

Name:

[By: 1

[Name: 1
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Payment

1)

SO O WN PR

115
116
117
118
119
120

LOAN AMORTIZATION SCHEDULE

()

Date
Issuance Date
mm/dd/yy
mm/dd/yy
mm/dd/yy
mm/dd/yy
mm/dd/yy
mm/dd/yy

mm/dd/yy
mm/dd/yy
mm/dd/yy
mm/dd/yy
mm/dd/yy
mm/dd/yy

[below form to be completed]

3) (4) (5) (6) (1)
Scheduled
SRECs Total Interest Principal Loan
Generated* Payment Payment Payment Balance
$A
# $ $ $ $
$0

*”SRECs Generated” column represents the SRECs anticipated to be generated by the Project

during the month. Actual SREC generation may differ.
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EXECUTION ORIGINAL
NOTE

$ ,20
Newark, New Jersey

This Note is executed and delivered under and pursuant to the terms of that certain Solar
Program Loan Agreement dated as of the date hereof (as amended, supplemented, restated or
modified from time to time, the “Loan Agreement”) by and between
(“Borrower”), a organized under the laws of the State of

, and Public Service Electric and Gas Company, a New Jersey corporation
(“Lender”), Capitalized terms not otherwise defined herein shall have the meanings provided in
the Loan Agreement.

FOR VALUE RECEIVED, Borrower hereby promises to pay to the order of Lender, at
the office of Lender located at 80 Park Plaza, Newark, New Jersey 07102, or at such other place
as Lender may from time to time designate to Borrower in writing: the principal sum of
AND 00/100 DOLLARS ($ )
together with interest thereon as hereinafter described, in monthly installments, consisting of
principal and interest in the amounts and on the dates indicated on the Loan Amortization
Schedule attached hereto. Notwithstanding anything contained herein to the contrary, all
principal and interest hereunder shall be due and payable on the earlier of (i) 1,
20, or (ii) such date as same may become due and payable as a result of mandatory
prepayment and acceleration upon the occurrence of an Event of Default or earlier termination of
the Loan Agreement pursuant to the terms thereof. Payments due under the Loan Agreement
shall be made in cash and/or the comparable value of the quantity of SRECs created by operation
of the Project and held by Borrower in its SREC Account at the time said SRECs are used by
Borrower to pay down the outstanding amount of principal and accrued interest in the manner
provided in the Loan Agreement.

The principal amount of this Note from time to time outstanding shall bear interest at the
annual rate of ELEVEN AND ELEVEN-ONE- HUNDREDTHS PERCENT (11.11%) in
accordance with the provisions of the Loan Agreement. Upon and after the occurrence of an
Event of Default, and during the continuation thereof, Lender, in its sole discretion, may increase
the rate of interest accruing on the Loan and payable under the Loan Agreement to the rate of
ONE AND ONE-HALF PERCENT (1 1/2%) per month, calculated in accordance with the Loan
Agreement.

This Note is the “Note” referred to in the Loan Agreement and is secured, inter alia, by
the liens granted pursuant to the Loan Agreement, the Security Agreement and other Documents
related to the Collateral, is entitled to the benefits of the Loan Agreement, the Security
Agreement and other documents related to the Collateral or the Loan and is subject to all of the
agreements, terms and conditions therein contained.

This Note is subject to mandatory prepayment, and may be voluntarily prepaid, in whole

or in part, in each case on the terms and conditions set forth in the Loan Agreement.
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If an Event of Default under Section 11.1(e) of the Loan Agreement shall occur, then this
Note shall immediately become due and payable, without notice, together with reasonable
attorneys’ fees if the collection hereof is placed in the hands of an attorney to obtain or enforce
payment hereof. If any other Event of Default shall occur which is not cured within any
applicable grace period, then this Note may, as provided in the Loan Agreement, be declared to
be immediately due and payable, without notice, together with reasonable attorneys’ fees, if the
collection hereof is placed in the hands of an attorney to obtain or enforce payment hereof.

This Note shall be construed and enforced in accordance with the laws of the State of
New Jersey.

Borrower expressly waives any presentment, demand, protest, notice of protest, or notice
of any kind except as expressly provided in the Loan Agreement and Security Agreement.

[INAME OF BORROWER]

By:
Name:
Title:
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Payment

(1)

SO WN -

175
176
177
178
179
180

LOAN AMORTIZATION SCHEDULE

(2)

Date
Issuance Date
mm/dd/yy
mm/dd/yy
mm/dd/yy
mm/dd/yy
mm/dd/yy
mm/dd/yy

mm/dd/yy
mm/dd/yy
mm/dd/yy
mm/dd/yy
mm/dd/yy
mm/dd/yy

[below form to be completed]

()

(4)

()

(6) (7)

Scheduled
SRECs Total Principal Loan
Generated®* Payment Interest Payment Balance
$A
# $ $ $ $
$0

* “SRECs Generated” column represents the SRECs anticipated to be generated by the

Project during the month. Actual SREC generation may differ.
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SECURITY AGREEMENT

THIS SECURITY AGREEMENT (this "Agreement™), is entered into on
, 20, by , [an] individual(s)
residing at , New Jersey ([collectively]
"Grantor") and Public Service Electric and Gas Company, a New Jersey corporation
having an address for purposes of this Agreement at 80 Park Plaza, Newark, New Jersey
07101 ("Secured Party") (Grantor and Secured Party together, “Parties”).

Secured Party and Grantor have entered into a Solar Program Loan Agreement
("Loan Agreement™). As security for Secured Party’s lending to Grantor the principal
amount of the Loan (as defined in the Loan Agreement), Grantor and Secured Party enter
into this Agreement.

ARTICLE |
DEFINITIONS; INTERPRETATIONS

Section 1.01 Definitions. As used in this Agreement, the following terms shall have the
following meanings:

"Books and Records" has the meaning set forth in Section 2.01(e) of this
Agreement.

"Business Day" means any day other than a Saturday, a Sunday or any day
on which commercial banks in the City of Newark, New Jersey are required or
permitted by law to close.

"Code" means of the Uniform Commercial Code in force in the State of
New Jersey, as it may be amended or superseded.

"Collateral" has the meaning set forth in Section 2.01 of this Agreement.

"Customer Agreement” means the agreement between Equipment
Provider and Grantor to develop, design, procure and install the Project.

"Documents™ means all instruments, files, records, ledger sheets and
documents about or relating to any of the Collateral.

"Environmental Attributes,” for purposes of this Agreement, means an
instrument used to represent the environmental costs and/or benefits associated
with a fixed amount of electricity generation from the Project. For the Project,
Environmental Attributes represent the general environmental benefits of
renewable generation such as, for example, air pollution avoidance. The exact
quantity of the environmental benefit (for example, pounds of emission reductions
of a given pollutant) is not indicated by an environmental attribute, though it can
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be quantified separately in pollution trading markets and through engineering
estimates. The Environmental Attribute represents all environmental benefits,
whether or not trading markets for such pollutants or benefits exist. Secured Party
will quantify the Environmental Attributes, and have the right to trade those
Environmental Attributes for its own account.

"Equipment™ means all solar panels and related Project equipment,
machinery, equipment, components, additions, wirings, meters, replacement parts
and consumables that compromise the Project.

"Equipment Provider" has the meaning stated in the Loan Agreement.

"Event of Default™ has the meaning set forth in Section 4.01.

"General Intangibles™ has the meaning stated in the Code.

"Grantor" has the meaning set forth above.
"Instruments” has the meaning stated in the Code.

“Investment Property” has the meaning stated in the Code.

"Liens" means any and all mortgages, liens, security interests and/or
encumbrances of any kind, and/or pledges or deposits of any nature.

"Obligations™ means: (a) the principal amount of the Loan (as defined in
the Loan Agreement) advanced by Secured Party to Grantor; (b) all interest
accruing on the Loan; (c) all fines, fees and penalties related to the Loan; (d) all
liabilities of Secured Party to Grantor related to the Loan and the Loan
Agreement; and (e) all costs and expenses incurred by Secured Party in collecting
any of the above and enforcing this Agreement or the other Loan Documents (as
that term is defined in the Loan Agreement), including, reasonable attorneys' fees
and disbursements incurred and court costs.

"Permitted Encumbrances” means: (a) Liens expressly disclosed by
Grantor to Secured Party in Exhibit G to the Loan Agreement and approved by
Secured Party in writing, which may include, among other things, a home
mortgage or home equity loan or line of credit, so long as the foregoing do not
impair the Secured Party’s first priority security interest in the Collateral; (b)
Liens securing taxes, assessments and/or governmental charges and/or levies or
the claims of materialmen, mechanics, carriers, warehousemen, landlords and
other similar Persons, the payment of which is not currently due and payable; and
(c) Liens in favor of Secured Party.

"Person™ means any individual, sole proprietorship, partnership, joint
venture, trust, unincorporated organization, association, institution, entity, party,
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corporation, limited liability company, or government agency (whether national,
federal, state, county, city, municipal, or otherwise).

"Proceeds” means any consideration received from the sale, exchange,
collection or other disposition of the Collateral or any portion thereof, and any
and all payments received from any insurer or other person or entity as a result of
the theft or damage of the Collateral or any portion thereof.

"Project" means that certain solar generation system developed, designed,
purchased, installed and constructed by an Equipment Provider (as defined in the
Loan Agreement) at the facility or residence owned by Grantor, and located at the
Real Property.

"Project Documents” means: (a) a fully executed Customer Agreement;
(b) forms signed by the Equipment Provider and each of its subcontractors on the
Project waiving any liens on the Collateral; (c) Project specifications,
maintenance agreements and other technical information regarding the Project;
(d) any and all applicable permits, licenses, easements, variances and other
authorizations; (e) Program Application documents, project plans and pro formas,
and other Program-related documents; and (f) any and all other appropriate
documents as may be requested by Secured Party.

"Real Property” means the premises, real property and improvements
located in the Municipality of ,  County of
, and State of New Jersey, and located at
, New Jersey and inscribed on the

tax map as Lot Block
"Secured Party" has the meaning set forth above.

"Security Interest™ has the meaning set forth in Section 2.01 hereof.

"SRECs" means Solar Renewable Energy Certificates that arise by the
operation of the Project, and that are used and traded by means of the New Jersey
Clean Energy Program’s Website: www.njcep.com/srec (the "SREC Program
Administrator”). These SRECs, once created, represent solar energy actually
generated and used, and are bundled in minimum denominations of one megawatt
hour of electricity production. New Jersey's SREC program allows for SRECs to
be created, verified, tracked, sold to, and eventually utilized by, electricity
suppliers to meet their requirements to sell solar-generated energy under the New
Jersey Renewable Portfolio Standard. All electricity suppliers are required to use
the SREC program to demonstrate compliance with this part of the State's
Renewable Portfolio Standard.

"SREC Account” means the electronic account Grantor has established
and maintains with the New Jersey Clean Energy Program to use the SREC
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Program Administrator, or any successor thereto recognized by the State of New
Jersey, for the sale and trade of SREC:s.

Section 1.02 Interpretation. For purposes of this Agreement the singular includes the
plural and the plural the singular; words denoting one gender include the other; the words
"including”, “includes" and "include" shall be deemed to be followed by the words
"without limitation"; references to agreements and other contractual instruments shall be
deemed to include all subsequent amendments, revisions and other modifications; and

references to persons include their permitted successors and assigns.

Section 1.03 Relationship of the Parties. For purposes of this Agreement, the Parties
expressly agree that the relationship of Secured Party to Grantor is that of a lender only.
The intent of this provision is to clarify and stipulate that Secured Party is not a partner,
fiduciary and/or coventurer of Grantor and that Secured Party's sole interest in the
Collateral is for the purpose of security for repayment of the Loan.

ARTICLE Il
SECURITY INTEREST

Section 2.01 Security Interest. As security for the full payment and performance of the
Obligations, Grantor assigns, pledges and grants to Secured Party, and Secured Party’s
successors and assigns, a first priority security interest, lien and pledge in and to all of
Grantor’s right, title and interest in and to all those assets and properties listed below
(collectively, the "Security Interest"):

€)) the Project, all Equipment and all other assets related to the Project, (as
well as “fixtures”, as defined under the Uniform Commercial Code, in the event such
Project, Equipment or other assets are deemed to be fixtures notwithstanding the
intentions of the Parties);

(b) all Project Documents;

(© all SRECs, including, the SREC Account, Environmental Attributes,
Investment Property related to the SRECs, and all proceeds of the sale of any of these;

(d) all General Intangibles related to the Project and/or the Project
Documents, including all causes of action, records, registrations, licenses, franchises,
claims under warranties, security interest or other security held or granted to secure
performance of the Customer Agreement by Equipment Provider, all rights to
indemnification and all other intangible property of every kind and nature;

(e) all Documents, computer programs, data processing records, computer
software, source codes in any way related to the property described in subsections (a)
through (d) above (collectively, the "Books and Records™);

()] all rights and power of Grantor to transfer greater title than it has with
respect to the property described in subsections (a) through (e) above; and
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(9) all products, additions, substitutions and Proceeds of any of the property
described above, including all cash and credit balances, all payments under any
indemnity, warranty or guaranty with respect to any such property, all awards for taking
by eminent domain, all proceeds of fire, theft or other insurance, including all refunds of
unearned premiums in connection with any cancellation, adjustment or termination of any
insurance policy or policies, all proceeds obtained as a result of any legal action or
proceeding related of the property described above, and claims by Grantor against third
parties for loss or damage to, or destruction of, any of such property.

The property described or referred to in subsections (a) through (g) above, is
collectively referred to as the "Collateral.”

It is the intention of Grantor and Secured Party that: (i) all Collateral will, at all
times, be considered to be personal property, and not a “fixture” as defined under the
Uniform Commercial Code; (ii) to the extent the Collateral may be attached to the Real
Property, the Collateral is not intended to be attached permanently to the Real Property;
(iii) to the extent the Collateral may be attached to the Real Property, the Collateral will
be able to be removed or disconnected without materially damaging the Collateral or the
Real Property; and (iv) the Real Property’s use and purpose, prior to any attachment of
the Collateral to the Real Property, will not be changed by the Collateral or by any
attachment of the Collateral to the Real Property. Despite such intentions, Grantor and
Secured Party have agreed to file financing statements with respect to the Collateral in
the New Jersey Department of Treasury, Division of Revenue and in the real property
records of the county in which the Real Property is located, in order to be especially
cautious, in case any Collateral is determined by a court to be a fixture.

Section 2.02 Financing Statements. Secured Party is authorized to file financing
statements, continuation statements, fixture filings and/or any other documents required
to perfect, confirm, continue, enforce or protect the Security Interest of Secured Party,
with or without the signature of Grantor, naming Grantor as "debtor" and Secured Party
as "secured party" on each document.

Section 2.03 Further Assurances of Grantor. Grantor, at his/her sole cost, shall execute,
acknowledge, deliver and file any such further consents, instruments, certificates and
documents and to take any actions as Secured Party may reasonably request in order to
perfect, preserve and protect the Security Interest.

Section 2.04 Intentionally Omitted.

Section 2.05 Security Interest Absolute. The Security Interest and all rights of Secured
Party under this Agreement, and all obligations of Grantor under this Agreement, shall be
absolute and unconditional without regard to: (a) any change in the time, manner or place
of payment of the Obligations, including any amendment or waiver of, or consent to, any
departure from the terms governing the Obligations; (b) any exchange, release or non-
perfection of any Collateral, including any release or amendment or waiver of, or consent
to, or departure from any guaranty, for the Obligations; or (c) any other circumstance that
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might otherwise allow Grantor to discharge Grantor’s duties in respect of the Obligations
or in respect of this Agreement.

ARTICLE I
GRANTOR’S REPRESENTATIONS,
WARRANTIES AND COVENANTS

Section 3.01 Representations, Warranties and Covenants. Grantor represents, warrants
and covenants, on behalf of itself and the Collateral pledged to Secured Party, for so long
as any Obligations remain outstanding, that:

@) Title and Authority. Grantor has rights in and good title to the
Collateral and has full power and authority to grant the Security Interest to Secured Party
and to perform his/her obligations under this Agreement without the consent or approval
of any other Person other than any consent or approval that has been obtained.

(b) Filings. Financing statements containing a description of the
Collateral have been delivered to Secured Party for filing in each governmental or other
office in every jurisdiction in which such a filing is required in order to perfect or
establish a valid and legal security interest in the Collateral in favor of Secured Party.

(©) Validity of Security Interest. The Security Interest granted by
Grantor constitutes a valid, legal and, upon the filing of the financing statements referred
to in paragraph (b), above, a first priority perfected security interest in all the Collateral
granted by Grantor for payment and performance of the Obligations, and the Collateral
granted by Grantor is not subject to any Liens other than Permitted Encumbrances.

(d) Absence of Other Liens. Grantor has neither filed nor had filed
against it any financing statement under the Code, or its equivalent in any other
jurisdiction, regarding any portion of the Collateral, except for the Permitted
Encumbrances and the Security Interest granted in this Agreement.

(e) Taxes. Grantor will pay all taxes and other charges relating to the
Collateral or its use and will remain current on all taxes.

Section 3.02 Inspection and Verification. Secured Party and its agents have the right to
inspect all Books and Records in Grantor’s possession which relate to the Loan, the
Project, or the Collateral, and to make copies from them. Secured Party must give
Grantor reasonable notice of its desire to conduct such an inspection.

Section 3.03 Protection of Security Interest. Grantor shall, at his/her sole expense: (a)
take all actions necessary to defend his/her title, right and interest in the Collateral against
all Persons and, further, to defend the Security Interest of Secured Party in the Collateral
and the priority of the Security Interest against any Lien that is not a Permitted
Encumbrance; (b) advise Secured Party promptly, in reasonable detail, of any Lien made
or asserted against any of the Collateral and (c) advise Secured Party of the occurrence of
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any event that may have a negative effect on the value of the Collateral and/or on the
Security Interest.

Section 3.04 Use and Disposition of Collateral. Grantor shall neither make nor allow
another to make any assignment, pledge or hypothecation of the Collateral or grant any
other security interest in the Collateral other than as permitted in this Agreement.

Section 3.05 Insurance. Grantor shall insure the Collateral for such coverages and in
such amounts as required by the Loan Agreement.

Section 3.06 Maintenance of Collateral. Grantor shall properly protect, maintain and care
for the Collateral and defend it against any adverse claims.

ARTICLE IV
EVENTS OF DEFAULT

Section 4.01 Events of Default. An "Event of Default" shall exist under this Security
Agreement at any time that:

@) any representation or warranty by Grantor contained in this Agreement is
not materially true and correct;

(b) Grantor breaches his/her obligation to perform any material covenant or
agreement in this Agreement;

(© an order, judgment or decree for the payment of money which would have a
material and adverse effect on the Collateral or the financial condition of Grantor is entered
against Grantor, if such order, judgment or decree is not satisfied and remains in effect for
twenty (20) consecutive calendar days without being vacated, discharged, satisfied or stayed
or bonded pending appeal;

d) any lien or encumbrance, other than any Permitted Encumbrances or the
Security Interest, shall attach to the Collateral;

@) Secured Party’s liens or security interests in any of the Collateral becomes
unenforceable; and/or

) An Event of Default under the Loan Agreement shall remain in effect after
the expiration of the applicable opportunity to cure therein.

Section 4.02 Cure Rights; Remedies upon Event of Default. (a) Secured Party shall
provide Grantor with written notice of an Event of Default arising under the Security
Agreement, provided, however, that Grantor shall be entitled to only one opportunity to
cure an Event of Default arising under more than one Loan Document. Following receipt
of such notice, Grantor shall have: (i) a two-Business-Day period within which to fully
cure any Event of Default involving the payment of money; and (ii) a thirty-day period
within which either to cure any Event of Default not involving the payment of money or,
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if the Event of Default does not involve the payment of money and cannot be fully cured
within the thirty-day period, to institute corrective action satisfactory to Secured Party
and to pursue such corrective action diligently, provided, however, that the thirty-day
cure period shall not be made available to Grantor if Secured Party determines, in its sole
discretion, that Secured Party’s rights with respect to Grantor and/or Collateral could be
materially adversely affected.

(b) Upon the occurrence and during the continuance of an Event of Default, Grantor
agrees to deliver each item of Collateral to Secured Party on demand. Further, the Parties
agree that Secured Party shall have the right (i) to take or employ any or all the remedies
set forth in Section 11.2 of the Loan Agreement, (ii) to charge, setoff and/or otherwise
apply the amount of the Obligations, or any portion of the Obligations, against the
amounts held by Secured Party for the benefit of Grantor; and, (iii) generally, to exercise
any and all rights and remedies afforded to a secured party under the Code and/or other
applicable law.

Section 4.03 Application of Proceeds. Secured Party shall apply any Collateral
consisting of cash, SRECs, and the proceeds of any collection or sale of any other
Collateral as follows:

FIRST, to the payment of any costs incurred by Secured Party to collect or
sell the Collateral or otherwise in connection with this Agreement or any of the Loan
Documents including all court costs and reasonable legal fees and disbursements --
whether incurred in any action or proceeding between the parties or between Secured
Party and any third party;

SECOND, to the payment in full of the accrued interest on the Loan;
THIRD, to the payment of the principal of the Loan; and

FOURTH, to Grantor and his/her successors or assigns, or as a court or
agency of competent jurisdiction may otherwise direct.

ARTICLE YV
OBLIGATIONS OF GRANTOR

Section 5.01 Joint and Several Obligations. If this Security Agreement is signed by two
or more individuals as Grantor, the obligations of such individuals under this Security
Agreement are joint and several as if each individual executed a separate Security
Agreement in favor of Secured Party. This Security Agreement shall be enforceable by
Secured Party against each of or all of such individuals as Secured Party may elect.
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ARTICLE VI
MISCELLANEOUS

Section 6.01 Notices. Notices and other communications shall be in writing and mailed
or delivered to the appropriate party at the address specified in the introductory paragraph
of this Agreement.

Section 6.02 Survival of Agreement. Any and all covenants, agreements,
representations and warranties made by Grantor in this Agreement and in any other
documents prepared or delivered in connection with this Agreement shall be considered
to have been relied upon by Secured Party and shall survive the execution and delivery of
this Agreement.

Section 6.03 Binding Effect; Assignments. This Agreement shall be binding upon and
benefit the Parties, except, however, that Grantor shall not, without the prior written
consent of Secured Party, assign or delegate any of his/her rights, duties, liabilities or
obligations under this Agreement or any of his/her interest in the Collateral, or otherwise
grant any option or right with respect to the Collateral except as expressly permitted
under this Agreement or the Loan Agreement.

Section 6.04 Expiration; Release. This Agreement and the Security Interest shall expire
upon Secured Party’s execution and delivery of a written termination and release. At that
time, Secured Party shall execute and deliver to Grantor, or to Grantor’s designee who
shall be designated by Grantor in writing, all termination statements as provided in the
Code, and any other documents prepared by Grantor, at Grantor’s sole expense, which
Grantor shall reasonably request as evidence of the termination and release.

Section 6.05 Applicable Law. THE PARTIES AGREE THAT THIS AGREEMENT
SHALL BE CONSTRUED IN STRICT ACCORDANCE WITH AND GOVERNED
EXCLUSIVELY BY THE LAWS OF THE STATE OF NEW JERSEY WITHOUT
REGARD TO NEW JERSEY’S CONFLICT OF LAWS PROVISIONS WHICH MAY
DEFEAT THE APPLICATION OF NEW JERSEY’S SUBSTANTIVE LAWS.

Section 6.06 No Waivers. No failure or delay of Secured Party or Grantor in exercising
any power or right that it has under this Agreement shall operate as a waiver. No partial
exercise of any right or power, or any abandonment or discontinuance of steps to enforce
any right or power, shall preclude the exercise of any other right or power. The
respective rights and remedies of Secured Party and Grantor under this Agreement and
the Loan Documents are cumulative and do not exclude any rights or remedies that such
party would otherwise have.

Section 6.07 Waiver of Jury Trial. Each party waives any right it may have to a trial by
jury in any litigation or other action arising in connection with this Agreement.

Section 6.08 Severability. The invalidity or unenforceability of any provision in this
Agreement will not affect the validity or enforceability of any other provision.
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Section 6.09 Counterparts. This Agreement may be executed in two or more
counterparts, each of which shall constitute an original but all of which when taken
together shall constitute one contract.

Section 6.10 Headings. Article and Section headings are for convenience of reference
only, are not part of this Agreement, have no independent substantive meaning and are
not to affect the construction of, or to be taken into consideration in interpreting, this
Agreement.

[Signatures on Following Page]
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IN WITNESS WHEREOF, the parties have each caused its respective, duly authorized
representative to execute and deliver this Agreement as of the day and year first above

written.
Grantor:
By:
(Signature)
Name:
(Print Name)
[By: ]
(Signature)
[Name: ]

(Print Name)

Secured Party: PUBLIC SERVICE ELECTRIC AND GAS COMPANY

By:
(Signature)
Name:
(Print Name)
Title:
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SECURITY AGREEMENT

THIS SECURITY AGREEMENT (this "Agreement"), effective as of

,20 by and between ,a [jurisdiction of

formation/form  of  business], having an address for purposes hereof at

("Grantor") and Public Service Electric and Gas

Company, a New Jersey corporation having an address for purposes hereof at 80 Park Plaza,
Newark, New Jersey 07102 ("Secured Party").

WHEREAS, concurrently with its execution of this Agreement, Secured Party and
Grantor entered into that certain Solar Program Loan Agreement (as amended, restated, replaced
and/or modified from time to time, the "Loan Agreement"), dated contemporaneously herewith;
and

WHEREAS, in consideration of, and as security for, Secured Party’s extension of the
principal amount of the Loan (as such term is defined in the Loan Agreement), Grantor and
Secured Party enter into this Agreement.

NOW, THEREFORE, in consideration of the mutual promises herein contained and for
other good and valuable consideration, the receipt and sufficiency of which the parties hereby
acknowledge, Grantor and Secured Party hereby agree as follows:

ARTICLE I
DEFINITIONS; INTERPRETATIONS

Section 1.01 Definitions. As used herein, the following terms shall have the following
meanings:

"Books and Records" has the meaning assigned to such term in Section 2.01(e) of
this Agreement.

"Business Day" means any day other than a Saturday, a Sunday or any other day
on which commercial banks in the City of Newark, State of New Jersey are required or
permitted by law to close.

"Code" means of the Uniform Commercial Code as in force in the State of New
Jersey, as amended or superseded at any time and from time to time.

"Collateral" has the meaning assigned to such term in Section 2.01 of this
Agreement.

"Customer Agreement" means the agreement between Equipment Provider and
Grantor for the procurement, engineering and installation of the Project.
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"Documents" means all instruments, files, records, ledger sheets and documents
covering, or relating to, any of the Collateral.

"Environmental Attributes," for purposes of this Agreement, means an instrument
used to represent the environmental costs and/or benefits associated with a fixed amount
of electricity generation from the Project. For the Project, Environmental Attributes
represent the general environmental benefits of renewable generation such as, for
example, and not by means of exclusion, air pollution avoidance. The exact quantity of
the environmental benefit (e.g.. pounds of emission reductions of a given pollutant) is not
indicated by an environmental attribute, though it can be quantified separately in
pollution trading markets and through engineering estimates. The Environmental
Attribute represents all environmental benefits, whether or not trading markets for such
pollutants or benefits exist. Secured Party will quantify any and all Environmental
Attributes, and have the right to trade said Environmental Attributes for its own account.

"Equipment" means all solar panels and related Project equipment, machinery,
components, additions, wirings, meters, replacement parts and consumables used and/or
useful with respect to the Project.

"Equipment Provider" has the meaning stated in the Loan Agreement.

"Event of Default" has the meaning ascribed to such term in Section 4.01 hereof.

"General Intangibles" has the meaning assigned to such term in the Code.

"Grantor" has the meaning ascribed to such term in the introductory paragraph
hereof.

"Instruments" has the meaning assigned to such term in the Code.

“Investment Property” has the meaning assigned to such term in the Code.

"Liens" means any and all mortgages, liens, charges, hypothecations,
assignments, security interests and/or encumbrances of any kind, and/or pledges and/or
deposits of any nature.

"Obligations" means: (a) the principal amount of the Loan (as defined in the Loan
Agreement) advanced by Secured Party to Grantor; (b) any and all interest accrued and to
accrue on the Loan; (c) any and all fines, fees and penalties related to the Loan; (d) any
and all liabilities of Secured Party to Grantor related to the Loan and the Loan
Agreement; and (e) any and all costs and expenses of, or incurred by, Secured Party in
collecting any of the foregoing and enforcing this Agreement or the other Loan
Documents (as that term is defined in the Loan Agreement), including, without
limitation, reasonable attorneys' fees and disbursements incurred and court costs.
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"Permitted Encumbrances" means: (a) Liens expressly disclosed by Grantor to
Secured Party in Exhibit G to the Loan Agreement, and approved by Secured Party in
writing; (b) Liens securing taxes, assessments and/or governmental charges and/or levies
or the claims of materialmen, mechanics, carriers, warechousemen, landlords and other
similar Persons, the payment of which are not currently due and payable; and (c) Liens in
favor of Secured Party.

"Person" means any individual, sole proprietorship, partnership, joint venture,
trust, unincorporated organization, association, corporation, institution, entity, party,
limited liability company, or government agency (whether national, federal, state, county,
city, municipal or otherwise).

"Proceeds" means any consideration received from the sale, exchange, collection
or other disposition of the Collateral or any portion thereof, and any and all payments
received from any insurer or other person or entity as a result of the destruction, loss,
theft, damage, casualty or other involuntary conversion of whatever nature of the
Collateral or any portion thereof.

"Project" means that certain solar generation system developed, designed,
procured, installed and constructed by an Equipment Provider (as defined in the Loan
Agreement) at the facility owned by Grantor, and located at the Real Property.

"Project Documents" means: (a) a fully executed Customer Agreement; (b) forms
executed by the Equipment Provider and each of its subcontractors on the Project
waiving any liens on the Collateral; (c) Project specifications, maintenance agreements
and other technical information regarding the Project; (d) any and all applicable permits,
licenses, easements, variances and other authorizations; (e) Program Application
documents, project plans and pro formas, and other Program-related documents; (f) any
and all site leases, easements and similar instruments; and (g) any and all other
appropriate documents as may be requested by Secured Party.

"Real Property" means the premises, real property and improvements located in

the Municipality of , County of , and
State of New Jersey, and located at , ,
New Jersey and inscribed on the tax map therefore as Lot Block

"Secured Party" has the meaning ascribed to such term in the introductory
paragraph hereof.

"Security Interest" has the meaning ascribed to such term in Section 2.01 hereof.

"SRECs" means Solar Renewable Energy Certificates that arise by the operation
of the Project, and that are used and traded by means of the New Jersey Clean Energy
Program’s Website: www.njcep.com/srec (the "SREC Program Administrator"). These
SRECs, once created, represent solar energy actually generated and used, and are bundled
in minimum denominations of one megawatt hour of electricity production. New Jersey's
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SREC program allows for SRECs to be created, verified, tracked, sold to, and eventually
utilized by, electricity suppliers to meet their requirements to sell solar-generated energy
under the New Jersey Renewable Portfolio Standard. All electricity suppliers are
required to use the SREC program to demonstrate compliance with this part of the State's
Renewable Portfolio Standard.

"SREC Account" means the electronic account Grantor has established and
maintains with the New Jersey Clean Energy Program to use the SREC Program
Administrator, or any successor thereto recognized by the State of New Jersey, for the
sale and trade of SRECs.

Section 1.02 Interpretation. For purposes of this Agreement the singular includes the plural
and the plural the singular; words denoting one gender include the other; the words "including",
"includes" and "include" shall be deemed to be followed by the words "without limitation";
references to agreements and other contractual instruments shall be deemed to include all
subsequent amendments, revisions and other modifications thereto, without prejudice to any
provisions of this Agreement prohibiting such amendments, revisions and other modifications;
and references to persons include their respective permitted successors and assigns.

Section 1.03 Relationship of the Parties. For purposes of this Agreement, Secured Party and
Grantor expressly agree that the relationship of Secured Party to Grantor is that of a lender only.
The intent of this provision is to clarify and stipulate that Secured Party is not a partner, fiduciary
and/or coventurer of Grantor and that Secured Party's sole interest in the Collateral is for the
purpose of security for repayment of the obligations of Grantor to Secured Party.

ARTICLE II
SECURITY INTEREST

Section 2.01 Security Interest. As security for the full payment and performance of the
Obligations, Grantor hereby assigns, transfers, pledges and grants to Secured Party, and Secured
Party’s successors and assigns, a first-priority security interest, lien and pledge in and to all of
Grantor’s right, title and interest in and to all those assets and properties below described,
wherever located, however arising or created, and whether now owned or existing or hereafter
arising, created or acquired (collectively, the "Security Interest"):

(a) the Project, all Equipment and all other assets related thereto (as well as
“fixtures”, as defined under the Uniform Commercial Code, in the event such Project, Equipment
or other assets are deemed to be fixtures notwithstanding the intentions of the parties hereto, as
hereinafter described);

(b) all Project Documents;

(c) all SRECs, including, without limitation, the SREC Account, all Environmental
Attributes, all Investment Property related thereto, all legal and economic attributes of the
foregoing, whether now existing and hereafter arising, and all proceeds of the sale of the
foregoing;
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(d) all General Intangibles related to the Project and/or the Project Documents,
including, without limitation, all choses in action, causes of action, records, registrations,
licenses, franchises, claims under warranties, security interest or other security held or granted to
secure performance of the Customer Agreement by Equipment Provider, all rights to
indemnification and all other intangible property of every kind and nature;

(e) all Documents, computer programs, data processing records, computer software,
source codes at any time evidencing, describing, pertaining to or in any way related to the
property described in subsections (a) through (d), inclusive, above (collectively, the "Books and
Records");

® all rights and power of Grantor to transfer greater title than it has with respect to
the property described in subsections (a) through (e), inclusive, above; and

(g) all products, additions, accessions, substitutions and Proceeds of any of the above-
described property, in any form whatsoever, and any and all proceeds of such Proceeds,
including, without limitation, all cash and credit balances, all payments under any indemnity,
warranty or guaranty with respect to any such property, all awards for taking by eminent domain,
all proceeds of fire, theft or other insurance, including, without limitation, any and all refunds of
unearned premiums in connection with any cancellation, adjustment or termination of any
insurance policy or policies, any and all proceeds obtained as a result of any legal action or
proceeding with respect to any of the foregoing property, and claims by Grantor against third
parties for loss or damage to, or destruction of, any of such property.

The property described or referred to in subsections (a) through (g), inclusive, above, is
hereinafter collectively referred to as the "Collateral."

It is the intention of Grantor and Secured Party that: (i) all the Collateral shall, at all
times, be considered to be personal property, and not a “fixture” as defined under the Uniform
Commercial Code; (ii) to the extent that Collateral may be affixed to the Real Property, the
Collateral is not intended to be affixed permanently to the Real Property; (iii) to the extent
Collateral may be affixed to the Real Property, the Collateral shall be removable or severable
without materially damaging the Collateral or the Real Property; and (iv) the Real Property’s use
and purpose, prior to any affixation of Collateral to the Real Property, will not be altered by the
Collateral or by any affixation of Collateral to the Real Property. Notwithstanding the intention
of such parties, Grantor and Secured Party have elected to file financing statements with respect
to the Collateral in accordance with the provisions of Section 2.02 hereof, not only in the Office
of the Department of Treasury, Division of Revenue, State of New Jersey, but also in the real
property records of the county in which the Real Property is located, as an abundance of caution,
in case any such Collateral is deemed by a court to be a “fixture”.

Section 2.02 Financing Statements. Without limiting the foregoing, Secured Party is hereby
authorized to file one or more financing statements, continuation statements, fixture filings
and/or any other documents required for the purpose of perfecting, confirming, continuing,
enforcing or protecting the Security Interest of Secured Party, with or without the signature of
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Grantor, naming Grantor as "debtor" and Secured Party as "secured party" in each instance
thereon.

Section 2.03 Further Assurances of Grantor. Grantor, at its sole cost and expense, shall
execute, acknowledge, deliver and cause to be duly filed any and all such further consents,
instruments, certificates and documents and to take any and all such actions as Secured Party, at
any time and from time to time, may reasonably request in order to perfect, preserve and protect
the Security Interest and the rights and remedies created hereby.

Section 2.04 Place of Business. Grantor represents that, as of the date hereof, its principal
place of business is located at the address set forth in the introductory paragraph hereof. Grantor
shall not change or permit to be changed the location of its principal place of business, unless
and until all filings required under the Code or otherwise that are necessary to be made in order
to assure and preserve its Security Interest have been made and Secured Party has a valid, legal
and perfected first-priority security interest in the Collateral not subject to any Liens other than
the Permitted Encumbrances. Grantor shall not remove or relocate the Project and/or the
Equipment from the Real Property.

Section 2.05 Security Interest Absolute. The Security Interest and any and all rights of Secured
Party hereunder, and any and all obligations of Grantor hereunder, shall be absolute and
unconditional irrespective of: (a) any change in the time, manner or place of payment of, or in
any other term of, all or any of the Obligations, or any other amendment or waiver of or any
consent to any departure from the terms governing said Obligations; (b) any exchange, release or
non-perfection of any Collateral, or any release or amendment or waiver of or consent to or
departure from any guaranty, for any and all of the Obligations; or (c) any other circumstance
that might otherwise constitute a defense available to, or a discharge of, Grantor in respect of the
Obligations or in respect of this Agreement.

ARTICLE III
GRANTOR’S REPRESENTATIONS,
WARRANTIES AND COVENANTS

Section 3.01 Representations, Warranties and Covenants. Grantor represents, warrants and
covenants, on behalf of itself and the Collateral hereunder pledged, to and with Secured Party,
for so long as any Obligations remain outstanding, that:

(a) Title and Authority. Grantor has rights in and good title to the Collateral and has
full corporate power and authority to grant to Secured Party the Security Interest in such
Collateral pursuant hereto and to execute, deliver and perform its obligations in accordance with
the terms of this Agreement without the consent or approval of any other Person other than any
consent or approval that has been obtained.

(b) Filings. Financing statements containing a description of the Collateral have been
delivered to Secured Party for filing in each and every governmental, municipal or other office in
every jurisdiction in which such filing is required in order to perfect or establish a valid and legal
security interest in favor of Secured Party in respect of the Collateral.
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(c) Validity of Security Interest. The Security Interest granted by Grantor constitutes
a valid, legal and, upon the filing of the financing statements referred to in paragraph (b), above,
a first-priority perfected security interest in all the Collateral granted by Grantor for payment and
performance of the Obligations, and the Collateral granted by Grantor is not subject to any Liens
other than Permitted Encumbrances.

(d) Information Regarding Names and Locations. Grantor has disclosed in writing to
Secured Party any and all trade names which Grantor used or currently uses to identify itself in
its business or in the ownership of any of its assets.

(e) Absence of Other Liens. Grantor has neither filed nor had filed against it any
financing statement under the Code, or its equivalent in any other jurisdiction, regarding in
anyway the Collateral, or any portion thereof, except solely for the Permitted Encumbrances and
the Security Interest herein granted.

® Taxes. Grantor will pay any and all taxes and other charges relating to the
Collateral or its use and will remain current on all taxes.

Section 3.02 Inspection and Verification. Secured Party and such persons as Secured Party
may reasonably designate shall have the right, at any reasonable time or times upon reasonable
prior notice during the usual business hours of Grantor, to inspect all Books and Records which
are in Grantor’s possession and to make extracts, summaries and copies from such Books and
Records.

Section 3.03 Protection of Security Interest. Grantor shall, at its sole cost and expense: (a)
take any and all actions necessary to defend its respective title, rights and interests in and to the
Collateral against all Persons and, further, to defend the Security Interest of Secured Party in the
Collateral and the priority thereof against any Lien that is not a Permitted Encumbrance; and (b)
advise Secured Party promptly, in reasonable detail, of any Lien made or asserted against any of
the Collateral and of the occurrence of any event that may have an adverse effect on the
aggregate value of the Collateral and/or on the Security Interest herein granted.

Section 3.04 Use and Disposition of Collateral. Grantor shall neither make nor permit to be
made any assignment, pledge or hypothecation of the Collateral and/or grant any other security
interest in the Collateral other than as permitted hereunder.

Section 3.05 Insurance. Grantor shall insure the Collateral for such coverages and in such
amounts as required by the Loan Agreement.

Section 3.06 Maintenance of Collateral. Grantor will properly maintain and care for the
Collateral, defend same against any adverse claims and demands and protect and maintain the
Collateral in accordance with the highest standards customary for businesses similar to Grantor's.
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ARTICLE 1V
EVENTS OF DEFAULT

Section 4.01 Events of Default. An "Event of Default" shall exist hereunder at any time that:

(a) any representation or warranty by Grantor herein contained is found not be true
and correct in each and every material respect;

(b) Grantor breaches its obligation to perform any material covenant or agreement
contained herein;

(c) the dissolution, liquidation, merger or termination of Grantor;

(d) any order, judgment or decree for the payment of money which would have a
material and adverse effect on the Collateral or the financial condition of Grantor is entered against
Grantor, and such order, judgment or decree shall not be satisfied and be in effect for twenty (20)
consecutive calendar days without being vacated, discharged, satisfied or stayed or bonded pending
appeal;

(e) any lien or encumbrance of any kind or character, other than any Permitted
Encumbrances or the Security Interest herein granted, shall attach to the Collateral, or any portion
thereof, or to any asset or property of Grantor, or any levy, seizure or attachment thereof or thereon;

® Secured Party’s liens or security interests in any of the Collateral becomes
unenforceable; and/or

(2) An Event of Default under the Loan Agreement shall remain in effect after the
expiration of any applicable cure period provided therein.

Section 4.02 Remedies upon Event of Default.

(a) Secured Party shall provide Grantor with written notice of an Event of Default
arising under the Security Agreement, provided, however, that Grantor shall be entitled to only
one opportunity to cure an Event of Default arising under more than one Loan Document.
Following receipt of such notice, Grantor shall have: (i) a two-Business-Day period within which
to fully cure any Event of Default involving the payment of money; and (ii) a thirty-day period
within which either to cure any Event of Default not involving the payment of money or, if the
Event of Default does not involve the payment of money and cannot be fully cured within the
thirty-day period, to institute corrective action satisfactory to Secured Party and to pursue such
corrective action diligently, provided, however, that the thirty-day cure period shall not be made
available to Grantor if Secured Party determines, in its sole discretion, that Secured Party’s rights
with respect to Grantor and/or Collateral could be materially adversely affected.

(b) If the applicable Event of Default has not been cured within the prescribed cure
period, Grantor agrees to deliver each item of Collateral to Secured Party on demand. Further,
the parties agree that Secured Party has the right to take any of the following remedies: (a) to
apply all or part of the Obligations against the amounts held by Secured Party for the benefit of
Grantor, without notice to Grantor except as required by law; (b) to exercise any other remedies
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a secured party has under the Code or other applicable law, and, in the event of the failure of the
foregoing remedies, (c) to enter onto the Facility where the Collateral may be located, take
possession of it and restore the roof, the costs of which shall be recouped by Secured Party as set
forth in Section 4.03, paragraph “First”.

Upon the occurrence and during the continuance of an Event of Default, Grantor agrees to
deliver each item of Collateral to Secured Party on demand. Further, the parties agree that
Secured Party shall have the right to take any or all of the following remedies at the same or
different times: (a) without notice to Grantor, except as required by law, and at any time and
from time to time, charge, setoff and/or otherwise apply the amount of the Obligations, or any
portion thereof, against the amounts held by Secured Party for the benefit of Grantor, with or
without legal process and with or without prior notice, or demand for performance to take
possession of the Collateral or any portion thereof; and (b) without liability for trespass, to enter
onto any of Grantor’s premises where such Collateral may be located for the purpose of taking
possession of or removing such Collateral; and (c) generally, to exercise any and all rights and
remedies afforded to a secured party under the Code and/or other applicable law.

Section 4.03 Application of Proceeds. Secured Party shall apply any Collateral consisting of
cash and the proceeds of any collection or sale of any other Collateral as follows:

FIRST, to the payment of all costs and expenses incurred by Secured Party in
connection with such collection or sale or otherwise in connection with this Agreement, or any
other agreement in connection with the Loan and accrued interest, including, but not limited to,
all court costs and the reasonable fees, disbursements and other charges of its agents and legal
counsel -- whether incurred in any action or proceeding either between the parties or between
Secured Party and any third party;

SECOND, to the payment in full of the accrued interest on the Loan;
THIRD, to the payment of the principal of the Loan; and

FOURTH, to Grantor and its successors or assigns, or as a court or agency of
competent jurisdiction may otherwise direct.

ARTICLE V
SECURED PARTY

Section 5.01 Secured Party Appointed Attorney-in-Fact. Grantor hereby appoints Secured
Party to act as attorney-in-fact on behalf of Grantor for the purposes of carrying out the
provisions of this Agreement and taking any action and executing any instrument or other
writing which Secured Party may deem reasonably necessary or advisable to accomplish the
purposes hereof, which appointment is irrevocable and coupled with an interest.
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ARTICLE VI
MISCELLANEOUS

Section 6.01 Notices. Notices and other communications provided for herein shall be in
writing and given and mailed or delivered to the appropriate party at the address specified for
such party in the introductory paragraph of this Agreement.

Section 6.02 Survival of Agreement. Any and all covenants, agreements, representations and
warranties made by Grantor herein and in the certificates or other instruments prepared or
delivered in connection with or pursuant to this Agreement shall be considered to have been
relied upon by Secured Party and shall survive the execution and delivery hereof.

Section 6.03 Binding Effect; Assignments. This Agreement shall be binding upon and inure to
the benefit of the parties hereto and their respective successors and assigns, except, however, that
Grantor shall not, without the prior written consent of Secured Party, assign or delegate any of its
rights, duties, liabilities or obligations hereunder or any of its interest herein or in the Collateral,
or any part thereof, or otherwise pledge, encumber or grant any option or right with respect to the
Collateral, or any part thereof, except as expressly permitted under either this Agreement or the
Loan Agreement.

Section 6.04 Expiration; Release. This Agreement and the Security Interest shall expire upon
Secured Party’s execution and delivery of a written termination and release thereof, at which
time Secured Party shall execute and deliver to Grantor, or to such other person or persons as
Grantor shall reasonably designate in writing, all termination statements, as per the Code, and
similar documents prepared by Grantor, at Grantor’s sole cost and expense, which Grantor shall
reasonably request to evidence such termination and release.

Section 6.05 Applicable Law. THE PARTIES AGREE THAT THIS AGREEMENT SHALL
BE CONSTRUED IN STRICT ACCORDANCE WITH AND GOVERNED EXCLUSIVELY
BY THE LAWS OF THE STATE OF NEW JERSEY WITHOUT REGARD TO NEW
JERSEY’S CONFLICT OF LAWS PROVISIONS WHICH MAY DEFEAT THE
APPLICATION OF NEW JERSEY’S SUBSTANTIVE LAWS.

Section 6.06 No Waivers. No failure or delay of Secured Party or Grantor in exercising any
power or right hereunder shall operate as a waiver thereof. No single or partial exercise of any
right or power hereunder, or any abandonment or discontinuance of steps to enforce such right or
power, preclude any other or further exercise thereof or the exercise of any other right or power.
The respective rights and remedies of Secured Party and Grantor hereunder and under the Loan
Agreement are cumulative and do not exclude any rights or remedies that such party would
otherwise have.

Section 6.07 Waiver of Jury Trial. Each party hereto hereby waives, to the fullest extent
permitted by law, any right it may have to a trial by jury in respect of any litigation or other
action directly or indirectly arising out of, under or in connection with this Agreement.
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Section 6.08 Severability. The invalidity or unenforceability of any provision in this
Agreement will not affect the validity or enforceability of any other provision.

Section 6.09 Counterparts. This Agreement may be executed in two or more counterparts,
each of which shall constitute an original but all of which when taken together shall constitute
but one contract.

Section 6.10 Headings. Article and Section headings are for convenience of reference only, are
not part of this Agreement, have no independent substantive meaning and are not to affect the
construction of, or to be taken into consideration in interpreting, this Agreement.

IN WITNESS WHEREOF, the parties have each caused its respective, duly authorized
representative to execute and deliver this Agreement as of the day and year first above written.

Grantor:
By:
(Signature)
Name:
(Print Name)
Title:

Secured Party: PUBLIC SERVICE ELECTRIC AND GAS COMPANY

By:
(Signature)
Name:
(Print Name)
Title:
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SUBORDINATION AGREEMENT
(Mortgage Lienholder)

THIS AGREEMENT is entered into on __,200_ by and between
[Name of Mortgagee] (“Subordinated Lienholder”) and Public Service Electric and Gas
Company or its subsidiary (“Priority Lienholder”).

WHEREAS, Subordinated Lienholder is the holder of a Promissory Note (the
“Note”) from [Name of Borrower] (“Borrower”)] secured by a [Mortgage] or [Security
Agreement] dated [Month Day, Year] on real property located at [property address]
(“Premises”).

WHEREAS, Borrower owns certain solar panel equipment, more particularly
described on Schedule A attached hereto, together with all related equipment,
components, additions, wiring, meters, replacement parts and consumables with respect
thereto, all of which located on and/or affixed to Premises (collectively, the “Collateral’).

WHEREAS, Priority Lienholder has made and/or may in the future make loans
and other credit accommodations (collectively, the “Priority Loan”) to Borrower secured
by, among other things, the Collateral.

WHEREAS, as a condition of making the Priority Loan to Borrower, Priority
Lienholder has required Borrower to obtain and deliver a valid, binding, enforceable and
unconditional subordination of all current and future rights, powers, and privileges of
Subordinated Lienholder in the Collateral to the rights, powers, and privileges of Priority
Lienholder in the Collateral. Subordinated Lienholder has determined that the execution
and delivery of this Agreement is in its best interest and in furtherance of its corporate
purposes.

NOW, THEREFORE, in order to induce Priority Lienholder to extend or
maintain the Priority Loan, and for other good and valuable consideration, Subordinated
Lienholder hereby agrees as follows:

1. Subordination. Subordinated Lienholder hereby absolutely and
unconditionally subordinates all of its current and future rights, powers, and privileges in
any security interest, lien or levy in the Collateral to the security interest of Priority
Lienholder in the Collateral. Subordinated Lienholder further agrees that so long as
Priority Lienholder has any security interest in such Collateral, Subordinated Lienholder
will not exercise any rights (if any) with respect to the Collateral, including the rights of
distress, repossession or foreclosure.

2. Rights to Enter Premises. Priority Lienholder shall have the right, from
time to time, without obligation or charge, to enter upon the Premises for the purpose of
inspecting, repairing, maintaining and servicing the Collateral. Furthermore, in the
course of exercising its rights, Priority Lienholder shall also have the right to enter upon
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Premises and take possession of any or all of the Collateral (including fixtures) in a
reasonable and lawful manner, notwithstanding that the Borrower may be in default of its
obligation(s) to Subordinated Lienholder. The Collateral shall remain the property of
Borrower and may be removed by Priority Lienholder notwithstanding that it may be
now or hereafter affixed to Premises; provided, however, that Priority Lienholder shall
reasonably repair such damage caused to the Premises by removal of the Collateral, or at
Priority Lienholder’s option, Priority Lienholder shall provide Subordinated Lienholder
reasonable compensation for such damage. Subordinated Lienholder will not hinder
Priority Lienholder’s actions in assembling all of the Collateral located on or affixed to
Premises, will permit Priority Lienholder to remove the Collateral from Premises without
charge, will grant Priority Lienholder access to Premises at a time reasonably convenient
to the parties, and will not hinder Priority Lienholder’s actions in enforcing its lien on the
Collateral.  If Borrower vacates Premises or its right to possession or occupancy is
otherwise terminated, Subordinated Lienholder shall provide written notice to Priority
Lienholder and allow Priority Lienholder to have a reasonable time following said written
notice to remove the Collateral. Subordinated Lienholder further agrees that Priority
Lienholder may use Premises to conduct a sale of the Collateral and that potential buyers
may have access to Premises for the purpose of inspecting or bidding upon the Collateral.

3. No Default. Subordinated Lienholder represents to Priority Lienholder
that (i) Borrower is not in default under the Note and (ii) Subordinated Lienholder has
full right, power and authority to execute and perform this Agreement without the
necessity of obtaining the consent of any person or entity.

4, Successors and/or Assigns. The provisions of this Agreement shall be
binding upon (a) the Subordinated Lienholder and its successors and assigns; and (b) the
Borrower and its successors and assigns including any person now or hereafter holding
any interest in the Premises; and shall inure to the benefit of the Priority Lienholder and
its successors and assigns, including any assignee or transferee of, or participant in, the
Priority Loan.

5. Final Agreement. This Agreement constitutes the entire agreement of the
parties hereto with respect to the subject matter hereof and supersedes all prior and
contemporary agreements, commitments and understandings between the parties with
respect to the subject matter hereof. There are no unwritten agreements between the
parties.

6. Notices. Notices required by this Agreement shall be in writing, and shall
be deemed delivered upon receipt, to the following addresses:

Priority Lienholder: Public Service Electric and Gas Company
80 Park Plaza
Newark, NJ 07102
Attention:

Subordinated Lienholder: [Name]
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[Contact]
[Street Address]
[City, State, Zip]

The above addresses may be changed by written notice as provided herein to the other
party.

7. Termination. This Agreement shall remain in full force and effect until
any and all obligations or liabilities of Borrower to Priority Lienholder are paid and
satisfied in full.

8. Waiver. Subject to the rights and priorities granted to Priority Lienholder
herein, nothing herein shall be deemed to waive or adversely affect any rights that
Subordinated Lienholder may have against Borrower.

9. Recordation. This Agreement may be recorded in the real estate records
of county in which the Premises is located. Subordinated Lienholder shall execute such
other agreements, amendments hereto or acknowledgements as reasonably required by
Priority Lienholder in order to so record this Agreement.

10. Required Notices. Subordinated Lienholder agrees to give notice to
Priority Lienholder of any declaration of an event of default under the Note or the loan
agreements related to the Note. In the event Subordinated Lienholder commences any
execution upon, or foreclosure proceedings with respect to, the Premises or other action
upon the collateral securing the Note, such proceedings shall be, and shall be specifically
advertised as being, under and subject to the terms, conditions, lien operation and
payment of the Priority Loan.

11.  Severability. The invalidity or unenforceability of any provision of this
Agreement shall not affect the validity or enforceability of any other provision.

12. Further Assurances. Until such time as the Priority Loan is fully repaid
and satisfied, Subordinated Lienholder shall execute, acknowledge and deliver, upon
demand, any and all further subordinations or other instruments in recordable form as the
Priority Lienholder may reasonably require to effectuate the purpose and intent of this
Subordination Agreement.

13.  Governing Law. This Agreement shall be governed by and construed in
accordance with the substantive laws of the State of New Jersey.
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IN WITNESS WHEREOF, and intending to be legally bound hereby, this
Agreement is duly executed, sealed and delivered as of the date first written above.

[Name of Subordinated Lienholder]

By:
Name:
Title:

Public Service Electric and Gas Company

By:
Name:
Title:

Agreed to and Acknowledged by:
[Name of Borrower]
By: (Seal)

Name:
Title:
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FORM ACKNOWLEDGEMENTS

Individual:

STATE OF NEW JERSEY, COUNTY OF , SS:

I CERTIFY that on , 20,
personally came before me and acknowledged under oath, to my satisfaction, that this
person:

@) is named in and personally signed the attached document; and
(b) signed and delivered this document as his or her act and deed.

Notary Public or Attorney at Law of New Jersey

Corporation (Short form -no attestation, no Corporate Seal Required):

STATE OF NEW JERSEY, COUNTY OF , SS:

I CERTIFY that on , 20 : personally
came before me and this person acknowledged under oath, to my satisfaction, that:

@ this person signed, sealed and delivered the attached document as
President of , the corporation named in this
document;
(b) this document was signed and made by the corporation as its voluntary act
and deed by virtue of authority from its Board of Directors.

Notary Public or Attorney at Law of New Jersey
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Partnership:

STATE OF NEW JERSEY, COUNTY OF , SS:

I CERTIFY that on , 20, personally came before me
and acknowledged under oath, to my satisfaction, that this person (or if more than one,
each person):

@ is named in and personally signed the attached document as partner of
, @ New Jersey general partnership;

(b) signed and delivered this document as his or her act and deed, on behalf of
said partnership.

Notary Public or Attorney at Law of New Jersey

Limited Partnership (individual general partner):
STATE OF NEW JERSEY, COUNTY OF , SS:
| CERTIFY that on 20 personally came

before me and acknowledged under oath, to_my satisfaction, that this person (or if more
than one, each person):

@) is named in and personally signed the attached document as general
partner of , a New Jersey limited partnership;

(b) signed and delivered this document as his or her act and deed, on behalf of
said limited partnership.

Notary Public or Attorney at Law of New Jersey
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Limited Partnership (where corporation is general partner):

STATE OF NEW JERSEY, COUNTY OF , SS:

I CERTIFY that on _,20_, personally came before me
and this person acknowledged under oath to my satisfaction, that:

@ this person signed and delivered the attached document as
President of , the corporation named in this document; and
(b) this document was signed, and made by the corporation as its voluntary
act and deed by virtue of authority from its Board of Directors, as general
partner of , L.P., a New Jersey limited partnership, on
behalf' of said limited partnership.

Notary Public or Attorney at Law of New Jersey

Limited Liability Company:

STATE OF NEW JERSEY, COUNTY OF , SS.:

I CERTIFY that on _,20 personally came before me

and acknowledged under oath, to my satisfaction, that this person:

@) is named in and personally signed the attached document as [insert
appropriate title] of , @ New Jersey limited liability
company; and

(b) signed and delivered this document as his or her act and deed on behalf of
said limited liability company.

Notary Public or Attorney at Law of New Jersey
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ATTACHMENT B

PUBLIC SERVICE ELECTRIC AND GAS COMPANY
DIRECT TESTIMONY
OF
STEPHEN SWETZ
MANAGER - RATES AND REGULATION

My name is Stephen Swetz and | am the Manager — Rates and

Regulation for Public Service Electric and Gas Company (PSE&G, the Company).

My credentials are set forth in the attached Schedule SS-1.

SCOPE OF TESTIMONY

The purpose of my testimony is to support the Company’s proposed
methodology for recovery of the costs related to PSE&G’s Solar Loan investment
program, called the Solar Loan Il Program (“Solar Loan II” or “Program”), including
projected rate and bill impacts. My testimony provides details of the proposed

calculations and recovery mechanisms.

COST RECOVERY MECHANISM

General
PSE&G is proposing to recover the revenue requirements associated
with the direct costs of the Program. Direct costs include all costs related to; loans

issued under the Program, capital expenditures to support the management of the
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Program and operations and maintenance costs including the administrative costs of
running the Program. These costs would be offset by the net benefits derived from
the net proceeds from the sale of SRECs, cash payments in lieu of SRECs, as well as
the SREC call option net benefit. PSE&G is proposing that the Board authorize the
recovery of the revenue requirements of the Program in accordance with the Regional
Greenhouse Gas Initiative (RGGI) legislation, N.J.S.A. 48:3-98.1 et seq. The details
of the costs proposed to be recovered, as well as the mechanism for such recovery, are

described in the following sections of this testimony.

Calculation of the Revenue Requirements of Direct Costs

The Program investments are proposed to be treated as separate utility
assets, and depending on the type of investment, either depreciated or amortized as
described in the corresponding section below. The revenue requirements associated
with the direct costs of the Program would be expressed as:

Revenue Requirements = (Pre-Tax Cost of Capital * Net Investment) — Net
Loan Accrued Interest + Amortization and/or Depreciation + Operation and
Maintenance Costs — Net Proceeds from the sale of SRECs — Cash Payments in
lieu of SRECs

The details of each of the above terms are described as follows:
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Pre-Tax Cost of Capital — The weighted average cost of capital (WACC) for

the Program is described in the Testimony of Mark G. Kahrer. The calculation
deriving this current value, which is equal to 8.2423% per year, is shown in
Schedule MGK-3. For calculating Revenue Requirements, the corresponding
Pre-Tax WACC of 11.9525% per year or 0.9960% per month is used (See
Schedule MGK-3).

Net Investment — The net investment for the Program would be comprised of

the following:

e Total Loan Outstanding Balances.

e SREC Inventory

e Capitalized Plant less its associated accumulated depreciation less its

Accumulated Deferred Income Tax (ADIT).

The assumptions supporting the Loans and associated amortization schedules,
SREC Inventory and capitalized plant related to the Program are found in the
direct testimony and work papers of Alfredo Z. Matos.

Net Loan Accrued Interest — This amount is subtracted from revenue

requirements. It is defined as (Loan Accrued Interest — Loan Interest Paid). It
accounts for timing differences from when loan interest is accrued and loan
interest is paid. Over the life of loan, the Loan Accrued Interest is equal to the

Loan Interest Paid.
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Depreciation/Amortization — This is composed of Loan Principal Paid /

Amortized and Capitalized Plant Depreciation.  The capitalized plant
depreciation is based on a monthly vintaging methodology utilizing an
expected life to determine the depreciable amount.

Operations and Maintenance Costs — Operations and Maintenance Costs would

include:
e PSE&G labor and other related on-going costs required to manage and
administer the Program.
e Program related information technology expenses.
The assumptions supporting the estimated Operations and Maintenance costs
are described in the Direct Testimony and work papers of Mr. Matos.

Net Proceeds from the sale of SRECs — The net SREC proceeds reduce

revenue requirements and is defined as:
(SREC Value of Credited to Loans + Gain/(Loss) on Sale of SRECs
+ SREC Call Option Net Benefit

Cash Payments in lieu of SRECs — This includes when the borrower chooses to

repay loan with cash and any required true up cash payments.

For modeling purposes, the loans were dispersed in three discrete

tranches: February 2011, November 2011 and September 2012. In actuality, the loans

will be dispersed in any month once the Program commences. In addition, an SREC
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Floor Price of $475 was assumed to calculate Revenue Requirements. Since the floor
price will be determined via bids submitted in competitive solicitation in the Program
(see Mr. Matos’ testimony, Attachment A), the revenue requirements will vary as a
result. The summary monthly calculations of the Revenue Requirements through
December 2012 and the aggregate summary annual revenue requirements through the
year 2027 are shown in Schedules SS-2. The detailed monthly calculations of the
Revenue Requirements through December 2013 and the aggregate detail annual
revenue requirements through the year 2027 are shown in Schedules SS-3. The
expected revenue requirement for the Program is $ 1,713,535 for the initial period”.
The peak revenue requirement in the subsequent annual periods is $ 3,839,918 and

occurs in 2012 based upon Program assumptions.

Method for Recovery of Direct Cost

PSE&G will recover the net Revenue Requirements associated with this
Program through a separate component of the electric RGGI Recovery Charge (RRC).
The electric RRC was established via the BPU’s order approving the Company’s
Carbon Abatement Program (Docket No. EOO8060426) issued on December 16,
2008. The Solar Loan Il component will be added to the electric RRC in the

Company’s electric tariff and be applicable to all electric rate schedules on an equal

! See the following section “Method for Recovery of Direct Costs” for description of “initial period”
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cents per kilowatt-hour. PSE&G is proposing to implement the Solar Loan Il
component of the electric RRC simultaneously with Board approval of this Program
based upon forecasted expenditures and usage. Since board approval is anticipated by
the end of 2009, the initial period for determining rates will be from January 1, 2010
through December 31, 2010. If Board approval is received prior to January 1, 2010,
rates will still go into effect January 1, 2010 as filed for the initial rate period. All
Program costs incurred prior to January 1, 2010 will be deferred. If Board approval is
received after January 1, 2010 but prior to December 31, 2010, the proposed initial
rate period charge will still be implemented for the remaining months of the initial
rate period. In that instance, all Program costs incurred prior to the rate-effective date
will be deferred until rates go into effect. Thereafter, rates for all subsequent rate
periods will be based upon a calendar year.

For all subsequent rate periods, an annual filing will be made by
October 1% of each year to set forth a calculation of the Solar Loan 11 component of
the electric RRC for estimated revenue requirements for the subsequent year plus the
projected over/under deferred balance as of December 31 for the current year. The
charges proposed in the annual filings made by October 1% of each year will go into
effect provisionally or as final rates, on January 1% of the subsequent year, upon

issuance of a Board Order authorizing these provisional or final rates.
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The calculation of the proposed Solar Loan Il component of the electric
RRC is shown in Schedule SS-4. The Revenue Requirements, for the initial and all
subsequent rate periods, are divided by the current forecasted kilowatt-hours sales to
determine the Solar Loan Il component of the electric RRC without the New Jersey
Sales and Use Tax (SUT) applied. The forecasted kilowatt-hours sales used for this
analysis are consistent with those filed in the Company’s 2009 SBC filing. This same
level of sales is held constant for all subsequent annual periods for illustrative
purposes only (See Schedule SS—4). The proposed Solar Loan Il component of the
electric RRC for each period is then applied to all the existing class average rates and
the percentage change is calculated. In addition, the annual bill impacts for the
typical RS customer are calculated for each period through 2027. The first full year’s
change to the RS typical annual bill is $0.24 or 0.019%. The maximum impact to the
RS typical annual bill from the Program occurs in 2012 and is $0.64 or 0.050%. The
cumulative rate impacts of this Program along with the Company’s Solar Loan |
Program and its Carbon Abatement Program through 2013 can be found on Schedule
SS-5, which will be provided within ten business days.

The electronic version of this filing contains the supporting detailed
assumptions and calculations for Schedules SS-2 and through SS-5 in electronic work

papers labeled WP_AZM 1.xls, WP_SS 1.xls, WP_SS 2.xls
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Under the Company’s proposal, any over/under recovery of the actual
revenue requirements compared to revenues would be deferred. The monthly WACC
would be applicable as the carrying charge rate on any over/under recovered balance
on a monthly basis and computed as indicated below.

Monthly Carrying Charge = Monthly Pre-Tax WACC * (Beginning Deferred
Balance + Ending Deferred Balance) / 2 * (1 — Tax Rate)

The monthly carrying charge on the over/under recovery balance would
be added to the month ending deferred balance to create the month ending deferred
balance with carrying charge. The ending deferred balance with carrying charge
becomes the beginning monthly balance for the subsequent month. The method of
including the deferred balance in setting the Solar Loan Il component of the electric
RRC for all subsequent periods is described in the second paragraph of this section.

The Board’s Order pursuant to N.J.S.A. 48:3-98.1, Appendix A, section
I(a), BPU Docket No. EO08030164, requires three years of a pro-forma Income
Statement and Balance Sheet showing the incremental impacts from the Program. We
will prepare the projected Income Statement and Balance Sheet for the Solar Loan Il
Program from 2009 to 2028 and provided them as Schedule SS - 6, within ten
business days. The supporting detailed calculations can be found in the electronic
work papers WP_SS 1.xls

This concludes my testimony at this time.
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Schedule SS-1
Page 1 of 2

QUALIFICATIONS
OF
STEPHEN SWETZ
MANAGER - RATES AND REGULATION

My name is Stephen Swetz and | am the Manager — Rates and

Regulation for Public Service Electric and Gas Company (PSE&G, the Company).

EDUCATIONAL BACKGROUND

| graduated from Worcester Polytechnic Institute with a Bachelor of
Science degree in Mechanical Engineering. | also earned the degree of Master of

Business Administration from Fairleigh Dickinson University.

WORK EXPERIENCE

| have over 20 years experience in Rates, Analysis, and Operations for
three Fortune 500 companies. Since 1991, | have work in various positions at
PSE&G and affiliates of PSE&G. | have held positions in Rates & Regulation,
Pricing, Corporate Planning & Finance with over thirteen years of direct experience in
Northeastern retail and wholesale electric and gas markets. | am presently the
Manager — Rates and Regulation and contribute to the development and
implementation of the Company’s electric and gas rates. | have submitted pre-filed

direct cost recovery testimony for the Company’s Carbon Abatement and Solar 4 All
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Schedule SS-1
Page 2 of 2

Programs to the New Jersey Board of Public Utilities. | have also contributed to other
filings that the Company has made to the New Jersey Board of Public Utilities;
including the Capital Economic Stimulus Infrastructure Investment, Economic Energy
Efficiency Stimulus, and Solar Loan | Programs as will as unbundling electric rates,
Off Tariff Rate Agreements. | have led in various economic analyses, asset
valuations, rate design and pricing efforts and participated in electric and gas marginal
cost studies

| am an active participant of the American Gas Association’s Rate and
Strategic Issues Committee and the Economic Regulation and Committee of the

Edison Electric Institute.



PSE&G Solar Loan Il Program
Electric Revenue Requirements Calculation - Summary

Schedule SS-2

Monthly Pre-Tax WACC 0.99604%
Income Tax Rate 41.084%
(€} @) 3) (4) (5) (6) ] () ©) (10) (11 (12) (13) (14) (15) (16) () (18) (19) (20)
Return Return
Total Loan Requirement Requiremen Loan SREC Value SREC SREC Call |Net Proceeds| Cash
Outstanding SREC Total Net Loan [ On Net Loan | NetPlant | ton Plant |Loan Accrued Loan Interest Net Loan Principal Paid Plant Depreciation /. Creditedto  Gain / (Loss) on Disposition ~ Option Net | from the Sale| Payments Revenue
Balance Inventory Investment Investments | Investment | Investment Interest Paid Accrued Interest| / Amortized Depreciation | Amortization | O&M Expenses Loans SREC Sales Expenses Benefit of SRECs | to Loans | Requirements
Monthly Calculations
Jan-10 - - - - - - - - - - 104,961 - - - - - - 104,961
Feb-10 - - - - - - - - - - 198,313 - - - - - - 198,313
Mar-10 - - - - - - - - - - 198,313 - - - - - - 198,313
Apr-10 - - - - - - - - - - 104,961 - - - - - - 104,961
May-10 - - - - - - - - - - 154,563 - - - - - - 154,563
Jun-10 - - - - - - - - - - 154,563 - - - - - - 154,563
Jul-10 - - - - - - - - - - 77,878 - - - - - - 77,878
Aug-10 - - - - - - - - - - 171,230 - - - - - - 171,230
Sep-10 - - - - - - - - - - 160,526 - - - - - - 160,526
Oct-10 - - - - - - - - - - 67,174 - - - - - - 67,174
Nov-10 - - - - - - - - - - 160,526 - - - - - - 160,526
Dec-10 - - - - - - - - - - 160,526 - - - - - - 160,526
Jan-11 - - - - - - - - - - 86,448 - - - - - - 86,448
Feb-11 51,655,951 - 51,655,951 - 200,000 996 - - - - - - 179,613 - - - - - - 180,609
Mar-11 52,158,062 - 52,158,062 514,515 197,375 1,979 502,111 - 502,111 - 1,667 1,667 204,613 - - - - - - 220,662
Apr-11 52,665,107 - 52,665,107 519,516 194,749 1,953 507,045 - 507,045 - 1,667 1,667 86,448 - - - - - - 102,538
May-11 52,297,122 880,012 53,177,134 524,566 192,124 1,927 512,028 880,012 (367,984) - 1,667 1,667 179,613 880,012 - - - 880,012 - 195,745
Jun-11 51,952,686 1,732,942 53,685,628 529,666 189,499 1,901 508,494 825,735 (317,241) 27,195 1,667 28,861 179,613 852,930 - - - 852,930 - 204,352
Jul-11 51,517,196 940,680 52,457,876 534,731 186,874 1,874 505,190 829,120 (323,930). 111,560 1,667 113,226 111,448 940,680 (11,872) 51,632 - 877,176 - 208,034
Aug-11 51,133,090 1,825,785 52,958,875 522,502 184,248 1,848 500,999 500,999 - 384,106 1,667 385,773 204,613 885,105 - - - 885,105 - 229,631
Sep-11 50,737,689 2,718,495 53,456,184 527,492 181,623 1,822 497,309 497,309 - 395,401 1,667 397,068 179,613 892,710 - - - 892,710 - 213,285
Oct-11 50,346,091 885,105 51,231,196 532,446 178,998 1,796 493,508 493,508 - 391,597 1,667 393,264 86,448 885,105 - 81,555 - 803,550 - 210,403
Nov-11 152,716,117 1,746,225 154,462,342 510,284 176,372 1,770 489,745 489,745 - 371,375 1,667 373,042 179,613 861,120 - - - 861,120 - 203,588
Dec-11 153,388,950 2,558,205 155,947,155 1,538,509 173,747 1,744 1,484,813 486,179 998,634 325,801 1,667 327,468 179,613 811,980 - - - 811,980 - 236,719
Jan-12 154,300,717 579,735 154,880,452 1,553,299 170,574 1,715 1,491,502 483,055 1,008,447 96,680 1,667 98,347 175,762 579,735 - 76,746 - 502,989 - 317,687
Feb-12 154,137,496 2,243,475 156,380,971 1,542,674 167,401 1,683 1,500,519 1,591,322 (90,803) 72,418 1,667 74,084 175,762 1,663,740 - - - 1,663,740 - 221,266
Mar-12 153,632,943 4,247,100 157,880,043 1,557,620 164,228 1,652 1,499,071 1,813,885 (314,814) 189,740 1,667 191,406 175,762 2,003,625 - - - 2,003,625 - 237,629
Apr-12 152,979,715 2,147,535 155,127,250 1,572,551 161,055 1,620 1,494,307 1,869,307 (375,000) 278,228 1,667 279,894 175,762 2,147,535 - 127,413 - 2,020,122 - 384,706
May-12 151,866,312 4,749,030 156,615,342 1,545,132 157,882 1,588 1,488,092 2,156,988 (668,895). 444,507 1,667 446,174 175,762 2,601,495 - - - 2,601,495 - 236,057
Jun-12 150,833,261 7,259,480 158,092,741 1,559,954 154,709 1,557 1,477,399 2,034,968 (557,569) 475,482 1,667 477,149 175,762 2,510,450 - - - 2,510,450 - 261,540
Jul-12 149,530,402 2,770,350 152,300,752 1,574,670 151,536 1,525 1,467,491 1,467,491 - 1,302,859 1,667 1,304,526 175,762 2,770,350 (81,180) 215,349 - 2,473,821 - 582,662
Aug-12 199,626,471 5,375,100 205,001,571 1,516,979 148,362 1,494 1,454,955 1,454,955 - 1,149,795 1,667 1,151,462 175,762 2,604,750 - - - 2,604,750 - 240,947
Sep-12 198,939,589 8,004,000 206,943,589 2,041,901 145,189 1,462 1,942,018 1,443,906 498,111 1,184,994 1,667 1,186,660 175,762 2,628,900 - - - 2,628,900 - 278,774
(Prior Col 5 Col 14 From Col 4 + Col 6
From From Prior Col 3 * From +Col5)/2 From From From From Col 9 From From From From From +Col15 |sched ss-|” Col 9 + Col 12
Sched SS-3  Sched SS-3  Col 1 + Col 2 | [Monthly Pre | Sched SS-3| * [Monthly | Sched SS-3  Sched SS-3 Col 7-Col 8 | Sched SS-3  Sched SS-3 +Col 10 Sched SS-3 Sched SS-3 Sched SS-3  Sched SS-3 Sched SS-3 _Col16 3 + Col 13 - Col
Col 11 Col 15 Tax WACC] Col 26 Pre Tax Col 4 Col 7 Col 8 Col 20 Col 28 Col5 Col 14 Col 17 Col 18 +Col17 Col6 18
WACC] - Col 19
Annual Summary
2010 - - - - - - - - - - - - 1,713,535 - - - - - - 1,713,535
2011 153,388,950 2,558,205 155,947,155 6,254,229 173,747 19,609 6,001,241 5,002,606 998,634 2,007,036 16,667 2,023,702 1,857,691 7,009,642 (11,872) 133,187 - 6,864,583 - 2,292,014
2012 195,545,476 9,174,125 204,719,601 20,546,839 135,670 18,492 19,595,366 20,201,490 (606,123)| 8,483,215 20,000 8,503,215 2,109,146 28,684,705 (81,180) 659,628 - 27,943,897 - 3,839,918
2013 181,979,637 9,407,990 191,387,627 23,471,977 108,111 14,569 22,253,735 22,646,246 (392,511)| 13,173,328 20,000 13,193,328 1,020,499 35,819,574 (366,758) 1,056,569 - 34,396,247 - 3,696,637
2014 168,493,449 9,083,550 177,576,999 21,836,005 86,878 11,653 20,709,467 20,709,467 - 13,486,188 20,000 | 13,506,188 1,050,814 34,195,655 (171,728) 1,030,451 - 32,993,476 - 3,411,185
2015 154,631,841 8,762,944 163,394,785 20,175,334 65,646 9,115 19,137,381 19,137,381 - 13,861,608 20,000 13,881,608 1,072,039 32,998,989 (170,912) 994,460 - 31,833,617 - 3,304,479
2016 140,293,799 8,462,220 148,756,019 18,466,218 49,097 6,857 17,517,115 17,617,115 - 14,338,041 20,000 | 14,358,041 1,104,200 31,855,156 (159,390) 959,895 - 30,735,871 - 3,199,445
2017 125,386,577 8,164,076 133,550,653 16,695,397 37,313 5,164 15,835,524 15,835,524 - 14,907,223 20,000 14,927,223 1,137,326 30,742,747 (158,565) 926,470 - 29,657,712 - 3,107,398
2018 109,366,790 7,885,470 117,252,260 14,839,120 25,530 3,756 14,069,321 14,069,321 - 16,019,787 20,000 | 16,039,787 1,171,446 30,089,108 (147,294) 894,416 - 29,047,398 - 3,006,711
2019 91,744,118 7,610,567 99,354,684 12,816,405 13,747 2,347 12,138,852 12,138,852 - 17,622,672 20,000 17,642,672 1,206,589 29,761,524 (146,043) 863,569 20,879 | 28,772,792 - 2,895,221
2020 72,545,292 7,345,498 79,890,790 10,601,558 1,964 939 10,006,933 10,006,933 - 19,198,826 20,000 | 19,218,826 1,242,787 29,205,759 (140,917) 833,469 114,826 | 28,346,199 - 2,717,911
2021 51,833,907 6,945,191 58,779,097 8,201,391 0 20 7,666,063 7,666,063 - 20,711,385 3,333 20,714,719 1,280,070 28,377,448 (134,327) 798,354 177,925 27,622,692 - 2,573,507
2022 30,141,061 6,500,130 36,641,191 5,585,167 0 0 5,090,865 5,090,865 - 21,692,845 - 21,692,845 1,318,472 26,783,710 (126,363) 750,039 300,901 [ 26,208,210 - 2,388,274
2023 11,983,723 6,273,979 18,257,703 3,185,948 0 0 2,715,112 2,715,112 - 18,157,338 - 18,157,338 1,358,027 20,872,450 (120,386) 711,844 1,470,640 | 21,510,860 - 1,190,453
2024 3,312,738 6,055,161 9,367,899 1,334,052 0 0 879,635 879,635 - 8,670,986 - 8,670,986 1,398,767 9,550,620 (116,188) 687,047 3,720,713 | 12,468,099 - (1,064,294)
2025 - 5,844,201 5,844,201 576,221 0 0 137,638 137,638 - 3,312,738 - 3,312,738 1,440,730 3,450,376 (112,121) 663,098 4,803,775 7,478,933 - (2,149,244)
2026 - 3,339,734 3,339,734 348,512 0 0 - - - - - - 1,483,952 - (81,255) 543,621 3,924,375 3,299,498 - (1,467,034)
2027 - - - 102,963 0 0 - - - - - - 1,528,471 - (26,229) 198,464 825,490 600,797 - 1,030,637
Total 185,037,336 92,521 | 173,754,249 173,754,249 (0)| 205,643,216 200,000 | 205,843,216 24,494,562 | 379,397,464 (2,271,527) 12,704,580 15,359,524 | 379,780,881 - 35,686,754




PSE&G Solar Loan Il Program Schedule SS-3

Electric Revenue Requirements Calculation - Detail Page 1 of 2
Monthly Pre-Tax WACC 0.99604%
Income Tax Rate 41.084%
(€] 2 ) 4) ) (6) ) (®) ©) (10) (11) (12) (13) (14
Return On Loan
Total SREC Value Cash Accrued Total Loan Value of SREC
Loan Amount  Capitalized Outstanding Loan Accrued  Credited to Paymentsto  Loan Interest  Loan Principal Interest Loan Principal Outstanding Transferred to  SREC Auction Gain / (Loss) on
Issued Plant Loan Balance Interest Loans Loans Paid Paid / Amortized Balance Balance Balance PSE&G Sales SREC Sales
Monthly Calculations
Jan-10
Feb-10
Mar-10

Apr-10
May-10
Jun-10

Jul-10
Aug-10
Sep-10
Oct-10
Nov-10
Dec-10
Jan-11
Feb-11 51,655,951 200,000 51,655,951 51,655,951
Mar-11 514,515 502,111 - - - 502,111 51,655,951 52,158,062 - -

Apr-11 519,516 507,045 - - - 1,009,156 51,655,951 52,665,107 - -

May-11 524,566 512,028 880,012 880,012 - 641,172 51,655,951 52,297,122 880,012 -
Jun-11 520,901 508,494 852,930 825,735 27,195 323,930 51,628,756 51,952,686 852,930 -

Jul-11 517,470 505,190 940,680 829,120 111,560 - 51,517,196 51,517,196 940,680 1,721,070 (11,872)
Aug-11 513,133 500,999 885,105 500,999 384,106 - 51,133,090 51,133,090 885,105 - -
Sep-11 509,307 497,309 892,710 497,309 395,401 - 50,737,689 50,737,689 892,710 - -
Oct-11 505,369 493,508 885,105 493,508 391,597 - 50,346,091 50,346,091 885,105 2,718,495 -
Nov-11 102,741,401 501,468 489,745 861,120 489,745 371,375 - 152,716,117 152,716,117 861,120 - -
Dec-11 1,521,116 1,484,813 811,980 486,179 325,801 998,634 152,390,316 153,388,950 811,980 - -
Jan-12 1,527,818 1,491,502 579,735 483,055 96,680 2,007,081 152,293,636 154,300,717 579,735 2,558,205 -
Feb-12 1,536,899 1,500,519 1,663,740 1,591,322 72,418 1,916,278 152,221,218 154,137,496 1,663,740 - -
Mar-12 1,535,274 1,499,071 2,003,625 1,813,885 189,740 1,601,465 152,031,478 153,632,943 2,003,625 - -
Apr-12 1,530,248 1,494,307 2,147,535 1,869,307 278,228 1,226,464 151,753,251 152,979,715 2,147,535 4,247,100 -
May-12 1,523,742 1,488,092 2,601,495 2,156,988 444,507 557,569 151,308,743 151,866,312 2,601,495 - -
Jun-12 1,512,652 1,477,399 2,510,450 2,034,968 475,482 - 150,833,261 150,833,261 2,510,450 - -

Jul-12 1,502,362 1,467,491 2,770,350 1,467,491 1,302,859 - 149,530,402 149,530,402 2,770,350 7,178,300 (81,180)
Aug-12 51,245,864 1,489,385 1,454,955 2,604,750 1,454,955 1,149,795 - 199,626,471 199,626,471 2,604,750 - -
Sep-12 1,988,363 1,942,018 2,628,900 1,443,906 1,184,994 498,111 198,441,477 198,939,589 2,628,900 - -

WP_SS- )
Program Program  Prior Col 11 * ,WP*S,S-Z'Xls ,WP*S,SZ'XIS ,WP*S,S-Z'Xls WP_SS-2.xls WP_SS-2.xls 2.xls WP_SS-2.xls Col 9 ,WP*S,&Z'XIS ,WP*S,S-z'Xls Prior Col 15
N N Loans' wksht 'Loans'wksht 'Loans'wksht h . h . . . N Loans' wksht Loans' wksht - Col 13
Assumption  Assumption PT WACC Col 11 Col 13 Col 14 Loans' wksht Loans' wksht Loans’ Loans' wksht + Col 10 Col 19 Col 28 [Auction Mth]
Col 16 Col 17 wksht Col 19
Col 18
Annual Summary
2010 - - - - - - - - - - - - - -
2011 154,397,352 200,000 6,147,361 6,001,241 7,009,642 - 5,002,606 2,007,036 998,634 152,390,316 153,388,950 7,009,642 4,439,565 (11,872)
2012 51,245,864 - 20,063,543 19,595,366 28,684,705 - 20,201,490 8,483,215 392,511 195,152,965 195,545,476 28,684,705 21,987,605 (81,180)
2013 - - 22,763,024 22,253,735 35,819,574 - 22,646,246 13,173,328 - 181,979,637 181,979,637 35,819,574 35,218,951 (366,758)
2014 - - 21,154,486 20,709,467 34,195,655 - 20,709,467 13,486,188 - 168,493,449 168,493,449 34,195,655 34,348,367 (171,728)
2015 - - 19,517,534 19,137,381 32,998,989 - 19,137,381 13,861,608 - 154,631,841 154,631,841 32,998,989 33,148,683 (170,912)
2016 - - 17,831,367 17,517,115 31,855,156 - 17,517,115 14,338,041 - 140,293,799 140,293,799 31,855,156 31,996,490 (159,390)
2017 - - 16,082,624 15,835,524 30,742,747 - 15,835,524 14,907,223 - 125,386,577 125,386,577 30,742,747 30,882,326 (158,565)
2018 - - 14,247,569 14,069,321 30,089,108 - 14,069,321 16,019,787 - 109,366,790 109,366,790 29,682,568 29,813,880 (147,294)
2019 - - 12,245,215 12,138,852 29,761,524 - 12,138,852 17,622,672 - 91,744,118 91,744,118 28,656,760 28,785,620 (146,043)
2020 - - 10,050,285 10,006,933 29,205,759 - 10,006,933 19,198,826 - 72,545,292 72,545,292 27,658,147 27,782,298 (140,917)
2021 - - 7,674,039 7,666,063 28,377,448 - 7,666,063 20,711,385 - 51,833,907 51,833,907 26,345,815 26,611,796 (134,327)
2022 - - 5,090,865 5,090,865 26,783,710 - 5,090,865 21,692,845 - 30,141,061 30,141,061 24,682,588 25,001,285 (126,363)
2023 - - 2,715,112 2,715,112 20,872,450 - 2,715,112 18,157,338 - 11,983,723 11,983,723 23,622,360 23,728,124 (120,386)
2024 - - 879,635 879,635 9,550,620 - 879,635 8,670,986 - 3,312,738 3,312,738 22,798,943 22,901,574 (116,188)
2025 - - 137,638 137,638 3,450,376 - 137,638 3,312,738 - - - 22,004,423 22,103,262 (112,121)
2026 - - - - - - - - - - - 15,697,500 18,120,711 (81,255)
2027 - - - - - - - - - - - 3,301,960 6,615,465 (26,229)

Total 205,643,216 200,000 176,600,299 173,754,249 379,397,464 - 173,754,249 205,643,216 425,757,532 423,486,005 (2,271,527)



PSE&G Solar Loan Il Program Schedule SS-3

Electric Revenue Requirements Calculation - Detail Page 2 of 2
Monthly Pre-Tax WACC 0.99604%
Income Tax Rate 41.084%
(15) (16) 17 (18) (19) (20) (21) (22) (23) (24 (25) (26) @7 (28) (29)
Return
Return on SREC SREC Call Accumulated Requirement
SREC SREC Dispsotion Option Net Gross Plant Accumulated Tax Deferred Deferred Net Plant on Plant 0&M Revenue
Inventory Inventory Expenses Benefit Plant Depreciation Depreciation Net Plant Depreciation Income Tax Income Tax Investment Investment Expenses Requirements
- - - - - - - - - 104,961 104,961
- - - - - - - - - 198,313 198,313
- - - - - - - - - 198,313 198,313
- - - - - - - - - 104,961 104,961
- - - - - - - - - 154,563 154,563
- - - - - - - - - 154,563 154,563
- - - - - - - - - 77,878 77,878
- - - - - - - - - 171,230 171,230
- - - - - - - - - 160,526 160,526
- - - - - - - - - 67,174 67,174
- - - - - - - - - 160,526 160,526
- - - - - - - - - 160,526 160,526
- - - - - - - - - 86,448 86,448
200,000 - - 200,000 - - - 200,000 996 179,613 180,609
- - - 200,000 1,667 1,667 198,333 4,000 959 959 197,375 1,979 204,613 220,662
- - - 200,000 1,667 3,333 196,667 4,000 959 1,917 194,749 1,953 86,448 102,538
880,012 - - 200,000 1,667 5,000 195,000 4,000 959 2,876 192,124 1,927 179,613 195,745
1,732,942 8,765 - - 200,000 1,667 6,667 193,333 4,000 959 3,835 189,499 1,901 179,613 204,352
940,680 17,261 51,632 - 200,000 1,667 8,333 191,667 4,000 959 4,793 186,874 1,874 111,448 208,034
1,825,785 9,370 - - 200,000 1,667 10,000 190,000 4,000 959 5,752 184,248 1,848 204,613 229,631
2,718,495 18,186 - - 200,000 1,667 11,667 188,333 4,000 959 6,710 181,623 1,822 179,613 213,285
885,105 27,077 81,555 - 200,000 1,667 13,333 186,667 4,000 959 7,669 178,998 1,796 86,448 210,403
1,746,225 8,816 - - 200,000 1,667 15,000 185,000 4,000 959 8,628 176,372 1,770 179,613 203,588
2,558,205 17,393 - - 200,000 1,667 16,667 183,333 4,000 959 9,586 173,747 1,744 179,613 236,719
579,735 25,481 76,746 - 200,000 1,667 18,333 181,667 5,333 1,506 11,093 170,574 1,715 175,762 317,687
2,243,475 5,774 - - 200,000 1,667 20,000 180,000 5,333 1,506 12,599 167,401 1,683 175,762 221,266
4,247,100 22,346 - - 200,000 1,667 21,667 178,333 5,333 1,506 14,106 164,228 1,652 175,762 237,629
2,147,535 42,303 127,413 - 200,000 1,667 23,333 176,667 5,333 1,506 15,612 161,055 1,620 175,762 384,706
4,749,030 21,390 - - 200,000 1,667 25,000 175,000 5,333 1,506 17,118 157,882 1,588 175,762 236,057
7,259,480 47,302 - - 200,000 1,667 26,667 173,333 5,333 1,506 18,625 154,709 1,557 175,762 261,540
2,770,350 72,307 215,349 - 200,000 1,667 28,333 171,667 5,333 1,506 20,131 151,536 1,525 175,762 582,662
5,375,100 27,594 - - 200,000 1,667 30,000 170,000 5,333 1,506 21,638 148,362 1,494 175,762 240,947
8,004,000 53,538 - - 200,000 1,667 31,667 168,333 5,333 1,506 23,144 145,189 1,462 175,762 278,774
Prior Col 15 W; ;25» we ssaxs  PrOr u fr%fflggmh SeeWP_SS-  (Col 23 (Prior Col 27 + C%T|63+» ccc?ll;‘ . Eﬂ 58j
+Col 12  Prior Col 15 U o Month + Prior Col 21  Col 3 - Col 1xls - Col 20) Prior Col 25+  Col 22 - Col 27) /2 Program
_Col13 *PTWACC  -0ans ‘Loanstwksht .o, MonthsofCol2 = r) 5 6 ‘AmortE'  *Income Tax  Col 24 Col25  *MonthlyPre  Assumption GO 14+ Col 16+ col
_Col 14 wksht Col 33 Col 2) (lo_yee_\r wksht Rate Tax WACC 17- Col 18 + Col 20 +
Col 32 amortization) Col 27 + Col 28
- - - - - - - - - - - - - 1,713,535 1,713,535
2,558,205 106,868 133,187 - 200,000 16,667 16,667 183,333 40,000 9,586 9,586 173,747 19,609 1,857,691 2,292,014
9,174,125 483,296 659,628 - 200,000 20,000 36,667 163,333 64,000 18,077 27,663 135,670 18,492 2,109,146 3,839,918
9,407,990 708,953 1,056,569 - 200,000 20,000 56,667 143,333 38,400 7,559 35,223 108,111 14,569 1,020,499 3,696,637
9,083,550 681,519 1,030,451 - 200,000 20,000 76,667 123,333 23,000 1,233 36,455 86,878 11,653 1,050,814 3,411,185
8,762,944 657,799 994,460 - 200,000 20,000 96,667 103,333 23,000 1,233 37,688 65,646 9,115 1,072,039 3,304,479
8,462,220 634,851 959,895 - 200,000 20,000 116,667 83,333 11,600 (3,451) 34,237 49,097 6,857 1,104,200 3,199,445
8,164,076 612,773 926,470 - 200,000 20,000 136,667 63,333 - (8,217) 26,020 37,313 5,164 1,137,326 3,107,398
7,885,470 591,551 894,416 - 200,000 20,000 156,667 43,333 - (8,217) 17,803 25,530 3,756 1,171,446 3,006,711
7,610,567 571,190 863,569 20,879 200,000 20,000 176,667 23,333 - (8,217) 9,586 13,747 2,347 1,206,589 2,895,221
7,345,498 551,273 833,469 114,826 200,000 20,000 196,667 3,333 - (8,217) 1,369 1,964 939 1,242,787 2,717,911
6,945,191 527,352 798,354 177,925 200,000 3,333 200,000 0 - (1,369) 0) 0 20 1,280,070 2,573,507
6,500,130 494,301 750,039 300,901 200,000 - 200,000 0 - - 0) 0 0 1,318,472 2,388,274
6,273,979 470,836 711,844 1,470,640 200,000 - 200,000 0 - - 0) 0 0 1,358,027 1,190,453
6,055,161 454,417 687,047 3,720,713 200,000 - 200,000 0 - - 0) 0 0 1,398,767 (1,064,294)
5,844,201 438,582 663,098 4,803,775 200,000 - 200,000 0 - - ) 0 0 1,440,730 (2,149,244)
3,339,734 348,512 543,621 3,924,375 200,000 - 200,000 0 - - 0) 0 0 1,483,952 (1,467,034)
- 102,963 198,464 825,490 200,000 - 200,000 0 - - 0) 0 0 1,528,471 1,030,637

8,437,038 12,704,580 15,359,524 200,000 200,000 0) 92,521 24,494,562 35,686,754



PSE&G Solar Loan Il Program
Solar Loan Il - Rate Impact Analysis

7% SUT Rate

44,823,552 kWh Sales (000) - Annual

6,960 Avg RS kWh /yr.
722 Avg RS kWh / Summer Month
509 Avg RS kWh / Winter Month

0.000021 Current electric RRC ($/kWh)

Schedule SS-4

(€] @) 3 (4) (5) (6) @) (8) 9) (10) (11) (12) (13) (14) (15) (16) 17 (18) (19)
Class Average Rate wW/SUT - $/kWh' Typical RS RRC ($)
%
Change in Change in
Solar Loan RS RS
Solar Loan Il i Solar Loan 1l Summer  Winter Typical RS Typical Typical
Revenue w/o SUT w/ SUT LPL-S LPL-S LPL-S Monthly  Monthly  Annual | Annual Annual Bill Annual
Requirements  ($/kWh) /kWh RS RHS RLM GLP (0-749) (750-999) (1.000+) LPL-P HTS-S HTS-HV Bill Bill Bill Bill ($'s) ($'s) Bill
Current 0.183074 0.161083 0.171609 0.176113 0.154741 0.157620 0.161963 0.152961 0.144593 0.136245 0.02 0.01 0.16 1,269.28
2010 1,713,535  0.000038 0.000041 0.183115 0.161124 0.171650 0.176154 0.154782 0.157661 0.162004 0.153002 0.144634 0.136286 0.04 0.03 0.40 0.24 1,269.52 0.019%
2011 2,292,014  0.000051 0.000055 0.183129 0.161138 0.171664 0.176168 0.154796 0.157675 0.162018 0.153016 0.144648 0.136300 0.05 0.04 0.52 0.36 1,269.64 0.028%
2012 3,839,918  0.000086 0.000092 0.183166 0.161175 0.171701 0.176205 0.154833 0.157712 0.162055 0.153053 0.144685 0.136337 0.08 0.06 0.80 0.64 1,269.92 0.050%
2013 3,696,637  0.000082 0.000088 0.183162 0.161171 0.171697 0.176201 0.154829 0.157708 0.162051 0.153049 0.144681 0.136333 0.08 0.06 0.80 0.64 1,269.92 0.050%
2014 3,411,185  0.000076 0.000081 0.183155 0.161164 0.171690 0.176194 0.154822 0.157701 0.162044 0.153042 0.144674 0.136326 0.07 0.05 0.68 0.52 1,269.80 0.041%
2015 3,304,479  0.000074 0.000079 0.183153 0.161162 0.171688 0.176192 0.154820 0.157699 0.162042 0.153040 0.144672 0.136324 0.07 0.05 0.68 0.52 1,269.80 0.041%
2016 3,199,445  0.000071 0.000076 0.183150 0.161159 0.171685 0.176189 0.154817 0.157696 0.162039 0.153037 0.144669 0.136321 0.07 0.05 0.68 0.52 1,269.80 0.041%
2017 3,107,398  0.000069 0.000074 0.183148 0.161157 0.171683 0.176187 0.154815 0.157694 0.162037 0.153035 0.144667 0.136319 0.07 0.05 0.68 0.52 1,269.80 0.041%
2018 3,006,711  0.000067 0.000072 0.183146 0.161155 0.171681 0.176185 0.154813 0.157692 0.162035 0.153033 0.144665 0.136317 0.07 0.05 0.68 0.52 1,269.80 0.041%
2019 2,895,221  0.000065 0.000070 0.183144 0.161153 0.171679 0.176183 0.154811 0.157690 0.162033 0.153031 0.144663 0.136315 0.07 0.05 0.68 0.52 1,269.80 0.041%
2020 2,717,911  0.000061 0.000065 0.183139 0.161148 0.171674 0.176178 0.154806 0.157685 0.162028 0.153026 0.144658 0.136310 0.06 0.04 0.56 0.40 1,269.68 0.032%
2021 2,573,507  0.000057 0.000061 0.183135 0.161144 0.171670 0.176174 0.154802 0.157681 0.162024 0.153022 0.144654 0.136306 0.06 0.04 0.56 0.40 1,269.68 0.032%
2022 2,388,274  0.000053 0.000057 0.183131 0.161140 0.171666 0.176170 0.154798 0.157677 0.162020 0.153018 0.144650 0.136302 0.06 0.04 0.56 0.40 1,269.68 0.032%
2023 1,190,453  0.000027 0.000029 0.183103 0.161112 0.171638 0.176142 0.154770 0.157649 0.161992 0.152990 0.144622 0.136274 0.04 0.03 0.40 0.24 1,269.52 0.019%
2024 (1,064,294) (0.000024) (0.000026) 0.183048 0.161057 0.171583 0.176087 0.154715 0.157594 0.161937 0.152935 0.144567 0.136219 - - - (0.16) 1,269.12 -0.013%
2025  (2,149,244) (0.000048) (0.000051), 0.183023 0.161032 0.171558 0.176062 0.154690 0.157569 0.161912 0.152910 0.144542 0.136194 (0.02) (0.02) (0.24) (0.40) 1,268.88 -0.032%
2026  (1,467,034) (0.000033) (0.000035), 0.183039 0.161048 0.171574 0.176078 0.154706 0.157585 0.161928 0.152926 0.144558 0.136210 (0.01) (0.01) (0.12) (0.28) 1,269.00 -0.022%
2027 1,030,637  0.000023 0.000025 0.183099 0.161108 0.171634 0.176138 0.154766 0.157645 0.161988 0.152986 0.144618 0.136270 0.03 0.02 0.28 0.12 1,269.40 0.009%
Coll/ (Cur. (Cur. X
From KWh  Col2*(1+ ec'?f; * ec'?f; * (‘; 4)20' Col16- Current Col17/
Schedule SS-  Sales] SUT Rate) Rnd Current Class Avg Rate + Col 2 for Each Rate Class (Col 4 thru Col 13) Current  Col 18 +  Current
2Col20 (Rndto6 6 AVGRS — AVgRS  (8*Col | ‘o016 ooi17  col1s
dec) kWh Sum kWh Win 15)
’ Mo Rnd 2 Mo
[ % Change from Current Class Average Rate w/SUT |
LPL-S LPL-S LPL-S
RS RHS RLM GLP (0-749) (750-999) (1.000+) LPL-P HTS-S HTS-HV
2010 0.022% 0.025% 0.024% 0.023% 0.026% 0.026% 0.025% 0.027% 0.028% 0.030%
2011 0.030% 0.034% 0.032% 0.031% 0.036% 0.035% 0.034% 0.036% 0.038% 0.040%
2012 0.050% 0.057% 0.054% 0.052% 0.059% 0.058% 0.057% 0.060% 0.064% 0.068%
2013 0.048% 0.055% 0.051% 0.050% 0.057% 0.056% 0.054% 0.058% 0.061% 0.065%
2014 0.044% 0.050% 0.047% 0.046% 0.052% 0.051% 0.050% 0.053% 0.056% 0.059%
2015 0.043% 0.049% 0.046% 0.045% 0.051% 0.050% 0.049% 0.052% 0.055% 0.058%
2016 0.042% 0.047% 0.044% 0.043% 0.049% 0.048% 0.047% 0.050% 0.053% 0.056%
2017 0.040% 0.046% 0.043% 0.042% 0.048% 0.047% 0.046% 0.048% 0.051% 0.054%
2018 0.039% 0.045% 0.042% 0.041% 0.047% 0.046% 0.044% 0.047% 0.050% 0.053%
2019 0.038% 0.043% 0.041% 0.040% 0.045% 0.044% 0.043% 0.046% 0.048% 0.051%
2020 0.036% 0.040% 0.038% 0.037% 0.042% 0.041% 0.040% 0.042% 0.045% 0.048%
2021 0.033% 0.038% 0.036% 0.035% 0.039% 0.039% 0.038% 0.040% 0.042% 0.045%
2022 0.031% 0.035% 0.033% 0.032% 0.037% 0.036% 0.035% 0.037% 0.039% 0.042%
2023 0.016% 0.018% 0.017% 0.016% 0.019% 0.018% 0.018% 0.019% 0.020% 0.021%
2024 -0.014% -0.016% -0.015% -0.015% -0.017% -0.016% -0.016% -0.017% -0.018% -0.019%
2025 -0.028% -0.032% -0.030% -0.029% -0.033% -0.032% -0.031% -0.033% -0.035% -0.037%
2026 -0.019% -0.022% -0.020% -0.020% -0.023% -0.022% -0.022% -0.023% -0.024% -0.026%
2027 0.014% 0.016% 0.015% 0.014% 0.016% 0.016% 0.015% 0.016% 0.017% 0.018%

Al customers assumed to have BGS Supply
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ATTACHMENT C

PUBLIC SERVICE ELECTRIC AND GAS COMPANY
DIRECT TESTIMONY
OF
MARK G. KAHRER
VICE PRESIDENT-FINANCE

My name is Mark G. Kahrer and | am an employee of Public Service
Enterprise Group, Inc. (PSEG) Services Corporation in the position of Vice
President—Finance for Public Service Electric & Gas (“PSE&G” or “Company”).
My business address is 80 Park Plaza, Newark, New Jersey. My credentials are

included in the attached Schedule MGK-1 of this testimony.

SCOPE OF TESTIMONY

The purpose of my testimony is to support the required return on the
investments proposed by PSE&G in its Solar Loan Il Program (“Program”). The
testimony provides the support for the cost and capitalization for the components of
the Weighted Average Cost of Capital (WACC) that is used in the testimony of
Stephen Swetz in the calculation of the revenue requirements associated with the

Program.
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OVERVIEW OF THE PSE&G SOLAR LOAN Il PROGRAM

The Solar Loan Il Program is proposed by PSE&G pursuant to a
directive by the New Jersey Board of Utilities (“BPU” or “Board”) contained in an
Order dated August 7, 2008 in Docket No. EO06100744. This Program together with
the Company’s proposal for the Solar 4 All program, once approved, will assist the
State in achieving its Renewable Portfolio Standard (“RPS”) targets and operate to
support the development of an SREC market.

PSE&G estimates that it will invest approximately $206 million by
providing loans to parties to develop 55 MW of solar photovoltaic systems (“Solar
Systems”), 40 MW of new solar capacity and an estimated 15 MW of Solar Systems
that represents remaining un-subscribed capacity from the Solar Loan | program that
would be folded into the new Solar Loan Il program once approved. In addition the
Company will be investing approximately $200 thousand for the communication
system to monitor the Program. Of these expenditures approximately $116 million is
expected to be invested by the end of 2011. See Schedule MGK-2, attached, for the

detailed year-by-year capital investment included in the Program.
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COST RECOVERY OF THE PSE&G SOLAR LOAN Il PROGRAM

The revenue requirements and cost recovery mechanism of the
Company’s proposed Program are described in detail in the testimony of Stephen
Swetz. Costs to be recovered include:

e Return of and on the money loaned to the various parties who would
develop and own the 55 MW of Solar Systems.

e Return of and on the invested capital associated with the IT and
communications systems required by the Program.

e Expenses including administrative costs and operation and maintenance
costs.

e Less the net proceeds realized from the sale of SRECs and/or the cash
received from the loan recipients for repayment of the loans.

e Less the value received from the exercising of any call options on the
SRECs should a loan be repaid earlier than the 10 / 15 year term of the
Residential/Non-Residential loan.

Return of the Company’s investment as represented by the loans will be mirror the
amortization of the loan balance. Return on that unrecovered investment would be at
WACC. The return of the capitalized communication system will be over its book
life. Return on the unrecovered investment would also be at WACC. Schedule

MGK-3, attached, shows the calculation of the WACC proposed for this Program.
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Schedule MGK-4, attached, is provided as required by the Minimum Filing

Requirements for Petitions under N.J.S.A. 48:3-98.1. Schedule MGK-4 shows the

calculation of the capital structure approved by the Board in its most recent electric

and gas cases as well as the allowed overall rate of return approved by the Board

DESCRIPTION OF WACC FOR PURPOSES OF THE PROGRAM

PSE&G will determine its revenue requirements based upon a WACC

including income tax effects. WACC, for purposes of the Program, will reflect:

e A capital structure that:

(0]

Reflects the latest available actual PSE&G capital outstanding as of this
filing (January 31, 2009).

Includes long-term debt due within one year.

Excludes short-term debt.

Includes a pro forma adjustment that represents the capital required to
finance the investment called for by this Program filing along with the
capital required to finance the investments called for in the Economic
Energy Efficiency Stimulus Program filing, the Capital Economic
Stimulus Infrastructure filing, the Solar 4 All filing and anticipated
additional loans to be made under the Solar Loan | program through the

end of 2011. The pro forma adjustment will assume the capital required
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will be a combination of new long-term debt at coupon rates consistent
with today’s market cost and common equity such that the pro forma
PSE&G capital structure will reflect a 51.2 percent common equity
component.
e A cost of debt equal to the weighted embedded cost of long-term debt with
a pro forma adjustment to reflect the anticipated financing as described
above.
e A cost of preferred stock equal to the weighted embedded cost of preferred
stock currently outstanding.
e A cost of common equity more reflective of the market’s current
expectations (which will be discussed later in my testimony).
The WACC in the Program’s filing is 8.2423% annually. Including tax effects, the
weighted pre-tax cost is 11.9525%. This would correspond to a 0.9960% monthly
rate. The WACC is based on the capitalization and costs presented in Schedule

MGK-3.

DETERMINATION OF THE CAPITAL STRUCTURE

The WACC in Schedule MGK-3 reflects actual data for PSE&G as of
January 31, 2009, the information available as of the time this filing was being

prepared. The capitalization ratio is derived by beginning with actual capitalization as
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of January 31, 2009 as per the Financial Statements of PSE&G provided monthly to
the BPU. An adjustment is made to reflect:

e An approximate $465 million debt issue to support the financing of the
capital expenditures associated with this Program and the four other
programs as described above through the end of 2011.

The $465 million pro forma debt issue represents approximately 41.77% of the capital
requirements associated with program expenditures (see Schedule MGK-5) with the
balance of the -capital requirements coming from common equity.  This
41.77%/58.23% assumed debt/equity financing is such that the resulting pro forma
PSE&G capital structure would reflect a 51.2 percent common equity component.
Schedule MGK-5 shows the derivation of the capital structure reflected in the WACC
calculation.

The 51.2 percent common equity in the proposed capital structure is
consistent with that allowed New Jersey Natural Gas (NJNG) (BPU Docket No.
GR07110889) in a decision dated October 3, 2008. The percent common equity
reflected is also in line with the 50 percent common equity component reflected in the
overall allowed rate of return allowed New Jersey American Water in December 2008
(BPU Docket No. WR08010020) and the 51 percent common equity component the
Board approved for United Water Toms River in January 2009 (BPU Docket No.

WR08030139).
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Over the last six months we have seen extreme volatility in the financial
markets. The higher percent common equity allowed NJNG is consistent with the
requirements of the current financial markets. A recent SNLi article quotes James
Hempstead, Moody’s senior vice president, as saying:

For the long term, the biggest risk could come from new

environmental legislation. Although such new laws may

be introduced sooner rather than later, it could take some

time before the details of implementation are fully worked

out. But given the sheer magnitude of the implications for

the sector, we remain befuddled as to why utilities are not

more aggressive with their balance-sheet strengthening

programs.

PSE&G is heeding that advice. In fact since August of 2008 the Company has grown
the percent common equity in its capital structure from 49.98% to 50.14% percent by

the end of January 2009. The expectation is that common equity will grow to

approximately 51.2% by the end of 2009.

COST OF THE COMPONENTS OF THE WACC

Cost of Long-term Debt

Schedule MGK-6 shows the calculation of the embedded cost of long-
term debt based upon January 31, 2009 actual outstanding series cost information
with the pro forma adjustments described above. The pro forma $465 million debt
issue is at an expected coupon rate of 5.475%. The projected rate represents the

average of indicative quotes for a new 10-year debt issue by PSE&G as provided to
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the Company on March 20, 2009 by BNP Paribas, UBS and Royal Bank of Scotland
who regularly follow our credit and bonds. This projected rate will be updated within

30 days prior to the expected decision date set by RGGI rules for this application.

Cost of Customer Deposits
The cost for customer deposits is established annually by the BPU with
a new rate effective each January. The rate that became effective January 1, 2009 is

2.34% and is used for this filing.

Cost of Preferred Stock
Schedule MGK-7 shows the derivation of the weighted embedded cost
of preferred stock of 5.03%. The Company does not foresee the issuance of any new

preferred stock in the near future.

Cost of Common Equity

As noted above, over the last six months we have seen extreme
volatility in the financial markets. The market for new capital is thin and the horizon
is very uncertain. The competition for scarce funds in the external markets is stronger
than ever, and investors are demanding higher returns before they consider an equity

investment. During this time, we have observed a dramatic increase in the cost of
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1 capital. The existing regulatory WACC applied to the Company’s electric and gas
2  operations reflect allowed returns on equity (ROEs) of 9.75% and 10% respectively.
3  But these rates were established in 2003 for electric operations and 2006 for gas.
4 Recent articles have recognized the upward movement in the cost of money across the
5 board. An article entitled “Attracting Equity” from “energybizinsider” dated

6 February 6, 2009 states:

7 With September’s and October’s turmoil, utilities found

8 themselves cut off from some of the lower-cost debt

9 capital available until 2008. They now are paying about 2
10 percent more for borrowed money.... For higher-quality
11 names, said John Whitlock, Standard & Poor’s managing
12 director for regulated utilities, a common form of
13 syndicated debt has a three- to five-year maturity and an
14 interest rate of 8%.
15

16  Tanya Bodell of CRA International Inc., in her article “Revisiting Your Generation

17  Investment Strategy in a Recession” (Jan/Feb 2009 issue of Electric Light & Power)

18  states:

19 Nearly every assumption an investor in physical

20 generation asset should consider has changed significantly

21 during the past six months...

22 o0 Cost of Capital. It has risen because of the credit

23 crisis, increasing by a reported 200 to 400 basis

24 points.

25

26 Recent regulatory allowed ROEs are supportive of the ROE reflected in

27  the WACC requested for this program. The average allowed ROE for Electric/Gas

28  Utilities in the fourth quarter of 2008 was 10.33% as reported by Regulatory Research
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Associates. More recent utility decisions rendered so far in 2009 averaged 10.54%
(see Schedule MGK-8).

The BPU appears to recognize that the cost of common equity is now
higher. Looking back over the period 2002 through 2007 we see that the BPU had
allowed the electric and gas utilities it regulates an ROE that averaged 9.83%, on an
average 45.7% common equity in capitalization (see Schedule MGK- 9). The recent
NJNG, NJ American Water and United Water Toms River decisions show a
movement in the upward direction that the markets are looking for—namely allowed
ROEs of 10.3%, 10.3% and 10%, respectively and common equity percentages of
51.2%, 50% and 51%, respectively. While the Company believes the appropriate cost
of common equity is still above that allowed NJNG, to expedite the resolution of this
filing PSE&G is proposing that the WACC for purposes of this filing reflect the
10.3% ROE and 51.2% capitalization that the BPU saw fit to grant NJNG in its

October 3, 2008 decision.

CONCLUSION

This Program is a key component of a multi-pronged approach to
helping the State achieve its RPS targets and support the objective of creating a viable

SREC market in today’s economic environment. A more compensatory return is
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required, though, to go forward. As Tanya Bodell points out in her Electric Light &
Power article:
During low economic growth while commodity prices

have high cost of capital, one might see the following:
0 Renewables look less rosy. When projected fuel

prices fall, the expected cost of producing electricity
falls.  When load decreases, demand for the
megawatt-hours of renewable resource generation
required to meet a renewable portfolio standard
percentage decreases. The green spread (the price of
electricity plus a renewable energy credit) narrows,
and renewable resources require government
subsidies. In combination with the withdrawl of tax
equity financing, renewable projects are delayed or
cancelled.

It is clear that this Program is now needed more than ever.

This concludes my testimony.



Schedule MGK-1
Page 1 of 2

QUALIFICATIONS
OF
MARK G. KAHRER
VICE PRESIDENT--FINANCE

| have been employed at PSEG for more than 25 years, serving in a
number of financial positions in the company including Director — Corporate
Accounting, Director — Financial Risk Management, Assistant Treasurer and, most
recently, Vice President — Finance and Development of PSEG Power LLC, prior to my
appointment as Vice President — Finance for PSE&G. In those roles, | was responsible
for closing the corporation’s books of record, filing compliance reports with the
Securities and Exchange Commission and the Federal Energy Regulatory Commission
(“Commission”), establishing a risk governance framework and policies, overseeing the
administration of more than $4.5 billion in pension, 401(K) and nuclear
decommissioning trust funds, implementing the corporation’s insurance programs and
leading the corporate finance group, which was responsible for issuing more than $7
billion in debt and equity securities during my tenure. In addition, | was also

responsible for managing PSE&G’s relationships with financial rating entities such as

Fitch Ratings, Moody’s Investors Service and Standard and Poor’s.

| have a Bachelor of Science degree in accounting from St. Peter’s

College, a Masters in Business Administration with a concentration in finance from



Seton Hall University, and | am a Certified Public Accountant licensed in the State of

New Jersey.



PSE&G Solar Loan Il Program

Investment
(thousands of dollars)

Expenditures:
Loans
Communications

Total

Cumulative Expenditure

2009 2010 2011 2012 Total
- 12,843 102,826 89,975 205,643
- - 200 - 200
- 12,843 103,026 89,975 205,843
- 12,843 115,869 205,843

Schedule MGK-2



PSE&G Solar Loan Il Program

Weighted Average Cost of Capital (WACC)

Percent

Long-term Debt 46.86%
Customer Deposits 1.00%
Sub-total 47.87%
Preferred Stock 0.94%
Common Equity 51.20%
Total 100.00%

Monthly WACC

NOTE: Reflects a tax rate of:

Cost
6.1845%
2.3400%

5.0296%
10.3000%

41.084%

WACC
2.8983%
0.0234%
2.9217%
0.0471%
5.2735%
8.2423%

0.6869%

Revenue WACC
Conversion Including
Factor Tax Effects
2.8983%

0.0234%

2.9217%

1.697332 0.0799%
1.697332 8.9509%
11.9525%

0.9960%

Schedule MGK - 3



PSE&G Solar Loan Il Program

Minimum Filing Requirement IV.h. for Petitions under N.J.S.A. 48:3-98.1

Electric (1):

Long-term Debt
Customer Deposits
Sub-total
Preferred Stock
Common Equity

Total

Gas (2):

Long-term Debt
Customer Deposits
Sub-total
Preferred Stock
Common Equity

Total

Percent
50.6434%
0.6831%
51.3265%
1.2708%
47.4027%
100.0000%

Percent
50.6434%
0.6831%
51.3265%
1.2708%
47.4027%
100.0000%

(1) BPU Docket No. ER02050303
(2) BPU Docket No. GR05100845

Overall

Cost Rate of Return
6.19% 3.1348%
2.94% 0.0201%
3.1549%

5.03% 0.0639%
9.75% 4.6218%
7.8406%

Overall

Cost Rate of Return
6.19% 3.1348%
2.94% 0.0201%
3.1549%

5.03% 0.0639%
10.00% 4.7403%
7.9591%

Schedule MGK - 4



PSE&G Solar Loan |l Program

Development of Capitalization
(thousands of dollars)

Actual Capital Structure:

Capitalization

Balance @

Jan-09

Long-term Debt 3,523,761
Customer Deposits 85,214
Sub-total 3,608,975
Preferred Stock 79,655
Common Equity 3,709,342
Total 7,397,971

Financing Requirement:

Investment thru 2011:
Investment
Accum. Deprec/Amort
Accum. Def. Tax
Accum. Def. ITC

Amount to Finance

Ratio
47.63%
1.15%

48.78%
1.08%
50.14%

100.00%

Schedule MGK - 5

Capital Economic Stimulus EEE Stimulus Solar 4 All  Add'l Loans
Electric Gas Electric Gas Electric Solar Loan | Solar Loan I Total
404,164 294,127 120,642 48,358 389,905 58,332 115,869 1,431,397
20,490 14,359 20,761 8,322 29,362 - - 93,295
7,162 9,919 40,781 16,347 41,897 - - 116,107
- - - - 108,406 - - 108,406
376,512 269,849 59,099 23,689 210,240 58,332 115,869 1,113,590

Allocation of Financing Requirement between Debt and Equity:

Financing

Requiremen
Long-term Debt 465,113
Common Equity 648,477
Total 1,113,590

Ratio
41.77%
58.23%

100.00%

WACC: Capitalization
Balance @ Net to be

Jan-09 Financed Pro Forma
Long-term Debt 3,523,761 465,113 3,988,873
Customer Deposits 85,214 - 85,214
Sub-total 3,608,975 465,113 4,074,088
Preferred Stock 79,655 - 79,655
Common Equity 3,709,342 648,477 4,357,818
Total 7,397,971 1,113,590 8,511,561

Capitalization
Ratio

46.86%
1.00%

47.87%
0.94%
51.20%

100.00%



PSE&G Solar Loan Il Program
Embedded Cost of Long-term Debt

(dollars)

6.750%
6.450%
9.250%
5.200%
3.664%
3.664%
5.450%
6.400%
8.000%
5.000%
2.272%
8.160%
8.100%
5.125%
5.000%
5.000%
7.040%
5.375%
7.180%
7.150%
5.250%
5.700%
5.800%
5.300%
6.330%
5.475%

PSE&G LONG TERM DEBT

SERIES VV DUE 1-1-16

PC SERIES T DUE 10-1-19

SERIES CC DUE 6-1-21

PC SERIES M DUE 3-1-25

PC SERIES Z (2003 B1) DUE 11-1-33 »

PC SERIES AA (2003 B2) DUE 11-1-33 ~

PC SERIES O DUE 2-1-32

PC SERIES P DUE 5-1-32

SERIES DUE 6-1-37

SERIES DUE 7-1-37

FRN SERIES B DUE 3-12-10 *

SERIES DUE 5/26/09 *

SERIES DUE 5/26/09 *

SERIES DUE 9/01/12 *

SERIES DUE 1/01/13 *

SERIES DUE 8/15/14 *

SERIES DUE 11/06/20 *

SERIES DUE 9/1/13 *

SERIES DUE 8/01/23 *

SERIES DUE 8/30/23 *

SERIES DUE 7/1/35 *

SERIES DUE 12/1/36 *

SERIES DUE 5/1/37 *

SERIES DUE 5/1/18 *

SERIES DUE 11/1/2013 *
NEW 10 YR NOTE DUE 2019 *

TOTAL PSE&G LONG TERM DEBT

COST OF
BOND
YIELD
BASIS

7.299%
7.129%
9.709%
5.696%
3.969%
3.969%
5.885%
6.901%
8.347%
5.218%
4.661%
8.745%
8.683%
5.830%
5.641%
5.694%
7.569%
6.037%
7.726%
7.694%
5.619%
6.098%
6.183%
5.958%
7.520%
6.130%

Schedule MGK - 6

PLUS NET PRINCIPAL WEIGHT IN % OF
PLUS PLUS UNAMORTIZED AMOUNT PRINCIPAL AMOUNT
NET NET PREMIUM/ AND UNAMORTIZED AND UNAMORTIZED
PRINCIPAL UNAMORTIZED UNAMORTIZED (DISCOUNT) PREMIUM/ PREMIUM/
AMOUNT PREMIUM/ SELLING & SELLING (DISCOUNT) & (DISCOUNT) & COST IN
OUTSTANDING (DISCOUNT) EXPENSE EXPENSE SELLING EXPENSE- NET  SELLING EXPENSE- NET PERCENT
$171,245,000.00 ($920,444.94) ($11,620.00) ($932,064.94) $170,312,935.06 4.2901% 0.3131%
$4,600,000.00 ($37,392.85) ($35,584.00) ($72,976.85) $4,527,023.15 0.1140% 0.0081%
$134,380,000.00 ($158,950.05) ($7,104.00) ($166,054.05) $134,213,945.95 3.3807% 0.3282%
$23,000,000.00 ($190,776.68) ($170,226.00) ($361,002.68) $22,638,997.32 0.5703% 0.0325%
$50,000,000.00 $0.00 ($320,570.32) ($320,570.32) $49,679,429.68 1.2514% 0.0497%
$50,000,000.00 $0.00 ($320,570.32) ($320,570.32) $49,679,429.68 1.2514% 0.0497%
$50,000,000.00 ($574,917.39) ($156,492.00) ($731,409.39) $49,268,590.61 1.2410% 0.0730%
$100,000,000.00 ($1,088,921.71) ($477,090.00) ($1,566,011.71) $98,433,988.29 2.4795% 0.1711%
$7,462,900.00 $0.00 $0.00 $0.00 $7,462,900.00 0.1880% 0.0157%
$7,537,800.00 $0.00 $0.00 $0.00 $7,537,800.00 0.1899% 0.0099%
$300,000,000.00 $0.00 ($598,715.24) ($598,715.24) $299,401,284.76 7.5417% 0.3515%
$16,500,000.00 ($1,645.35) ($255.00) ($1,900.33) $16,498,099.67 0.4156% 0.0363%
$43,500,000.00 ($4,337.65) ($672.00) ($5,009.71) $43,494,990.29 1.0956% 0.0951%
$300,000,000.00 ($419,250.00) ($746,323.19) ($1,165,573.19) $298,834,426.81 7.5274% 0.4389%
$150,000,000.00 $0.00 ($398,098.10) ($398,098.10) $149,601,901.90 3.7684% 0.2126%
$250,000,000.00 ($549,175.00) ($943,298.93) ($1,492,473.93) $248,507,526.07 6.2597% 0.3565%
$9,000,000.00 ($34,479.66) ($39,762.00) ($74,241.60) $8,925,758.40 0.2248% 0.0170%
$300,000,000.00 ($146,059.23) ($893,478.76) ($1,039,537.97) $298,960,462.03 7.5306% 0.4546%
$5,000,000.00 ($18,116.34) ($34,800.00) ($52,916.37) $4,947,083.63 0.1246% 0.0096%
$33,500,000.00 ($121,565.84) ($233,334.00) ($354,899.91) $33,145,100.09 0.8349% 0.0642%
$250,000,000.00 ($693,437.50) ($1,889,451.94) ($2,582,889.44) $247,417,110.56 6.2323% 0.3502%
$250,000,000.00 ($984,994.81) ($2,021,098.07) ($3,006,092.88) $246,993,907.12 6.2216% 0.3794%
$350,000,000.00 ($643,462.00) ($2,804,834.49) ($3,448,296.52) $346,551,703.48 8.7294% 0.5397%
$400,000,000.00 ($294,853.32) ($2,533,895.97) ($2,828,749.29) $397,171,250.71 10.0044% 0.5961%
$275,000,000.00 ($82,406.73) ($1,691,633.70) ($1,774,040.43) $273,225,959.57 6.8824% 0.5175%
$465,610,000.00 $0.00 ($3,093,660.00) ($3,093,660.00) $462,516,340.00 11.6504% 0.7142%
$3,996,335,700.00 ($6,965,187.04) ($19,422,568.04) ($26,387,755.17) $3,969,947,944.83 100.000% 6.1845%




PSE&G Solar Loan Il Program

Embedded Cost of Preferred Stock

(dollars)

SERIES

4.08%

4.18%

4.30%

5.05%

5.28%

6.92%

DATE
OF ISSUE

10-25-49
5-27-54
10-03-55
3-12-58
12-21-60

2-03-94

Schedule MGK - 7

ORIG. ORIG. ORIG.

ISSUE ISSUE ISSUE WEIGHT IN %

NUMBER ORIG. ISSUE ORIG. ISSUE PERCENT COST CURRENT OF CURRENT
OF PAR VALUE PREMIUM/ PROCEEDS TO OF TO PAR VALUE PAR VALUE COST IN
SHARES OUTSTANDING (DISCOUNT) EXPENSES THE COMPANY PARVALUE COMPANY  OUTSTANDING OUTSTANDING PERCENT
250,000 $25,000,000.00 $37,500.00 $115,835.55 24921664.45 99.6867% 4.0928% $14,622,100.00 18.387167% 0.752554%
249,942 $24,994,200.00 $31,691.30 $49,054.24 24976837.06 99.9305% 4.1829% $11,695,800.00 14.707369% 0.615195%
250,000 $25,000,000.00 $0.00 $67,061.93 24932938.07 99.7318% 4.3116% $14,947,800.00 18.796732% 0.810433%
250,000 $25,000,000.00 $25,000.00 $64,244.33 24960755.67 99.8430% 5.0579% $10,400,200.00 13.078163% 0.661486%
250,000 $25,000,000.00 $37,500.00 $63,235.67 24974264.33 99.8971% 5.2854% $11,786,400.00 14.821298% 0.783371%
600,000 $60,000,000.00 ($288,000.00) $55,000.00 59657000 99.4283% 6.9598% $16,071,100.00 20.209272% 1.406522%
1,849,942 $184,994,200.00 ($156,308.70) $414,431.72 $184,423,459.58 $79,523,400.00 100.000000% 5.029562%




Schedule MGK - 8

PSE&G Solar Loan Il Program
Recent Allowed ROEs

Company Decision Date ROE

Michigan Gas Utilities 1/13/2009 10.45%
Public Service Co. of Oklahoma 1/14/2009 10.50%
Cleveland Electric llluminating Co. 1/21/2009 10.97%
Ohio Edison 1/21/2009 10.97%
Toledo Edison 1/21/2009 10.97%
Union Electric Company 1/27/2009 10.76%
Idaho Power Company 1/30/2009 10.50%
New England Gas Company 2/2/2009 10.05%
United llluminating Company 2/4/2009 8.75%
Indiana Michigan Power Company 3/4/2009 10.50%
Southern California Edison 3/12/2009 11.50%

Average 10.54%



Schedule MGK - 9

PSE&G Solar Loan Il Program
Allowed ROEs and Common Equity in Capitalization

Past Allowed Returns:

Percent
Company Docket No. Date ROE Common Equity
PSE&G GR01050297 1/9/2002 10.00% NA
Pivotal Utility GR02040245 11/20/2002 10.00% NA
PSE&G ER02050303 7/9/2003 9.75% 41.45%
Rockland Electric ER02100724 7/15/2003 9.75% 46.00%
Jersey Central ER02080506 7/25/2003 9.50% 46.00%
South Jersey Gas GR03080683 7/8/2004 10.00% 46.00%
Atlantic City Electric ER03020110 5/26/2005 9.75% 46.22%
Jersey Central ER02080506 6/1/2005 9.75% 46.00%
PSE&G GR05100845 11/9/2006 10.00% 47.40%
Rockland Electric ER06060483 3/22/2007 9.75% 46.51%
Average 9.83% 45.70%
Recent Allowed Return:
New Jersey Natural Gas GR07110889 10/3/2008 10.30% 51.20%
NJ American Water WR08010020 12/8/2008 10.30% 50.00%
United Water Toms River WR08030139 1/28/2009 10.00% 51.00%



O b~ wdNPEF

10

11

12

13

14

15

16

17

18

19

20

ATTACHMENT D

PUBLIC SERVICE ELECTRIC AND GAS COMPANY
DIRECT TESTIMONY
OF
DANIEL M. FURLONG
ASSISTANT CONTROLLER

My name is Daniel M. Furlong and | am an Assistant Controller of
Public Service Enterprise Group, Inc. (PSEG) Services Corporation. My business
address is 80 Park Plaza, Newark, New Jersey. My professional background and
qualifications as a witness in this proceeding are included in Schedule DMF-1 of this

testimony.

SCOPE OF TESTIMONY

The purpose of my testimony is to describe the accounting for the
Public Service Electric and Gas Company’s (“PSE&G” or “Company”) Solar Loan Il
Program (“Program”). My testimony provides the accounting entries associated with
Solar loans, with Program costs and with Program cost recovery through the Regional
Greenhouse Gas Initiative Recovery Charge (RRC). The proposed cost recovery is
described in detail in the testimony of Stephen Swetz (Attachment B). The

accounting entries are summarized in Schedule DMF-2.
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ACCOUNTING FOR THE SOLAR LOANS

(1)

()

3)

(4)

When a Solar loan is issued it is recorded as an investment on the Company’s
books.

124 Other Investments — Solar Loans XXX
131 Cash XXX

Each month the Company will accrue the interest earned on the outstanding
loans at the contracted rate. The accrued interest will be added to the
investment outstanding in the loans.

171 Interest Receivable — Solar Loans XXX
419 Interest and Dividend Income XXX

Each month the Company will accrue the difference between the 6.5%
residential loan interest rate and the Weighted Average Cost of Capital of

11.9525% and defer that amount as a regulatory asset for recovery through the

RRC.
182.3 Solar Loan Il Regulatory Asset XXX
419 Interest and Dividend Income XXX

The Company will record the receipt of the Solar Renewable Energy
Certificates (SRECs). The SRECs will be carried as an asset on the Company’s
books until they are sold at auction. The loan is reduced by the larger of the
current SREC value or the floor value. The interest receivable is reduced first
and the balance reduces the loan principal.

174 SREC Assets XXX
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-3-
171 Interest Receivable — Solar Loans XXX

124 Other Investments — Solar Loans XXX

If the SREC’s current value is less than the floor value, the Company will defer
the difference as part of the Program regulatory asset for recovery through the
RRC.

182.3 Solar Loan Il Regulatory Asset XXX
174 SREC Assets XXX

The loans permit the borrower to pay cash instead of an SREC. The cash is

applied first to the interest receivable and then to the loan principal.

131 Cash XXX
171 Interest Receivable — Solar Loans XXX
124 Other Investments — Solar Loans XXX

If a loan is defaulted the Company will defer the net loss, including any

associated expense or recovery, to the Program regulatory asset for recovery

through the RRC.

131 Cash (if any) XXX

182.3 Solar Loan Il Regulatory Asset XXX

124 Other Investments — Solar Loans XXX

If the Company exercises the SREC call option, the purchased SRECs will be
added to the inventory.

174 SREC Assets XXX
131 Cash XXX
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(9)  When the SREC:s are sold the Company will defer any gain or loss to the

Program regulatory asset for recovery through the RRC. If sold at a gain the

entry is:

131 Cash XXX

182.3 Solar Loan Il Regulatory Asset XXX
174 SREC Assets XXX

If sold at a loss the entry is:

131 Cash XXX
182.3 Solar Loan Il Regulatory Asset XXX
174 SREC Assets XXX

ACCOUNTING FOR PROGRAM COSTS

PSE&G is proposing to recover the revenue requirements associated with the direct

costs of the Program. Direct costs include all Program capital expenditures and the

Administrative Costs of running the Program.

(1) The Program capital assets are expected to include a communication device
which will be attached to the inverter. This investment will be capitalized in
accordance with the Company’s capitalization policy.

384 Communication Equipment XXX
131 Cash (payroll, outside services, M&S) XXX

(2)  The communication device will be depreciated over 10 years.

403 Depreciation Expense XXX
108 Accumulated Depreciation XXX
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The Company will expense as incurred the administrative costs associated with
the Program.

908 Customer Assistance Expenses XXX
131 Cash (payroll, outside services, M&S) XXX

Each month the Company will accrue a carrying cost on the net outstanding
Program assets. For the loan asset, the interest receivable, and the SREC
inventory assets, the monthly pre-tax WACC rate will be multiplied by the
prior month’s ending asset balances. For the net communication fixed asset.
the monthly pre-tax WACC rate will be multiplied by the average monthly net
asset balance. The resulting carrying costs will be added to the Program

regulatory asset for recovery through the deferred balance RRC.

182.3 Solar Loan Il Regulatory Asset XXX
431 Interest Expense XXX
419 Interest and Dividend Income XXX

ACCOUNTING FOR PROGAM COST RECOVERY

(1)

()

Monthly the Company will record the RRC clause revenues collected.

142 Customer Accounts Receivable XXX
400 Electric Operating Revenues XXX

Each month the difference between the Program Revenue Requirement and the
amount collected through the RRC, i.e. the over or under collection, will be

deferred. The revenue requirements are defined as:
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Revenue Requirements = (Pre-Tax Cost of Capital * Net Investment) — Net
Loan Accrued Interest + Amortization and/or Depreciation + Operation and
Maintenance Costs — Net Proceeds from the sale of SRECs — Cash Payments in
lieu of SRECs

For an under collection the entry will be:

182.3 Solar Loan Il Regulatory Asset XXX
908 Customer Assistance Expenses XXX

For an over collection the entry will be:

908 Customer Assistance Expenses XXX
182.3 Solar Loan Il Regulatory Asset XXX

Each month the Company will accrue a monthly carrying cost on the Program
regulatory asset/liability. The monthly WACC would be computed as
indicated below.

Monthly Carrying Charge = Monthly Pre-Tax WACC * (Beginning Deferred
Balance + Ending Deferred Balance) / 2 * (1 — Tax Rate)

For an under collection the entry will be:

182.3 Solar Loan Il Regulatory Asset XXX
431 Interest Expense XXX
419 Other Income XXX

For an over collection the entry will be:

426.5 Other Deductions XXX
431 Interest Expense XXX
182.3 Solar Loan Il Regulatory Asset XXX
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11
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13
14
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INCOME TAXES

The Company will record deferred incomes taxes for all of the tax-book
timing differences that result from this program. The different lives and methods for
tax vs. book depreciation and entries to regulatory asset or liability accounts represent

timing differences.

HISTORICAL FINANCIAL INFORMATION

The following financial data, as required by the applicable sections of
N.J.A.C. 14:1-5.11 and N.J.A.C. 14:1-5.12, are included with my testimony.

Schedule DMF-3  Balance Sheets — 12/2006, 12/2007, 12/2008
Schedule DMF-4  Income Statements—2006, 2007, 2008
Schedule DMF-5  Balance Sheet — 02/2009

Schedule DMF-6  Revenue by Class of Business 2008
Schedule DMF-7  Affiliate Payments 2006, 2007, 2008

This concludes my testimony at this time.
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QUALIFICATIONS
OF
DANIEL M. FURLONG
ASSISTANT CONTROLLER

| graduated from Syracuse University in 1975 with a Bachelor of
Science in Accounting (Magna Cum Laude).

Between 1975 and 1991 | was employed by Jersey Central Power &
Light Company (JCP&L). | was employed in the Accounting Department of JCP&L
from 1975 through 1983, and my responsibilities ranged from entry-level accountant
to Manager Accounting Operations. In 1983 | was named Director Rates, a position |
held until 1988 at which time | returned to Accounting as an Assistant Comptroller.

From 1991 to 1995 | was an Assistant Comptroller for GPU Nuclear
Inc., where | was responsible for budgeting, cost control, financial analysis and rate
support. From 1995 to 1997 | was an Assistant Comptroller for GPU Service Inc.,
responsible for business planning and taxes. In 1997 I returned to GPU Nuclear as
Comptroller where | was responsible for accounting, budgeting, internal controls and
financial planning and analysis.

In 2001 | assumed my current position as Public Service Enterprise

Group, Inc. Assistant Controller — PSE&G in the PSEG Services Corporation. | am

responsible for all accounting matters for the PSE&G subsidiary.
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| have previously testified before the New Jersey Board of Public
Utilities in several proceedings while | was Director Rates for JCP&L. | was the
accounting and revenue requirements witness in three base rate proceedings. In
addition | was a primary witness in several Levelized Energy Adjustment Clause
proceedings during the same time frame.

| testified as a rebuttal witness in 1/M/O the Petition of Public Service
Electric and Gas Company for Declaratory Ruling Clarifying the Cost Responsibility
for Nuclear Generation Asset Decommissioning Funds (BPU Docket No.
EO02080610). | also testified in PSE&G’s gas base rate case, I/M/O the Petition of
Public Service Electric and Gas Company for Approval of an Increase in Gas Rates,
Depreciation Rates for Gas Property and for Changes in the Tariff for Gas Service
(BPU Docket No. GR05100845), in PSE&G’s RAC 13/14 case, I/M/O the Motion of
Public Service Electric and Gas Company to Modify its Manufactured Gas Plant
(MGP) Remediation Component Within its Electric Societal Benefits Charge (SBC)
and its Gas SBC, et al., (BPU Docket No. ER07020104), in PSE&G’s RAC 15 case,
I/M/O the Motion of Public Service Electric and Gas Company to Modify its
Manufactured Gas Plant (MGP) Remediation Component Within its Electric Societal
Benefits Charge (SBC) and its Gas SBC, et al., (BPU Docket No. ER07120970), in
PSE&G’s Carbon Abatement filing, I/M/O the Petition of Public Service Electric and

Gas Company Offering a Carbon Abatement Program, et al., (BPU Docket No.
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EO086060426), and in PSE&G’s RAC 16 case, I/M/O the Motion of Public Service
Electric and Gas Company to Modify its Manufactured Gas Plant (MGP)
Remediation Component Within its Electric Societal Benefits Charge (SBC) and its
Gas SBC, et al., (BPU Docket No. ER08121041). Most recently | testified in I/M/O
the Motion of Public Service Electric and Gas Company for Approval of a Solar
Generation Investment Program and an Associated Cost Recovery Mechanism (BPU

Docket No. E009020215).



Entry

PSE&G Solar Loan Il Program
Accounting Entries

Acct Description

Solar Loan Accounting

1

To record the issuance of the loan.
124 Other Investments - Solar Loan Il
131 Cash

Monthly accrual of interest income on the loan at contract rate.
171 Interest Receivable - Solar Loans
419 Interest and Dividend Income

Monthly accrual of interest differential on Residential Loans.
182.3 Solar Loan Il Regulatory Asset - Loan Costs
419 Interest and Dividend Income

To record the receipt of the SRECs at higher of the floor value or the
current market value.

174 Solar Renewable Energy Certificates Asset
171 Interest Receivable - Solar Loans
124 Other Investments - Solar Loan Il

To defer the loss if SREC is worth less than the floor value in 3 above.
182.3 Solar Loan Il Regulatory Asset - Loan Costs
174 Solar Renewable Energy Certificates Asset

To record the receipt of cash in lieu of SRECs.

131 Cash
171 Interest Receivable - Solar Loans
124 Other Investments - Solar Loan Il

To defer the expense associated with loan defaults offset by any collateral.

131 Cash (if any)
182.3 Solar Loan Il Regulatory Asset - Loan Costs
124 Other Investments - Solar Loan I

To record the optional purchase of SRECs. (call option.)
174 Solar Renewable Energy Certificates Asset
131 Cash

To defer the gain or loss when the SRECs are sold. If sold at a gain:
131 Cash
182.3 Solar Loan Il Regulatory Asset - Loan Costs

174 Solar Renewable Energy Certificates Asset
If sold at a loss:
131 Cash

182.3 Solar Loan Il Regulatory Asset - Loan Costs
174 Solar Renewable Energy Certificates Asset

Schedule DMF-2
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Debit Credit
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PSE&G Solar Loan Il Program
Accounting Entries
Entry Acct Description Debit Credit
10 To record non-current portion of Notes Receivable (for reporting purposes only).
141 Current Note Receivable For Solar Program XXX
124 Other Investments - Solar Loan Il XXX
Accounting for Program Costs
To capitalize the program communications equipment.
1 384 Communications Equipment XXX
131 Cash (payroll, outside services, M&S) XXX
2 To depreciate the communications equipment over 10 years.
403 Depreciation Expense XXX
108 Accumulated Depreciation XXX
3 Torecord the administrative costs of the Solar program net of application fees.
908 Customer Assistance Expenses XXX
131 Cash (payroll, outside services, M&S) XXX
4  To accrue the carrying cost on the net outstanding investment in the program.
182.3 Solar Loan Il Regulatory Asset - Loan Costs XXX
431 Interest Expense XXX
419 Interest and Dividend Income XXX
Accounting for Program Cost Recovery
1 To record the monthly RRC revenues.
142 Customer Accounts Receivable XXX
400 Electric Operating Revenues XXX
2 To record monthly over-under collection through the RRC.
If under collected:
182.3 Solar Loan Il Regulatory Asset - Loan Costs XXX
908 Customer Assistance Expenses XXX
If over collected:
182.3 Solar Loan Il Regulatory Asset - Loan Costs XXX
908 Customer Assistance Expenses XXX
3 To record the monthly carrying cost on over-under collection of the Progam
deferred costs.
If under collected:
182.3 Solar Loan Il Regulatory Asset - Loan Costs XXX
431 Interest Expense XXX
419 Interest and Dividend Income XXX
If over collected:
426.5  other Deductions XXX
431 Interest Expense XXX

182.3 Solar Loan Il Regulatory Asset - Loan Costs XXX



Public Service Electric and Gas Company Schedule DMF-3

Page 1 of 3
Balance Sheet
Dec.31, 2006 Dec.31, 2007 Dec.31, 2008
(THOUSANDS)
Assets and Other Debits
Utility Plant
Electric Utility Plant
101 Electric Utility Plant in Service 6,707,986 7,085,555 7,483,415
103 Electric Experimental Plant Unclassified 0 0 0
105 Electric Utility Plant Held for Future Use 26,376 8,165 8,474
107 Electric Construction Work in Progress 57,049 24,684 88,205
Total Electric Utility Plant 6,791,411 7,118,404 7,580,094
Gas Utility Plant
101 Gas Utility Plant in Service 4,167,457 4,322,406 4,525,896
103 Gas Experimental Plant Unclassified 0 0 0
105 Gas Utility Plant Held for Future Use 0 0 0
107 Gas Construction Work in Progress 509 1,601 6,141
Total Gas Utility Plant 4,167,966 4,324,007 4,532,037
Common Utility Plant
101 Common Utility Plant in Service 160,152 82,327 85,076
107 Common Construction Work in Progress 0 27,521 81,539
Total Common Utility Plant 160,152 109,848 166,615
Total Utility Plant 11,119,529 11,552,259 12,278,746
Accumulated Provisions for Depreciation and Amortization
Electric Utility Plant
108 & 111 Electric Utility Plant in Service (2,261,775) (2,374,881) (2,509,962)
Gas Utility Plant
108 & 111 Gas Utility Plant in Service (1,739,553) (1,788,393) (1,853,355)
Common Utility Plant
108 & 111 Common Utility Plant in Service (128,968) (54,808) (51,454)
Total Accumulated Provisions for
Depreciation and Amortization
of Utility Plant (4,130,296) (4,218,082) (4,414.771)
Net Utility Plant Excluding Nuclear Fuel 6,989,233 7,334,177 7,863,975
Nuclear Fuel
120.1 In Process 0 0 0
120.2 Materials and Assemblies Stock 0 0 0
120.3  In Reactor 0 0 0
120.4 Spent 0 0 0
Accumulated Provisions for Amortization
120.5 Nuclear Fuel 0 0 0
Net Nuclear Fuel 0 0 0
Net Utility Plant 6,989,233 7,334,177 7,863,975



Page 2 of 3
Balance Sheet
Dec.31, 2006 Dec.31, 2007 Dec.31, 2008
(THOUSANDS)
Assets and Other Debits (Continued)
Other Property and Investments
121 Nonutility Property 2,857 2,857 2,857
122 Accumulated Provision for Depreciation
and Amortization of Nonutility Property (330) (357) (384)
123.1 Investment in Subsidiary Companies 55,679 56,726 56,572
124 Other Investments 141,587 145,984 150,867
125-8 Special Funds 53,293 57,103 46,187
Total Other Property and Investments 253,087 262,313 256,099
Current and Accrued Assets
131 Cash 26,691 29,475 47,284
132-4 Special Deposits 279 178 194
135 Working Funds 0 0 0
136 Temporary Cash Investments 0 0 40,300
141-3 Notes and Accounts Receivable 850,070 1,039,546 972,497
144 Accumulated Provision for Uncollectible
Accounts - Credit (46,404) (44,985) (65,390)
145-6 Receivables from Associated Companies 98,866 85,410 112,569
151-5 Materials and Supplies (incl. 163) 49,604 53,277 60,932
158 Allowances 0 0 0
164 Gas Stored Underground - Current 0 0 0
165 Prepayments 14,009 57,170 44,621
171 Interest and Dividends Receivable 220 4,561 34,262
172 Rents Receivable 1,542 529 2,019
173 Accrued Utility Revenues 327,755 353,031 454,286
174 Miscellaneous Current and Accrued
176 (Less) Long-Term Debt Portion of Derivative Instrument 2,430 842 556
Derivitive Instrument Assests-Hedges
Total Current and Accrued Assets 1,325,061 1,579,034 1,704,130
Deferred Debits
181 Unamortized Debt Expense 20,627 21,930 16,511
182 Unrec'd PIt and Reg Costs and Other Reg Assets 3,936,719 3,577,221 4,897,986
183 Preliminary Survey and Investigation Charges 0 76 383
184 Clearing Accounts 0 0 0
185 Temporary Facilities 0 0 0
186 Miscellaneous Deferred Debits 25,870 20,707 19,019
188 Research and Development Expenditures 0 0 0
189 Unamortized Loss on Reacquired Debt 84,689 79,689 112,096
190 Accumulated Deferred Income Taxes 467,102 477,592 494,714
Total Deferred Debits 4,535,007 4,177,215 5,540,709
Total Assets and Other Debits $13,102,387 $13,352,739 $15,364,913

Public Service Electric and Gas Company

Schedule DMF-3




Public Service Electric and Gas Company

Schedule DMF-3

Liabilities and Other Credits

Proprietary Capital

201
204
207
208
210

211
215
216
219

Common Stock Issued

Preferred Stock Issued

Premium on Capital Stock

Donations from Stockholders

Gain on Resale or Cancellation of
Reacquired Capital Stock

Miscellaneous Paid-In Capital

Appropriated Retained Earnings

Unappropriated Retained Earnings

Other Comprehensive Income

Total Proprietary Capital

Long-Term Debt

221
223
225
226

Bonds

Advances from Assoc. Co.

Unamortized Premium on Long-Term Debt
Unamortized Discount on Long-Term Debt
Total Long-Term Debt

Other Non-Current Liabilities
227-9 Other Non-current Liabilities

230

Long-Term Portion of Derivitive Instrument
Liabilities-Hedges

Asset Retirement Obligation

Total Other Non-Current Liabilities

Current and Accrued Liabilities

231
232

Notes Payable
Accounts Payable

233-4 Payables to Associated Companies

235
236
237
238
239
241
242
243
245

Customer Deposits
Taxes Accrued

Interest Accrued
Dividends Declared
Matured Long-Term Debt
Tax Collections Payable

Miscellaneous Current and Accrued Liabilities

Obligations Under Capital leases

Derivative Instrument Liabilities - Hedges

Long-Term Portion of Derivitive Instrument
Liabilities-Hedges

Total Current and Accrued Liabilities

Deferred Credits

252
253
254

255 Accumulated Deferred Investment Tax Credits

Customer Advances for Construction
Other Deferred Credits
Other Regulatory Liabilities

281-3 Accumulated Deferred Income Taxes

Total Deferred Credits
Total Liabilities and Other Credits

Page 3 of 3
Balance Sheet
Dec.31, 2006 Dec.31, 2007 Dec.31, 2008
(THOUSANDS)

892,260 892,260 892,260
79,523 79,523 79,523
132 132 132
1,155,937 1,155,937 1,155,937
0 0 0

0 0 0

0 0 0
1,064,553 1,239,624 1,599,212
852 2,499 1,942
3,193,258 3,369,975 3,729,006
3,120,168 3,357,231 3,530,726
0 0 0

2,989 2,805

(7,493) (7,519) (7,020)
3,115,664 3,352,517 3,523,706
1,055,469 920,685 1,472,423
16,574 35,245 52,996
220,825 231,269 240,556
1,292,868 1,187,199 1,765,975
30,514 64,858 19,478
100,932 131,479 135,747
707,124 615,594 868,293
56,319 71,830 84,179
3,867 29,349 2,934
49,790 68,294 66,077

0 0 5

0 0 0

2,653 1,018 605
457,253 483,986 499,954
0 0 0

20,491 53,447 70,272
(16,574) (35,245) (52,996)
1,412,369 1,484,610 1,694,548
11,412 10,086 9,697
507,673 656,451 1,329,749
616,852 391,213 329,413
44,405 41,427 38,957
2,907,886 2,859,261 2,943,862
4,088,229 3,958,438 4,651,678
$13,102,387 $13,352,739 $15,364,913



Public Service Electric and Gas Company

Electric Income Account

Utility Operating Income
400 Electric Operating Revenues

Electric Operating Expenses:
401 Operation Expense
402 Maintenance Expense
403 Depreciation Expense
404 Amortization of Limited Term Plant
407 Amortization of Property Losses
408.1 Taxes Other Than Income Taxes
409.1 Income Taxes - Federal
410.1 Provision for Deferred Income Taxes
411.1 Provision for Deferred Income Taxes - Credit
411.103 Accretion Expense-Electric
411.4 Investment Tax Credit Adjustments (Net)
Total Electric Utility Operating Expenses

Electric Utility Operating Income

* Electric Distribution only

Schedule DMF-4

Year 2006 * Year 2007 * Year 2008 *
(Thousands)

(4,325,457) (5,005,403) (5,446,903)
3,441,161 4,059,607 4,531,567
115,211 105,329 99,518
139,534 143,904 148,545
10,324 4,320 1,279
154,714 153,999 144,223
113,606 116,129 114,760
195,287 170,170 127,673
(12,180) 94,993 89,454
(104,823) (147,055) (96,748)
26 2 1
(1,067) (1,026) (954)
4,051,794 4,700,372 5,159,318
(273,663) (305,031) (287,585)




Assets and Other Debits
Utility Plant

Electric Utility Plant
101 Electric Utility Plant in Service

103 Electric Experimental Plant Unclassified
105 Electric Utility Plant Held for Future Use

107 Electric Construction Work in Progress
Total Electric Utility Plant

Gas Utility Plant
101 Gas Utility Plant in Service
103 Gas Experimental Plant Unclassified
105 Gas Utility Plant Held for Future Use
107 Gas Construction Work in Progress
Total Gas Utility Plant

Common Utility Plant
101 Common Utility Plant in Service

107 Common Construction Work in Progress

Total Common Utility Plant
Total Utility Plant

Public Service Electric and Gas Company

Balance Sheet

Eebruary 28, 2009
(THOUSANDS)

7,559,133
0

8,476
101,275
7,668,884

4,552,941
0

0

350
4,553,291

85,753
93,515
179,268
12,401,443

Accumulated Provisions for Depreciation and Amortization

Electric Utility Plant
108 & 111 Electric Utility Plant in Service
108.5 Electric Utility Plant Held for
Future Use
Total Electric Utility Plant

Gas Utility Plant
108 & 111 Gas Utility Plant in Service

Common Utility Plant
108 & 111 Common Utility Plant in Service

Total Accumulated Provisions for
Depreciation and Amortization

of Utility Plant

Net Utility Plant Excluding Nuclear Fuel

Nuclear Fuel
120.1 In Process
120.2 Materials and Assemblies Stock
120.3 In Reactor
120.4 Spent

Accumulated Provisions for Amortization
120.5 Nuclear Fuel
Net Nuclear Fuel
Net Utility Plant

(2,536,278)

0
(2,536,278)
(1,866,658)

(52,525)

(4,455,461)
7,945,982

[eNeNoNe)

0
0
7,945,982

Schedule DMF-5
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Public Service Electric and Gas Company

Balance Sheet

February 28, 2009

(THOUSANDS)
Assets and Other Debits (Continued)
Other Property and Investments
121 Nonutility Property 2,857
122 Accumulated Provision for Depreciation
and Amortization of Nonutility Property (388)
123  Investment in Associated Companies 33,948
123.1 Investment in Subsidiary Companies 22,441
124 Other Investments 153,642
125-8 Special Funds 46,987
Total Other Property and Investments 259,487
Current and Accrued Assets
131 Cash 35,162
132-4 Special Deposits 1
135 Working Funds
136 Temporary Cash Investments 11,500
141-3 Notes and Accounts Receivable 1,081,368
144  Accumulated Provision for Uncollectible
Accounts - Credit (70,381)
145-6 Receivables from Associated Companies 81,088
151-5 Materials and Supplies (incl. 163) 62,869
158 Allowances 0
164 Gas Stored Underground - Current 0
165 Prepayments 18,387
171 Interest and Dividends Receivable 34,989
172 Rents Receivable 3,568
173 Accrued Utility Revenues 556,239
174 Miscellaneous Current and Accrued
176 (Less) Long-Term Debt Portion of Derivative Instrument
Derivitive Instrument Assests-Hedges 515
Total Current and Accrued Assets 1,815,305
Deferred Debits
181 Unamortized Debt Expense 16,147
182 Unrec'd Plt and Reg Costs and Other Reg Assets 4,847,429
183 Preliminary Survey and Investigation Charges 434
184 Clearing Accounts 0
185 Temporary Facilities
186 Miscellaneous Deferred Debits 17,921
188 Research and Development Expenditures
189 Unamortized Loss on Reacquired Debt 110,866
190 Accumulated Deferred Income Taxes 537,895
Total Deferred Debits 5,530,692

Total Assets and Other Debits

$15,551,466

Schedule DMF-5
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Public Service Electric and Gas Company

Balance Sheet

February 28, 2009

(THOUSANDS)
Liabilities and Other Credits
Proprietary Capital
201 Common Stock Issued (892,260)
204 Preferred Stock Issued (79,523)
207 Premium on Capital Stock (132)
208 Donations from Stockholders (1,155,937)
210 Gain on Resale or Cancellation of
Reacquired Capital Stock
211 Miscellaneous Paid-In Capital
215 Appropriated Retained Earnings
216 Unappropriated Retained Earnings (1,695,779)
219 Other Comprehensive Income (2,414)
Total Proprietary Capital (3,826,046)
Long-Term Debt
221 Bonds (3,530,726)
223 Advances from Assoc. Co.
225 Unamortized Premium on Long-Term Debt
226 Unamortized Discount on Long-Term Debt 6,911
Total Long-Term Debt (3,523,815)
Other Non-Current Liabilities
227-9 Other Non-current Liabilities (1,414,426)
Long-Term Portion of Derivitive Instrument
Liabilities-Hedges (40,938)
230 Asset Retirement Obligation (242,882)
Total Other Non-Current Liabilities (1,698,246)
Current and Accrued Liabilities
231 Notes Payable (19,993)
232 Accounts Payable (306,332)
233-4 Payables to Associated Companies (891,130)
235 Customer Deposits (86,912)
236 Taxes Accrued (36,742)
237 Interest Accrued (69,708)
238 Dividends Declared (997)
239 Matured Long-Term Debt 0
241 Tax Collections Payable (65,993)
242 Miscellaneous Current and Accrued Liabilities (306,576)
243 Obligations Under Capital leases
245 Derivative Instrument Liabilities - Hedges (60,233)
Long-Term Portion of Derivitive Instrument
Liabilities-Hedges 40,938
Total Current and Accrued Liabilities (1,803,678)
Deferred Credits
252 Customer Advances for Construction (9,375)
253 Other Deferred Credits (1,335,069)
254  Other Regulatory Liabilities (366,381)
255 Accumulated Deferred Investment Tax Credits (38,487)
281-3 Accumulated Deferred Income Taxes (2,950,369)
Total Deferred Credits (4,699,681)

Total Liabilities and Other Credits

($15,551,466)

Schedule DMF-5
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Schedule DMF-6

Page 1 of 2
PUBLIC SERVICE ELECTRIC AND GAS COMPANY
ELECTRIC REVENUE BY CLASS OF BUSINESS
12 MONTHS ENDING DECEMBER 31, 2008
(Thousands)
Residential $2,084,966
Commercial 2,613,166
Industrial 310,672
Public Street & Highway Lighting 74,885
Interdepartmental Revenues 1,918
Sales for Resale 345,391
Forfeited Discounts 4,837
Miscellaneous Service Revenues 1,859
Rent from Electric Property 3,705
Other Electric Revenues 5,504

Total Revenue from Electric Distribution Sales

5,446,903
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Page 2 of 2
PUBLIC SERVICE ELECTRIC AND GAS COMPANY
GAS REVENUE BY CLASS OF BUSINESS
12 MONTHS ENDING DECEMBER 31, 2008
(Thousands)

Residential $1,971,671
Commercial 835,161
Industrial 117,438
Street & Yard Light Service 1,054
Cogeneration 179,454
Interdepartmental Revenues 1,157
Forfeited Discounts 853
Miscellaneous Service Revenues 33,889
Other Gas Revenues 3,860

Total Revenue from Gas Distribution Sales

$3,144,537
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Public Service Electric & Gas Company
Total Utility Payments or Accruals to Affiliates

($ THOUSANDS) Net Billing

2008 2007 2006
PSEG Services $544,565 $477,726 $433,544
PSEG Power $3,752,880 $3,344,032 $2,758,103
PSEG Energy Holdings -$574 -$342 -$359
PSEG Enterprise -$40,578 -$51,746 -$63,597

Total Payments to Affiliates $ 4,256,293 $3,769,670 $ 3,127,691
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IN THE MATTER OF THE PETITION OF
PUBLIC SERVICE ELECTRIC AND GAS
COMPANY FOR APPROVAL OF A SOLAR
LOAN Il PROGRAM AND AN
ASSOCIATED COST RECOVERY MECHANISM

MIMIMUM FILING REQUIREMENTS
FOR PETITIONS UNDER N.J.S.A. 48:3-98.1

LOCATION
IN FILING

l. General Filing Re

guirements

The utility shall provide with all filings, information and data pertaining
to the specific program proposed, as set forth in applicable sections of
N.J.A.C. 14:1-5.11 and N.J.A.C. 14:1-5.12.

Information and data pertaining to the specific program
proposed, as set forth in the applicable sections of N.J.A.C.
14:1-5.11 and N.J.A.C. 14:1-5.12, is included in the
schedules to the Testimony of Stephen Swetz (Attachment
B to the Petition) and Testimony of Daniel M. Furlong
(Attachment D to the Petition). Other information required
by these regulations will be provided in Attachments E, F, G
and H.

All filings shall contain information and financial statements for the
proposed program in accordance with the applicable Uniform System
of Accounts that is set forth in N.J.A.C. 14:1-5.12. The utility shall
provide the Accounts and Account numbers that will be utilized in
booking the revenues, costs, expenses and assets pertaining to each
proposed program so that they can be properly separated and
allocated from other regulated and/or other programs.

Attachment D (Testimony and Schedules of Daniel M.
Furlong).

The utility shall provide supporting explanations, assumptions,
calculations, and work papers for each proposed program and cost
recovery mechanism petition filed under N.J.S.A. 48:3-98.1 and for all
gualitative and quantitative analyses therein. The utility shall provide
electronic copies of all materials and supporting schedules, with all
inputs and formulae intact.

PSE&G provides such data in its Petition, Attachment A
(Testimony of Alfredo Z. Matos), Attachment B (Testimony
of Stephen Swetz) and their supporting schedules and work
papers. PSE&G is providing copies of its Petition,
supporting schedules and work papers in both hard copy
and electronic format, where applicable.

The utility shall file testimony supporting its petition.

Please refer to the testimony filed in support of PSE&G’s
Petition.

For any small scale or pilot program, the utility shall only be subject to
the requirements in this Section and Sections I, Ill, and IV. The utility

This filing qualifies as a small scale program based upon the
projected rate impacts; however, PSE&G is providing the
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IN THE MATTER OF THE PETITION OF
PUBLIC SERVICE ELECTRIC AND GAS
COMPANY FOR APPROVAL OF A SOLAR
LOAN Il PROGRAM AND AN
ASSOCIATED COST RECOVERY MECHANISM

MIMIMUM FILING REQUIREMENTS
FOR PETITIONS UNDER N.J.S.A. 48:3-98.1

LOCATION
IN FILING

shall, however, provide its estimate of costs and a list of data it intends
to collect in a subsequent review of the benefits of the program.
Information in Section V may be required for pilot and small programs
if such programs are particularly large or complex. A “small scale”
project is defined as one that would result in either a rate increase of
less than a half of one percent of the average residential customer’s
bill or an additional annual total revenue requirement of less than $5
million. A pilot program shall be no longer than three years, but can be
extended under appropriate circumstances.

information required in the applicable parts of Section V.

If the utility is filing for an increase in rates, charges etc., or for
approval of a program which may increase rates/charges to ratepayers
in the future, the utility shall include a draft public notice with the
petition and proposed publication dates.

PSE&G will hold three (3) public hearings in its service
territory; North, Central and Southern regions; a draft public
notice will be provided as Attachment E to the Petition.

Program Description

The utility shall provide a detailed description of each proposed
program for which the utility seeks approval.

Petition, pp. 12-16; Attachment A (Matos Testimony), pp. 7-
12 and Schedule AZM-2.

The utility shall provide a detailed explanation of the differences and
similarities between each proposed program and existing and/or prior
programs offered by the New Jersey Clean Energy Program, or the
utility.

Petition, pp. 17-18; Attachment A (Matos Testimony), pp. 6-
7.

The utility shall provide a description of how the proposed program will
complement, and impact existing programs being offered by the utility
and the New Jersey Clean Energy Program with all supporting
documentation.

Petition, pp. 17-18; Attachment A (Matos Testimony), pp. 2-
7.

The utility shall provide a detailed description of how the proposed
program is consistent with and/or different from other utility programs
or pilots in place or proposed with all supporting documentation.

Petition, pp. 17-18; Attachment A (Matos Testimony), pp. 2-
7.

The utility shall provide a detailed description of how the proposed

Petition, pp. 17-18; Attachment A (Matos Testimony), pp. 2-
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program comports with New Jersey State policy as reflected in reports,

including the New Jersey Energy Master Plan, or, pending issuance of
the final Energy Master Plan, the draft Energy Master Plan, and the
greenhouse gas emissions reports to be issued by the New Jersey
Department of Environmental Protection pursuant to N.J.S.A. 26:2C-
42(b) and (c) and N.J.S.A. 26:2C-43 of the Global Warming Response
Act, N.J.S.A. 26:2C-37 et seq.

The utility shall provide the features and benefits for each proposed
program including the following:

i. the target market and customer eligibility if incentives are to be

offered;

ii. the program offering and customer incentives;

iii. the quality control method including inspection;

iv. program administration; and

v. program delivery mechanisms.

Petition, pp. 12-14; Attachment A (Matos Testimony), pp.
11-12.

The utility shall provide the criteria upon which it chose the program.

The BPU ordered PSE&G to file this Petition -- see Solar
Securitization Order, August 7, 2008, in Docket No.
EOO06100744. In addition, see Petition, pp. 8-11;
Attachment A (Matos Testimony), pp. 2-5.

The utility shall provide the estimated program costs by the following
categories: administrative (all utility costs), marketing/sales, training,
rebates/incentives including inspections and quality control, program
implementation (all contract costs) and evaluation and other.

Attachment B (Swetz Testimony), pp. 2-4 and (Schedules
SS-2 through SS-4); Workpaper WP_AZM 1.xls.

The utility shall provide the extent to which the utility intends to utilize
employees, contractors or both to deliver the program and, to the
extent applicable, the criteria the utility will use for contractor selection.

Attachment A (Matos Testimony), pp. 12-13.

In the event the program contemplates an agreement between the
utility and its contractors and/or the utility and its ratepayers, copies of

Attachment A (Matos Testimony), Schedule AZM-3.
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the proposed standard contract or agreement between the ratepayer
and the utility, the contractor and the utility, and/or the contractor and
the ratepayer shall be provided.

The utility shall provide a detailed description of the process for Petition, p. 19; Attachment A (Matos testimony), pp. 15-16,
resolving any customer complaints related to these programs. and Schedule AZM-4.

The utility shall describe the program goals including number of Petition, pp. 12-14 and Attachment A (Matos testimony), pp.
participants on an annual basis and the energy savings, renewable 6-8 and 10-12.

energy generation and resource savings, both projected annually and
over the life of the measures.

. Marketing — The utility shall provide the following: a description of Attachment A (Matos testimony), pp. 12-13.
where and how the proposed program/project will be marketed or
promoted throughout the demographic segments of the utility’s
customer base including an explanation of how prices and the service
for each proposed program/project will be conveyed to customers.
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Il. Additional Required Information

The utility shall describe whether the proposed programs will generate | The BPU ordered PSE&G to file this Petition — see Solar
incremental activity in the energy efficiency/conservation/renewable Securitization Order, August 7, 2008, in Docket No.
energy marketplace and what, if any, impact on competition may be EO06100744. See also, Attachment A, pp. 13-14.
created, including any impact on employment, economic development
and the development of new business with all supporting
documentation. This shall include a breakdown of the impact on the
employment within this marketplace as follows: marketing/sales,
training, program implementation, installation, equipment,
manufacturing and evaluation and other applicable markets. With
respect to the impact on competition the analysis should include the
competition between utilities and other entities already currently
delivering the service in the market or new markets that may be

created.
The utility shall provide a description of any known market barriers that | The BPU ordered PSE&G to file this Petition — see Solar
may impact the program and address the potential impact on such Securitization Order, August 7, 2008, in Docket No.

known market barriers for each proposed program with all supporting EO06100744. See also, Attachment A, pp. 13-14.
documentation. This analysis shall include barriers across the various
markets including residential (both single and multi-family), commercial
and industrial (both privately owned and leased buildings), as well as
between small, medium and large commercial and industrial markets.
This should include both new development and retrofit or replacement
upgrades across the market sectors.

The utility shall provide a qualitative/quantitative description of any Petition, p. 17 and Attachment A (Matos testimony), p. 7.
anticipated environmental benefits associated with the proposed
program and a quantitative estimate of such benefits for the program
overall and for each participant in the program with all supporting
documentation. This shall include an estimate of the energy saved in
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kWh and/or therms and the avoided air emissions, wastewater
discharges, waste generation and water use or other saved or avoided
resources.

To the extent known, the utility shall identify whether there are similar
programs available in the existing marketplace and provide supporting
documentation if applicable. This shall include those programs that
provide other societal benefits to other under-served markets. This
should include an analysis of the services already provided in the
market place, and the level of competition.

The BPU ordered PSE&G to file this Petition — see Solar
Securitization Order, August 7, 2008, in Docket No.
EO06100744. See also, Petition, pp. 17-18, and
Attachment A (Matos testimony), pp. 5-7.

The utility shall provide an analysis of the benefits or impacts in regard
to Smart Growth.

The BPU ordered PSE&G to file this Petition — see Solar
Securitization Order, August 7, 2008, in Docket No.
EOO06100744. PSE&G does not believe this program will
have a significant impact in regard to Smart Growth.

The utility shall propose the method for treatment of Renewable
Energy Certificates (“REC") including solar RECs or any other
certificate developed by the Board of Public Utilities, including
Greenhouse Gas Emissions Portfolio and Energy Efficiency Portfolio
Standards including ownership, and use of the certificate revenue
stream(s).

The BPU ordered PSE&G to file this Petition — see Solar
Securitization Order, August 7, 2008, in Docket No.
EO06100744. See also, Petition, pp. 2; 9-11; 17-18, and
Attachment A (Matos testimony), pp. 2-10 and Schedule
AZM-2.

The utility shall propose the method for treatment of any air emission
credits and offsets, including Regional Greenhouse Gas Initiative
carbon dioxide allowances and offsets including ownership, and use of
the certificate revenue stream(s).

Petition, p. 17.

The utility shall analyze the proposed quantity and expected prices for
any REC, solar REC, air emission credits, offsets or allowances or
other certificates to the extent possible.

The BPU ordered PSE&G to file this Petition — see Solar
Securitization Order, August 7, 2008, in Docket No.
EOO06100744. See also, Attachment B (Swetz testimony)
Schedules SS-2 through SS-3 and workpapers.

V. Cost Recovery Mechanism
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The utility shall provide appropriate financial data for the proposed
program, including estimated revenues, expenses and capitalized
investments, for each of the first three years of operations and at the
beginning and end of each year of said three-year period. The utility
shall include pro forma income statements for the proposed program,
for each of the first three years of operations and actual or estimated
balance sheets as at the beginning and end of each years of said three
year period.

PSE&G provides appropriate financial data for the proposed
program in the Testimony and Schedules of Mr. Swetz
(Attachment B) and the Testimony and Schedules of Mr.
Furlong (Attachment D). The specified pro forma income
statements and balance sheets will be provided in Schedule
SS-6.

The utility shall provide detailed spreadsheets of the accounting
treatment of the cost recovery including describing how costs will be
amortized, which accounts will be debited or credited each month, and
how the costs will flow through the proposed method of recovery of
program costs.

Attachment B (Swetz testimony), Schedules SS-2 — SS-4
and workpapers; and Attachment D (Furlong Testimony),
including Schedule DMF-2.

The utility shall provide a detailed explanation, with all supporting
documentation, of the recovery mechanism it proposes to utilize for
cost recovery of the proposed program, including proposed recovery
through the Societal Benefits Charge, a separate clause established
for these programs, base rate revenue requirements, government
funding reimbursement, retail margin, and/or other.

Petition, pp. 19-21 and Attachment B (Swetz testimony and
schedules).

The utility’s petition for approval, including proposed tariff sheets and
other required information, shall be verified as to its accuracy and shall
be accompanied by a certification of service demonstrating that the
petition was served on the Department of the Public Advocate, Division
of Rate Counsel simultaneous to its submission to the Board.

PSE&G's Petition is verified as to its accuracy, and PSE&G
will serve a copy of the filing on the Department of Public
Advocate, Division of Rate Counsel.

The utility shall provide an annual rate impact summary by year for the
proposed program, and an annual cumulative rate impact summary for
all approved and proposed programs showing the impact of individual
programs as well as the cumulative impact of all programs upon each

Attachment B (Swetz testimony and schedules) and
Attachments E, F, and G to the Petition (to be provided).
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customer class of implementing each program and all approved and
proposed programs based upon a revenue requirement analysis that
identifies all estimated program costs and revenues for each proposed
program on an annual basis. The utility shall also provide an annual
bill impact summary by year for each program, and an annual
cumulative bill impact summary by year for all approved and proposed
programs showing bill impacts on a typical customer for each class.

The utility shall provide, with supporting documentation, a detailed Attachment B, Schedules SS-2 to SS-3 and workpapers.
breakdown of the total costs for the proposed program, identified by
cost segment (capitalized costs, operating expense, administrative
expense, etc.). This shall also include a detailed analysis and
breakdown and separation of the embedded and incremental costs
that will be incurred to provide the services under the proposed
program with all supporting documentation.

The utility shall provide a detailed revenue requirement analysis that Attachment B, Schedules SS-2 to SS-6 and workpapers.
clearly identifies all estimated program costs and revenues for the
proposed program on an annual basis, including effects upon rate
base and pro forma income calculations.

The utility shall provide, with supporting documentation: (i) a Attachment C (Testimony and Schedules of Mark G.
calculation of its current capital structure as well as its calculation of Kahrer).

the capital structure approved by the Board in its most recent electric
and/or gas base rate cases, and (ii) a statement as to its allowed
overall rate of return approved by the Board in its most recent electric
and/or gas base rate cases.

If the utility is seeking carrying costs for a proposed program, the filing | Attachment C (Testimony and Schedules of Mark G.

shall include a description of the methodology, capital structure, and Kahrer).
capital cost rates used by the utility.
A utility seeking incentives or rate mechanism that decouples utility Not applicable.
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revenues from sales, shall provide all supporting justification, and
rationale for incentives, along with supporting documentation,
assumptions and calculations.

V. Cost/Benefit Analysis

The utility shall provide a detailed analysis with supporting Waiver requested. See parts (c) and (d) below.
documentation of the net benefits associated with the proposed
program, including, if appropriate, a comprehensive and detailed
avoided cost savings study with supporting documentation. The value
of the avoided environmental impacts and the environmental benefits
and the value of any avoided or deferred energy infrastructure should
be stated separately.

The utility shall calculate a cost/benefit analysis utilizing the Total Waiver requested. See parts (c) and (d) below.
Resource Cost (“TRC”) test that assesses all program costs and
benefits from a societal perspective. The utility may also provide any
cost benefit analysis that it believes appropriate with supporting
rationales and documentation.

The utility shall quantify all direct and indirect benefits as well as Not applicable. Renewable energy programs are not
provide projected costs resulting from a proposed program that is subject to a cost/benefit test. See part V(d) below.
subject to a cost/benefit test.

Renewable energy programs shall not be subject to a cost/benefit test | Refer to part (c) above. See also Attachment A (Matos
but the utility must quantify all direct and indirect benefits resulting from | testimony), pp. 2-7 and Workpaper WP_AZM 1.xIs;
such a proposed program as well as provide the projected costs. The | Attachment B, Schedules SS-2 — SS-3 and workpapers;
utility must also demonstrate how such a proposed program will
support energy and environmental statewide planning objectives, such
as attainment of the Renewable Portfolio Standard and any emission
requirements.

The utility must demonstrate for the proposed program that it results in | Not applicable.
a positive benefit/cost ratio, or, if the utility cannot make such a
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demonstration, it must provide the rationale for why the proposed
program should be approved.

The level of energy and capacity savings utilized in these calculations | Not applicable.
shall be based upon the most recent protocols approved by the Board
of Public Utilities to measure energy savings for the New Jersey Clean
Energy Program. In the event no such protocols exist, or to the extent
that a protocol does not exist for a filed program, the utility must submit
a measurement protocol for the program or contemplated measure for
approval by the Board.

The utility shall also quantify and deduct from the energy and capacity | Not applicable.
savings any free rider effects and the business as usual benefits from
homeowners and businesses installing Energy Efficiency or
Renewable Energy without the N.J.S.A. 48:3-98.1 benefits or
incentives.

10
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	2009-03-31 - Attach A - Matos Sch AMZ-3 Security Agreement Residential.pdf
	Section 1.01 Definitions.  As used in this Agreement, the following terms shall have the following meanings:
	Section 1.02 Interpretation.  For purposes of this Agreement the singular includes the plural and the plural the singular; words denoting one gender include the other; the words "including", "includes" and "include" shall be deemed to be followed by the words "without limitation"; references to agreements and other contractual instruments shall be deemed to include all subsequent amendments, revisions and other modifications; and references to persons include their permitted successors and assigns.
	Section 2.01 Security Interest.  As security for the full payment and performance of the Obligations, Grantor assigns, pledges and grants to Secured Party, and Secured Party’s successors and assigns, a first priority security interest, lien and pledge in and to all of Grantor’s right, title and interest in and to all those assets and properties listed below (collectively, the "Security Interest"):
	 (g)  all products, additions, substitutions and Proceeds of any of the property described above, including all cash and credit balances, all payments under any indemnity, warranty or guaranty with respect to any such property, all awards for taking by eminent domain, all proceeds of fire, theft or other insurance, including all refunds of unearned premiums in connection with any cancellation, adjustment or termination of any insurance policy or policies, all proceeds obtained as a result of any legal action or proceeding related of the property described above, and claims by Grantor against third parties for loss or damage to, or destruction of, any of such property.
	 The property described or referred to in subsections (a) through (g) above, is collectively referred to as the "Collateral."
	Section 2.02  Financing Statements.   Secured Party is authorized to file financing statements, continuation statements, fixture filings and/or any other documents required to perfect, confirm, continue, enforce or protect the Security Interest of Secured Party, with or without the signature of Grantor, naming Grantor as "debtor" and Secured Party as "secured party" on each document.
	Section 2.03 Further Assurances of Grantor.  Grantor, at his/her sole cost, shall execute, acknowledge, deliver and file any such further consents, instruments, certificates and documents and to take any actions as Secured Party may reasonably request in order to perfect, preserve and protect the Security Interest.
	Section 2.04 Intentionally Omitted.
	Section 2.05 Security Interest Absolute.  The Security Interest and all rights of Secured Party under this Agreement, and all obligations of Grantor under this Agreement, shall be absolute and unconditional without regard to: (a) any change in the time, manner or place of payment of the Obligations, including any amendment or waiver of, or consent to, any departure from the terms governing the Obligations; (b) any exchange, release or non-perfection of any Collateral, including any release or amendment or waiver of, or consent to, or departure from any guaranty, for the Obligations; or (c) any other circumstance that might otherwise allow Grantor to discharge Grantor’s duties in respect of the Obligations or in respect of this Agreement.
	ARTICLE IIIGRANTOR’S REPRESENTATIONS,
	Section 3.01 Representations, Warranties and Covenants.  Grantor represents, warrants and covenants, on behalf of itself and the Collateral pledged to Secured Party, for so long as any Obligations remain outstanding, that:
	  (a) Title and Authority.  Grantor has rights in and good title to the Collateral and has full power and authority to grant the Security Interest to Secured Party and to perform his/her obligations under this Agreement without the consent or approval of any other Person other than any consent or approval that has been obtained.
	(b) Filings.  Financing statements containing a description of the Collateral have been delivered to Secured Party for filing in each governmental or other office in every jurisdiction in which such a filing is required in order to perfect or establish a valid and legal security interest in the Collateral in favor of Secured Party.
	(c) Validity of Security Interest.  The Security Interest granted by Grantor constitutes a valid, legal and, upon the filing of the financing statements referred to in paragraph (b), above, a first priority perfected security interest in all the Collateral granted by Grantor for payment and performance of the Obligations, and the Collateral granted by Grantor is not subject to any Liens other than Permitted Encumbrances.
	(d) Absence of Other Liens.  Grantor has neither filed nor had filed against it any financing statement under the Code, or its equivalent in any other jurisdiction, regarding any portion of the Collateral, except for the Permitted Encumbrances and the Security Interest granted in this Agreement.

	Section 3.02 Inspection and Verification.  Secured Party and its agents have the right to inspect all Books and Records in Grantor’s possession which relate to the Loan, the Project, or the Collateral, and to make copies from them.  Secured Party must give Grantor reasonable notice of its desire to conduct such an inspection.
	Section 3.03 Protection of Security Interest.  Grantor shall, at his/her sole expense:  (a) take all actions necessary to defend his/her title, right and interest in the Collateral against all Persons and, further, to defend the Security Interest of Secured Party in the Collateral and the priority of the Security Interest against any Lien that is not a Permitted Encumbrance; (b) advise Secured Party promptly, in reasonable detail, of any Lien made or asserted against any of the Collateral and (c) advise Secured Party of the occurrence of any event that may have a negative effect on the value of the Collateral and/or on the Security Interest.
	Section 3.04 Use and Disposition of Collateral.  Grantor shall neither make nor allow another to make any assignment, pledge or hypothecation of the Collateral or grant any other security interest in the Collateral other than as permitted in this Agreement.

	ARTICLE IVEVENTS OF DEFAULT
	Section 4.01 Events of Default.  An "Event of Default" shall exist under this Security Agreement at any time that:  
	 (a) any representation or warranty by Grantor contained in this Agreement is not materially true and correct; 
	 (b) Grantor breaches his/her obligation to perform any material covenant or agreement in this Agreement; 
	 (c)  an order, judgment or decree for the payment of money which would have a material and adverse effect on the Collateral or the financial condition of Grantor is entered against Grantor, if such order, judgment or decree is not satisfied and remains in effect for twenty (20) consecutive calendar days without being vacated, discharged, satisfied or stayed or bonded pending appeal; 
	 (d) any lien or encumbrance, other than any Permitted Encumbrances or the Security Interest, shall attach to the Collateral; 
	 (e) Secured Party’s liens or security interests in any of the Collateral becomes unenforceable; and/or 
	Section 4.02 Cure Rights; Remedies upon Event of Default.   (a)  Secured Party shall provide Grantor with written notice of an Event of Default arising under the Security Agreement, provided, however, that Grantor shall be entitled to only one opportunity to cure an Event of Default arising under more than one Loan Document.  Following receipt of such notice, Grantor shall have: (i) a two-Business-Day period within which to fully cure any Event of Default involving the payment of money; and (ii) a thirty-day period within which either to cure any Event of Default not involving the payment of money or, if the Event of Default does not involve the payment of money and cannot be fully cured within the thirty-day period, to institute corrective action satisfactory to Secured Party and to pursue such corrective action diligently, provided, however, that the thirty-day cure period shall not be made available to Grantor if Secured Party determines, in its sole discretion, that Secured Party’s rights with respect to Grantor and/or Collateral could be materially adversely affected.  
	(b) Upon the occurrence and during the continuance of an Event of Default, Grantor agrees to deliver each item of Collateral to Secured Party on demand.  Further, the Parties agree that Secured Party shall have the right (i) to take or employ any or all the remedies set forth in Section 11.2 of the Loan Agreement, (ii) to charge, setoff and/or otherwise apply the amount of the Obligations, or any portion of the Obligations, against the amounts held by Secured Party for the benefit of Grantor; and, (iii) generally, to exercise any and all rights and remedies afforded to a secured party under the Code and/or other applicable law.
	Section 4.03 Application of Proceeds.  Secured Party shall apply any Collateral consisting of cash, SRECs, and the proceeds of any collection or sale of any other Collateral as follows:
	Section 6.01 Notices.  Notices and other communications shall be in writing and mailed or delivered to the appropriate party at the address specified in the introductory paragraph of this Agreement.
	Section 6.02 Survival of Agreement.  Any and all covenants, agreements, representations and warranties made by Grantor in this Agreement and in any other documents prepared or delivered in connection with this Agreement shall be considered to have been relied upon by Secured Party and shall survive the execution and delivery of this Agreement.
	Section 6.03 Binding Effect; Assignments.  This Agreement shall be binding upon and benefit the Parties, except, however, that Grantor shall not, without the prior written consent of Secured Party, assign or delegate any of his/her rights, duties, liabilities or obligations under this Agreement or any of his/her interest in the Collateral, or otherwise grant any option or right with respect to the Collateral except as expressly permitted under this Agreement or the Loan Agreement.
	Section 6.04 Expiration; Release.  This Agreement and the Security Interest shall expire upon Secured Party’s execution and delivery of a written termination and release.  At that time, Secured Party shall execute and deliver to Grantor, or to Grantor’s designee who shall be designated by Grantor in writing, all termination statements as provided in the Code, and any other documents prepared by Grantor, at Grantor’s sole expense, which Grantor shall reasonably request as evidence of the termination and release.
	Section 6.05 Applicable Law.  THE PARTIES AGREE THAT THIS AGREEMENT SHALL BE CONSTRUED IN STRICT ACCORDANCE WITH AND GOVERNED EXCLUSIVELY BY THE LAWS OF THE STATE OF NEW JERSEY WITHOUT REGARD TO NEW JERSEY’S CONFLICT OF LAWS PROVISIONS WHICH MAY DEFEAT THE APPLICATION OF NEW JERSEY’S SUBSTANTIVE LAWS.
	Section 6.06 No Waivers.  No failure or delay of Secured Party or Grantor in exercising any power or right that it has under this Agreement shall operate as a waiver.  No partial exercise of any right or power, or any abandonment or discontinuance of steps to enforce any right or power, shall preclude the exercise of any other right or power.  The respective rights and remedies of Secured Party and Grantor under this Agreement and the Loan Documents are cumulative and do not exclude any rights or remedies that such party would otherwise have.
	Section 6.07 Waiver of Jury Trial.  Each party waives any right it may have to a trial by jury in any litigation or other action arising in connection with this Agreement.
	Section 6.08 Severability.  The invalidity or unenforceability of any provision in this Agreement will not affect the validity or enforceability of any other provision.
	Section 6.09 Counterparts.  This Agreement may be executed in two or more counterparts, each of which shall constitute an original but all of which when taken together shall constitute one contract.
	Section 6.10 Headings.  Article and Section headings are for convenience of reference only, are not part of this Agreement, have no independent substantive meaning and are not to affect the construction of, or to be taken into consideration in interpreting, this Agreement.





