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SECURITIES REGISTERED PURSUANT TO SECTION 12(b) OF THE ACT:

Name of Each Exchange
Registrant Title of Each Class on Which Registered
FirstEnergy Corp. Common Stock, $0.10 par value New York Stock Exchange

SECURITIES REGISTERED PURSUANT TO SECTION 12(g) OF THE ACT:

Registrant Title of Each Class
Ohio Edison Company Common Stock, no par value per share
The Cleveland Electric Illuminating Common Stock, no par value per share
Company
The Toledo Edison Company Common Stock, $5.00 par value per share
Jersey Central Power & Light Company Common Stock, $10.00 par value per
share
Metropolitan Edison Company Common Stock, no par value per share
Pennsylvania Electric Company Common Stock, $20.00 par value per
share

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.

Yes (X) No () FirstEnergy Corp.

Yes () No (X) FirstEnergy Solutions Corp., Ohio Edison Company, The Cleveland Electric
Illuminating Company, The Toledo Edison Company, Jersey Central Power &
Light Company, Metropolitan Edison Company and Pennsylvania Electric
Company

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act.

Yes (X) No () FirstEnergy Solutions Corp.

Yes () No (X) FirstEnergy Corp., Ohio Edison Company, The Cleveland Electric Illuminating
Company, The Toledo Edison Company, Jersey Central Power & Light
Company, Metropolitan Edison Company and Pennsylvania Electric Company

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was

required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.

Yes (X) No ()
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FirstEnergy Corp., Ohio Edison Company, The Cleveland Electric Illuminating
Company, The Toledo Edison Company, Jersey Central Power & Light
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Yes () No (X) FirstEnergy Solutions Corp.

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or information statements
incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K.

() FirstEnergy Corp.
X) FirstEnergy Solutions Corp., Ohio Edison Company, The Cleveland Electric
Illuminating Company, The Toledo Edison Company, Jersey Central Power &

Light Company, Metropolitan Edison Company and Pennsylvania Electric
Company
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Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer FirstEnergy Corp.

X)

Accelerated filer N/A

()

Non-accelerated filer (do FirstEnergy Solutions Corp., Ohio Edison Company, The Cleveland Electric [lluminating
not check Company, The Toledo Edison Company, Jersey Central Power & Light Company,
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X)
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Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act).
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Electric [lluminating Company, The Toledo Edison Company, Jersey Central Power &
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State the aggregate market value of the voting and non-voting common equity held by non-affiliates computed by
reference to the price at which the common equity was last sold, or the average bid and ask price of such common
equity, as of the last business day of the registrant’s most recently completed second fiscal quarter.

FirstEnergy Corp., $24,930,103,947 as of June 30, 2008; and for all other registrants, none.

Indicate the number of shares outstanding of each of the registrant’s classes of common stock, as of the latest
practicable date.

OUTSTANDING

CLASS AS OF FEBRUARY 24, 2009
FirstEnergy Corp., $.10 par value 304,835,407
FirstEnergy Solutions Corp., no par value 7
Ohio Edison Company, no par value 60
The Cleveland Electric Illuminating 67,930,743
Company, no par value
The Toledo Edison Company, $5 par value 29,402,054
Jersey Central Power & Light Company, $10 13,628,447
par value
Metropolitan Edison Company, no par value 859,500
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value

FirstEnergy Corp. is the sole holder of FirstEnergy Solutions Corp., Ohio Edison Company, The Cleveland Electric
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Company, and Pennsylvania Electric Company common stock.
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Documents incorporated by reference (to the extent indicated herein):

PART OF FORM 10-K INTO WHICH
DOCUMENT DOCUMENT IS INCORPORATED

FirstEnergy Corp. Annual Report to Stockholders for

the fiscal year ended December 31, 2008 Part I1
Proxy Statement for 2009 Annual Meeting of

Stockholders

to be held May 19, 2009 Part 111

This combined Form 10-K is separately filed by FirstEnergy Corp., FirstEnergy Solutions Corp., Ohio Edison
Company, The Cleveland Electric Illuminating Company, The Toledo Edison Company, Jersey Central Power &
Light Company, Metropolitan Edison Company and Pennsylvania Electric Company. Information contained herein
relating to any individual registrant is filed by such registrant on its own behalf. No registrant makes any
representation as to information relating to any other registrant, except that information relating to any of the

FirstEnergy subsidiary registrants is also attributed to FirstEnergy Corp.

OMISSION OF CERTAIN INFORMATION

FirstEnergy Solutions Corp., Ohio Edison Company, The Cleveland Electric Illuminating Company, The Toledo
Edison Company, Jersey Central Power & Light Company, Metropolitan Edison Company and Pennsylvania Electric
Company meet the conditions set forth in General Instruction I(1)(a) and (b) of Form 10-K and are therefore filing this

Form 10-K with the reduced disclosure format specified in General Instruction I(2) to Form 10-K.
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Forward-Looking Statements: This Form 10-K includes forward-looking statements based on information currently
available to management. Such statements are subject to certain risks and uncertainties. These statements include
declarations regarding management’s intents, beliefs and current expectations. These statements typically contain, but

are not limited to, the terms “anticipate,” “potential,” “expect,” “believe,” “estimate” and similar words. Forward-looki
statements involve estimates, assumptions, known and unknown risks, uncertainties and other factors that may cause

actual results, performance or achievements to be materially different from any future results, performance or
achievements expressed or implied by such forward-looking statements.

99 ¢

Actual results may differ materially due to:

ethe speed and nature of increased competition in the electric utility industry and legislative and regulatory changes
affecting how generation rates will be determined following the expiration of existing rate plans in Ohio and
Pennsylvania,

ethe impact of the PUCO’s regulatory process on the Ohio Companies associated with the ESP and MRO filings,
including any resultant mechanism under which the Ohio Companies may not fully recover costs (including, but not
limited to, costs of generation supply procured by the Ohio Companies, Regulatory Transition Charges and fuel
charges), or the outcome of any competitive generation procurement process in Ohio,

o economic or weather conditions affecting future sales and margins,
. changes in markets for energy services,
° changing energy and commodity market prices and availability,
o replacement power costs being higher than anticipated or inadequately hedged,

ethe continued ability of FirstEnergy’s regulated utilities to collect transition and other charges or to recover increased

transmission costs,
. maintenance costs being higher than anticipated,

eother legislative and regulatory changes, revised environmental requirements, including possible GHG emission
regulations,

ethe potential impact of the U.S. Court of Appeals’ July 11, 2008 decision requiring revisions to the CAIR rules and
the scope of any laws, rules or regulations that may ultimately take their place,

ethe uncertainty of the timing and amounts of the capital expenditures needed to, among other things, implement the
Air Quality Compliance Plan (including that such amounts could be higher than anticipated or that certain
generating units may need to be shut down) or levels of emission reductions related to the Consent Decree resolving
the NSR litigation or other potential regulatory initiatives,

eadverse regulatory or legal decisions and outcomes (including, but not limited to, the revocation of necessary
licenses or operating permits and oversight) by the NRC (including, but not limited to, the Demand for Information
issued to FENOC on May 14, 2007),

ethe timing and outcome of various proceedings before the PUCO (including, but not limited to, the ESP and MRO
proceedings as well as the distribution rate cases and the generation supply plan filing for the Ohio Companies and
the successful resolution of the issues remanded to the PUCO by the Ohio Supreme Court regarding the RSP and
RCP, including the recovery of deferred fuel costs),

eMet-Ed’s and Penelec’s transmission service charge filings with the PPUC as well as the resolution of the Petitions
for Review filed with the Commonwealth Court of Pennsylvania with respect to the transition rate plan for Met-Ed
and Penelec,

o the continuing availability of generating units and their ability to operate at or near full capacity,
. the ability to comply with applicable state and federal reliability standards,

ethe ability to accomplish or realize anticipated benefits from strategic goals (including employee workforce

initiatives),
e the ability to improve electric commodity margins and to experience growth in the distribution business,

ethe changing market conditions that could affect the value of assets held in the registrants’ nuclear decommissioning
trusts, pension trusts and other trust funds, and cause FirstEnergy to make additional contributions sooner, or in an
amount that is larger than currently anticipated,
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ethe ability to access the public securities and other capital and credit markets in accordance with FirstEnergy’s
financing plan and the cost of such capital,
. changes in general economic conditions affecting the registrants,
o the state of the capital and credit markets affecting the registrants,
einterest rates and any actions taken by credit rating agencies that could negatively affect the registrants’ access to
financing or its costs and increase requirements to post additional collateral to support outstanding commodity
positions, LOCs and other financial guarantees,
ethe continuing decline of the national and regional economy and its impact on the registrants’ major industrial and
commercial customers,
eissues concerning the soundness of financial institutions and counterparties with which the registrants do business,
and
e the risks and other factors discussed from time to time in the registrants’ SEC filings, and other similar factors.

The foregoing review of factors should not be construed as exhaustive. New factors emerge from time to time, and it
is not possible for management to predict all such factors, nor assess the impact of any such factor on the registrants’
business or the extent to which any factor, or combination of factors, may cause results to differ materially from those
contained in any forward-looking statements. The registrants expressly disclaim any current intention to update any
forward-looking statements contained herein as a result of new information, future events or otherwise.
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GLOSSARY OF TERMS

The following abbreviations and acronyms are used in this report to identify FirstEnergy Corp. and its current and

former subsidiaries:
ATSI
CEI

Centerior

FENOC

FES

FESC

FEV

FGCO

FirstEnergy

GPU

JCP&L

JCP&L Transition
Funding

JCP&L Transition
Funding I

Met-Ed

MYR
NGC

OE

Ohio Companies
Penelec

Penn

Pennsylvania Companies
Shelf Registrants
Shippingport

Signal Peak

American Transmission Systems, Inc., owns and operates transmission
facilities
The Cleveland Electric Illuminating Company, an Ohio electric utility
operating subsidiary
Centerior Energy Corporation, former parent of CEI and TE, which
merged with OE to form

FirstEnergy on November 8, 1997
FirstEnergy Nuclear Operating Company, operates nuclear generating
facilities
FirstEnergy Solutions Corp., provides energy-related products and
services
FirstEnergy Service Company, provides legal, financial and other
corporate support services
FirstEnergy Ventures Corp., invests in certain unregulated enterprises
and business ventures
FirstEnergy Generation Corp., owns and operates non-nuclear
generating facilities
FirstEnergy Corp., a public utility holding company
GPU, Inc., former parent of JCP&L, Met-Ed and Penelec, which
merged with FirstEnergy on

November 7, 2001
Jersey Central Power & Light Company, a New Jersey electric utility
operating subsidiary
JCP&L Transition Funding LLC, a Delaware limited liability company
and issuer of transition bonds
JCP&L Transition Funding II LLC, a Delaware limited liability
company and issuer of transition

bonds
Metropolitan Edison Company, a Pennsylvania electric utility operating
subsidiary
MYR Group, Inc., a utility infrastructure construction service company
FirstEnergy Nuclear Generation Corp., owns nuclear generating
facilities
Ohio Edison Company, an Ohio electric utility operating subsidiary
CEI, OE and TE
Pennsylvania Electric Company, a Pennsylvania electric utility
operating subsidiary
Pennsylvania Power Company, a Pennsylvania electric utility operating
subsidiary of OE
Met-Ed, Penelec and Penn
OE, CEI TE, JCP&L, Met-Ed and Penelec
Shippingport Capital Trust, a special purpose entity created by CEI and
TE in 1997

10
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A joint venture between FirstEnergy Ventures Corp. and Boich
Companies, that owns mining and

coal transportation operations near Roundup, Montana, formerly
known as Bull Mountain

TE The Toledo Edison Company, an Ohio electric utility operating
subsidiary

Utilities OE, CEI, TE, Penn, JCP&L, Met-Ed and Penelec

Waverly The Waverly Power and Light Company, a wholly owned subsidiary of
Penelec

The following abbreviations and acronyms are used to identify frequently used terms in this report:

ACO Administrative Consent Order

AEP American Electric Power Company, Inc.
ALJ Administrative Law Judge

AMP-Ohio American Municipal Power - Ohio
AQC Air Quality Control

BGS Basic Generation Service

CAA Clean Air Act

CAIR Clean Air Interstate Rule

CAMR Clean Air Mercury Rule

CAVR Clean Air Visibility Rule

CBP Competitive Bid Process

CO2 Carbon Dioxide

CTC Competitive Transition Charge

DFI Demand for Information

DOE United States Department of Energy
DOJ United States Department of Justice
DRA Division of Ratepayer Advocate

ECAR East Central Area Reliability Coordination Agreement
EIS Energy Independence Strategy

EMP Energy Master Plan

EPA United States Environmental Protection Agency
EPACT Energy Policy Act of 2005

EPRI Electric Power Research Institute

ERO Electric Reliability Organization

ESP Electric Security Plan

FASB Financial Accounting Standards Board
FERC Federal Energy Regulatory Commission

11
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GLOSSARY OF TERMS Cont’d.

FMB First Mortgage Bond
FPA Federal Power Act
GHG Greenhouse Gases
IRS Internal Revenue Service
ISO Independent System Operator
kV Kilovolts
KWH Kilowatt-hours
LED Light-emitting Diode
MEW Mission Energy Westside, Inc.
MISO Midwest Independent Transmission System Operator, Inc.
Moody’s Moody’s Investors Service, Inc.
MRO Market Rate Offer
MW Megawatts
MWH Megawatt-hour
NAAQS National Ambient Air Quality Standards
NERC North American Electric Reliability Corporation
NJBPU New Jersey Board of Public Utilities
NOV Notice of Violation
NOX Nitrogen Oxide
NRC Nuclear Regulatory Commission
NSR New Source Review
NUG Non-Utility Generation
NUGC Non-Utility Generation Charge
OCA Office of Consumer Advocate
OSBA Office of Small Business Advocate
OVEC Ohio Valley Electric Corporation
PIM PJM Interconnection L. L. C.
PLR Provider of Last Resort; an electric utility’s obligation to provide generation service to
customers
whose alternative supplier fails to deliver service
PPUC Pennsylvania Public Utility Commission
PRP Potentially Responsible Party
PSA Power Supply Agreement
PUCO Public Utilities Commission of Ohio
PUHCA Public Utility Holding Company Act of 1935
RCP Rate Certainty Plan
RECB Regional Expansion Criteria and Benefits
RFP Request for Proposal
RSP Rate Stabilization Plan
RTC Regulatory Transition Charge
RTO Regional Transmission Organization
S&P Standard & Poor’s Ratings Service
SBC Societal Benefits Charge
SEC U.S. Securities and Exchange Commission
SECA Seams Elimination Cost Adjustment
SFAS Statement of Financial Accounting Standards
SFAS 71 SFAS No. 71, "Accounting for the Effects of Certain Types of Regulation"

12
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SFAS 101 SFAS No. 101, "Accounting for Discontinuation of Application of SFAS 71"
SIP State Implementation Plan(s) Under the Clean Air Act

SNCR Selective Non-Catalytic Reduction

SO2 Sulfur Dioxide

TMI-1 Three Mile Island Unit 1

TMI-2 Three Mile Island Unit 2

TSC Transmission Service Charge

ii




Edgar Filing: CLEVELAND ELECTRIC ILLUMINATING CO - Form 10-K

FORM 10-K TABLE OF CONTENTS

Page
Part |
Item 1. Business
The Company 1-2
Utility Regulation 2-11
Regulatory Accounting 3
Reliability Initiatives 3-4
PUCO Rate Matters 4-5
PPUC Rate Matters 6-7
NJBPU Rate Matters 7-8
FERC Rate Matters 8-11
Capital Requirements 11-13
Nuclear Operating Licenses 13-14
Nuclear Regulation 14
Nuclear Insurance 14-15
Environmental Matters 15-19
Fuel Supply 19-20
System Demand 20
Supply Plan 20
Regional Reliability 21
Competition 21
Research and Development 21
Executive Officers 22
Employees 23
FirstEnergy Web Site 23
Item 1A. Risk Factors 23-36
Item 1B. Unresolved Staff Comments 36
Item 2.  Properties 36-38
Item 3. Legal Proceedings 38
Item 4. Submission of Matters to a Vote of Security Holders 38
Part IT
Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of 38-39

Equity Securities

Item 6.

Item 7.

Item 7A.

Item 8.

Selected Financial Data 39
Management’s Discussion and Analysis of Financial Condition and Results of Operations 39
Quantitative and Qualitative Disclosures About Market Risk 39
Financial Statements and Supplementary Data 39

14



Edgar Filing: CLEVELAND ELECTRIC ILLUMINATING CO - Form 10-K

Item 9. Changes In and Disagreements with Accountants on Accounting and Financial Disclosure
Item 9A. Controls and Procedures

Item 9A(T). Controls and Procedures

Item 9B. Other Information

Part 111
Item 10. Directors, Executive Officers and Corporate Governance

Item 11. Executive Compensation

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related
Stockholder Matters

Item 13. Certain Relationships and Related Transactions, and Director Independence
Item 14. Principal Accounting Fees and Services
Part IV

Item 15. Exhibits, Financial Statement Schedules

iii

39

39-40

40

40

41

41

41

41

41

42-88

15



Edgar Filing: CLEVELAND ELECTRIC ILLUMINATING CO - Form 10-K

PARTI
ITEM 1. BUSINESS

The Company

FirstEnergy Corp. was organized under the laws of the State of Ohio in 1996. FirstEnergy’s principal business is the
holding, directly or indirectly, of all of the outstanding common stock of its eight principal electric utility operating
subsidiaries: OE, CEI, TE, Penn, ATSI, JCP&L, Met-Ed and Penelec. FirstEnergy’s consolidated revenues are
primarily derived from electric service provided by its utility operating subsidiaries and the revenues of its other
principal subsidiary, FES. In addition, FirstEnergy holds all of the outstanding common stock of other direct
subsidiaries including: FirstEnergy Properties, Inc., FirstEnergy Ventures Corp., FENOC, FirstEnergy Securities
Transfer Company, GPU Diversified Holdings, LLC, GPU Telecom Services, Inc., GPU Nuclear, Inc. and FESC.

FES was organized under the laws of the State of Ohio in 1997. FES provides energy-related products and services to
wholesale and retail customers in the MISO and PJM markets. FES also owns and operates, through its subsidiary,
FGCO, FirstEnergy’s fossil and hydroelectric generating facilities and owns, through its subsidiary, NGC, FirstEnergy’s
nuclear generating facilities. FENOC, a separate subsidiary of FirstEnergy, organized under the laws of the State of
Ohio in 1998, operates and maintains NGC’s nuclear generating facilities. FES purchases the entire output of the
generation facilities owned by FGCO and NGC, as well as the output relating to leasehold interests of the Ohio
Companies in certain of those facilities that are subject to sale and leaseback arrangements with non-affiliates,
pursuant to full output, cost-of-service PSAs.

FirstEnergy’s generating portfolio includes 14,173 MW of diversified capacity (FES — 13,973 MW and JCP&L -
200 MW). Within FES’ portfolio, approximately 7,469 MW, or 53.5%, consists of coal-fired capacity; 3,991 MW, or
28.6%, consists of nuclear capacity; 1,599 MW, or 11.4%, consists of oil and natural gas peaking units; 451 MW, or
3.2%, consists of hydroelectric capacity; and 463 MW, or 3.3%, consists of capacity from FGCO’s current 20.5%
entitlement to the generation output owned by the OVEC. FirstEnergy’s nuclear and non-nuclear facilities are operated
by FENOC and FGCO, respectively, and, except for portions of certain facilities that are subject to the sale and
leaseback arrangements with non-affiliates referred to above for which the corresponding output is available to FES
through power sale agreements, are all owned directly by NGC and FGCO, respectively. The FES generating assets
are concentrated primarily in Ohio, plus the bordering regions of Pennsylvania and Michigan. All FES units are
dedicated to MISO except the Beaver Valley Power Station, which is designated as a PJM resource.

FES, FGCO and NGC comply with the regulations, orders, policies and practices prescribed by the SEC and the
FERC. In addition, NGC and FENOC comply with the regulations, orders, policies and practices prescribed by the
NRC.

The Utilities’ combined service areas encompass approximately 36,100 square miles in Ohio, New Jersey and
Pennsylvania. The areas they serve have a combined population of approximately 11.3 million.

OE was organized under the laws of the State of Ohio in 1930 and owns property and does business as an electric
public utility in that state. OE engages in the distribution and sale of electric energy to communities in a 7,000 square
mile area of central and northeastern Ohio. The area it serves has a population of approximately 2.8 million. OE
complies with the regulations, orders, policies and practices prescribed by the SEC, FERC and PUCO.

OE owns all of Penn’s outstanding common stock. Penn was organized under the laws of the Commonwealth of
Pennsylvania in 1930 and owns property and does business as an electric public utility in that state. Penn is also
authorized to do business in the State of Ohio (see Item 2 — Properties). Penn furnishes electric service to communities
in 1,100 square miles of western Pennsylvania. The area it serves has a population of approximately 0.4 million. Penn

16



Edgar Filing: CLEVELAND ELECTRIC ILLUMINATING CO - Form 10-K

complies with the regulations, orders, policies and practices prescribed by the FERC and PPUC.

CEI was organized under the laws of the State of Ohio in 1892 and does business as an electric public utility in that
state. CEI engages in the distribution and sale of electric energy in an area of approximately 1,600 square miles in
northeastern Ohio. The area it serves has a population of approximately 1.8 million. CEI complies with the
regulations, orders, policies and practices prescribed by the SEC, FERC and PUCO.

TE was organized under the laws of the State of Ohio in 1901 and does business as an electric public utility in that
state. TE engages in the distribution and sale of electric energy in an area of approximately 2,300 square miles in
northwestern Ohio. The area it serves has a population of approximately 0.8 million. TE complies with the
regulations, orders, policies and practices prescribed by the SEC, FERC and PUCO.

17
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ATSI was organized under the laws of the State of Ohio in 1998. ATSI owns transmission assets that were formerly
owned by the Ohio Companies and Penn. ATSI owns major, high-voltage transmission facilities, which consist of
approximately 5,821 pole miles of transmission lines with nominal voltages of 345 kV, 138 kV and 69 kV. Effective
October 1, 2003, ATSI transferred operational control of its transmission facilities to MISO. With its affiliation with
MISO, ATSI plans, operates, and maintains its transmission system in accordance with NERC reliability standards,
and applicable regulatory agencies to ensure reliable service to customers.

JCP&L was organized under the laws of the State of New Jersey in 1925 and owns property and does business as an
electric public utility in that state. JCP&L provides transmission and distribution services in 3,200 square miles of
northern, western and east central New Jersey. The area it serves has a population of approximately 2.6 million.
JCP&L complies with the regulations, orders, policies and practices prescribed by the SEC, FERC and the NJBPU.

Met-Ed was organized under the laws of the Commonwealth of Pennsylvania in 1922 and owns property and does
business as an electric public utility in that state. Met-Ed provides transmission and distribution services in 3,300
square miles of eastern and south central Pennsylvania. The area it serves has a population of approximately
1.3 million. Met-Ed complies with the regulations, orders, policies and practices prescribed by the SEC, FERC and
PPUC.

Penelec was organized under the laws of the Commonwealth of Pennsylvania in 1919 and owns property and does
business as an electric public utility in that state. Penelec provides transmission and distribution services in 17,600
square miles of western, northern and south central Pennsylvania. The area it serves has a population of approximately
1.6 million. Penelec, as lessee of the property of its subsidiary, The Waverly Electric Light & Power Company, also
serves customers in Waverly, New York and its vicinity. Penelec complies with the regulations, orders, policies and
practices prescribed by the SEC, FERC and PPUC.

FESC provides legal, financial and other corporate support services to affiliated FirstEnergy companies.

Reference is made to Note 15, Segment Information, of the Notes to Consolidated Financial Statements contained in
Item 8 for information regarding FirstEnergy's reportable segments.

Utility Regulation
State Regulation

Each of the Utilities’ retail rates, conditions of service, issuance of securities and other matters are subject to regulation
in the state in which each company operates — in Ohio by the PUCO, in New Jersey by the NJBPU and in Pennsylvania
by the PPUC. In addition, under Ohio law, municipalities may regulate rates of a public utility, subject to appeal to
the PUCO if not acceptable to the utility.

As a competitive retail electric supplier serving retail customers in Ohio, Pennsylvania, Maryland, Michigan, and
Illinois, FES is subject to state laws applicable to competitive electric suppliers in those states, including affiliate
codes of conduct that apply to FES and its public utility affiliates. In addition, if FES or any of its subsidiaries were to
engage in the construction of significant new generation facilities, they would also be subject to state siting authority.

Federal Regulation
With respect to their wholesale and interstate electric operations and rates, the Utilities, ATSI, FES, FGCO and NGC
are subject to regulation by the FERC. Under the FPA, the FERC regulates rates for interstate sales at wholesale,

transmission of electric power, accounting and other matters, including construction and operation of hydroelectric
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projects. The FERC regulations require ATSI, Met-Ed, JCP&L and Penelec to provide open access transmission
service at FERC-approved rates, terms and conditions. Transmission service over ATSI’s facilities is provided by
MISO under its open access transmission tariff, and transmission service over Met-Ed’s, JCP&L’s and Penelec’s
facilities is provided by PJM under its open access transmission tariff. The FERC also regulates unbundled
transmission service to retail customers.

The FERC regulates the sale of power for resale in interstate commerce by granting authority to public utilities to sell
wholesale power at market-based rates upon a showing that the seller cannot exert market power in generation or
transmission. FES, FGCO and NGC have been authorized by the FERC to sell wholesale power in interstate
commerce and have a market-based tariff on file with the FERC. By virtue of this tariff and authority to sell wholesale
power, each company is regulated as a public utility under the FPA. However, consistent with its historical practice,
the FERC has granted FES, FGCO and NGC a waiver from most of the reporting, record-keeping and accounting
requirements that typically apply to traditional public utilities. Along with market-based rate authority, the FERC also
granted FES, FGCO and NGC blanket authority to issue securities and assume liabilities under Section 204 of the
FPA. As a condition to selling electricity on a wholesale basis at market-based rates, FES, FGCO and NGC, like all
other entities granted market-based rate authority, must file electronic quarterly reports with the FERC, listing its sales
transactions for the prior quarter.
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The nuclear generating facilities owned and leased by NGC are subject to extensive regulation by the NRC. The NRC

subjects nuclear generating stations to continuing review and regulation covering, among other things, operations,

maintenance, emergency planning, security and environmental and radiological aspects of those stations. The NRC

may modify, suspend or revoke operating licenses and impose civil penalties for failure to comply with the Atomic

Energy Act, the regulations under such Act or the terms of the licenses. FENOC is the licensee for these plants and

has direct compliance responsibility for NRC matters. FES controls the economic dispatch of NGC’s plants. See
“Nuclear Regulation” below.

Regulatory Accounting

The Utilities and ATSI recognize, as regulatory assets, costs which the FERC, PUCO, PPUC and NJBPU have
authorized for recovery from customers in future periods or for which authorization is probable. Without the
probability of such authorization, costs currently recorded as regulatory assets would have been charged to income as
incurred. All regulatory assets are expected to be recovered from customers under the Utilities' respective transition
and regulatory plans. Based on those plans, the Utilities continue to bill and collect cost-based rates for their
transmission and distribution services, which remain regulated; accordingly, it is appropriate that the Utilities continue
the application of SFAS 71 to those operations.

FirstEnergy accounts for the effects of regulation through the application of SFAS 71 to its operating utilities since
their rates:

. are established by a third-party regulator with the authority to set rates that bind customers;
° are cost-based; and
. can be charged to and collected from customers.

An enterprise meeting all of these criteria capitalizes costs that would otherwise be charged to expense if the rate
actions of its regulator make it probable that those costs will be recovered in future revenue. SFAS 71 is applied only
to the parts of the business that meet the above criteria. If a portion of the business applying SFAS 71 no longer meets
those requirements, previously recorded net regulatory assets are removed from the balance sheet in accordance with
the guidance in SFAS 101.

In Ohio, New Jersey and Pennsylvania, laws applicable to electric industry restructuring contain similar provisions
that are reflected in the Utilities' respective state regulatory plans. These provisions include:

erestructuring the electric generation business and allowing the Utilities' customers to select a competitive electric
generation supplier other than the Utilities;

. establishing or defining the PLR obligations to customers in the Utilities' service areas;

eproviding the Utilities with the opportunity to recover potentially stranded investment (or transition costs) not
otherwise recoverable in a competitive generation market;

eitemizing (unbundling) the price of electricity into its component elements — including generation, transmission,
distribution and stranded costs recovery charges;

. continuing regulation of the Utilities' transmission and distribution systems; and
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o requiring corporate separation of regulated and unregulated business activities.
Reliability Initiatives

In late 2003 and early 2004, a series of letters, reports and recommendations were issued from various entities,
including governmental, industry and ad hoc reliability entities (the PUCO, the FERC, the NERC and the U.S. —
Canada Power System Outage Task Force) regarding enhancements to regional reliability. The proposed
enhancements were divided into two groups: enhancements that were to be completed in 2004; and enhancements
that were to be completed after 2004. In 2004, FirstEnergy completed all of the enhancements that were recommended
for completion in 2004. FirstEnergy is also proceeding with the implementation of the recommendations that were to
be completed subsequent to 2004 and will continue to periodically assess the FERC-ordered Reliability Study
recommendations for forecasted 2009 system conditions, recognizing revised load forecasts and other changing
system conditions which may impact the recommendations. Thus far, implementation of the recommendations has not
required, nor is expected to require, substantial investment in new or material upgrades to existing equipment. The
FERC or other applicable government agencies and reliability coordinators may, however, take a different view as to
recommended enhancements or may recommend additional enhancements in the future that could require additional
material expenditures.
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In 2005, Congress amended the Federal Power Act to provide for federally-enforceable mandatory reliability
standards. The mandatory reliability standards apply to the bulk power system and impose certain operating,
record-keeping and reporting requirements on the Utilities and ATSI. The NERC is charged with establishing and
enforcing these reliability standards, although it has delegated day-to-day implementation and enforcement of its
responsibilities to eight regional entities, including ReliabilityFirst Corporation. All of FirstEnergy’s facilities are
located within the ReliabilityFirst region. FirstEnergy actively participates in the NERC and ReliabilityFirst
stakeholder processes, and otherwise monitors and manages its companies in response to the ongoing development,
implementation and enforcement of the reliability standards.

FirstEnergy believes that it is in compliance with all currently-effective and enforceable reliability standards.

Nevertheless, it is clear that the NERC, ReliabilityFirst and the FERC will continue to refine existing reliability

standards as well as to develop and adopt new reliability standards. The financial impact of complying with new or

amended standards cannot be determined at this time. However, the 2005 amendments to the Federal Power Act

provide that all prudent costs incurred to comply with the new reliability standards be recovered in rates. Still, any

future inability on FirstEnergy’s part to comply with the reliability standards for its bulk power system could result in
the imposition of financial penalties and thus have a material adverse effect on its financial condition, results of
operations and cash flows.

In April 2007, ReliabilityFirst performed a routine compliance audit of FirstEnergy’s bulk-power system within the
Midwest ISO region and found it to be in full compliance with all audited reliability standards. Similarly, in October
2008, ReliabilityFirst performed a routine compliance audit of FirstEnergy’s bulk-power system within the PJM region
and a final report is expected in early 2009. FirstEnergy does not expect any material adverse financial impact as a
result of these audits.

PUCO Rate Matters

On January 4, 2006, the PUCO issued an order authorizing the Ohio Companies to recover certain increased fuel costs
through a fuel rider and to defer certain other increased fuel costs to be incurred from January 1, 2006 through
December 31, 2008, including interest on the deferred balances. The order also provided for recovery of the deferred
costs over a twenty-five-year period through distribution rates. On August 29, 2007, the Supreme Court of Ohio
concluded that the PUCO violated a provision of the Ohio Revised Code by permitting the Ohio Companies “to collect
deferred increased fuel costs through future distribution rate cases, or to alternatively use excess fuel-cost recovery to
reduce deferred distribution-related expenses” and remanded the matter to the PUCO for further consideration. On
September 10, 2007, the Ohio Companies filed an application with the PUCO that requested the implementation of
two generation-related fuel cost riders to collect the increased fuel costs that were previously authorized to be
deferred. On January 9, 2008, the PUCO approved the Ohio Companies’ proposed fuel cost rider to recover increased
fuel costs incurred during 2008, which was approximately $185 million. In addition, the PUCO ordered the Ohio
Companies to file a separate application for an alternate recovery mechanism to collect the 2006 and 2007 deferred
fuel costs. On February 8, 2008, the Ohio Companies filed an application proposing to recover $226 million of
deferred fuel costs and carrying charges for 2006 and 2007 pursuant to a separate fuel rider. Recovery of the deferred
fuel costs was also addressed in the Ohio Companies’ comprehensive ESP filing, which was subsequently withdrawn
on December 22, 2008, and also as a part of the stipulation and recommendation which was attached to the amended
application for an ESP, both as described below.

On June 7, 2007, the Ohio Companies filed an application for an increase in electric distribution rates with the PUCO
and, on August 6, 2007, updated their filing to support a distribution rate increase of $332 million. On December 4,
2007, the PUCO Staff issued its Staff Reports containing the results of its investigation into the distribution rate
request. In its reports, the PUCO Staff recommended a distribution rate increase in the range of $161 million to $180
million, with $108 million to $127 million for distribution revenue increases and $53 million for recovery of costs
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deferred under prior cases. During the evidentiary hearings and filing of briefs, the PUCO Staff decreased their
recommended revenue increase to a range of $117 million to $135 million. On January 21, 2009, the PUCO granted
the Ohio Companies’ application to increase electric distribution rates by $136.6 million (OE - $68.9 million, CEI -
$29.2 million and TE - $38.5 million). These increases went into effect for OE and TE on January 23, 2009, and will
go into effect for CEI on May 1, 2009. Applications for rehearing of this order were filed by the Ohio Companies and
one other party on February 20, 2009.

On May 1, 2008, Governor Strickland signed SB221, which became effective on July 31, 2008. The bill requires all

utilities to file an ESP with the PUCO, which must contain a proposal for the supply and pricing of retail generation.

A utility may also file an MRO with the PUCO, in which it would have to prove the following objective market

criteria: 1) the utility or its transmission service affiliate belongs to a FERC approved RTO, or there is comparable and

nondiscriminatory access to the electric transmission grid; 2) the RTO has a market-monitor function and the ability to

mitigate market power or the utility’s market conduct, or a similar market monitoring function exists with the ability to
identify and monitor market conditions and conduct; and 3) a published source of information is available publicly or

through subscription that identifies pricing information for traded electricity products, both on- and off-peak,

scheduled for delivery two years into the future.
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On July 31, 2008, the Ohio Companies filed with the PUCO a comprehensive ESP and MRO. The MRO filing
outlined a CBP for providing retail generation supply if the ESP is not approved and implemented. The CBP would
use a “slice-of-system” approach where suppliers bid on tranches (approximately 100 MW) of the Ohio Companies’ total
customer load. If the Ohio Companies proceed with the MRO option, successful bidders (including affiliates) would
be required to post independent credit requirements and could be subject to significant collateral calls depending upon
power price movement. The PUCO denied the MRO application on November 26, 2008. The Ohio Companies filed
an application for rehearing on December 23, 2008, which the PUCO granted on January 21, 2009, for the purpose of
further consideration of the matter.

The ESP proposed to phase in new generation rates for customers beginning in 2009 for up to a three-year period and

resolve the Ohio Companies’ collection of fuel costs deferred in 2006 and 2007, and the distribution rate request
described above. On December 19, 2008, the PUCO significantly modified and approved the ESP as modified. On

December 22, 2008, the Ohio Companies notified the PUCO that they were withdrawing and terminating the ESP

application as allowed by the terms of SB221. The Ohio Companies further notified the PUCO that, pursuant to

SB221, the Ohio Companies would continue their current rate plan in effect and filed tariffs to continue those rates.

On December 31, 2008, the Ohio Companies conducted a CBP, using an RFP format administered by an independent
third party, for the procurement of electric generation for retail customers from January 5, 2009 through March 31,
2009. Four qualified wholesale bidders were selected, including FES, for 97% of the tranches offered in the RFP. The
average winning bid price was equivalent to a retail rate of 6.98 cents per kilowatt-hour. Subsequent to the RFP, the
remaining 3% of the Ohio Companies’ wholesale energy and capacity needs were obtained through a bilateral contract
with the lowest bidder in the RFP procurement. The power supply obtained through the foregoing processes provides
generation service to the Ohio Companies’ retail customers who choose not to shop with alternative suppliers.

Following comments by other parties on the Ohio Companies’ December 22, 2008, filing which continued the current
rate plan, the PUCO issued an Order on January 7, 2009, that prevented OE and TE from collecting RTC and
discontinued the collection of two fuel riders for the Ohio Companies. The Ohio Companies filed an application for
rehearing on January 9, 2009, and also filed an application for a new fuel rider to recover the increased costs for
purchasing power during the period January 1, 2009 through March 31, 2009. On January 14, 2009, the PUCO
approved the Ohio Companies’ request for the new fuel rider, subject to further review, allowed current recovery of
those costs for OE and TE, and allowed CEI to collect a portion of those costs currently and defer the remainder. The
PUCO also ordered the Ohio Companies to file additional information in order for it to determine that the costs
incurred are prudent and whether the recovery of such costs is necessary to avoid a confiscatory result. The Ohio
Companies filed an application for rehearing on that order on January 26, 2009. The applications for rehearing remain
pending and the Ohio Companies are unable to predict the ultimate resolution of these issues.

On January 29, 2009, the PUCO ordered its Staff to develop a proposal to establish an ESP for the Ohio Companies
and further ordered that a conference be held on February 5, 2009 to discuss the Staff’s proposal. The Ohio
Companies, PUCO Staff, and other parties participated in that conference, and in a subsequent conference held on
February 17, 2009. Following discussions with the Staff and other parties regarding the Staff’s proposal, on February
19, 2009, the Ohio Companies filed an amended ESP application, including an attached Stipulation and
Recommendation that was signed by the Ohio Companies, the Staff of the PUCO, and many of the intervening parties
representing a diverse range of interests, which substantially reflected the terms as proposed by the Staff as modified
through the negotiations of the parties. Specifically, the stipulated ESP provides that generation will be provided by
FES at the average wholesale rate of the RFP process described above for April and May 2009 to the Ohio Companies
for their non-shopping customers and that for the period of June 1, 2009 through May 31, 2011, retail generation
prices will be based upon the outcome of a descending clock CBP on a slice-of-system basis. The PUCO may, at its
discretion, phase-in a portion of any increase resulting from this CBP process by authorizing deferral of related
purchased power costs, subject to specified limits. The proposed ESP further provides that the Ohio Companies will
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not seek a base distribution rate increase with an effective date before January 1, 2012, that CEI will agree to write-off
approximately $215 million of its Extended RTC balance, and that the Ohio Companies will collect a delivery service
improvement rider at an overall average rate of $.002 per kWh for the period of April 1, 2009 through December 31,
2011. If the Stipulated ESP is approved, one-time charges associated with implementing the ESP would be
approximately $250 million (including the CEI Extended RTC balance), or $0.53 per share of common stock. The
proposed ESP also addresses a number of other issues, including but not limited to, rate design for various customer
classes, resolution of the prudence review described above and the collection of deferred costs that were approved in
prior proceedings. On February 19, 2009, the PUCO attorney examiner issued an order setting this matter for hearing
to begin on February 25, 2009.
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PPUC Rate Matters

Met-Ed and Penelec purchase a portion of their PLR and default service requirements from FES through a fixed-price
partial requirements wholesale power sales agreement. The agreement allows Met-Ed and Penelec to sell the output of
NUG energy to the market and requires FES to provide energy at fixed prices to replace any NUG energy sold to the
extent needed for Met-Ed and Penelec to satisfy their PLR and default service obligations. The fixed price under the
agreement is expected to remain below wholesale market prices during the term of the agreement. If Met-Ed and
Penelec were to replace the entire FES supply at current market power prices without corresponding regulatory
authorization to increase their generation prices to customers, each company would likely incur a significant increase
in operating expenses and experience a material deterioration in credit quality metrics. Under such a scenario, each
company's credit profile would no longer be expected to support an investment grade rating for their fixed income
securities. If FES ultimately determines to terminate, reduce, or significantly modify the agreement prior to the
expiration of Met-Ed’s and Penelec’s generation rate caps in 2010, timely regulatory relief is not likely to be granted by
the PPUC. See FERC Matters below for a description of the Third Restated Partial Requirements Agreement,
executed by the parties on October 31, 2008, that limits the amount of energy and capacity FES must supply to
Met-Ed and Penelec. In the event of a third party supplier default, the increased costs to Met-Ed and Penelec could be
material.

On May 22, 2008, the PPUC approved the Met-Ed and Penelec annual updates to the TSC rider for the period June 1,
2008, through May 31, 2009. Various intervenors filed complaints against those filings. In addition, the PPUC ordered
an investigation to review the reasonableness of Met-Ed’s TSC, while at the same time allowing Met-Ed to implement
the rider June 1, 2008, subject to refund. On July 15, 2008, the PPUC directed the ALJ to consolidate the complaints
against Met-Ed with its investigation and a litigation schedule was adopted. Hearings and briefing for both companies
are expected to conclude by the end of February 2009. The TSCs include a component from under-recovery of actual
transmission costs incurred during the prior period (Met-Ed - $144 million and Penelec - $4 million) and future
transmission cost projections for June 2008 through May 2009 (Met-Ed - $258 million and Penelec - $92 million).
Met-Ed received PPUC approval for a transition approach that would recover past under-recovered costs plus carrying
charges through the new TSC over thirty-one months and defer a portion of the projected costs ($92 million) plus
carrying charges for recovery through future TSCs by December 31, 2010.

On February 1, 2007, the Governor of Pennsylvania proposed an EIS. The EIS includes four pieces of proposed
legislation that, according to the Governor, is designed to reduce energy costs, promote energy independence and
stimulate the economy. Elements of the EIS include the installation of smart meters, funding for solar panels on
residences and small businesses, conservation and demand reduction programs to meet energy growth, a requirement
that electric distribution companies acquire power that results in the “lowest reasonable rate on a long-term basis,” the
utilization of micro-grids and a three year phase-in of rate increases. On July 17, 2007 the Governor signed into law
two pieces of energy legislation. The first amended the Alternative Energy Portfolio Standards Act of 2004 to, among
other things, increase the percentage of solar energy that must be supplied at the conclusion of an electric distribution
company’s transition period. The second law allows electric distribution companies, at their sole discretion, to enter
into long term contracts with large customers and to build or acquire interests in electric generation facilities
specifically to supply long-term contracts with such customers. A special legislative session on energy was convened
in mid-September 2007 to consider other aspects of the EIS. As part of the 2008 state budget negotiations, the
Alternative Energy Investment Act was enacted in July 2008 creating a $650 million alternative energy fund to
increase the development and use of alternative and renewable energy, improve energy efficiency and reduce energy
consumption.

On October 15, 2008, the Governor of Pennsylvania signed House Bill 2200 into law which became effective on

November 14, 2008 as Act 129 of 2008. The bill addresses issues such as: energy efficiency and peak load reduction;
generation procurement; time-of-use rates; smart meters and alternative energy. Act 129 requires utilities to file with
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the PPUC an energy efficiency and peak load reduction plan by July 1, 2009 and a smart meter procurement and
installation plan by August 14, 2009. On January 15, 2009, in compliance with Act 129, the PPUC issued its
guidelines for the filing of utilities’ energy efficiency and peak load reduction plans.

Major provisions of the legislation include:

epower acquired by utilities to serve customers after rate caps expire will be procured through a competitive
procurement process that must include a mix of long-term and short-term contracts and spot market purchases;

ethe competitive procurement process must be approved by the PPUC and may include auctions, RFPs, and/or
bilateral agreements;

o utilities must provide for the installation of smart meter technology within 15 years;

27



Edgar Filing: CLEVELAND ELECTRIC ILLUMINATING CO - Form 10-K

o a minimum reduction in peak demand of 4.5% by May 31, 2013;
® minimum reductions in energy consumption of 1% and 3% by May 31, 2011 and May 31, 2013, respectively; and
¢ an expanded definition of alternative energy to include additional types of hydroelectric and biomass facilities.

Legislation addressing rate mitigation and the expiration of rate caps was not enacted in 2008 but may be considered
in the legislative session which began in January 2009. While the form and impact of such legislation is uncertain,
several legislators and the Governor have indicated their intent to address these issues in 2009.

On September 25, 2008, Met-Ed and Penelec filed a Voluntary Prepayment Plan with the PPUC that would provide an
opportunity for residential and small commercial customers to prepay an amount on their monthly electric bills during
2009 and 2010 that would earn interest at 7.5% and be used to reduce electric rates in 2011 and 2012. Met-Ed,
Penelec, OCA and OSBA have reached a settlement agreement on the Voluntary Prepayment Plan and have jointly
requested that the PPUC approve the settlement. The ALJ issued a decision on January 29, 2009, recommending
approval and adoption of the settlement without modification.

On February 20, 2009, Met-Ed and Penelec filed a generation procurement plan covering the period January 1, 2011

through May 31, 2013, with the PPUC. The companies’ plan is designed to provide adequate and reliable service via a
prudent mix of long-term, short-term and spot market generation supply, as required by Act 129. The plan proposes a

staggered procurement schedule, which varies by customer class, through the use of a descending clock auction.

Met-Ed and Penelec have requested PPUC approval of their plan by October 2009.

NJBPU Rate Matters

JCP&L is permitted to defer for future collection from customers the amounts by which its costs of supplying BGS to
non-shopping customers, costs incurred under NUG agreements, and certain other stranded costs, exceed amounts
collected through BGS and NUGC rates and market sales of NUG energy and capacity. As of December 31, 2008, the
accumulated deferred cost balance totaled approximately $220 million.

In accordance with an April 28, 2004 NJBPU order, JCP&L filed testimony on June 7, 2004, supporting continuation
of the current level and duration of the funding of TMI-2 decommissioning costs by New Jersey customers without a
reduction, termination or capping of the funding. On September 30, 2004, JCP&L filed an updated TMI-2
decommissioning study. This study resulted in an updated total decommissioning cost estimate of $729 million (in
2003 dollars) compared to the estimated $528 million (in 2003 dollars) from the prior 1995 decommissioning study.
The DRA filed comments on February 28, 2005 requesting that decommissioning funding be suspended. On
March 18, 2005, JCP&L filed a response to those comments. JCP&L responded to additional NJBPU staff discovery
requests in May and November 2007 and also submitted comments in the proceeding in November 2007. A schedule
for further NJBPU proceedings has not yet been set.

On August 1, 2005, the NJBPU established a proceeding to determine whether additional ratepayer protections are
required at the state level in light of the repeal of the PUHCA pursuant to the EPACT. The NJBPU approved
regulations effective October 2, 2006 that prevent a holding company that owns a gas or electric public utility from
investing more than 25% of the combined assets of its utility and utility-related subsidiaries into businesses unrelated
to the utility industry. These regulations are not expected to materially impact FirstEnergy or JCP&L. Also, in the
same proceeding, the NJBPU Staff issued an additional draft proposal on March 31, 2006 addressing various issues
including access to books and records, ring-fencing, cross subsidization, corporate governance and related matters.
With the approval of the NJBPU Staff, the affected utilities jointly submitted an alternative proposal on June 1, 2006.
The NJBPU Staff circulated revised drafts of the proposal to interested stakeholders in November 2006 and again in
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February 2007. On February 1, 2008, the NJBPU accepted proposed rules for publication in the New Jersey Register
on March 17, 2008. A public hearing on these proposed rules was held on April 23, 2008 and comments from
interested parties were submitted by May 19, 2008.

New Jersey statutes require that the state periodically undertake a planning process, known as the EMP, to address
energy related issues including energy security, economic growth, and environmental impact. The EMP is to be
developed with involvement of the Governor’s Office and the Governor’s Office of Economic Growth, and is to be
prepared by a Master Plan Committee, which is chaired by the NJBPU President and includes representatives of
several State departments.
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The EMP was issued on October 22, 2008, establishing five major goals:

. maximize energy efficiency to achieve a 20% reduction in energy consumption by 2020;
o reduce peak demand for electricity by 5,700 MW by 2020;
. meet 30% of the state’s electricity needs with renewable energy by 2020;

eexamine smart grid technology and develop additional cogeneration and other generation resources consistent with
the state’s greenhouse gas targets; and

® invest in innovative clean energy technologies and businesses to stimulate the industry’s growth in New Jersey.

The EMP will be followed by appropriate legislation and regulation as necessary. At this time, FirstEnergy cannot
determine the impact, if any, the EMP may have on its operations or those of JCP&L.

In support of the New Jersey Governor’s Economic Assistance and Recovery Plan, JCP&L announced its intent to
spend approximately $98 million on infrastructure and energy efficiency projects in 2009. An estimated $40 million

will be spent on infrastructure projects, including substation upgrades, new transformers, distribution line re-closers

and automated breaker operations. Approximately $34 million will be spent implementing new demand response

programs as well as expanding on existing programs. Another $11 million will be spent on energy efficiency,

specifically replacing transformers and capacitor control systems and installing new LED street lights. The remaining

$13 million will be spent on energy efficiency programs that will complement those currently being offered.

Completion of the projects is dependent upon regulatory approval for full recovery of the costs associated with plan

implementation.

FERC Matters
Transmission Service between MISO and PIM

On November 18, 2004, the FERC issued an order eliminating the through and out rate for transmission service
between the MISO and PJM regions. The FERC’s intent was to eliminate multiple transmission charges for a single
transaction between the MISO and PJM regions. The FERC also ordered MISO, PJM and the transmission owners
within MISO and PJM to submit compliance filings containing a rate mechanism to recover lost transmission
revenues created by elimination of this charge (referred to as the Seams Elimination Cost Adjustment or “SECA™)
during a 16-month transition period. The FERC issued orders in 2005 setting the SECA for hearing. The presiding
judge issued an initial decision on August 10, 2006, rejecting the compliance filings made by MISO, PJM, and the
transmission owners, and directing new compliance filings. This decision is subject to review and approval by the
FERC. Briefs addressing the initial decision were filed on September 11, 2006 and October 20, 2006. A final order is
pending before the FERC, and in the meantime, FirstEnergy affiliates have been negotiating and entering into
settlement agreements with other parties in the docket to mitigate the risk of lower transmission revenue collection
associated with an adverse order. On September 26, 2008, the MISO and PJM transmission owners filed a motion
requesting that the FERC approve the pending settlements and act on the initial decision. On November 20, 2008,
FERC issued an order approving uncontested settlements, but did not rule on the initial decision. On December 19,
2008, an additional order was issued approving two contested settlements.

PJM Transmission Rate Design
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On January 31, 2005, certain PJM transmission owners made filings with the FERC pursuant to a settlement
agreement previously approved by the FERC. JCP&L, Met-Ed and Penelec were parties to that proceeding and joined

in two of the filings. In the first filing, the settling transmission owners submitted a filing justifying continuation of
their existing rate design within the PJM RTO. Hearings were held and numerous parties appeared and litigated
various issues concerning PJM rate design; notably AEP, which proposed to create a "postage stamp", or average rate
for all high voltage transmission facilities across PJM and a zonal transmission rate for facilities below 345 kV. This
proposal would have the effect of shifting recovery of the costs of high voltage transmission lines to other
transmission zones, including those where JCP&L, Met-Ed, and Penelec serve load. On April 19, 2007, the FERC
issued an order finding that the PJM transmission owners’ existing “license plate” or zonal rate design was just and
reasonable and ordered that the current license plate rates for existing transmission facilities be retained. On the issue

of rates for new transmission facilities, the FERC directed that costs for new transmission facilities that are rated at
500 kV or higher are to be collected from all transmission zones throughout the PJM footprint by means of a
postage-stamp rate. Costs for new transmission facilities that are rated at less than 500 kV, however, are to be
allocated on a “beneficiary pays” basis. The FERC found that PJM’s current beneficiary-pays cost allocation
methodology is not sufficiently detailed and, in a related order that also was issued on April 19, 2007, directed that
hearings be held for the purpose of establishing a just and reasonable cost allocation methodology for inclusion in
PIM’s tariff.
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On May 18, 2007, certain parties filed for rehearing of the FERC’s April 19, 2007 order. On January 31, 2008, the
requests for rehearing were denied. On February 11, 2008, AEP appealed the FERC’s April 19, 2007, and January 31,
2008, orders to the federal Court of Appeals for the D.C. Circuit. The Illinois Commerce Commission, the PUCO and

Dayton Power & Light have also appealed these orders to the Seventh Circuit Court of Appeals. The appeals of these

parties and others have been consolidated for argument in the Seventh Circuit.

The FERC’s orders on PJIM rate design will prevent the allocation of a portion of the revenue requirement of existing
transmission facilities of other utilities to JCP&L, Met-Ed and Penelec. In addition, the FERC’s decision to allocate the
cost of new 500 kV and above transmission facilities on a PJM-wide basis will reduce the costs of future transmission
to be recovered from the JCP&L, Met-Ed and Penelec zones. A partial settlement agreement addressing the
“beneficiary pays” methodology for below 500 kV facilities, but excluding the issue of allocating new facilities costs to
merchant transmission entities, was filed on September 14, 2007. The agreement was supported by the FERC’s Trial
Staff, and was certified by the Presiding Judge to the FERC. On July 29, 2008, the FERC issued an order
conditionally approving the settlement subject to the submission of a compliance filing. The compliance filing was
submitted on August 29, 2008, and the FERC issued an order accepting the compliance filing on October 15, 2008.
The remaining merchant transmission cost allocation issues were the subject of a hearing at the FERC in May 2008.
An initial decision was issued by the Presiding Judge on September 18, 2008. PJM and FERC trial staff each filed a
Brief on Exceptions to the initial decision on October 20, 2008. Briefs Opposing Exceptions were filed on November
10, 2008.

Post Transition Period Rate Design

The FERC had directed MISO, PJM, and the respective transmission owners to make filings on or before August 1,
2007 to reevaluate transmission rate design within MISO, and between MISO and PJM. On August 1, 2007, filings
were made by MISO, PJM, and the vast majority of transmission owners, including FirstEnergy affiliates, which
proposed to retain the existing transmission rate design. These filings were approved by the FERC on January 31,
2008. As a result of the FERC’s approval, the rates charged to FirstEnergy’s load-serving affiliates for transmission
service over existing transmission facilities in MISO and PJM are unchanged. In a related filing, MISO and MISO
transmission owners requested that the current MISO pricing for new transmission facilities that spreads 20% of the
cost of new 345 kV and higher transmission facilities across the entire MISO footprint (known as the RECB
methodology) be retained.

On September 17, 2007, AEP filed a complaint under Sections 206 and 306 of the Federal Power Act seeking to have
the entire transmission rate design and cost allocation methods used by MISO and PJM declared unjust, unreasonable,
and unduly discriminatory, and to have the FERC fix a uniform regional transmission rate design and cost allocation
method for the entire MISO and PJM “Super Region” that recovers the average cost of new and existing transmission
facilities operated at voltages of 345 kV and above from all transmission customers. Lower voltage facilities would
continue to be recovered in the local utility transmission rate zone through a license plate rate. AEP requested a refund
effective October 1, 2007, or alternatively, February 1, 2008. On January 31, 2008, the FERC issued an order denying
the complaint. The effect of this order is to prevent the shift of significant costs to the FirstEnergy zones in MISO and
PJM. A rehearing request by AEP was denied by the FERC on December 19, 2008. On February 17, 2009, AEP
appealed the FERC’s January 31, 2008, and December 19, 2008, orders to the U.S. Court of Appeals for the Seventh
Circuit.

Interconnection Agreement with AMP-Ohio
On May 29, 2008, TE filed with the FERC a proposed Notice of Cancellation effective midnight December 31, 2008,

of the Interconnection Agreement with AMP-Ohio. AMP-Ohio protested this filing. TE also filed a Petition for
Declaratory Order seeking a FERC ruling, in the alternative if cancellation is not accepted, of TE's right to file for an
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increase in rates effective January 1, 2009, for power provided to AMP-Ohio under the Interconnection Agreement.
AMP-Ohio filed a pleading agreeing that TE may seek an increase in rates, but arguing that any increase is limited to
the cost of generation owned by TE affiliates. On August 18, 2008, the FERC issued an order that suspended the
cancellation of the Agreement for five months, to become effective on June 1, 2009, and established expedited hearing
procedures on issues raised in the filing and TE’s Petition for Declaratory Order. On October 14, 2008, the parties filed
a settlement agreement and mutual notice of cancellation of the Interconnection Agreement effective midnight
December 31, 2008. On October 24, 2008 the presiding judge certified the settlement agreement as uncontested and
on December 22, 2008, the FERC issued an order approving the uncontested settlement agreement. This latest action
terminates the litigation and the Interconnection Agreement.
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Duquesne’s Request to Withdraw from PIM

On November 8, 2007, Duquesne Light Company (Duquesne) filed a request with the FERC to exit PJIM and to join
MISO. Duquesne’s proposed move would affect numerous FirstEnergy interests, including but not limited to the terms
under which FirstEnergy’s Beaver Valley Plant would continue to participate in PJM’s energy markets. FirstEnergy,
therefore, intervened and participated fully in all of the FERC dockets that were related to Duquesne’s proposed move.

In November, 2008, Duquesne and other parties, including FirstEnergy, negotiated a settlement that would, among
other things, allow for Duquesne to remain in PJM and provide for a methodology for Duquesne to meet the PJM
capacity obligations for the 2011-2012 auction that excluded the Duquesne load. The settlement agreement was filed
on December 10, 2008 and approved by the FERC in an order issued on January 29, 2009. The MISO opposed the
settlement agreement pending resolution of exit fees alleged to be owed by Duquesne. The FERC did not resolve this
issue in its order.

Complaint against PIM RPM Auction

On May 30, 2008, a group of PJM load-serving entities, state commissions, consumer advocates, and trade

associations (referred to collectively as the RPM Buyers) filed a complaint at the FERC against PIM alleging

that three of the four transitional RPM auctions yielded prices that are unjust and unreasonable under the Federal

Power Act. On September 19, 2008, the FERC denied the RPM Buyers’ complaint. However, the FERC did grant the
RPM Buyers’ request for a technical conference to review aspects of the RPM. The FERC also ordered PJM to file on
or before December 15, 2008, a report on potential adjustments to the RPM program as suggested in a Brattle Group

report. On December 12, 2008, PIM filed proposed tariff amendments that would adjust slightly the RPM program.

PJM also requested that the FERC conduct a settlement hearing to address changes to the RPM and suggested that the

FERC should rule on the tariff amendments only if settlement could not be reached in January, 2009. The request for

settlement hearings was granted. Settlement had not been reached by January 9, 2009 and, accordingly, FirstEnergy

and other parties submitted comments on PJM’s proposed tariff amendments. On January 15, 2009, the Chief Judge
issued an order terminating settlement talks. On February 9, 2009, PJM and a group of stakeholders submitted an offer

of settlement.

On October 20, 2008, the RPM Buyers filed a request for rehearing of the FERC’s September 19, 2008 order. The
FERC has not yet ruled on the rehearing request.

MISO Resource Adequacy Proposal

MISO made a filing on December 28, 2007 that would create an enforceable planning reserve requirement in the
MISO tariff for load-serving entities such as the Ohio Companies, Penn Power, and FES. This requirement is
proposed to become effective for the planning year beginning June 1, 2009. The filing would permit MISO to
establish the reserve margin requirement for load-serving entities based upon a one day loss of load in ten years
standard, unless the state utility regulatory agency establishes a different planning reserve for load-serving entities in
its state. FirstEnergy believes the proposal promotes a mechanism that will result in commitments from both
load-serving entities and resources, including both generation and demand side resources that are necessary for
reliable resource adequacy and planning in the MISO footprint. Comments on the filing were filed on January 28,
2008. The FERC conditionally approved MISO’s Resource Adequacy proposal on March 26, 2008, requiring MISO to
submit to further compliance filings. Rehearing requests are pending on the FERC’s March 26 Order. On May 27,
2008, MISO submitted a compliance filing to address issues associated with planning reserve margins. On June 17,
2008, various parties submitted comments and protests to MISO’s compliance filing. FirstEnergy submitted comments
identifying specific issues that must be clarified and addressed. On June 25, 2008, MISO submitted a second
compliance filing establishing the enforcement mechanism for the reserve margin requirement which establishes
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deficiency payments for load-serving entities that do not meet the resource adequacy requirements. Numerous parties,
including FirstEnergy, protested this filing.

On October 20, 2008, the FERC issued three orders essentially permitting the MISO Resource Adequacy program to
proceed with some modifications. First, the FERC accepted MISO's financial settlement approach for enforcement of
Resource Adequacy subject to a compliance filing modifying the cost of new entry penalty. Second, the FERC
conditionally accepted MISO's compliance filing on the qualifications for purchased power agreements to be capacity
resources, load forecasting, loss of load expectation, and planning reserve zones. Additional compliance filings were
directed on accreditation of load modifying resources and price responsive demand. Finally, the FERC largely denied
rehearing of its March 26 order with the exception of issues related to behind the meter resources and certain
ministerial matters. On November 19, 2008, MISO made various compliance filings pursuant to these orders. Issuance
of orders on these compliance filings is not expected to delay the June 1, 2009, start date for MISO Resource
Adequacy.
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FES Sales to Affiliates

On October 24, 2008, FES, on its own behalf and on behalf of its generation-controlling subsidiaries, filed an
application with the FERC seeking a waiver of the affiliate sales restrictions between FES and the Ohio Companies.
The purpose of the waiver is to ensure that FES will be able to continue supplying a material portion of the electric
load requirements of the Ohio Companies in January 2009 pursuant to either an ESP or MRO as filed with the PUCO.
FES previously obtained a similar waiver for electricity sales to its affiliates in New Jersey, New York, and
Pennsylvania. On December 23, 2008, the FERC issued an order granting the waiver request and the Ohio Companies
made the required compliance filing on December 30, 2008.

On October 31, 2008, FES executed a Third Restated Partial Requirements Agreement with Met-Ed, Penelec, and

Waverly effective November 1, 2008. The Third Restated Partial Requirements Agreement limits the amount of

capacity and energy required to be supplied by FES in 2009 and 2010 to roughly two-thirds of these affiliates’ power
supply requirements. Met-Ed, Penelec, and Waverly have committed resources in place for the balance of their

expected power supply during 2009 and 2010. Under the Third Restated Partial Requirements Agreement, Met-Ed,

Penelec, and Waverly are responsible for obtaining additional power supply requirements created by the default or

failure of supply of their committed resources. Prices for the power provided by FES were not changed in the Third

Restated Partial Requirements Agreement.

Capital Requirements

Anticipated capital expenditures for the Utilities, FES and FirstEnergy’s other subsidiaries for the years 2009 through
2013, excluding nuclear fuel, are shown in the following table. Such costs include expenditures for the betterment of

existing facilities and for the construction of generating capacity, facilities for environmental compliance,

transmission lines, distribution lines, substations and other assets.

2008 Capital Expenditures Forecast
Actual(1) 2009 2010-2013 Total
(In millions)
OE $ 140 $ 130 $ 600 $ 730
Penn 35 22 112 134
CEI 139 103 494 597
TE 57 48 202 250
JCP&L 177 160 812 972
Met-Ed 108 97 447 544
Penelec 129 122 484 606
ATSI 46 39 177 216
FGCO 1,037 635 1,373 2,008
NGC 115 243 1,323 1,566
Other subsidiaries 167 58 458 516
Total $ 2,150 $ 1,657 $ 6,482 $ 8,139

(1) Excludes nuclear fuel, the purchase of lessor equity interests in Beaver Valley Unit 2 and
Perry ($438 million), and the acquisition of Signal Peak ($125 million).

During the 2009-2013 period, maturities of, and sinking fund requirements for, long-term debt of FirstEnergy and its
subsidiaries are:

Long-Term Debt Redemption Schedule

36



11

Edgar Filing

FirstEnergy
FES

OE

Penn(1)
CEI(2)
JCP&L
Met-Ed
Penelec
Other

Total
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2009 2010-2013
(In millions)

$ = $ 1,500
42 254

- 1

1 5

150 300

29 133

- 250

100 59

1 64

$ 323 $ 2,566

Total

$ 1,500
296

1

6

450

162

250

159

65

$ 2,889

(1) Penn has an additional $63 million due to associated companies in 2010-2013.
(2) CEI has an additional $85 million due to associated companies in 2010-2013.
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NGC's investments for additional nuclear fuel during the 2009-2013 period are estimated to be approximately
$1.3 billion, of which about $342 million applies to 2009. During the same period, its nuclear fuel investments are
expected to be reduced by approximately $1.0 billion and $137 million, respectively, as the nuclear fuel is consumed.

The following table displays operating lease commitments, net of capital trust cash receipts for the 2009-2013 period.
Net Operating Lease Commitments

2009 2010-2013 Total
(In millions)

OE $ 103 $ 390 $ 493
CEI(1) (38) (196) (234)
TE 41 134 175
JCP&L 8 15 23
Met-Ed 4 7 11
Penelec 4 5 9
FESC 8 34 42
FGCO 176 787 963
NGC(2) (103) (413) (516)
Total $ 203 $ 763 $ 966

(1) Reflects CEI's investment in Shippingport that purchased lease obligations
bonds issued on behalf of lessors in Bruce Mansfield Units 1, 2 and 3 sale and
leaseback transactions. Effective October 16, 2007, CEI and TE assigned their
leasehold interests in the Bruce Mansfield Plant to FGCO.

(2) Reflects NGC’s purchase of lessor equity interests in Beaver Valley Unit 2
and Perry in the second quarter of 2008.

FirstEnergy has been notified by the lessor of certain vehicle and equipment leases of its election to terminate the
lease arrangements effective November 2009. FirstEnergy is currently pursuing replacement lease arrangements with
alternative lessors. In the event that replacement lease arrangements are not secured, FirstEnergy would be required to
purchase the vehicles and equipment under lease at their unamortized value of approximately $100 million upon
termination of the lease.

FirstEnergy expects its existing sources of liquidity to remain sufficient to meet its anticipated obligations and those of
its subsidiaries. FirstEnergy and its subsidiaries' business is capital intensive, requiring significant resources to fund
operating expenses, construction expenditures, scheduled debt maturities and interest and dividend payments. During
2009 and in subsequent years, FirstEnergy expects to satisfy these requirements with a combination of cash from
operations and funds from the capital markets. FirstEnergy also expects that borrowing capacity under credit facilities
will continue to be available to manage working capital requirements during those periods.

FirstEnergy had approximately $2.4 billion of short-term indebtedness as of December 31, 2008, comprised of
$2.3 billion in borrowings under the $2.75 billion revolving line of credit described below and $102 million of other
bank borrowings. Total short-term bank lines of committed credit to FirstEnergy, FES and the Utilities as of
December 31, 2008 were approximately $4.0 billion.

FirstEnergy, along with certain of its subsidiaries, are party to a $2.75 billion five-year revolving credit facility.

FirstEnergy has the ability to request an increase in the total commitments available under this facility up to a
maximum of $3.25 billion, subject to the discretion of each lender to provide additional commitments. Commitments
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under the facility are available until August 24, 2012, unless the lenders agree, at the request of the borrowers, to an
unlimited number of additional one-year extensions. Generally, borrowings under the facility must be repaid within
364 days. Available amounts for each borrower are subject to a specified sub-limit, as well as applicable regulatory
and other limitations. The annual facility fee is 0.125%.

As of January 31, 2009, FirstEnergy had $720 million of bank credit facilities in addition to the $2.75 billion
revolving credit facility. Also, an aggregate of $550 million of accounts receivable financing facilities through the
Ohio and Pennsylvania Companies may be accessed to meet working capital requirements and for other general
corporate purposes. FirstEnergy's available liquidity as of January 31, 2009, is described in the following table.
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Available
Liquidity as of
January 31,
Company Type Maturity Commitment 2009
(In millions)
FirstEnergy(1) Revolving Aug. 2012 $ 2,750 $ 405
FirstEnergy and FES Revolving May 2009 300 300
FirstEnergy Bank lines Various(2) 120 20
FGCO Term loan Oct. 2009(3) 300 300
Receivables
Ohio and Pennsylvania Companies financing Various(4) 550 469
Subtotal $ 4,020 $ 1,494
Cash - 1,110
Total $ 4,020 $ 2,604
€ FirstEnergy Corp. and subsidiary borrowers.
(2) $100 million matures November 30, 2009; $20 million uncommitted line of credit with no maturity date.
3) Drawn amounts are payable within 30 days and may not be re-borrowed.
)] $370 million expires February 22, 2010; $180 million expires December 18, 2009.

FirstEnergy's primary source of cash for continuing operations as a holding company is cash from the operations of its
subsidiaries. During 2008, the holding company received $995 million of cash dividends on common stock from its
subsidiaries and paid $671 million in cash dividends to common shareholders.

As of December 31, 2008, the Ohio Companies and Penn had the aggregate capability to issue approximately
$2.8 billion of additional FMBs on the basis of property additions and retired bonds under the terms of their respective
mortgage indentures. The issuance of FMBs by OE, CEI and TE is also subject to provisions of their senior note
indentures generally limiting the incurrence of additional secured debt, subject to certain exceptions that would
permit, among other things, the issuance of secured debt (including FMBs) supporting pollution control notes or
similar obligations, or as an extension, renewal or replacement of previously outstanding secured debt. In addition,
these provisions would permit OE, CEI and TE to incur additional secured debt not otherwise permitted by a specified
exception of up to $168 million, $179 million and $117 million, respectively, as of December 31, 2008. On June 19,
2008, FGCO established an FMB indenture. Based upon its net earnings and available bondable property additions as
of December 31, 2008, FGCO had the capability to issue $3.0 billion of additional FMBs under the terms of that
indenture. Met-Ed and Penelec had the capability to issue secured debt of approximately $376 million and
$318 million, respectively, under provisions of their senior note indentures as of December 31, 2008.

To the extent that coverage requirements or market conditions restrict the subsidiaries’ abilities to issue desired
amounts of FMBs or preferred stock, they may seek other methods of financing. Such financings could include the
sale of preferred and/or preference stock or of such other types of securities as might be authorized by applicable
regulatory authorities which would not otherwise be sold and could result in annual interest charges and/or dividend
requirements in excess of those that would otherwise be incurred.

On September 22, 2008, FirstEnergy and the Shelf Registrants filed an automatically effective shelf registration
statement with the SEC for an unspecified number and amount of securities to be offered thereon. The shelf
registration provides FirstEnergy the flexibility to issue and sell various types of securities, including common stock,
preferred stock, debt securities, warrants, share purchase contracts, and share purchase units. The Shelf Registrants
may utilize the shelf registration statement to offer and sell unsecured, and in some cases, secured debt securities.
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Nuclear Operating Licenses

Each of the nuclear units in the FES portfolio operates under a 40-year operating license granted by the NRC. The
following table summarizes the current operating license expiration dates for FES’ nuclear facilities in service.

Current

Station In-Service License
Date Expiration

Beaver 1976 2016
Valley Unit
1
Beaver 1987 2027
Valley Unit
2
Perry 1986 2026

Davis-Besse 1977 2017
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In August 2007, FENOC submitted an application to the NRC to renew the operating licenses for the Beaver Valley
Power Station (Units 1 and 2) for an additional 20 years. The NRC is required by statute to provide an opportunity for
members of the public to request a hearing on the application. No members of the public, however, requested a
hearing on the Beaver Valley license renewal application. On September 24, 2008, the NRC issued a draft
supplemental Environmental Impact Statement for Beaver Valley. FENOC will continue to work with the NRC Staff
as it completes its environmental and technical reviews of the license renewal application, and expects to obtain
renewed licenses for the Beaver Valley Power Station in 2009. If renewed licenses are issued by the NRC, the Beaver
Valley Power Station’s licenses would be extended until 2036 and 2047 for Units 1 and 2, respectively. FENOC’s
application for operating license extensions for Beaver Valley Units 1 and 2 was accepted by the NRC on November
9, 2007. Similar applications are expected to be filed for Davis-Besse in 2010 and Perry in 2013. The NRC review
process takes approximately two to three years from the docketing of an application. The license extension is for 20
years beyond the current license period.

Nuclear Regulation

On May 14, 2007, the Office of Enforcement of the NRC issued a DFI to FENOC, following FENOC’s reply to an
April 2, 2007 NRC request for information about two reports prepared by expert witnesses for an insurance arbitration
(the insurance claim was subsequently withdrawn by FirstEnergy in December 2007) related to Davis-Besse. The
NRC indicated that this information was needed for the NRC “to determine whether an Order or other action should be
taken pursuant to 10 CFR 2.202, to provide reasonable assurance that FENOC will continue to operate its licensed
facilities in accordance with the terms of its licenses and the Commission’s regulations.” FENOC was directed to submit
the information to the NRC within 30 days. On June 13, 2007, FENOC filed a response to the NRC’s DFI reaffirming
that it accepts full responsibility for the mistakes and omissions leading up to the damage to the reactor vessel head
and that it remains committed to operating Davis-Besse and FirstEnergy’s other nuclear plants safely and responsibly.
FENOC submitted a supplemental response clarifying certain aspects of the DFI response to the NRC on July 16,
2007. On August 15, 2007, the NRC issued a confirmatory order imposing these commitments. FENOC must inform
the NRC’s Office of Enforcement after it completes the key commitments embodied in the NRC’s order. FENOC has
conducted the employee training required by the confirmatory order and a consultant has performed follow-up reviews
to ensure the effectiveness of that training. The NRC continues to monitor FENOC’s compliance with all the
commitments made in the confirmatory order.

Nuclear Insurance

The Price-Anderson Act limits the public liability which can be assessed with respect to a nuclear power plant to

$12.5 billion (assuming 104 units licensed to operate) for a single nuclear incident, which amount is covered by: (i)

private insurance amounting to $300 million; and (ii) $12.2 billion provided by an industry retrospective rating plan

required by the NRC pursuant thereto. Under such retrospective rating plan, in the event of a nuclear incident at any

unit in the United States resulting in losses in excess of private insurance, up to $118 million (but not more than $18

million per unit per year in the event of more than one incident) must be contributed for each nuclear unit licensed to

operate in the country by the licensees thereof to cover liabilities arising out of the incident. Based on their present

nuclear ownership and leasehold interests, FirstEnergy’s maximum potential assessment under these provisions would
be $470 million (OE-$40 million, NGC-$408 million, and TE-$22 million) per incident but not more than $70 million

(OE-$6 million, NGC-$61 million, and TE-$3 million) in any one year for each incident.

In addition to the public liability insurance provided pursuant to the Price-Anderson Act, FirstEnergy has also
obtained insurance coverage in limited amounts for economic loss and property damage arising out of nuclear
incidents. FirstEnergy is a member of Nuclear Electric Insurance Limited (NEIL) which provides coverage (NEIL I)
for the extra expense of replacement power incurred due to prolonged accidental outages of nuclear units. Under
NEIL I, FirstEnergy’s subsidiaries have policies, renewable yearly, corresponding to their respective nuclear interests,
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which provide an aggregate indemnity of up to approximately $2.0 billion (OE-$168 million, NGC-$1.7 billion,

TE-$89 million) for replacement power costs incurred during an outage after an initial 20-week waiting period.

Members of NEIL I pay annual premiums and are subject to assessments if losses exceed the accumulated funds

available to the insurer. FirstEnergy’s present maximum aggregate assessment for incidents at any covered nuclear
facility occurring during a policy year would be approximately $18 million (OE-$1 million, NGC-$16 million, and

TE-$1 million).

FirstEnergy is insured as to its respective nuclear interests under property damage insurance provided by NEIL to the
operating company for each plant. Under these arrangements, up to $2.8 billion of coverage for decontamination
costs, decommissioning costs, debris removal and repair and/or replacement of property is provided. FirstEnergy pays
annual premiums for this coverage and is liable for retrospective assessments of up to approximately $61 million
(OE-$6 million, NGC-$52 million, TE-$2 million, Met Ed, Penelec and JCP&L-$1 million in total) during a policy
year.
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FirstEnergy intends to maintain insurance against nuclear risks as described above as long as it is available. To the

extent that replacement power, property damage, decontamination, decommissioning, repair and replacement costs

and other such costs arising from a nuclear incident at any of FirstEnergy’s plants exceed the policy limits of the
insurance in effect with respect to that plant, to the extent a nuclear incident is determined not to be covered by

FirstEnergy’s insurance policies, or to the extent such insurance becomes unavailable in the future, FirstEnergy would
remain at risk for such costs.

The NRC requires nuclear power plant licensees to obtain minimum property insurance coverage of $1.1 billion or the
amount generally available from private sources, whichever is less. The proceeds of this insurance are required to be
used first to ensure that the licensed reactor is in a safe and stable condition and can be maintained in that condition so
as to prevent any significant risk to the public health and safety. Within 30 days of stabilization, the licensee is
required to prepare and submit to the NRC a cleanup plan for approval. The plan is required to identify all cleanup
operations necessary to decontaminate the reactor sufficiently to permit the resumption of operations or to commence
decommissioning. Any property insurance proceeds not already expended to place the reactor in a safe and stable
condition must be used first to complete those decontamination operations that are ordered by the NRC. FirstEnergy is
unable to predict what effect these requirements may have on the availability of insurance proceeds.

Environmental Matters

Various federal, state and local authorities regulate FirstEnergy with regard to air and water quality and other
environmental matters. The effects of compliance on FirstEnergy with regard to environmental matters could have a
material adverse effect on FirstEnergy's earnings and competitive position to the extent that it competes with
companies that are not subject to such regulations and, therefore, do not bear the risk of costs associated with
compliance, or failure to comply, with such regulations. FirstEnergy estimates capital expenditures for environmental
compliance of approximately $608 million for the period 2009-2013.

FirstEnergy accrues environmental liabilities only when it concludes that it is probable that it has an obligation for
such costs and can reasonably estimate the amount of such costs. Unasserted claims are reflected in FirstEnergy’s
determination of environmental liabilities and are accrued in the period that they become both probable and
reasonably estimable.

Clean Air Act Compliance

FirstEnergy is required to meet federally-approved SO2 emissions regulations. Violations of such regulations can
result in the shutdown of the generating unit involved and/or civil or criminal penalties of up to $37,500 for each day
the unit is in violation. The EPA has an interim enforcement policy for SO2 regulations in Ohio that allows for
compliance based on a 30-day averaging period. FirstEnergy believes it is currently in compliance with this policy,
but cannot predict what action the EPA may take in the future with respect to the interim enforcement policy.

The EPA Region 5 issued a Finding of Violation and NOV to the Bay Shore Power Plant dated June 15, 2006,
alleging violations to various sections of the CAA. FirstEnergy has disputed those alleged violations based on its CAA
permit, the Ohio SIP and other information provided to the EPA at an August 2006 meeting with the EPA. The EPA
has several enforcement options (administrative compliance order, administrative penalty order, and/or judicial, civil
or criminal action) and has indicated that such option may depend on the time needed to achieve and demonstrate
compliance with the rules alleged to have been violated. On June 5, 2007, the EPA requested another meeting to
discuss “an appropriate compliance program” and a disagreement regarding emission limits applicable to the common
stack for Bay Shore Units 2, 3 and 4.
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FirstEnergy complies with SO2 reduction requirements under the Clean Air Act Amendments of 1990 by burning
lower-sulfur fuel, generating more electricity from lower-emitting plants, and/or using emission allowances. NOX
reductions required by the 1990 Amendments are being achieved through combustion controls and the generation of
more electricity at lower-emitting plants. In September 1998, the EPA finalized regulations requiring additional NOX
reductions at FirstEnergy's facilities. The EPA's NOX Transport Rule imposes uniform reductions of NOX emissions
(an approximate 85% reduction in utility plant NOX emissions from projected 2007 emissions) across a region of
nineteen states (including Michigan, New Jersey, Ohio and Pennsylvania) and the District of Columbia based on a
conclusion that such NOX emissions are contributing significantly to ozone levels in the eastern United States.
FirstEnergy believes its facilities are also complying with the NOX budgets established under SIPs through
combustion controls and post-combustion controls, including Selective Catalytic Reduction and SNCR systems,
and/or using emission allowances.
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In 1999 and 2000, the EPA issued an NOV and the DOJ filed a civil complaint against OE and Penn based on
operation and maintenance of the W. H. Sammis Plant (Sammis NSR Litigation) and filed similar complaints
involving 44 other U.S. power plants. This case and seven other similar cases are referred to as the NSR cases. OE’s
and Penn’s settlement with the EPA, the DOJ and three states (Connecticut, New Jersey and New York) that resolved
all issues related to the Sammis NSR litigation was approved by the Court on July 11, 2005. This settlement
agreement, in the form of a consent decree, requires reductions of NOX and SO2 emissions at the Sammis, Burger,
Eastlake and Mansfield coal-fired plants through the installation of pollution control devices and provides for
stipulated penalties for failure to install and operate such pollution controls in accordance with that agreement. Capital
expenditures necessary to complete requirements of the Sammis NSR Litigation consent decree are currently
estimated to be $506 million for 2009-2010 (with $414 million expected to be spent in 2009). This amount is included
in the estimated capital expenditures for environmental compliance referenced above, but excludes the potential AQC
expenditures related to Burger Units 4 and 5 described below. On September 8, 2008, the Environmental Enforcement
Section of the DOIJ sent a letter to OFE regarding its view that the company was not in compliance with the Sammis
NSR Litigation consent decree because the installation of an SNCR at Eastlake Unit 5 was not completed by
December 31, 2006. However, the DOJ acknowledged that stipulated penalties could not apply under the terms of the
Sammis NSR Litigation consent decree because Eastlake Unit 5 was idled on December 31, 2006 pending installation
of the SNCR and advised that it had exercised its discretion not to seek any other penalties for this alleged
non-compliance. OE disputed the DOJ's interpretation of the consent decree in a letter dated September 22, 2008.
Although the Eastlake Unit 5 issue is no longer active, OE filed a dispute resolution petition on October 23, 2008,
with the United States District Court for the Southern District of Ohio, due to potential impacts on its compliance
decisions with respect to Burger Units 4 and 5. On December 23, 2008, OE withdrew its dispute resolution petition
and subsequently filed a motion to extend the date (from December 31, 2008 to April 15, 2009), under the Sammis
NSR Litigation consent decree, to elect for Burger Units 4 and 5 to permanently shut down those units by December
31, 2010, or to repower them or to install flue gas desulfurization (FGD) by later dates. On January 30, 2009, the
Court issued an order extending the election date from December 31, 2008 to March 31, 2009.

On April 2, 2007, the United States Supreme Court ruled that changes in annual emissions (in tons/year) rather than
changes in hourly emissions rate (in kilograms/hour) must be used to determine whether an emissions increase
triggers NSR. Subsequently, on May 8, 2007, the EPA proposed to revise the NSR regulations to utilize changes in the
hourly emission rate (in kilograms/hour) to determine whether an emissions increase triggers NSR. On December 10,
2008, the EPA announced it would not finalize this proposed change to the NSR regulations.

On May 22, 2007, FirstEnergy and FGCO received a notice letter, required 60 days prior to the filing of a citizen suit
under the federal CAA, alleging violations of air pollution laws at the Bruce Mansfield Plant, including opacity
limitations. Prior to the receipt of this notice, the Plant was subject to a Consent Order and Agreement with the
Pennsylvania Department of Environmental Protection concerning opacity emissions under which efforts to achieve
compliance with the applicable laws will continue. On October 18, 2007, PennFuture filed a complaint, joined by
three of its members, in the United States District Court for the Western District of Pennsylvania. On January 11,
2008, FirstEnergy filed a motion to dismiss claims alleging a public nuisance. On April 24, 2008, the Court denied the
motion to dismiss, but also ruled that monetary damages could not be recovered under the public nuisance claim. In
July 2008, three additional complaints were filed against FGCO in the United States District Court for the Western
District of Pennsylvania seeking damages based on Bruce Mansfield Plant air emissions. In addition to seeking
damages, two of the complaints seek to enjoin the Bruce Mansfield Plant from operating except in a “safe, responsible,
prudent and proper manner”, one being a complaint filed on behalf of twenty-one individuals and the other being a
class action complaint, seeking certification as a class action with the eight named plaintiffs as the class
representatives. On October 14, 2008, the Court granted FGCO’s motion to consolidate discovery for all four
complaints pending against the Bruce Mansfield Plant. FGCO believes the claims are without merit and intends to
defend itself against the allegations made in these complaints.
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On December 18, 2007, the state of New Jersey filed a CAA citizen suit alleging NSR violations at the Portland
Generation Station against Reliant (the current owner and operator), Sithe Energy (the purchaser of the Portland
Station from Met-Ed in 1999), GPU, Inc. and Met-Ed. Specifically, New Jersey alleges that "modifications" at
Portland Units 1 and 2 occurred between 1980 and 1995 without preconstruction NSR or permitting under the CAA's
prevention of significant deterioration program, and seeks injunctive relief, penalties, attorney fees and mitigation of
the harm caused by excess emissions. On March 14, 2008, Met-Ed filed a motion to dismiss the citizen suit claims
against it and a stipulation in which the parties agreed that GPU, Inc. should be dismissed from this case. On March
26, 2008, GPU, Inc. was dismissed by the United States District Court. The scope of Met-Ed’s indemnity obligation to
and from Sithe Energy is disputed. On October 30, 2008, the state of Connecticut filed a Motion to Intervene, but the
Court has yet to rule on Connecticut’s Motion. On December 5, 2008, New Jersey filed an amended complaint, adding
claims with respect to alleged modifications that occurred after GPU’s sale of the plant. On January 14, 2009, the EPA
issued a NOV to Reliant alleging new source review violations at the Portland Generation Station based on
“modifications” dating back to 1986. Met-Ed is unable to predict the outcome of this matter. The EPA’s January 14,
2009, NOV also alleged new source review violations at the Keystone and Shawville Stations based on “modifications”
dating back to 1984. JCP&L, as the former owner of 16.67% of Keystone Station and Penelec, as former owner and
operator of the Shawville Station, are unable to predict the outcome of this matter.
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On June 11, 2008, the EPA issued a Notice and Finding of Violation to MEW alleging that "modifications" at the

Homer City Power Station occurred since 1988 to the present without preconstruction NSR or permitting under the

CAA's prevention of significant deterioration program. MEW is seeking indemnification from Penelec, the co-owner

(along with New York State Electric and Gas Company) and operator of the Homer City Power Station prior to its

sale in 1999. The scope of Penelec’s indemnity obligation to and from MEW is disputed. Penelec is unable to predict
the outcome of this matter.

On May 16, 2008, FGCO received a request from the EPA for information pursuant to Section 114(a) of the CAA for
certain operating and maintenance information regarding the Eastlake, Lakeshore, Bay Shore and Ashtabula
generating plants to allow the EPA to determine whether these generating sources are complying with the NSR
provisions of the CAA. On July 10, 2008, FGCO and the EPA entered into an ACO modifying that request and setting
forth a schedule for FGCO’s response. On October 27, 2008, FGCO received a second request from the EPA for
information pursuant to Section 114(a) of the CAA for additional operating and maintenance information regarding
the Eastlake, Lakeshore, Bay Shore and Ashtabula generating plants. FGCO intends to fully comply with the EPA’s
information requests, but, at this time, is unable to predict the outcome of this matter.

On August 18, 2008, FirstEnergy received a request from the EPA for information pursuant to Section 114(a) of the
CAA for certain operating and maintenance information regarding the Avon Lake and Niles generating plants, as well
as a copy of a nearly identical request directed to the current owner, Reliant Energy, to allow the EPA to determine
whether these generating sources are complying with the NSR provisions of the CAA. FirstEnergy intends to fully
comply with the EPA’s information request, but, at this time, is unable to predict the outcome of this matter.

National Ambient Air Quality Standards

In March 2005, the EPA finalized the CAIR covering a total of 28 states (including Michigan, New Jersey, Ohio and
Pennsylvania) and the District of Columbia based on proposed findings that air emissions from 28 eastern states and
the District of Columbia significantly contribute to non-attainment of the NAAQS for fine particles and/or the
"8-hour" ozone NAAQS in other states. CAIR requires reductions of NOX and SO2 emissions in two phases (Phase I
in 2009 for NOX, 2010 for SO2 and Phase II in 2015 for both NOX and SO2), ultimately capping SO2 emissions in
affected states to just 2.5 million tons annually and NOX emissions to just 1.3 million tons annually. CAIR was
challenged in the United States Court of Appeals for the District of Columbia and on July 11, 2008, the Court vacated
CAIR “in its entirety” and directed the EPA to “redo its analysis from the ground up.” On September 24, 2008, the EPA,
utility, mining and certain environmental advocacy organizations petitioned the Court for a rehearing to reconsider its
ruling vacating CAIR. On December 23, 2008, the Court reconsidered its prior ruling and allowed CAIR to remain in
effect to “temporarily preserve its environmental values” until the EPA replaces CAIR with a new rule consistent with
the Court’s July 11, 2008 opinion. The future cost of compliance with these regulations may be substantial and will
depend, in part, on the action taken by the EPA in response to the Court’s ruling.

Mercury Emissions

In December 2000, the EPA announced it would proceed with the development of regulations regarding hazardous air
pollutants from electric power plants, identifying mercury as the hazardous air pollutant of greatest concern. In March
2005, the EPA finalized the CAMR, which provides a cap-and-trade program to reduce mercury emissions from
coal-fired power plants in two phases; initially, capping national mercury emissions at 38 tons by 2010 (as a
"co-benefit" from implementation of SO2 and NOX emission caps under the EPA's CAIR program) and 15 tons per
year by 2018. Several states and environmental groups appealed the CAMR to the United States Court of Appeals for
the District of Columbia. On February 8, 2008, the Court vacated the CAMR, ruling that the EPA failed to take the
necessary steps to “de-list” coal-fired power plants from its hazardous air pollutant program and, therefore, could not
promulgate a cap-and-trade program. The EPA petitioned for rehearing by the entire Court, which denied the petition
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on May 20, 2008. On October 17, 2008, the EPA (and an industry group) petitioned the United States Supreme Court
for review of the Court’s ruling vacating CAMR. On February 6, 2009, the United States moved to dismiss its petition
for certiorari. On February 23, 2009, the Supreme Court dismissed the United States’ petition and denied the industry
group’s petition. Accordingly, the EPA could take regulatory action to promulgate new mercury emission standards
for coal-fired power plants. FGCO’s future cost of compliance with mercury regulations may be substantial and will
depend on the action taken by the EPA and on how they are ultimately implemented.

Pennsylvania has submitted a new mercury rule for EPA approval that does not provide a cap-and-trade approach as in
the CAMR, but rather follows a command-and-control approach imposing emission limits on individual sources. On
January 30, 2009, the Commonwealth Court of Pennsylvania declared Pennsylvania’s mercury rule “unlawful, invalid
and unenforceable” and enjoined the Commonwealth from continued implementation or enforcement of that rule. It is
anticipated that compliance with these regulations, if the Commonwealth Court’s rulings were reversed on appeal and
Pennsylvania’s mercury rule was implemented, would not require the addition of mercury controls at the Bruce
Mansfield Plant, FirstEnergy’s only Pennsylvania coal-fired power plant, until 2015, if at all.
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Climate Change

In December 1997, delegates to the United Nations' climate summit in Japan adopted an agreement, the Kyoto
Protocol, to address global warming by reducing the amount of man-made GHG, including CO2, emitted by
developed countries by 2012. The United States signed the Kyoto Protocol in 1998 but it was never submitted for
ratification by the United States Senate. However, the Bush administration had committed the United States to a
voluntary climate change strategy to reduce domestic GHG intensity — the ratio of emissions to economic output — by
18% through 2012. Also, in an April 16, 2008 speech, former President Bush set a policy goal of stopping the growth
of GHG emissions by 2025, as the next step beyond the 2012 strategy. In addition, the EPACT established a
Committee on Climate Change Technology to coordinate federal climate change activities and promote the
development and deployment of GHG reducing technologies. President Obama has announced his Administration’s
“New Energy for America Plan” that includes, among other provisions, ensuring that 10% of electricity in the United
States comes from renewable sources by 2012, and 25% by 2025; and implementing an economy-wide cap-and-trade
program to reduce GHG emissions 80% by 2050.

There are a number of initiatives to reduce GHG emissions under consideration at the federal, state and international
level. At the international level, efforts to reach a new global agreement to reduce GHG emissions post-2012 have
begun with the Bali Roadmap, which outlines a two-year process designed to lead to an agreement in 2009. At the
federal level, members of Congress have introduced several bills seeking to reduce emissions of GHG in the United
States, and the Senate Environment and Public Works Committee has passed one such bill. State activities, primarily
the northeastern states participating in the Regional Greenhouse Gas Initiative and western states led by California,
have coordinated efforts to develop regional strategies to control emissions of certain GHGs.

On April 2, 2007, the United States Supreme Court found that the EPA has the authority to regulate CO2 emissions
from automobiles as “air pollutants” under the CAA. Although this decision did not address CO2 emissions from
electric generating plants, the EPA has similar authority under the CAA to regulate “air pollutants” from those and other
facilities. On July 11, 2008, the EPA released an Advance Notice of Proposed Rulemaking, soliciting input from the
public on the effects of climate change and the potential ramifications of regulation of CO2 under the CAA.

FirstEnergy cannot currently estimate the financial impact of climate change policies, although potential legislative or
regulatory programs restricting CO2 emissions could require significant capital and other expenditures. The CO2
emissions per KWH of electricity generated by FirstEnergy is lower than many regional competitors due to its
diversified generation sources, which include low or non-CO2 emitting gas-fired and nuclear generators.

Clean Water Act

Various water quality regulations, the majority of which are the result of the federal Clean Water Act and its
amendments, apply to FirstEnergy's plants. In addition, Ohio, New Jersey and Pennsylvania have water quality
standards applicable to FirstEnergy's operations. As provided in the Clean Water Act, authority to grant federal
National Pollutant Discharge Elimination System water discharge permits can be assumed by a state. Ohio, New
Jersey and Pennsylvania have assumed such authority.

On September 7, 2004, the EPA established new performance standards under Section 316(b) of the Clean Water Act
for reducing impacts on fish and shellfish from cooling water intake structures at certain existing large electric
generating plants. The regulations call for reductions in impingement mortality (when aquatic organisms are pinned
against screens or other parts of a cooling water intake system) and entrainment (which occurs when aquatic life is
drawn into a facility's cooling water system). On January 26, 2007, the United States Court of Appeals for the Second
Circuit remanded portions of the rulemaking dealing with impingement mortality and entrainment back to the EPA for
further rulemaking and eliminated the restoration option from the EPA’s regulations. On July 9, 2007, the EPA
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suspended this rule, noting that until further rulemaking occurs, permitting authorities should continue the existing
practice of applying their best professional judgment to minimize impacts on fish and shellfish from cooling water
intake structures. On April 14, 2008, the Supreme Court of the United States granted a petition for a writ of certiorari
to review one significant aspect of the Second Circuit Court’s opinion which is whether Section 316(b) of the Clean
Water Act authorizes the EPA to compare costs with benefits in determining the best technology available for
minimizing adverse environmental impact at cooling water intake structures. Oral argument before the Supreme
Court occurred on December 2, 2008 and a decision is anticipated during the first half of 2009. FirstEnergy is
studying various control options and their costs and effectiveness. Depending on the results of such studies, the
outcome of the Supreme Court’s review of the Second Circuit’s decision, the EPA’s further rulemaking and any action
taken by the states exercising best professional judgment, the future costs of compliance with these standards may
require material capital expenditures.

The U.S. Attorney's Office in Cleveland, Ohio has advised FGCO that it is considering prosecution under the Clean
Water Act and the Migratory Bird Treaty Act for three petroleum spills at the Edgewater, Lakeshore and Bay Shore
plants which occurred on November 1, 2005, January 26, 2007 and February 27, 2007. FGCO is unable to predict the
outcome of this matter.
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Regulation of Hazardous Waste

As a result of the Resource Conservation and Recovery Act of 1976, as amended, and the Toxic Substances Control
Act of 1976, federal and state hazardous waste regulations have been promulgated. Certain fossil-fuel combustion
waste products, such as coal ash, were exempted from hazardous waste disposal requirements pending the EPA's
evaluation of the need for future regulation. The EPA subsequently determined that regulation of coal ash as a
hazardous waste is unnecessary. In April 2000, the EPA announced that it will develop national standards regulating
disposal of coal ash under its authority to regulate non-hazardous waste.

Under NRC regulations, FirstEnergy must ensure that adequate funds will be available to decommission its nuclear
facilities. As of December 31, 2008, FirstEnergy had approximately $1.7 billion invested in external trusts to be used
for the decommissioning and environmental remediation of Davis-Besse, Beaver Valley, Perry and TMI-2. As part of
the application to the NRC to transfer the ownership of Davis-Besse, Beaver Valley and Perry to NGC in 2005,
FirstEnergy agreed to contribute another $80 million to these trusts by 2010. Consistent with NRC guidance, utilizing

a “real” rate of return on these funds of approximately 2% over inflation, these trusts are expected to exceed the
minimum decommissioning funding requirements set by the NRC. Conservatively, these estimates do not include any
rate of return that the trusts may earn over the 20-year plant useful life extensions that FirstEnergy (and Exelon for
TMI-1 as it relates to the timing of the decommissioning of TMI-2) seeks for these facilities.

The Utilities have been named as PRPs at waste disposal sites, which may require cleanup under the Comprehensive
Environmental Response, Compensation, and Liability Act of 1980. Allegations of disposal of hazardous substances
at historical sites and the liability involved are often unsubstantiated and subject to dispute; however, federal law
provides that all PRPs for a particular site may be liable on a joint and several basis. Therefore, environmental
liabilities that are considered probable have been recognized on the Consolidated Balance Sheet as of December 31,
2008, based on estimates of the total costs of cleanup, the Utilities' proportionate responsibility for such costs and the
financial ability of other unaffiliated entities to pay. Total liabilities of approximately $90 million have been accrued
through December 31, 2008. Included in the total are accrued liabilities of approximately $56 million for
environmental remediation of former manufactured gas plants in New Jersey, which are being recovered by JCP&L
through a non-bypassable SBC.

Fuel Supply

FES currently has long-term coal contracts with various terms to provide approximately 21.5 million tons of coal for
the year 2009, approximately 98% of its 2009 coal requirements of 22 million tons. This contract coal is produced
primarily from mines located in Ohio, Pennsylvania, Kentucky, West Virginia and Wyoming. The contracts expire at
various times through December 31, 2030. See “Environmental Matters” for factors pertaining to meeting environmental
regulations affecting coal-fired generating units.

In July 2008, FEV entered into a joint venture with the Boich Companies, a Columbus, Ohio-based coal company, to

acquire a majority stake in the Bull Mountain Mine Operations, now called Signal Peak, near Roundup, Montana. This

transaction is part of FirstEnergy’s strategy to secure high-quality fuel supplies at attractive prices to maximize the
capacity of its fossil generating plants. In a related transaction, FirstEnergy entered into a 15-year agreement to

purchase up to 10 million tons of bituminous western coal annually from the mine. FirstEnergy also entered into

agreements with the rail carriers associated with transporting coal from the mine to its generating stations, and expects

to begin taking delivery of the coal in late 2009 or early 2010. The joint venture has the right to resell Signal Peak coal

tonnage not used at FirstEnergy facilities and has call rights on such coal above certain levels.

FirstEnergy has contracts for all uranium requirements through 2010 and a portion of uranium material requirements
through 2014. Conversion services contracts fully cover requirements through 2011 and partially fill requirements
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through 2015. Enrichment services are contracted for all of the enrichment requirements for nuclear fuel through
2014. A portion of enrichment requirements is also contracted for through 2020. Fabrication services for fuel
assemblies are contracted for both Beaver Valley units and Davis Besse through 2013 and through the current
operating license period for Perry (through approximately 2026). The Davis-Besse fabrication contract also has an
extension provision for services for three additional consecutive reload batches through the current operating license
period (approximately 2017). In addition to the existing commitments, FirstEnergy intends to make additional
arrangements for the supply of uranium and for the subsequent conversion, enrichment, fabrication, and waste
disposal services.

On-site spent fuel storage facilities are expected to be adequate for Perry through 2011; facilities at Beaver Valley
Units 1 and 2 are expected to be adequate through 2015 and 2010, respectively. Davis-Besse has adequate storage
through the remainder of its current operating license period. After current on-site storage capacity at the plants is
exhausted, additional storage capacity will have to be obtained either through plant modifications, interim off-site
disposal, or permanent waste disposal facilities. FENOC is currently taking actions to extend the spent fuel storage
capacity for Perry and Beaver Valley. Plant modifications to increase the storage capacity of the existing spent fuel
storage pool at Beaver Valley Unit 2 will be submitted to the NRC for approval during the first half of 2009, with
implementation scheduled for 2010. Dry fuel storage is also being pursued at Perry and Beaver Valley, with Perry
implementation scheduled to begin in 2010.
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The Federal Nuclear Waste Policy Act of 1982 provides for the construction of facilities for the permanent disposal of

high-level nuclear wastes, including spent fuel from nuclear power plants operated by electric utilities. NGC has

contracts with the DOE for the disposal of spent fuel for Beaver Valley, Davis-Besse and Perry. Yucca Mountain was

approved in 2002 as a repository for underground disposal of spent nuclear fuel from nuclear power plants and high

level waste from U.S. defense programs. The DOE submitted the license application for Yucca Mountain to the NRC

on June 3, 2008. Based on the DOE’s most recent published statements, the earliest date that the Yucca Mountain
repository will start receiving spent fuel is 2020. FirstEnergy intends to make additional arrangements for storage

capacity as a contingency for further delays with the DOE acceptance of spent fuel for disposal past 2020.

Fuel oil and natural gas are used primarily to fuel peaking units and/or to ignite the burners prior to burning coal when
a coal-fired plant is restarted. Fuel oil requirements have historically been low and are forecasted to remain so;
requirements are expected to average approximately 5 million gallons per year over the next five years. Due to the
volatility of fuel oil prices, FirstEnergy has adopted a strategy of either purchasing fixed-priced oil for inventory or
using financial instruments to hedge against price risk. Natural gas is consumed primarily by peaking units, and the
demand is forecasted to range from approximately 3.5 million cubic feet (Mcf) in 2009 to 2.7 Mcf in 2010. Because of
high price volatility and the unpredictability of unit dispatch, natural gas futures are purchased based on forecasted
demand to hedge against price movements.

System Demand

The 2008 net maximum hourly demand for each of the Utilities was: OE-5,579 MW on June 9, 2008; Penn—1,063 MW
on June 9, 2008; CEI-4,295 MW on June 9, 2008; TE-2,050 MW on June 9, 2008; JCP&L—-6,299 MW on June 10, 2008;
Met-Ed—3,045 MW on June 10, 2008; and Penelec—2,880 MW on June 9, 2008.

Supply Plan
Regulated Commodity Sourcing

The Utilities have a default service obligation to provide the required power supply to non-shopping customers who
have elected to continue to receive service under regulated retail tariffs. The volume of these sales can vary depending
on the level of shopping that occurs. Supply plans vary by state and by service territory. JCP&L’s default service
supply is secured through a statewide competitive procurement process approved by the NJBPU. Penn’s default service
supply is provided through a competitive procurement process approved by the PPUC. For the first quarter of 2009,
the default service supply for the Ohio Companies was sourced 4% from the spot market and 96% through a
competitive procurement process. Absent resolution of the ESP or MRO, the Ohio Companies anticipate conducting a
similar CBP for the period beginning April 1, 2009. The default service supply for Met-Ed and Penelec is secured
through a series of existing, long-term bilateral purchase contracts with unaffiliated suppliers, and through a
FERC-approved agreement with FES. If any unaffiliated suppliers fail to deliver power to any one of the Utilities’
service areas, the Utility serving that area may need to procure the required power in the market in their role as a PLR.

Unregulated Commodity Sourcing

FES has retail and wholesale competitive load-serving obligations in Ohio, New Jersey, Maryland, Pennsylvania,
Michigan and Illinois serving both affiliated and non-affiliated companies. FES provides energy products and services
to customers under various PLR, shopping, competitive-bid and non-affiliated contractual obligations. In 2008, FES’
generation service to affiliated companies was approximately 95% of its total generation obligation. Depending upon
the resolution of regulatory proceedings relating to how the Ohio Companies will obtain their supply and thereafter
the results of any CBP or other procurement process implemented in accordance with PUCO requirements, FES’
service to affiliated companies may decrease, making more power available to the competitive wholesale markets and

54



Edgar Filing: CLEVELAND ELECTRIC ILLUMINATING CO - Form 10-K

potentially subjecting FES to greater volatility in the prices it receives for its power. Geographically, approximately
68% of FES’ obligation is located in the MISO market area and 32% is located in the PJM market area.

FES provides energy and energy related services, including the generation and sale of electricity and energy planning
and procurement through retail and wholesale competitive supply arrangements. FES controls (either through
ownership, lease, affiliated power contracts or participation in OVEC) 13,973 MW of installed generating capacity.
FES supplies the power requirements of its competitive load-serving obligations through a combination of
subsidiary-owned generation, non-affiliated contracts and spot market transactions.
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Regional Reliability

FirstEnergy’s operating companies are located within MISO and PJM and operate under the reliability oversight of a
regional entity known as ReliabilityFirst. This regional entity operates under the oversight of the NERC in accordance
with a Delegation Agreement approved by the FERC. ReliabilityFirst began operations under the NERC on January 1,
2006. On July 20, 2006, the NERC was certified by the FERC as the ERO in the United States pursuant to Section 215
of the Federal Power Act and ReliabilityFirst was certified as a regional entity. ReliabilityFirst represents the
consolidation of the ECAR, Mid-Atlantic Area Council, and Mid-American Interconnected Network reliability
councils into a single regional reliability organization.

Competition

As a result of actions taken by state legislative bodies, major changes in the electric utility business have occurred in

portions of the United States, including Ohio, New Jersey and Pennsylvania where FirstEnergy’s utility subsidiaries
operate. These changes have altered the way traditional integrated utilities conduct their business. FirstEnergy has

aligned its business units to accommodate its retail strategy and participate in the competitive electricity marketplace

(see Strategy and Outlook in the 2008 Annual Report of FirstEnergy). FirstEnergy’s Competitive Energy Services
segment participates in deregulated energy markets in Ohio, Pennsylvania, Maryland, Michigan, and Illinois through

FES.

In New Jersey, JCP&L has procured electric supply to serve its BGS customers since 2002 through a statewide
auction process approved by the NJBPU. The auction is designed to procure supply for BGS customers at a cost
reflective of market conditions.

FirstEnergy remains focused on managing the transition to competitive markets for electricity in Ohio and
Pennsylvania. On May 1, 2008, the Governor of Ohio signed SB221 into law, which became effective July 31, 2008.
The new law provides two options for pricing generation in 2009 and beyond — through a negotiated rate plan or a
competitive bidding process (see PUCO Rate Matters above). In Pennsylvania, all electric distribution companies will
be required to secure generation for customers in competitive markets by 2011. On October 15, 2008, the Governor
of Pennsylvania signed House Bill 2200 into law, which became effective on November 14, 2008, as Act 129 of 2008.
The new law outlines a competitive procurement process and sets targets for energy efficiency and conservation (see
PPUC Rate Matters above).

Research and Development

The Utilities participate in the funding of EPRI, which was formed for the purpose of expanding electric research and
development under the voluntary sponsorship of the nation’s electric utility industry - public, private and cooperative.
Its goal is to mutually benefit utilities and their customers by promoting the development of new and improved
technologies to help the utility industry meet present and future electric energy needs in environmentally and
economically acceptable ways. EPRI conducts research on all aspects of electric power production and use, including
fuels, generation, delivery, energy management and conservation, environmental effects and energy analysis. The
majority of EPRI’s research and development projects are directed toward practical solutions and their applications to
problems currently facing the electric utility industry.

FirstEnergy also participates in other research and development initiatives with industry research consortiums and
universities, including for the development of carbon capture and coal-based fuel cell technologies.
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Executive Officers
Name
A.J. Alexander

W. D. Byrd

L. M. Cavalier

M. T. Clark

D. S. Elliott (B)

R. R. Grigg (A)(B)

J. J. Hagan

C. E. Jones (A)(B)

C. D. Lasky (D)

G. R. Leidich

D. C. Luff
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54

57

58

54

60

58

53

46

58

61

Age

Positions Held During Past Five Years
President and Chief Executive Officer
President and Chief Operating Officer

Vice President, Corporate Risk & Chief Risk
Officer

Director — Rates Strategy

Director — Commodity Supply

Senior Vice President — Human Resources
Vice President — Human Resources

Executive Vice President — Strategic Planning &

Operations

Senior Vice President — Strategic Planning &
Operations

Vice President — Business Development

President — Pennsylvania Operations
Senior Vice President

Executive Vice President and
President-FirstEnergy Ultilities

Executive Vice President and Chief Operating
Officer

President and Chief Executive Officer — WE
Generation

President and Chief Nuclear Officer - FENOC
Senior Vice President and Chief Operating
Officer - FENOC

Senior Vice President - FENOC

Senior Vice President — Energy Delivery &
Customer Service (E)

President — FirstEnergy Solutions

Senior Vice President — Energy Delivery &
Customer Service

Vice President — Fossil Operations

Vice President — Fossil Operations & Air Quality

Compliance
Plant Director

Executive Vice President & President —
FirstEnergy Generation

Senior Vice President — Operations

President and Chief Nuclear Officer - FENOC

Senior Vice President — Governmental Affairs

Dates

2004-present
*-2004

2007-present
2004-2007
*-2004

2005-present
*-2005

2008-present

2004-2008
*-2004

2005-present
*-2005

2008-present
2004-2008
*-2004
2007-present

2005-2007
*-2005

2009-present
2007-2009
*-2007

2008-present
2004-2008
*-2004
2008-present

2007-2008
*-2007

2007-present
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R. H. Marsh (A)(B)(D) 58

S. E. Morgan (C)(F) 58

J. M. Murray (A)(G) 62

J. F. Pearson (A)(B)(D) 54

D. R. Schneider (D) 47

L.L. Vespoli (A)(B)(D) 49

H. L. Wagner (A)(B)(D) 56

T. M. Welsh 59

(A) Denotes executive officers of

OE, CEI and TE.

(B) Denotes executive officers of
Met-Ed and Penelec.

(C) Denotes executive officer of
JCP&L

(D) Denotes executive officers of
FES.
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Vice President

Senior Vice President and Chief Financial
Officer

President — JCP&L
Vice President — Energy Delivery

President — Ohio Operations
Regional President — Toledo Edison Company
Regional President — West

Vice President and Treasurer

Treasurer

Group Controller — Strategic Planning and
Operations

Group Controller — FirstEnergy Solutions

President — FirstEnergy Solutions (E)
Senior Vice President — Energy Delivery &
Customer Service

Vice President — Energy Delivery

Vice President — Commodity Operations
Vice President — Fossil Operations

Executive Vice President and General Counsel
Senior Vice President and General Counsel

Vice President, Controller and Chief
Accounting Officer

Senior Vice President — Assistant to CEO
Senior Vice President

Vice President

(E) Position effective February 2, 2009.
(F) Retiring, September 1, 2009.

(G) Retiring, June 1, 2009.

*-2007

*-present

2004-present
*-2004

2005-present
2004-2005
*-2004

2006-present
2005-2006
2004-2005
*-2004

2009-present
2007-2009
2006-2007
2004-2006
*-2004

2008-present
*-2008

*-present
2007-present

2004-2007
*-2004

* Indicates position held at least since January 1, 2004.
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Employees

As of January 1, 2009, FirstEnergy’s subsidiaries had a total of 14,698 employees located in the United States as

follows:
Total Bargaining Unit
Employees Employees

FESC 3,355 250
OE 1,328 770
CEI 1,010 651
TE 445 321
Penn 223 165
JCP&L 1,470 1,113
Met-Ed 776 536
Penelec 994 664
ATSI 43 -
FES 219 -
FGCO 2,006 1,283
FENOC 2,829 1,031
Total 14,698 6,784

JCP&L's bargaining unit employees filed a grievance challenging JCP&L's 2002 call-out procedure that required
bargaining unit employees to respond to emergency power outages. On May 20, 2004, an arbitration panel concluded
that the call-out procedure violated the parties' collective bargaining agreement. At the conclusion of the June 1, 2005
hearing, the arbitration panel decided not to hear testimony on damages and closed the proceedings. On September 9,
2005, the arbitration panel issued an opinion to award approximately $16 million to the bargaining unit employees. On
February 6, 2006, a federal district Court granted a union motion to dismiss, as premature, a JCP&L appeal of the
award filed on October 18, 2005. A final order identifying the individual damage amounts was issued on October 31,
2007. The award appeal process was initiated. The union filed a motion with the federal Court to confirm the award
and JCP&L filed its answer and counterclaim to vacate the award on December 31, 2007. JCP&L and the union filed
briefs in June and July of 2008 and oral arguments were held in the fall. The Court has yet to render its decision.
JCP&L recognized a liability for the potential $16 million award in 2005.

The union employees at the Bruce Mansfield Plant have been working without a labor contract since February 15,
2008. The parties are continuing to bargain with the assistance of a federal mediator. FirstEnergy has a strike
mitigation plan ready in the event of a strike.
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