OPTION AGREEMENT

	
	This Option Agreement (the “Agreement”) is made and entered into as of this ____ day of February, 2001.

BY AND BETWEEN

	Enron North America Corp., a Delaware corporation, having a mailing address of 1400 Smith Street, Houston, Texas 77002-7361, (“Optionor”), which is the sole owner of membership interests in Kendall New Century Development LLC, a Delaware limited liability company (“Kendall”);

AND

	PSEG Fossil LLC, a Delaware Limited Liability Company with its principal place of business at 80 Park Plaza, Newark, New Jersey 07102 (“PSEG” or “Optionee” and Optionor and Optionee are sometimes individually or collectively referred to as “Party” or “Parties”).

	WHEREAS, Optionee desires to obtain from Optionor, and Optionor desires to grant to Optionee, upon the terms and conditions set forth herein, an exclusive option for Optionee to (i) complete its due diligence relative to its potential purchase of Kendall and (ii) negotiate with Optionor on the purchase and sale of all of the membership interests in Kendall;   

	NOW, THEREFORE, Optionor and Optionee, intending to be legally bound hereby, covenant and agree as follows:

1. In consideration of the sum of Three Hundred Thousand Dollars ($300,000.00) cash paid by Optionee to Optionor (the “Consideration”), Optionor hereby grants to Optionee the exclusive option (the “Option”) for a term of thirty (30) days from the date hereof (the “Term”) to (a) complete the technical and economic due diligence of Kendall and its planned power generating project (the “Project”); and (b) negotiate the terms and conditions of a mutually acceptable purchase and sale agreement providing for the purchase and sale of all of the interests in Kendall (the “Definitive Agreement”) for a mutually acceptable purchase price that is to be set forth therein (the “Purchase Price”).

2. From the date hereof until the expiration of the Term, Optionee shall have the exclusive rights to (a) complete its technical and economic due diligence of Kendall and the Project; and (b) negotiate with Optionor the terms and conditions of a mutually acceptable Definitive Agreement.

3. During the Term, Optionor shall (a) deliver to Optionee complete and accurate copies of all material documents in Optionor’s custody or control pertaining to Kendall and the Project; and (b) devote the time and attention reasonably required to negotiate the terms and conditions of a mutually acceptable agreement for the purchase and sale of all of the membership interests in Kendall (the “Definitive Agreement”).

4. Optionor represents and warrants that, to the best of its knowledge, Optionor: (a) has provided Optionee with complete and accurate copies of all material documents, except for those documents requested by Optionee in its electronic mail to Optionor on February 14, 2001, a copy of which is attached hereto as Exhibit A (the “Supplemental Request”), in Optionor’s custody or control pertaining to Kendall and the Project; (b) shall provide Optionee with both complete and accurate copies of those documents requested by Optionee in the Supplemental Request and complete and accurate responses to the questions presented by Optionee to Optionor in the Supplemental Request; and (c) shall continue to provide Optionee during the Term with (i) complete and accurate copies of any additional material documentation pertaining to Kendall and the Project that Optionor receives after the date of this Agreement; and (ii) complete and accurate responses to any additional questions presented by Optionee to Optionor after the date of this Agreement pertaining to Kendall and the Project.  The Parties further agree that Optionor’s breach of this paragraph 4 shall entitle Optionee to a refund of the Consideration and that Optionee’s remedy for such breach shall be exclusively limited to such refund of the Consideration.

5. Optionee acknowledges that prior to the date hereof Optionor has previously shared information about Kendall and the Project with other prospective purchasers and that Optionor has previously initiated the solicitation and negotiation of offers from such prospective purchasers in connection therewith (the “Prospective Purchasers”).  Notwithstanding the foregoing acknowledgement, Optionor agrees that, from the date hereof until the expiration of the Term, it (a) shall not share any further information relative to Kendall and the Project with any other Prospective Purchasers;(b) shall abstain from further solicitation of or negotiation with any Prospective Purchasers in connection therewith; and (c) shall not accept any offers from any Prospective Purchaser during the Term.   

6. If during the Term, Optionee determines that it desires to proceed with the purchase of Kendall, it shall so notify Optionor and proceed to negotiate and execute a mutually acceptable Definitive Agreement within and before the expiration of the Term.  In the event that Optionor and Optionee execute a mutually acceptable Definitive Agreement, the Consideration shall be credited against the Purchase Price.

7. If during the Term, Optionee determines it does not desire to proceed with the purchase of Kendall, Optionee shall promptly notify Optionor in writing, and this Agreement shall automatically terminate upon the earlier of the date of Optionor’s receipt of such notice or the expiration of the Term, without any further liability of either Party to the other hereunder.    

8. In the event that Optionee notifies Optionor that Optionee does not intend to proceed with said purchase, or in the event that the Term expires prior to the execution of a Definitive Agreement by and between the Parties, Optionor shall retain the full consideration paid for Optionor’s grant of this Option without further obligation to Optionee.

9. The Parties agree that this Agreement is not an offer by Optionor to enter into any agreement with respect to the sale of any of its membership interests in Kendall.  It is understood that neither Party shall have any obligation whatsoever to purchase or sell membership interests in Kendall, except pursuant to the terms of a mutually acceptable Definitive Agreement executed by both Parties.  It is further understood and agreed that neither Party shall have any obligation whatsoever to enter into any Definitive Agreement on any terms other than those acceptable to such Party in its sole discretion. 

10. This Agreement shall be governed by and construed in accordance with the substantive laws of the State of Texas without regard to its conflict of laws provisions.

11. This Agreement sets forth the entire agreement among the Parties.  This Agreement may not be amended or modified except by a written agreement signed by the Parties.

12. Under no circumstances shall any Party be liable for any consequential, indirect, incidental, special or punitive damages, losses, costs or expenses arising out of, relative to or in connection with the breach of this Agreement.  The Parties acknowledge and agree that an adequate remedy at law exists for any breach of this Agreement.  Accordingly, the Parties hereby waive any right to specific performance, injunctive relief and any other form of equitable relieve in the event of a breach of this Agreement.


IN WITNESS WHEREOF, Optionor and Optionee have caused this Agreement to be executed in counterparts, each of which shall be deemed an original but which together shall constitute one and the same instrument, as of the day and year first set forth above.



OPTIONOR:						OPTIONEE:

ENRON NORTH AMERICA CORP. 		PSEG FOSSIL LLC


By:  ______________________		By:  ______________________


Name:  ____________________		Name:  ____________________


Title:  ___________________		Title:  ___________________
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